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Abstract 

 

In 2008, Brazil started the adoption of IFRS in a two-phase process, the first of which is the partial (2008) 

and the second the full adoption of the IFRS. This research studied how the partial adoption phase 

influenced financial information quality or not. Stratified samples of publicly traded company data were 

used to compare financial information quality changes between the periods before and after the partial 

adoption, through the analysis of six quality measures. All samples gave signs of increased financial 

information quality when measured by earnings management (smoothing). This could not be affirmed 

when using earnings management towards a target. Conflicting results were found for timely loss 

recognition. Regarding value relevance, all samples gave signs of increased information quality. In 

general, the results demonstrated that the IFRS, even when partially adopted, provide for improvements in 

the financial information quality of publicly traded companies in Brazil.  

Key-words: IFRS, Information Quality. 

 

1. INTRODUCTION 

Brazil is considered a code law country. Its accounting was regulated by law (Law No 6.404 from 

1976). In the thirty years that have passed since then, some changes have been made in Brazilian 

accounting standards, according to Laws No 9.457 and No 10.303, entailing little modification for 

standards themselves. The Brazilian Securities and Exchange Commission (CVM), the Federal 

Accounting Board (CFC), the Brazilian Institute of Independent Auditors (IBRACON), among other 

entities, have made further efforts to elaborate higher quality standards. Those efforts led to some 

improvements, but the changes needed to achieve high-quality accounting standards should depart from 

fundamental changes in the law that regulates accounting in Brazil. This accounting standardization 

process in Brazil ended up being quite confusing as, besides the law, CVM, CFC and Ibracon, several 

other regulatory entities also issued accounting standards for the sectors they regulate, such as electrical 
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energy, telecommunications, insurance etc. And sets of accounting rules were not always homogeneous, 

with great differences among accounting standards on the same topic in some cases. 

In January 2000, CVM presented a draft to reformulate the law in force. The project was 

constantly debated on and revised and, after a long time, approved and transformed into law nº 11.638, 

issued in December 2007. Through this approval, Brazil reached a new benchmark in accounting 

standardization, as this law started the route towards international standardization, the International 

Financial Reporting Standards (IFRS).  

To reach international quality standards, the law permitted the creation of an entity aimed at 

issuing technical pronouncements in line with the pronouncements issued by the International Accounting 

Standards Board (IASB). This task was attributed to the Accounting Pronouncement Committee (CPC), 

including representatives from accounting professionals – CFC, publicly traded companies – Brazilian 

Association of Listed Companies (ABRASCA), analysts – Association of Capital Market Analysts and 

Investment Professionals (APIMEC National), the stock market – BOVESPA, academics – Foundation 

Institute for Accounting, Actuarial and Financial Research (FIPECAFI), and independent auditors – 

Brazilian Institute of Independent Auditors (IBRACON). The following entities also participate in 

debates and discussions: Brazilian Central Bank (BCB); Securities and Exchange Commission (CVM); 

Internal Revenue Service (SRF); Superintendency of Private Insurances (SUSEP)
i
. The CPC can be 

compared to the FASB, but with one difference: by law, its pronouncements need to be oriented towards 

harmonization with the IFRS. 

According to the CPC
ii
, this entire process results from the Brazilian economy’s international 

opening, which put Brazilian companies in direct contact with more advanced economies (and accounting 

standards), entailing extra costs and information exchange difficulties. By adopting accounting standards 

like the IFRS, Brazilian companies decrease the need to publish their statements according to more than 

one standard, and can also reach a larger number of users on the international market. 

IFRS adoption puts Brazil in line with the IASB’s objective, which is to develop a set of 

accounting standards that leads to high-quality information. Hence, adopting these standards offers the 

possibility of verifying whether their application reaches the intended goal, comparing information issued 

according to earlier local standards with that issued in line with the new standards, trying to understand 

how and why financial information properties changed during this convergence process. 

Some studies have demonstrated that statements issued according to the IFRS produce better-

quality information in comparison with local standards (BARTH; LANDSMAN; LANG, 2008; 

MORAIS; CURTO, 2008; KARAMANOU; NISHIOTIS, 2009), while others reveal no significant 

changes or that local standards are superior (TENDELOO; VANSTRAELEN, 2005; DASKE, 2006). 

Many of these studies share the fact that they compare companies during the pre and post-

adoption periods (MORAIS; CURTO, 2008; KARAMANOU; NISHIOTIS, 2009). With its change in 

standards, Brazil can contribute to this research line and export its adoption experience. 

One characteristic of the Brazilian convergence process is remarkable, however, as the actual 

process started abruptly, since the time between the publication of the law and its enforcement was short 

(publication on December 28
th

 2007, applicable to statements issued in 2008). That is why, differently 

from the large majority of countries that already adopted the IFRS, in Brazil, this process was separated in 

two phases: 2008-2009 and from 2010 onwards. 

During 2008, 14 pronouncements were issued that were considered fundamental for the first year, 

because they covered the main changes that directly affected the new law
iii

, that is, in the statements for 

2008, the IFRS are considered partial. And during 2009, all other pronouncements were issued (26 more 

in total), for financial statements as from 2010. 
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Hence, the Brazilian harmonization process takes place in two phases: financial statements with 

partial IFRS in 2008 and 2009, and full IFRS as from 2010
iv

. These characteristics of the harmonization 

added the possibility of, through research, understanding and discussing the partial adoption in the 

Brazilian scenario, as opposed to other countries in which adoption was complete, contributing to the 

understanding of how the adoption process affects financial information quality. 

This research discusses a theme that has stood out in the international context, due to the different 

countries and companies that have adopted the IFRS as their accounting standard in recent years. It also 

contributes by making available data that can permit a further understanding of financial information 

quality and its relation with local standards and IFRS. 

The following financial information quality measures were used to develop the research, as these 

are some of the most recurring measures in international literature: earnings management, timely loss 

recognition and value relevance. For this purpose, information from companies listed on Bovespa 

between 2005 and 2008 were used, including all necessary data, totaling 574 companies-year for sample 2 

and 240 companies-year for sample 1. 

For earnings management, companies with lesser smoothing were expected to show greater 

income variability (LEUZ; NANDA; WYSOCKI, 2003; LANG; READY; WLSON, 2006) and lesser 

smoothing through less income. Both are associated with greater information quality because they suggest 

that no management discretionarity with regard to accounting was used within the flexibility permitted by 

different standards. In three of the four management measures, study results were in line with 

expectations as, in both samples, decreased income smoothing was observed. However, in one of the 

measures, results gave signs of greater earnings management in the post-adoption period. 

Timely loss recognition is a characteristic connected with earnings management and conservatism, 

as it means recognizing great losses at the best moment instead of deferring the loss (income smoothing). 

Therefore, results were expected to show a higher frequency of losses in the post-adoption period, 

indicating greater conservatism (LEUZ; NANDA; WYSOCKI, 2003; BALL; SHIVAKUMA, 2005; 

LANG; RAEDY; WILSON, 2006). This measure demonstrated different results between the samples. In 

sample 1, the variable was not significant in the mode, while sample 2 followed expectations and 

demonstrated a positive coefficient and statistical significance, which indicates further recognition of 

great losses (that is, greater conservatism) in the post-adoption period. 

Finally, value relevance, defined by Barth, Beaver and Landsman (2001) as the extent to which 

accounting figures reflect the information investors used. Value relevance research uses valuation models 

to relate financial information dissemination with stock prices. In the research, to be considered of high 

quality, a strong relation between stock prices, earnings and equity was expected, indicating that the 

market perceived information as more relevant. As expected, in both samples, R
2
 was higher in the post-

adoption period, indicating that perceived relevance increased after the adoption of the new law. 

In view of the above, this research aimed to observe whether financial information quality 

improved with partial IFRS adoption in Brazil, verified through earnings management, timely loss 

recognition and value relevance during the first year the IFRS were adopted in Brazil. In general, 

expectations were fulfilled, although IFRS adoption remains partial. 

The researchers hope that these research results will lead to a further understanding of IFRS 

adoption and contribute to the adoption in other countries, as well as a further understanding on the 

behavior of each of the financial information quality measures, its relation with the IFRS and the relation 

between the IFRS and local standards. 
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2. ACCOUNTING QUALITY AND IFRS 

Defining accounting quality is complex and covers a range of characteristics. Determine what 

these characteristics are or how to measure them with a view to further understanding if higher quality is 

being reached or not is a recurring source of concern among researchers in recent years, who have been 

developing different techniques to measure financial information properties and how they are associated 

with quality. 

In this research, the expression “accounting quality” or “financial information quality” is used in 

accordance with Lang, Raedy and Yetman (2003). Quality is considered as even slight and not necessarily 

significant improvements. 

Conservatism can be mentioned as one of the properties of financial information. Basu (1997), for 

example, developed a research on the principle of accounting conservatism in statements and, for this 

purpose, characterized conservatism as the timeliest recognition of bad news and the timeliest recognition 

of future cash flows as good news. He tried to verify the behavior of stocks traded on the capital market 

and concluded that, in net income, bad news is recognized early, while the recognition of good news 

demands a series of verification elements. This method has been frequently used since then, as it managed 

to capture one of the characteristics of financial information, which is conservatism. 

Like Basu (1997), various studies were associated with high-quality statements or even tried to 

develop other methods to measure financial information quality, such as earnings management and value 

relevance (ALMEIDA et al., 2006; LOPES; WALKER, 2008; BARTH; LANDSMAN; LANG, 2008). 

The methods are based on accounting foundations, related to the understanding of quality 

statements. Penman (2004), for example, affirms that the quality of current income is the capacity to 

forecast future income. He demonstrates that accruals increase both firm value and equity value, as 

opposed to cash flow, so that accounting information is perceived as high quality. To reach this 

conclusion, the author applied some measures to the information of all companies listed on NYSE and 

AMEX between 1963 and 2001. These results are in line with the perception by Land and Lang (2002), 

who concluded that financial information quality improved (analyzed through accruals) in Australia, 

Canada, France, Germany, Japan, United Kingdom and the United States between 1987 and 1999, 

demonstrating that this process is constantly evolving. 

Because they consider them as good quality measures, different studies have used some financial 

information characteristics to understand the effects of adopting new standards (such as US GAAP or 

IFRS) in comparison with local standards. 

Lang, Raedy and Wilson (2005) compared the results of North American (published according to 

the US GAAP) with non-North American companies (statements conciliated with US GAAP). They 

observed that non-North American companies tend to show greater evidence of income smoothing, a 

greater trend towards management and less timely recognition of losses. That is, despite following a 

higher-quality standard, non-North American companies with statements conciliated with US GAAP 

demonstrate less quality than North American companies that publish according to those principles. 

Leuz, Nanda and Wysocki (2003) suggest that, in contexts with a considerably weaker regulatory 

system, there is a trend towards income smoothing. That is, where the regulatory environment is weaker, 

financial results will be affected by management’s discretionary power. The study evidences that the 

extent of earnings management seems to be strongly correlated with the investor protection level as, in 

countries with low investor protection, there is strong evidence of earnings management, while North 

American companies exhibit less evidence of management. Later, Lang, Raedy and Wilson (2006) 

associated those authors’ results with the difference between local and American accounting standards. 

The study by Barth, Landsman and Lang (2008) investigated companies applying IFRS in 21 

countries and found evidence that, in general, those companies demonstrate less earnings management, 
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greater timely loss recognition and greater value relevance than companies using local standards. The 

authors conclude that their results suggest that information published by companies that adopt the IFRS 

demonstrates higher quality. 

Like Barth, Landsman and Lang (2008), Morais and Curto (2008) used the same financial 

information quality measures, however, aiming to compare the effects before and after the adoption of the 

IFRS in Portugal. They found evidence of less income smoothing, which indicates higher quality results. 

They also found evidence, however, of decreased value relevance after IFRS adoption. The authors justify 

that this contradiction may be due to sample differences, or to the fact that the research was carried out in 

a transition period. 

Bartov, Goldberg and Kim (2005) examined German companies through earnings management 

and value relevance and concluded that information produced according to the IFRS and US GAAP was 

superior to local German standards.  

Cabrita (2008) used value relevance measures in his study in order to assess whether the market 

considered information disseminated by European Union countries after the adoption of the IFRS more 

relevant than information before the adoption, and included that value relevance had increased. 

Karamanou and Nishiotis (2009) studied the effects of international companies’ voluntary IFRS 

adoption, and found results they considered in line with decreased cost of capital. And, consequently, 

increased firm value, leading to the conclusion of increased disclosure when IFRS are applied. 

Some studies, however, go against the premise that the IFRS are better than local accounting 

standards. Daske (2006), for example, examined companies in Germany between 1993 and 2002, aimed 

at identifying whether companies that adopted the IFRS decreased their cost of capital, as expected due to 

the supposed transparency increase. He concluded that, in the study period, against expectations, the cost 

of capital slightly increased in comparison with companies that adopted local standards. 

Another study Tendeloo and Vanstraelen (2005) carried out in Germany showed that German 

companies that publish their statements in IFRS did not exhibit any significant differences in terms of 

earnings management when compared to companies publishing according to local standards. German 

accounting standards offer low investor protection and Germany is a code law country, which according 

to some authors (including Ball, 2001) is responsible for these inconsistent research results. 

Hung and Subramanyam (2007) investigated the effects of IFRS adoption in a sample of German 

companies from 1998 to 2002 and concluded that there are no significant differences in value relevance 

between local standards and IFRS. 

Ball, Robin and Wu (2003) examined timely loss recognition for companies in Hong-Kong, 

Malaysia, Singapore and Thailand. The authors affirm that these countries’ standards derive from 

common law and were substantially influenced by English and American standards. Today, they continue 

being influenced by the IFRS. The same authors identified that timely recognition of losses by companies 

in those countries is not in accordance with literature, according to which the information quality obtained 

through the above mentioned standards is better. The study shows that, in those countries, there are 

different incentives managers and auditors have to face and which end up decreasing the quality of 

published statements. They conclude that only classifying the country or a standard system may not lead 

to the expected results without due attention to institutional factors. 

Eccher and Healy (2000) examined companies that published their statements according to 

Chinese standards and the IAS, between 1992 and 1997. They concluded that there was no qualitative 

difference in future income results and justified that one explanation for this fact is China’s lack of 

effective control and infrastructure to monitor additional statements produced by the IFRS. 

Although most studies reach the conclusion that the quality of financial statements produced by 

the IFRS is higher when compared with local standards, as demonstrated, some research still finds 
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opposite evidence, either due to suspicions that the quality of local standards is higher, or due to different 

economic factors related to sample countries. Hence, further studies and a more in-depth approach to the 

theme are needed, especially including other countries’ experience into the international discussion. 

As mentioned, standards changed to make Brazilian companies more competitive, using 

international accounting standards because these result in greater comparability between companies’ 

statements in different markets. Experience in several countries has shown that the quality of financial 

statements increased, which is why this expectation may become real for Brazil, although there is no 

consensus in this respect. 

3. METHOD 

The research sample consisted of publicly traded companies listed on the São Paulo Stock 

Exchange Bovespa between 2005 and 2008, using two periods for the sake of comparative analysis: 

 from 2005 to 2007 to analyze local Brazilian standards; 

 and 2008 as an accounting transition period, with partial IFRS adoption; 

Data
v
 total a sample of 394 companies. Then, companies from the Finance, Insurance and Pension 

Funds sectors were removed, due to these sectors’ different particularities with regard to others. 

Over the four-year research periods, 1,576 companies-year were obtained. Not all companies had 

all information available, however, to perform all proposed tests. Only 574 companies-year had all 

information for analysis. This sample is not uniform, as companies were considered that got into and off 

the market during that period, i.e. the sample is increasing. For the sake of comparative data analyses, 

only companies with full information availability for the four research years were taken into account, 

reaching a sample of 240 companies-year (60 per year). 

As there is no single financial information quality measure, as explained earlier, in this research, 

three of the most used forms of analysis were applied: earnings management, timely loss recognition and 

value relevance. The methodological steps used by Leuz, Nanda and Wysocki (2003), Barth, Landsman 

and Lang (2008) and Morais and Curto (2008) served as the starting point for this purpose. When 

necessary, methodological adjustments were made, which will be explained in due course. 

For the sake of earnings management, four specific measures were used, three for income 

smoothing and one for earnings management towards a target. In the first place, variance was analyzed in 

the variation of net income weighted by total assets (MORAIS; CURTO, 2008), comparing effects in the 

pre and post-adoption periods. 

 
Where: 

NI = net income 

TA = year-end total assets 

In the second place, the variance in the ratio of net income variation over operating cash flow 

variation was used (MORAIS; CURTO, 2008). For this measure, in 2004, the CVM did not recommend 

the publication of the Cash Flow Statement (CFS), which is why the variation could not be produced for 

2005. Hence, for this specific case, the period 2006-2007 was compared with 2008. For these two tests, it 

was expected that, after the adoption of the new standards, less income smoothing would be generated, 

demonstrated by the lower variance in the pre than in the post-adoption period, in line with the 

understanding that managers could use discretionarity to report more stable results, that is, the greater the 

income variation, the stronger the signs that income smoothing did not decrease. 
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Where: 

NI = net income; 

OCF = operating cash flow; 

In the third place, the correlation between accruals and operating cash flow was used (MORAIS; 

CURTO, 2008).  In accordance with Barth, Landsman and Lang (2008), accruals were defined by the 

difference between net income and operating cash flow weighted by total assets. In this measure, a 

negative correlation between accruals and operating cash flow was expected, as well as a decrease in the 

correlation coefficient, as that would be a sign of companies reporting less income smoothing. 

In the fourth place, a test was performed to observe whether earnings management occurred to 

declare small income. Control variables were used to analyze the coefficient of the variable that 

determines small income (SPOS) (LEUZ; NANDA; WYSOCKI, 2003; BARTH; LANDSMAN; LANG, 

2008; MORAIS; CURTO, 2008). Managers could use discretionarity to report small profits, instead of 

reporting losses, that is, a negative SPOS coefficient is expected, indicating that greater small income 

management occurred in the pre-adoption period, through the following regression: 

 
Where: 

POST = assumes 1 if the IFRS are adopted and 0 if not; 

SIZE = natural logarithm of total assets; 

GROWTH = percentage variation in sales;  

EISSUE = percentage variation in own capital
vi

; 

LEV = total year-end liabilities divided by year-end net equity; 

DISSUE = percentage variation in total liabilities; 

TURN = sales weighted by total year-end assets; 

OCF = annual operating cash flow divided by total year-end assets; 

SPOS = indicator that assumes “1” if net income weighted by total assets ranges between 0 and 0.01; 

As for timely loss recognition, the same test was performed as for earnings management towards a 

target, using control variables to observe the coefficient of the large negative income variable (LNEG). A 

higher frequency of large loss reporting would indicate that new standards are more efficient for the 

conservative recognition of losses. In the proposed regression, a positive LNEG coefficient indicates that 

companies recognized great losses more frequently in the post-adoption period (BARTH; LANDSMAN; 

LANG, 2008; MORAIS; CURTO, 2008).  

 
These variables are the same as in equation (3), except for: 

LNEG = indicator that assumes 1 if net income weighted by total assets is below -0.20. 

Finally, for value relevance, a regression was used with shares’ market prices for six months after 

the end of the year (PRICE), equity book value per share (BVEPS) and net income per share (NIPS), with 

a view to estimating R
2
 for each study period, representing the market’s perception of value relevance, 

that is, a higher R
2
 would indicate that the market perceived greater value relevance (LANG; READY; 

YETMAN, 2003; LANG; READY; WLSON, 2006). 

 
Finally, all measures are used to obtain explanatory and comparative data. In other words, no 

intent is made on predictive results, i.e. measures consecrated in other research were used to explore and 

compared the two research periods. 
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4. RESULTS AND DISCUSSION 

4.1 Information quality 

To obtain more comprehensive analyses, companies were divided in two sample types:  

 240 companies-year with all information for the entire period (Sample 1) 

 574 companies-year with all information, including companies that became listed on Bovespa 

during the period (Sample 2) 

In this research, law nº 6.404 is considered as the former local accounting standard (BR GAAP) 

and Law No 11.638 as partial IFRS adoption. 

4.2 Sample 1 

This sample included companies with all information available for the four test years, totaling 60 

companies per year (240 companies-year). Descriptive statistics are summarized in Table 1: 

 

 

 

 

 

Table 1 – Descriptive statistics of Sample 1 

Variables 
6.404 

 

11.638 

N Average Median Standard Deviation N Average Median Standard Deviation 

∆NI/TA 180 -0.001 0.000 0.063 60 -0.027 -0.016 0.082 

∆NI/OCF 180 -0.832 0.127 9.599 60 -1.618 0.025 22.066 

ACC/TA 180 -0.048 -0.048 0.100 60 -0.056 -0.045 0.118 

OCF/TA 180 0.134 0.136 0.108 60 0.111 0.112 0.094 

GROWTH 180 1.171 1.114 0.326 60 1.189 1.148 0.153 

LEV 180 1.717 1.403 2.155 60 2.980 1.772 5.649 

DISSUE 180 1.213 1.098 0.502 60 1.541 1.293 0.849 

TURN 180 1.002 0.929 0.502 60 0.923 0.849 0.532 

SIZE 180 15.244 15.151 1.673 60 15.673 15.835 1.684 

SPOS 180 0.022 0 0.148 60 0.050 0 0.220 

LNEG 180 0.000 0 0.000 60 0.017 0 0.129 

EISSUE 180 0.102 0.000 0.497 60 0.033 0.000 0.114 

BVEPS 180 11.815 7.491 14.476 60 13.335 9.122 13.627 

NIPS 180 2.511 1.274 3.146 60 1.779 1.506 3.401 

PRICE 180 23.956 19.116 22.248 60 20.759 16.110 20.802 

∆NI/TA: net income variation divided by total assets; ∆NI/OCF: net income variation divided by 

operating cash flow; ACC: net income less operating cash flow weighted by total assets; ACC/TA: 

accruals weighted by total assets; OCF/TA: operating cash flow weighted by total assets; GROWTH: 

turnover of current period weighted by gross revenues of past period; LEV: liabilities weighted by 

equity; DISSUE: liabilities of current period weighted by liabilities of past period; EISSUE: equity 

issue plus past period equity weighted by past period equity; TURN: turnover weighted by total 

assets; SIZE: total assets natural logarithm; SPOS: binary variable that assumes “1” in case of net 

income weighted by total assets between 0 and 0.01; LNEG: binary variable that assumes 1 in case 

of net income weighted by total assets below -0.20; BVEPS: equity book value per share; NIPS: net 
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income per share; PRICE: average closing value of quote between April and June of each year. 

 

Earnings management – income smoothing. The first two measures correspond to the 

understanding that the adoption of more solid standards, according to the consulted literature, tends to 

increase variation in income reporting, which is demonstrated in this research through the net income 

variation weighted by total assets (∆NI/TA), as well as through the net income variation divided by 

operating cash flow (∆NI/OCF). As shown in Table 2, the variance in the net income variation divided by 

total assets slightly increasing during the study period, which indicates a decrease in income smoothing. 

Table 2 – Variance in ∆NI/TA (F-test) 

 6.404 11.638 

Average -0.0009 -0.0266 

Variance 0.0040 0.0067 

Observations 180 60 

F-test 6.356  

As for the net income variation weighted by the operating cash flow, a large standard deviation 

was found, which could distort the analysis, as shown in Table 3. It should be highlighted, however, that 

even if one considers the standard deviations high, the variance in the post-adoption period is greater, 

which indicates less smoothing. 

Table 3 – Variance in ∆NI/OCF (F-

test) 

 6.404 11.638 

Average -1.3508 -1.6179 

Variance 137.5169 486.9173 

Observations 120 60 

F-test 0.011  

Considering only valid cases (eliminating outliers), the upward trend in the variance is maintained, 

indicating that less income smoothing may occur in the post-adoption period. 

Table 4 – Variance of ∆NI/OCF – Outliers 

(F-test) 

 6.404 11.638 

Average 0.3310 0.1827 

Variance 0.6410 0.7507 

Observations 105 49 

F-test 1.087  

Earnings management – accruals smoothing. The third analysis involved testing the correlation 

between the accruals and the operating cash flow. In the first place, the Kolmogorov-Smirnov test was 

used to check whether the distribution of the variables was normal. One of the variables (6.404 - 

OCF/TA) did not display this distribution, which is why the Spearman correlation coefficient was chosen. 

Table 5 – Normality test (Kolmogorov-Smirnov) 

 
6.404 11.638 

ACC/TA OCF/TA ACC/TA OCF/TA 

Observations 180 180 60 60 

Normal parameters 
Average -0.048 0.134 -0.056 0,111 

Standard deviation 0.1 0.108 0.118 0,094 

Greatest differences Absolute 0.082 0.107 0.113 0,101 
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Positive 0.082 0.107 0.097 0,098 

Negative -0.073 -0.097 -0.113 -0,101 

Kolmogorov-Smirnov Z 1,1 1.441 0.876 0.784 

Assymp. Sig. (2-tailed) 0,178 0.031 0.427 0.571 

As expected, a lower correlation coefficient was observed for companies post-adoption, indicating 

that, comparatively, pre-adoption companies reported greater income smoothing. 

Table 6 – Spearman correlation between accrual and operating cash flow 

 6.404 11.638 

Spearman coeff. -0.744** -0.656** 

**Correlation at 0.01 significance level (2-tailed) 

Earnings management – earnings management towards a target. As a final measure in the 

analysis of earnings management, the logistic regression model according to Morais and Curto (2008) 

was used. A significant negative coefficient was expected for SPOS
vii

. Only seven companies-year 

presented SPOS (small positive income) equal to “1” (∆NI/TA from 0 to 0.01), however, representing 

low statistical relevance in the model (represented by the Wald Statistics of 0.033
viii

). Nevertheless, 

despite the low relevance in the model, the presented SPOS indicated that, against expectations, greater 

income smoothing occurred in the post-adoption period. 

Table 7 – Logistic regression for SPOS variable 

Variable Coefficient Standard error Wald 

GROWTH -0.263 0.661 0.159 

LEV 0.028 0.053 0.273 

DISSUE 0.975 0.370 6.930 

TURN 0.299 0.377 0.628 

SIZE 0.170 0.119 2.056 

SPOS 0.159 0.883 0.033 

OCF_TA -1.278 1.705 0.562 

EISSUE -0.761 0.467 2.650 

Constant -4.101 2.018 4.131 

-2 Log likelihood 249.876
a
 Obs. post 0 180 

Cox & Snell R
2
 0.080 Obs. post 1 60 

Nagelkerke R
2
 0.119 Total observations 240 

Timely loss recognition – conservatism. The analysis of timely loss recognition follows the same 

structure as the analysis of small income management (SPOS), so that a logistic regression was performed 

with the same variables to obtain information on the LNEG coefficient (variable for large losses). An 

increase in large losses (LNEG) was expected, indicating that, under more solid standards, companies 

would recognize the losses in a more conservative way. This increase in conservatism would be 

represented by the positive LNEG coefficient
ix

. 

Table 8 – Logistic regression for LNEG variable 

Variable Coefficient Standard error Wald 

GROWTH -0.208 0.652 0.102 

LEV 0.022 0.051 0.185 

DISSUE 0.936 0.364 6.633 

TURN 0.311 0.376 0.682 

SIZE 0.176 0.119 2.182 

OCF_TA -1.377 1.712 0.647 

EISSUE2 -0.753 0.464 2.634 
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LNEG 21.029 40192.970 0.000 

Constant -4.197 2.016 4.336 

-2 Log likelihood 248.752 Obs. post 0 180 

Cox & Snell R
2
 0.084 Obs. post 1 60 

Nagelkerke R
2
 0.125 Total observations 240 

The study sample comprised only one company-year, in 2008, which complied with the requisites 

for LNEG
x
 (NI/TA below -0.20). Hence, no statistical significance (Wald: 0.000) was found to obtain 

satisfactory results on this test. 

Value relevance. In the analysis of value relevance, the market was expected to consider the 

results produced by the new standards as more relevant. Market prices of shares (PRICE), equity book 

value per share (BVEPS) and net income per share (NIPS) were used to estimate the R
2 

of the pre and 

post-adoption periods, in order to compare them and understand in which of both periods the coefficient 

was higher. 

Table 9 – Regression data for dependent variable "PRICE" (pre-adoption period) 

Variable Coefficient Standard error t 

Constant 16.579 2.055 8.070 

BVEPS 0.320 0.150 2.137 

NIPS 1.434 0.688 2.084 

R
2
 0.143 Total observations 180 

Adjusted R
2
 0.134 f-test 14.803 

Standard error of regression 20.708 Sum of regression squares 12,696.055 

Sum of squared residuals 75,904.909   

 

Table 10 – Regression data for dependent variable "PRICE" (post-adoption period) 

Variable Coefficient Standard error t 

Constant 9.411 3.081 3.054 

BVEPS 0.645 0.191 3.367 

NIPS 1.548 0.767 2.018 

R
2
 0.356 Total observations 60 

Adjusted R
2
  0.333 f-test 15.727 

Standard error of regression 16.989 Sum of regression squares 9,078.917 

Sum of squared residuals 16,452.199   

As perceived in Tables 9 and 10, the R
2
 coefficient for the pre-adoption period is lower than for 

the post-adoption period. This indicates that, under more solid standards, the market considered the values 

more relevant. 

About this sampling, it can be concluded that greater variance occurred in income variation during 

the period, which indicates less income smoothing. The correlation between accruals and cash flow 

indicated that greater accruals smoothing occurred in the pre-adoption period. 

As for small income management, despite low statistical significance in the model, the coefficient 

was positive, against expectations, indicating greater management in the post-adoption period. 

The interpretation for timely loss recognition follows that of small income management. The 

latter, although it did not present statistical significance, displayed the expected coefficient. If significant, 

this would demonstrate greater conservatism in the post-adoption period. As no significance occurred, 

this interpretation did not indicate relevant information for the research and was not used in the general 

conclusion. 
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As expected, the last measure showed an increase in information relevance, showing improved 

quality in the post-adoption period. That is, all tests indicated that, for the selected sample, except for 

non-significant tests, the quality of information presented according to the new standards increased. 

4.3 Sample 2 

This sample was composed of companies that had all available information. Companies that got 

into the market (and had all available information) during the period were also taken into account, 

however. Hence, the sample is growing and, in 2008, the largest quantity of available information is 

found. This approach was adopted because the statistical tests used are weighted by the sample, which 

offers the advantage of comparison with information made available for the earlier sample and the 

possibility of better inferences about influences exerted on the market in a broader sense, and not only on 

specific companies. Descriptive statistics are summarized in Table 11: 

Table 11 – Descriptive statistics for Sample 2 

Variables 
6.404 

 

11.638 

N Average Median Standard deviation N Average Median Standard deviation 

∆NI/TA 299 -0.001 0.000 0.086 275 -0.126 -0.006 1.402 

∆NI/OCF 299 -0.274 0.103 8.396 275 -0.006 0.120 23.808 

ACC/TA 299 -0.026 -0.042 0.129 275 -0.196 -0.034 2.308 

OCF/TA 299 0.094 0.108 0.141 275 0.036 0.057 0.154 

GROWTH 299 1.674 1.129 3.312 275 1.448 1.176 1.365 

LEV 299 2.494 1.231 13.244 275 3.084 1.216 17.373 

DISSUE 299 1.526 1.114 2.364 275 1.422 1.215 0.691 

TURN 299 0.960 0.900 0.569 275 0.928 0.855 0.668 

SIZE 299 14.754 14.460 1.631 275 13.992 14.015 1.883 

SPOS 299 0.054 0 0.225 275 0.055 0 0.228 

LNEG 299 0.007 0 0.082 275 0.098 0 0.298 

EISSUE 299 0.737 0.000 3.263 275 0.120 0.000 0.809 

BVEPS 299 10.929 6.358 14.577 275 9.044 5.656 42.081 

NIPS 299 1.995 0.854 3.981 275 -0.532 0.410 17.819 

PRICE 299 22.653 18.886 20.646 275 16.640 8.110 36.359 

∆NI/TA: net income variation divided by total assets; ∆NI/OCF: net income variation divided by 

operating cash flow; ACC: net income less operating cash flow weighted by total assets; ACC/TA: 

accruals weighted by total assets; OCF/TA: operating cash flow weighted by total assets; GROWTH: 

turnover of current period weighted by gross revenues of past period; LEV: liabilities weighted by 

equity; DISSUE: liabilities of current period weighted by liabilities of past period; EISSUE: equity 

issue plus past period equity weighted by past period equity; TURN: turnover weighted by total 

assets; SIZE: total assets natural logarithm; SPOS: binary variable that assumes “1” in case of net 

income weighted by total assets between 0 and 0.01; LNEG: binary variable that assumes 1 in case 

of net income weighted by total assets below -0.20; BVEPS: equity book value per share; NIPS: net 

income per share; PRICE: average closing value of quote between April and June of each year. 

 

Earnings management – income smoothing. With regard to the first analysis, as shown in Table 

12, a large increase occurred in the variance of net income variation weighted by total assets (∆NI/TA) 

during the study period, which indicates a decrease in income smoothing. Variance can be considered 

high, however, raising suspicions on the existence of possible outliers. 
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Table 12 – Variance of ∆NI/TA (F-

test) 

 6.404 11.638 

Average -0.0007 -0.1264 

Variance 0.0074 1.9647 

Observations 299 275 

F-test 2.395  

After eliminating outliers, the upward trend in the variance is maintained, indicating that less 

income smoothing may have occurred in the post-adoption period. 

Table 13 – Variance of ∆NI/TA – Outliers (F-test) 

 6.404 11.638 

Average 0.05428 0.06832 

Variance 0.00295 0.00467 

Observations 291 254 

F-test 3.746  

As for net income variation weighted by the operating cash flow (∆NI/OCF), like in Sample 1, due 

to some companies, a large standard deviation occurred, which could cause distortions in the analysis, as 

shown in Table 14. It should be highlighted, however, that in view of variance distortions in this sample, 

the test indicates less smoothing in the post-adoption period. 

Table 14 – Variance of ∆NI/OCF (F-test) 

 6.404 11.638 

Average -0.4123 -0.0065 

Variance 88.7340 566.8004 

Observations 237 275 

F-test 0.061  

Again, if only valid cases are considered (eliminating outliers), the upward trend in the variance is 

maintained, indicating less income smoothing in the post-adoption period. 

Table 15 – Variance of ∆NI/OCF – Outliers (F-test) 

 6.404 11.638 

Average 0.1501 0.1074 

Variance 0.3513 0.5294 

Observations 200 221 

F-test 0.431  

Earnings management. For the third measure, the Kolmogorov-Smirnov test was used to verify 

whether the variables assumed a normal distribution. As none of the cases presented this distribution, 

however, Spearman’s correlation coefficient was chosen. 
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Table 16 – Normality test (Kolmogorov-Smirnov) 

 
6.404 11.638 

ACC/TA OCF/TA ACC/TA OCF/TA 

Observations 275 299 275 275 

Normal parameters 
Average -0.196 0.094 -0.196 0,036 

Standard deviation 2.308 0.141 2.308 0,154 

Greatest differences 

Absolute 0.434 0.104 0.434 0,114 

Positive 0.397 0.093 0.397 0,068 

Negative -0.434 -0.104 -0.434 -0,114 

Kolmogorov-Smirnov Z 7.204 1.791 7.204 1.883 

Assymp. Sig. (2-tailed) 0 0.003 0 0.002 

Like in Sample 1, companies in the post-adoption period demonstrate a lower coefficient that 

companies in the pre-adoption period, that is, this is a sign that companies in the pre-adoption period 

reported greater income smoothing. 

Table 17 – Spearman correlation between accrual and operating cash flow 

 6.404 11.638 

Spearman coefficient -0.759** -0.467** 

**Correlation at 0.01 significance level (2-tailed) 

Earnings management – earnings management to reach target. In the final earnings 

management analysis, a significant negative coefficient was expected for SPOS
xi

 (small income variable), 

indicating decreased small income management. In the case of this sample, statistical significance was 

found (Wald test) which, although low, showed an increase in small income management in the post-

adoption period, again going against expectations. 

Table 18 – Logistic regression for SPOS variable 

Variable Coefficient Standard error Wald 

GROWTH -0.033 0.044 0.577 

LEV 0.003 0.006 0.287 

DISSUE -0.047 0.070 0.446 

TURN -0.249 0.158 2.487 

SIZE -0.234 0.057 16.784 

OCF_TA -2.968 0.728 16.623 

EISSUE -0.446 0.131 11.657 

SPOS 0.175 0.406 0.186 

Constant 4.389 0.911 23.219 

-2 Log likelihood 724.732
a
 Obs. post 0 299 

Cox & Snell R
2
 0.115 Obs. post 1 275 

Nagelkerke R
2
 0.153 Total observations 574 

Timely loss recognition – conservatism. In the analysis of timely loss recognition, again, an 

increase in great losses (LNEG) was expected, indicating that, under more solid standards, companies 

would recognize losses in a more conservative way, represented by the positive LNEG coefficient
xii

. 
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Table 19 – Logistic regression for LNEG variable 

Variable Coefficient Standard error Wald 

GROWTH -0.029 0.043 0.451 

LEV 0.001 0.007 0.035 

DISSUE -0.038 0.066 0.330 

TURN -0.258 0.162 2.535 

SIZE -0.195 0.059 10.922 

OCF_TA -2.631 0.747 12.397 

EISSUE -0.423 0.122 12.048 

LNEG 2.434 0.973 6.264 

Constant 3.720 0.940 15.674 

-2 Log likelihood 713.290 Obs. post 0 299 

Cox & Snell R
2
 0.132 Obs. post 1 275 

Nagelkerke R
2
 0.176 Total observations 574 

As opposed to Sample 1, in this sample, high statistical significance was found in the model 

(Wald: 6.264), as well as a positive LNEG coefficient, indicating increased conservatism in the post-

adoption period, in line with expectations. 

Value relevance. Finally, in value relevance analysis, the market was expected to consider the 

results produced by the new standards as more relevant, through comparative R
2 

analysis in the pre and 

post-adoption periods. 

Table 20 – Regression data for dependent variable "PRICE" (pre-adoption period) 

Variable Coefficient Standard error t 

Constant 18.406 1.440 12.784 

BVEPS 0.338 0.114 2.979 

NIPS 0.276 0.416 0.665 

R
2
 0.078 Total observations 299 

Adjusted R
2
 0.072 f-test 12.541 

Standard error of regression 19.890 Sum of regression squares 9,922.390 

Sum of squared residuals 117,096.413   

 

Table 20 – Regression data for dependent variable "PRICE" (post-adoption period) 

Variable Coefficient Standard error t 

Constant 8.156 1.607 5.074 

BVEPS 0.864 0.051 17.025 

NIPS -1.256 0.120 -10.481 

R
2
 0.519 Total observations 275 

Adjusted R
2
 0.516 f-test 146.868 

Standard error of regression 25.30366 Sum of regression squares 188,071.685 

Sum of squared residuals 174,154.819   

Like in Sample 1, the R
2
 coefficient for the pre-adoption period is lower than for the post-adoption 

period, which indicates that, under more solid standards, value relevance considered by the market was 

higher. 

About this sample, it can be concluded that, like in Sample 1, greater variance occurred in period 

income variation, which indicates less income smoothing. And the correlation between accruals and cash 

flow indicated greater accruals management in the pre-adoption period. 
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As for small income management, higher statistical significance was found than in Sample 1 and, 

as presented in Sample 1, the coefficient went against expectations, indicating greater management in the 

post-adoption period. 

With regard to timely loss recognition, high significance was found in the model for this sample, 

indicating greater conservatism in the post-adoption period, in line with the consulted literature. 

The last measure showed, like in Sample 1, increased information relevance, indicating improved 

quality in the post-adoption period. In other words, all tests indicated that, for the selected sample and 

except for small income management, the quality of information presented according to the new rules 

increased. 

5. CONCLUSION 

This research aimed to observe whether financial information quality improved in the transition 

period towards full adoption of the new standards, verified through earnings management, timely loss 

recognition and value relevance. 

The definition of quality is broad and subject to exhaustive discussion. In line with other studies 

(LANG: RAEDY; YETMAN, 2003; BARTH; LANDSMAN; LANG, 2008), however, for the sake of 

this research, quality should be understood as even slight improvements observed in the applied tests. 

To reach the proposed objective, databases were used for publicly traded companies listed on 

Bovespa that had all necessary data to perform the proposed tests. Two samples were obtained from this 

large database: Sample 1, composed of companies that had all data for all years needed, and Sample 2, 

comprising companies that had all data independently of the period. 

Chart 1 – Result summary: qualitative information 

Property Tests Sample 1 Sample 2 

Earnings Management 

1 + + 

2 + + 

3 + + 

4 - - 

Timely Loss Recognition 1 0 + 

Value Relevance 1 + + 

“+”: signs of quality increase; “0”: no statistical significance; “-”: signs of quality decrease 

In the first two analyses (∆NI/TA and ∆NI/OCF), the goal was to verify whether quality had 

improved through the reduction in income smoothing. Therefore, both measures departed from the 

premise that, the greater the variance in income variation, the greater the signs that companies did not use 

or used less discretionarity to manipulate income. In both samples, results were in line with expectations, 

as the variance of the results reported in the post-adoption period increased, indicating greater quality. 

The third analysis involved understanding that less income smoothing occurred through accruals, 

obtained through the correlation between accruals and operating cash flow, where the period with the 

lowest correlation coefficient would indicate less smoothing. Again, in line with expectations, for both 

samples, the lowest coefficient was presented in the post-adoption period. 

For the fourth analysis, a logistic regression was used with control variables, in order to observe 

SPOS (small income variable) only, would indicate whether small income management increased or 

decreased. Against expectations, the presented results indicated that earnings management increased in 

both samples in the post-adoption period. There are different possible interpretations for this result: as the 

new standards had not been fully adopted yet, one can understand that the 14 pronouncements alone were 

insufficient to decrease small income management; or also consider the hypothesis that the new standards 
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produced great losses, without as of yet managing to efficiently limit discretionarity, so that companies 

continue having the opportunity of management. 

Like in the fourth analysis, a logistic regression was used to check for greater conservatism in the 

post-adoption period, observed by the variable that indicates recognition of great losses (LNEG). In 

Sample 1, the variable was not significant in the model, so that more detailed conclusions are not suitable 

initially. Sample 2, on the other hand, followed expectations and demonstrated a positive coefficient and 

statistical significance, indicating greater recognition of large losses (that is, greater conservatism) in the 

post-adoption period. This divergence may have occurred for different reasons: improvement was greater 

for companies that got into the market during the study period; older companies did not adopt the 

pronouncements with due seriousness; or yet another non-observed motive. 

The reasons presented for the earnings management analysis through small profits as well as for 

the timely loss recognition analysis are mere possible explanations, as the performed tests cannot predict 

motives. Therefore, future research is needed aimed at reaching this understanding. 

The sixth analysis aimed to discover, through that explanatory power of the formulation, in which 

period the marked considered financial information about equity and net income as most relevant. And, as 

expected, in all samples, R
2
 was greater in the post-adoption period, indicating that perceived relevance 

increased when the new law was adopted, that is, a sign of improved financial information quality. 

One may say that, based on the presented data and through the adopted measures, financial 

information quality increased, except for small income management, which displayed increased 

management, and timely loss recognition, with varying results between the samples. For general analysis 

purposes, it was established that, as the sample increased, the results of timely loss recognition became 

significant, entailing better information quality. 

Even if considering the transition period, in general terms, there are important signs of increased 

financial information quality as a result of the new standards. Due to opposite results, however, there are 

signs that many companies may not be adopting the new standards with the necessary commitment and 

transparency, or that they were not prepared for the new standards. 

It is highlighted that this study is limited to exploring the data, without any claim on predicting 

trends or behavior, as well as the samples and periods presented. This research remains limited to the 

particularities of the employed tools. For example, Morais and Curto (2008) use the variability of 

variations, while Barth, Landsman and Lang (2008) use residual variation regressions (among other 

differences). It is considered that these changes occurred due to each study’s characteristics, as one only 

focuses on a single country, while the other focuses on different countries. 

Finally, it should be underlined that this information was obtained in a transition period, and that 

more revealing answers should be obtained when the IFRS are fully adopted. This information, however, 

already demonstrates that, even partially, IFRS adoption contributes to financial information 

improvements. 
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i
 For further information, access, vide 

http://www.cpc.org.br/pdf/Livreto_CPC_atualizado_230507.pdf
, translated to English 

ii
 Extracted from http://www.cpc.org.br, on 10/4/11 

iii
 This was necessary due to the fact that, despite academics and accounting professionals’ efforts, remnants of accounting standardization 

remained in Corporate Law. To avoid noncompliance with the law, in 2008, pronouncements were issued with a view to adherence between 

accounting standards in force in 2008 and the law. That is one of the reasons for the phased adoption of the IFRS in Brazil. 

iv
 Although not explicitly mentioned, financial statements for 2010 should be fully elaborated according to the IFRS, with statements for 

2009 also comparable in full IFRS. 
v
 Obtained from Economática

®
 database 

vi
 As the goal of this variable is to decrease the effects of foreign capital entries, it was constructed as follows: (Payment of capital n +BV n-

1)/(BV n-1). Due to the limitations, information provided by the Statements of Changes in Financial Position (SCFP) from 2005 to 2007 was 
used, as well as information from the Cash Flow Statement (CFS) for 2008. 
vii

 That is, the opposite of POST, which demonstrates greater weighted quantities of pre-adoption (POST 0) SPOS observations (value 1). 
viii

 The Wald test shows the significance level of each coefficient in the logistic regression. 
ix
 That is, it would follow the POST, demonstrating that there were more weighted LNEG observations (value 1) post-adoption (POST 1). 

x
 Variable for large losses. 

xi
 That is, the opposite of POST, demonstrating greater weighted quantities of pre-adoption (POST 0) SPOS observations (value 1). 

xii
 That is, it would follow the POST, demonstrating that there were more weighted LNEG observations (value 1) post-adoption (POST 1). 


