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Abstract
This paper examines the impact of mandatory adoption of international accounting standards on the income
smoothing and earning management. Using a simple of French firms indexed in the CAC all tradable for a period
of ten years (2000–2009), we find convincing evidence that the implantation of IFRS contributed to less income
smoothing and earning management compared to the local accounting standards, even during the recent
economic crisis. Less earning manipulation assures higher levels of reliability information.
Keywords: discretionary accruals, earning smoothing, international accounting standards, economic crisis,
French, CAC all tradable
1. Introduction
In 2002, the European Union has mandated the implementation of International Financial Reporting Standards
(IFRS) from January 1st, 2005 for listed companies establishing consolidated accounts. The main purpose is to
improve the comparability and the quality of financial reporting in the context of global economy.
In this study, we seek to examine whether the adoption of international accounting standards reduces attempts to
manage earning of French companies to achieve better financial information, even during the recent economic
crisis.
We focus on France since the transition to international accounting standards, intended primarily to the needs of
investors and supporting the dominance of an economic approach to the detriment of historical and fiscal
approach, would lead to a new accounting philosophy and an upheaval in financial communication within the
French companies that have an accounting system governed by laws and regulations, primarily characterized by
a fiscal rigidity designed to meet the needs of lenders and the state (Wehrfritz & Haller, 2014)
Similarly, previous literature shows that earnings management is higher in code-law countries, with low investor
protection rights, such as France, compared to common law countries (Tendeloo & Vanstraelen, 2005).
Our study includes 145 French companies listed on the stock index CAC ALL TRADABLE. By focusing on a
single country, we can better isolate the effect of IFRS on the earning management, since environmental factors
remain constant over the period’ study.
To test the impact of IFRS on earnings management, we conducted a comparative study where the sample is
divided into two equal periods in terms of years, a pre-IFRS period and post-IFRS period, a study covering the
whole period and an additional study covering the pre and post recent economic crisis period, after IFRS
introduction.
Our empirical results show that the application of IFRS reduces the earning management of French companies,
even during the recent economic crisis.
The remainder of this paper is strutured as follows. Section 2 provides theoretical background and hypothesis for
the study. In Section 3, we describe our methodology and explain the research design. Our empirical comparative
study results are discussed in Section 4. Section 5 presents our robustness tests. Section 6 details our empirical
results covering the recent economic crisis period. Section 7 presents our conclusions and future research
directions.
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2. Literature Review and Hypothesis Development
Compared to the majority of accounting standards, IAS/IFRS are best qualities and their application significantly
improves the transparency of information provided by companies and reduces the earnings management (Zeghal,
Chtourou & Fourati, 2012; Iatridis, 2012). Dimitropoulos, Asteriou, Kousenidis and Leventis (2013) showed that
the earning management and smoothing declined after the introduction of IFRS in Greece.
Leuz, Nanda and Wysocki (2003) argue that the orientation of IFRS to investors improves the quality of
information disseminated since managers are under pressure to provide a true and fair view of the assets and
liabilities of the company and engage less in earnings management activities. Barth, Landsman and Lang (2008)
argue that reducing the number of accounting options within the IFRS limits the earnings management practised
by managers. The accounting standards retain two treatments for the same problem: benchmark treatment and
allowed alternative treatment. As the IASB framework requires disclosure of more information and requires
companies to publish financial statements on annual and semi-annual basis, as well as quarterly reporting
(example: IAS 34: Interim Financial Reporting), Daske (2006) found that communication of a higher volume of
information than required by the majority of national accounting systems led to advanced transparency in
accounting values, which limits the earnings management. Similarly, Fu, Kraft and Zhang (2012) point out that
the firms adopting IFRS are expected to provide more disclosure, which increases transparency and reduces the
level of accruals. According to Landsman, Mayd and Jacob (2012) and Barth, Konchitchki & Landsman (2013)
increased disclosure required by IFRS leads to greater transparency of accounts and a diminution of information
asymmetry which reduces the opportunistic earnings management. Studies show that reducing the discretionary
latitude of managers comes essentially from the principle of primacy of economic reality on the legal, illustrated
by standard IAS 17 'Leases', which requires the recognition of the leased item in the lessee assets under contracts
of lease-financing instead of registering it in off-balance sheet, and the principle of fair value (Note 1). Cairns,
Massoudi, Taplin and Tarca (2011) argue that fair value can reflect the economic reality compared to historical
cost, reducing opportunistic earnings management. Casta (2000) stated that "in terms of comparability of
financial statements, presenting equivalent valuations for the same financial instrument, regardless of its date of
acquisition, fair value makes practices of opportunistic earnings management quite pointless. In addition, the fair
value would ensure neutrality of information produced by companies and would restore measuring performance
more exhaustiveness." According to Plantin, Sapra and Shin (2008a), the valuation at fair value of transactions
bring managers to adopt a less opportunistic management behaviour compared to applying the historical cost
because accounting of instruments is purely exogenous and is not under the control of the direction. However,
several researchers have shown that IFRS standard does not reduce the earnings management. Cormier and
Martinez (2006) find that the adoption of international accounting standards in the French context increases the
room for manoeuvre to managers with regard to earning smoothing in order to reduce the gap between
announced forecasts and actual earnings, in case of an IPO. Defond (2010) finds that the transition to a
principles-based accounting should give more flexibility to companies and thus enable them to benefit more
from the earnings management. On fair value, according to researchs, the main drawback of this value is the
unjustified increase volatility (Note 2) in results due to the fact that this method does not take consideration the
accounting principle of prudence, it treats latent profits and latent losses in the same way, which can lead to high
instability in performance and a massive practise of the earnings management to reduce this variability (Ghosh &
Olsen, 2008). In contrast, other empirical studies have shown that, earnings management and earnings volatility
caused by the application of fair value, under IFRS show a negative relationship (Iatridis, 2012).
By the recent financial crisis (2007–2009), the fair value was severely criticized (The procyclic character of the
fair value and the difficulty of its assessment under an illiquid market) and the role played by the IFRS has been
widely debated, especially for financial institutions. Magnan (2009) concluded that the fair value amplified crisis
especially for institutions that held assets during the crisis in markets that have experienced the lack of liquidity.
The recent economic crisis is due to a financial crisis loans "subprimes" in the US in 2007. This crisis was
transformed into a banking, stock market and economic crises not only in the United States but in Europe in
2008. From end 2007 to end 2008, the stock market prices of listed companies indexed in the CAC ALL
TRADABLE have devalued by 13% to over 50%. The volatility of stock market prices is exceptional in the
petroleum, trade and industrial sector. The conditions of access to bank loans are more difficult for companies
and the fluctuations of currencies are significant. These situations determined by economic crises can motivated
managers to manage earning (Gorgan, Gorgan, Dumitru & Pitulice, 2012).
In line with the works cited above, we argue that the earning management of French companies would be lower
under IFRS standards compared to French standards, even during the recent economic crisis.
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In our study, we test the following hypothesis:
The adoption of international accounting standards by French companies reduces earnings management, even
during the recent economic crisis.
3. Research Design
3.1 Sample and Data
The sample consists of index CAC ALL TRADABLE composed of French listed companies. These companies
are observed over a period of 10 years from 2000 to 2009. This population consisted of 2500 observations; we
excluded companies operating in the financial sector (380). These companies are governed by specific
regulations and by financial characteristics different from those governing non-financial companies. The
accounting data regarding companies were developed according to the French local standards for the period
between 2000 and 2004, and according to international Financial Reporting Standards for the period between
2005 and 2009. Our sample does not include "early time adopters" of IFRS. All companies in the sample have
adopted international accounting standards in 2005. To perform our analysis, and to compare the results between
the pre and post IFRS periods, we have elected a constant sample over the entire period of study, which would
mean excluding companies that have been introduced in the CAC ALL TRADABLE INDEX after 2000 and
those that were removed before 2009 (150). We have also eliminated companies whose financial data were not
available during the period of our study (300). We also excluded companies which financial year not ending by
December 31 (220).
Our final sample consists of 1450 observations-firms-years.
Table 1 and Table 2 below describe the sample selection process and the sample industries distribution,
respectively.
Table 1. Sample selection process
Initial number of observations

2500

Companies with financial nature

(380)

Companies introduced after 2000 and removed before 2009

(150)

Missing data in Worldscope and Datastream

(300)

Companies whose financial year not ending by 31/12

(220)

Total of Sample

1450

The data relating to Companies in our sample is collected from Worldscope and Datastream database (Thomson
Reuters) 2010 and annual reports of each company.
Table 2. Industries distribution
industries

Number of observations by industry

% of the sample

Industry

522

36%

Trade and Consumer Goods

290

20%

Health care

130

9%

Services

203

14%

Real estate and buildings

145

10%

Technology

160

11%

Total

1450

100%

3.2 Earnings Management
We use three proxies of earnings management that are commonly used in the accounting literature, two proxies
are related to earning smoothing and the other refers to discretionary accruals (DA).
3.2.1 Earnings Smoothing
The first measure concerns the standard deviation of the change in net income (ΔΝΙ). Given that the change in
net income can be attributed to factors other than the financial information system, we use the standard deviation
of the change in net income (ΔΝΙ*) residuals (Lang, Raedy, & Wilson 2006; Barth et al., 2008) from the
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following regression model (1):
ΔNIit= ∂0 + ∂1 OCFit +∂2 L E V i t + ∂3 ROEit + ∂4 R O A i t + ∂5 SIZEit +∂6 AUGC it + ∂7 GROWTH it + εit

(1)

Where, ΔΝΙ is the annual change in net income scaled by lagged total assets, OCF is Operating cash flow to
lagged total assets, LEV is the level of debt (total debt/owners' equity), ROE is the net income to equity, ROA is
the net income to total assets, SIZE is the natural logarithm of the market capitalization of the firm i during the
year t, AUGC is a binary variable that takes 1 when the firm has carried out a capital increase of more than 10%
of the total shares outstanding during the year, 0 otherwise, GROWTH is the percentage of annual variation in
sales.
The variable description and measurement are summarized in Table 4.
If managers take no discretionary action to smooth earnings, then they should be relatively volatile and fluctuate
over time. Therefore, we interpret a smaller variance of the change in net income as suggestive of earnings
smoothing.
The second measure of earnings smoothing concerns the ratio of standard deviation of the change in net income
(ΔΝΙ*) to the standard deviation of the change in cash flows (ΔCF*). Following Barth et al. (2008) and Ahmed,
Neel and Wang (2013), we use the ratio of the standard deviation of the change in net income (ΔΝΙ*) to the
standard deviation of the change in cash flows (ΔCF*) residuals, from the two regression models (2):
ΔNIit = ∂0 + ∂1 OCFit + ∂2 L E V it + ∂3 ROEit + ∂4 R O A it + ∂5 SIZEit +∂6 AUGCit + ∂7 GROWTHit + εit
ΔCFit = ∂0 + ∂1 OCFit + ∂2 L E V it + ∂3 ROEit + ∂4 R O A it + ∂5 SIZEit +∂6 AUGCit + ∂7 GROWTHit + εit
Where, ΔCF is the annual change of operating cash flow scaled by lagged total assets.

(2)

The variable description and measurement are summarized in Table 4.
Ahmed et al. (2013) declare that if managers use accruals to smooth the changes in cash flows when reporting
income, the variance of the change in net income should be less than the variance of the change in cash flows. So,
we interpret a smaller value of this ratio as suggestive of earnings smoothing and manipulation. (Cai, Rahman, &
Courtenay, 2014; Lin, Riccardi, & Wang, 2012).
3.2.2 Discretionary Accruals (DA)
Discretionary accruals, as the proxy for earning management, are used in a variety of studies. (Theo, Welch, &
Wong, 1998; Zeghal et al., 2011). Various models have been adopted to measure discretionary accruals (Dechow,
Sloan, & Sweeney, 1995; Jones, 1991; Kothari, Leone, & Wasley, 2005). Following the previous studies, in the
present we adopted the cross-sectional Jones (1991) model, as modified by Kothari et al. (2005), in order to
estimate the discretionary accruals following a performance matching approach.(Dimitropoulos et al., 2013).
The Kothari et al. (2005) model (3) estimates discretionary accruals as a function of changes in sales, the levels
of property, plant and equipment, and the level of return on assets:
TA it / A it-1= β0 + β1 (1/ A it-1) + β2 (Δ (REV- AR) it / A it-1) + β3 (PPEit / A it-1) + β4 ROAit + εit

(3)

Where, TAit is the total accruals for company i in year t, computed as the difference between net income before
extraordinary items and cash flow from operations; REVit is the change in revenues for company i between year
t and t−1; ARit is the change in accounts receivable for company i between year t and t−1; PPEit is the gross
property, plant, and equipment for company i in year t; ROAit is the return on assets for company i in year t. All
variables are deflated by lagged total assets to control of heteroscedasticity.
Kothari et al. (2005) argue that the inclusion of a constant term in the Jones (1991) model provides an additional
control for heteroscedasticity not alleviated by deflating the variables with total assets. A constant term also
mitigates problems arising from omitted size Variables (Brown, Lo, & Lys, 1999) and the inclusion of a
profitability measure (ROA) is designed to enhance the effectiveness of the performance matching methodology.
Non-Discretionary Accruals (NDA) are residuals obtained from the estimation of this model. Using the estimated
coefficients (∂1, ∂2, ∂3, ∂4), we evaluate the nondiscretionary accruals (NDA) for each company in our sample:
NDAit / A it-1 = ∂1 (1/Ait-1) +∂2 (∆ (REV- AR) it /Ait-1) + ∂3 (PPEit/ Ait-1) + ∂4 ROAit

(4)

The discretionary accruals are obtained by calculating the difference between total accruals and estimated
non-discretionary accruals:
DAit = TAit − NDAit
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A larger value of discretionary accruals represents higher earnings management (Cai et al., 2014; Zéghal et al.,
2011).
We conduct a comparative study between pre -IFRS and post- IFRS period. In the following test, we will
examine the differences between the discretionary accruals means calculated for the periods before and after the
adoption of IFRS. For our sample, we examine the directional values of discretionary accruals (PDA / NDA) and
their absolute value |DA|. (Houque, Van Zijl, Dunstan, & Karim, 2012; Zéghal et al., 2011; Landsman et al.,
2012). The absolute value of discretionary accruals is presented in the previous literature as a measure of the
extent of managerial discretion. The resort to the absolute value captures the reversionary discretionary accruals
effect. The earnings management’ direction, whether upward or downward, allows better understanding of the
evolution of discretionary accruals according to motivations to which it obeys (Marra, Mazzola, & Prencipe,
2011).
The comparison result is shown in Table 3.
Before beginning this comparison, we checked the normality of variables. We used for this purpose Skewness
and Kurtosis tests. The results of these tests showed that variables do not follow the normal distribution.
Accordingly, and given that it is a comparison of means for the same sample observed over two periods, the
appropriate test is WILCOXON (Zéghal et al., 2011).
Table 3. Earnings management: test of difference between two period: pre-IFRS period (00–04) and post-IFRS
period (05–09)
Variables

N

Pre-IFRS group (00–04)

Post-IFRS group (05–09)

mean

mean

Wilcoxon
test

|DA|

1450

0.0521

0.0290

−3.627***

DA

1450

0.0147

0.0121

−5.024***

DA≥0

870

0.0412

0.0335

−4.378***

DA < 0

580

-0.0265

-0.0213

(0.000)
(0.000)
(0.000)
-0.251
(0.186)
Note. |DA|: the absolute value of discretionary accruals. DA: the discretionary accruals. DA≥0: the positive discretionary accruals. DA < 0:
the negative discretionary accruals. *** denotes significant level at 1%.

Table 3 shows that the means of the different variables are significantly lower in the post IFRS period except for
the variable DA <0 which is not significant. This suggests that the adoption of IFRS reduce earning management
level.
These outcomes may lead us to retain as part of our analysis the absolute and positive value of discretionary
accruals as the dependent variables in the following models (6–7) (Iatridis, 2010–2012):
|DAit| = ß0 + ß1 OCF it + ß2 LEV it + ß3 ROE it + ß4 ROA it + ß5 SIZE it + ß6 AUGC it + ß7 GROWTH it + ε it

(6)

PADit = ß0 + ß1 OCF it + ß2 LEV it + ß3 ROE it + ß4 ROA it + ß5 SIZE it + ß6 AUGC it + ß7 GROWTH it + ε it

(7)

Where |DA| is the absolute value of performance-matched discretionary accruals from the cross-sectional Jones
(1991) model as being modified by Kothari et al. (2005), PAD is the positive value of performance-matched
discretionary accruals.
The variable description and measurement are summarized in Table 4.
Given the nature of this study and data, we used a statistical model of panel data, studied over two periods
(before and after the adoption of IFRS) (Stock & Watson, 2003).
We expect that the introduction of IFRS will limit the earnings management. We conduct for this purpose, a
comparative study between the pre- IFRS period (2000–2004) and post-IFRS period (2005–2009). Regarding
earnings management by discretionary accruals, we expect lower coefficients in the post IFRS period.
Concerning earning smoothing, we expect that French firms have higher values of the SD(ΔΝΙ*) and the ratio
SD(ΔΝΙ*)/SD(ΔCF*) during the IFRS adoption period.
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The trend analysis of discretionary accruals over time is summarized in the above figures.

AVDA
0.07
0.06
0.05
0.04

P1

P2

0.03

P3

0.02
0.01
0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Figure 1. Evolution of the absolute value average of discretionary accruals
Note. AVDAt: Average of absolute value of discretionary accruals for the year t.
P1: 2000–2001: period of financial scandals,
P2: 2003: approval of the Financial Security Law in France,
P3: 2005: adoption of international accounting standards.

From Figure 1, the magnitude of discretionary accruals is high in the years preceding the transition to IFRS in
2005. Starting from 2005 the year of the adoption of IFRS, the values fall. This decline continues on post- IFRS
years to reach 2% in 2009.

PDA
0.08
0.07
0.06
0.05
0.04
0.03
0.02
0.01
0
2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

Figure 2. Evolution of the positive discretionary accruals average
Note. PDAt: average of the positive discretionary accruals for the year t.

Similarly, average of positive discretionary accruals shown in Figure 2 is high on pre- IFRS period and tends to
fall on post- IFRS period.
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3.3 Variables Description and Measurement
To analyze the impact of IFRS on earnings management, we will incorporate variables that are selected through
previous literature review and which have an impact on the earning management. We control the size of the firm
"SIZE" as the literature review shows that the size of the company affects the level of earnings management.
According to political costs hypothesis by Watts and Zimmerman (1978–1986), big size firms resort more to
earnings management downward in order to minimize political costs. Lobo and Zhou (2001) do not expect in
their model the impact of firm size on earnings management because they consider the effect of this variable not
clear. Big size companies have more efficient systems of internal control, which provide more reliable
information and make them further monitored by financial market and analysts; this reduces information
asymmetry problems and makes earnings management difficult to achieve compared to small companies. The
size of the firm is measured on this research by the logarithm of the market capitalization of the firm. (Perry &
Williams, 1994). We control the debt level which can affect the earnings management level. The companies
heavily indebted have stronger reasons to manage upward their accounting earnings to not to violate covenants
of debt contracts (Watts & Zimmerman, 1978–1986; Xiong, 2006). They can manage the earning down to force
negotiations in case of financial difficulties. In this study, we expect that leverage will have a positive impact on
earning management. We use total debt ratio / total asset as a measure of the debt level (Dechow et al., 1995).
We include "OCF", "ROA" and "ROE" as variables measuring the company performance, since previous studies
show that the poor performance is a motivation for upward earnings management (Lobo & Zhou, 2001). We
expect a significant and negative effect of these variables on the earning management level. We control the
increase of capital for companies in our sample because operations on shares capital lead to upward earning
management. (Thong, Ding, & Lim, 2008). Teo, Welch & Wong (1998) show that managers use earning
management for the period prior to an increase capital operation. They note that the published results are very
high at the time of the transaction and drop significantly after this period. Like Lobo and Zhou (2001), the
variable AUGC is a binary variable that takes 1 when the firm has carried out a capital increase of more than 10%
of the total shares outstanding during the year, 0 otherwise. We expect a positive impact of this variable on
earning management. We have introduced the percentage of annual variations in sales, since this percentage
affects the level of earnings management (Dimitropoulos et al., 2013).
The variable description and measurement are summarized in Table 4.
Table 4. Variable description and measurement
Variables

Description

Measurement

OCF

Operating cash flow

Operating cash flow to lagged total assets

LEV

Leverage ratio

Total debt to total assets

ROE

Return on equity

net income to equity

ROA

Return on Assets

Net income to total assets

Size

Log market capitalization of the company

Stock price at end of period multiplied by the

AUGC

Capital increase

number of shares outstanding for the same period
Binary variable that takes 1 when the firm has
carried out a capital increase of more than 10% of
the total shares outstanding during the year, 0
otherwise
Growth

Sales growth

Annual percentage change in sales

4. Empirical Comparative Study Results and Discussion
4.1 Descriptive Statistics
Table 5 below shows descriptive statistics of variables during pre-IFRS (2000–2004) period and post-IFRS
(2005–2009) period.
We will study the significance of differences between variables used in this research and calculated for the
periods before and after the adoption of IFRS. Prior to this comparison, we checked the normality of variables.
We used for this purpose Skewness and Kurtosis tests. The results of these tests show that some variables follow
the normal distribution and others not. Accordingly, we use the t-test comparison for variable following normal
distribution and the non parametric Wilcoxon test comparison for the other variables and the independence test
of Chi-2 for discrete variable capital increase (AUGK).
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On average, firms in our sample exhibit a greater change in earnings and more negative change in cash-flows in
the post-adoption period compared to the pre-adoption period. Companies in our sample also have, on average,
lower cash-flows in the period post-IFRS compared to the pre-IFRS period (0.084<0.125) and significantly
higher performance (1%) in the post-IFRS period (0.074>-0.083; 0.146>-0.072). In the pre-IFRS period,
companies tend to have more debts. The size of the company, capital increases and the rate of sales growth are
on average higher in the post-IFRS period.
Table 5. Descriptive statistics relating to variables used in analyses
Pre-IFRS (2000-2004)

Post-IFRS(2005-2009)

N= 725

N= 725
T-test

Wilcoxon test

X2 test

variables

Mean

Median

Std. Dev

Mean

Median

Std. Dev

ΔΝΙ

-0.063

-0.049

0.162

0.097

0.059

0.184

n/a

2.556*** (0.000)

n/a

ΔCF

-0.014

-0.035

0.146

-0.016

-0.042

0.153

n/a

-5.644*** (0.000)

n/a

OCF

0.125

0.101

0.275

0.090

0.084

0.226

n/a

-3.399** (0,028)

n/a

LEV

1.330

1.289

1.020

1.144

1.065

1.036

-0.186*

n/a

n/a
n/a

(0,053)
ROE

-0.083

0.053

0.890

0.074

0.043

0.651

n/a

3.024*** (0.000)

ROA

-0.072

0.042

0.125

0.146

0.130

0.198

n/a

3.357*** (0.000)

n/a

SIZE

3.927

3.763

1.677

4.100

3.038

1.880

0.173**

n/a

n/a

AUGC

0.108

n/a

n/a

0.200

n/a

n/a

n/a

n/a

0.092**

GRWOTH

0.045

0.026

0.222

0.058

0.030

0.433

0.014*

n/a

(0,029)
(0.012)
n/a

(0,062)
Note. ΔΝΙ is annual change in net income scaled by lagged total assets, ΔCF is annual change in the operating cash flow scaled by lagged
total assets, OCF is operating cash flow to lagged total assets, LEV is the leverage ratio estimated as total debt to total assets, ROE is return
on equity estimated as net income to owners' equity, ROA is return on Assets estimated as net income to total assets, SIZE is the natural
logarithm of market capitalization, AUGC is a binary variable that takes 1 when the firm has carried out a capital increase of more than 10%
of the total shares outstanding during the year, 0 otherwise, GROWTH is the annual percentage change in sales. ***denotes significant level
at 1%; ** denotes significant level at 5%; *denotes significant level at 10%.

4.2 Regression Results
To test the impact of international accounting standards on the earning management, we use two proxies: earning
smoothing and discretionary accruals.
Table 6. Univariate evidence on earnings smoothing
Pre-IFRS(00–04)

Post-IFRS(05–09)

N= 725

N= 725

Wilcoxon-test

SD(ΔΝΙ*)/ SD(ΔCF*)

0.01692

0.02684

2.025***

SD(ΔΝΙ*)

0.2261

0.3054

3.238***

Note. ΔΝΙ* and ΔCF*are the residuals from the annual regressions of the following models respectively:
Δ N I it = ∂0 + ∂1 OCFit + ∂2 L E V it + ∂3 ROEit + ∂4 R O A it + ∂5 SIZEit +∂6 AUGCit + ∂7 GROWTHit + εit.
Δ C F it = ∂0 + ∂1 OCFit + ∂2 L E V it + ∂3 ROEit + ∂4 R O A it + ∂5 SIZEit +∂6 AUGCit + ∂7 GROWTHit + εit.
ΔΝΙ: annual change in net income scaled by lagged total assets, ΔCF: annual change in the operating cash flow scaled by lagged total assets.
*** denotes significant level at 1%.

Table 6 below indicates the results on earning smoothing and shows that standard deviation of the change in net
income (SD (ΔΝΙ*)) is significantly higher in the post-IFRS period. Similarly, the ratio of the standard deviation
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of the change in net income (ΔΝΙ*) to the standard deviation of the change in cash flows (ΔCF*)
(SD(ΔΝΙ*)/SD(ΔCF*)) is significantly higher in the post-IFRS period. This difference was estimated using the
Wilcoxon test. This finding demonstrates that with the implementation of IFRS, French companies resort less to
smoothing earnings in spite of the volatile of the fair value introduced by IFRS and criticized by several
researchers. (Ghosh & Olsen, 2008).
This result is consistent with previous studies (Barth et al., 2008; Chen, Tang, Jiang, & Lin, 2010; Dimitropoulos
et al., 2013) showing that the adoption of IFRS reduces earnings management.
Table 7 and Table 8 below show the results for the estimation of model (6) and (7) respectively, that include the
absolute value of performance-matched discretionary accruals |DA| et the positive value of performance-matched
discretionary accruals PDA as dependent variables , respectively.
To apply the regression models, we need to verify the absence of multicollinearity between variables. The
correlation matrix allows us to identify the potential problem of multicollinearity between variables. Correlation
matrices in this study have higher coefficients (ρ > 0.8), this may indicate a problem of multicollinearity between
variables. We will calculate the Variance Inflation Factor (VIF) which detects multicollinearity between variables.
A serious multicollinearity problem exists between variables of a model when VIF values exceed 10. By
applying this test to values of our models, in general we obtained VIF factors that do not exceed 3.It means that
the model does not contain multicollinearity
From Table 7 below, we can conclude that the model (6) tested is generally significant, R² has a value of 20% in
the pre-IFRS period and 38% in the post-IFRS period, which are in line with prior studies. (Dimitropoulos et al.,
2013; Marra et al., 2011).We reject the null hypothesis stating that all coefficients are zero (P < 5%). The X² test
shows a probability less than 5%, allowing us to retain the fixed-effects estimator.
Table 7 shows that “OCF”, “ROE” and “ROA” are significantly and negatively related to the variable |DA|, for
pre and post IFRS periods, at the 1% level. The signs of these variables that represent the performance of the
company are consistent with our expectations and the literature which states that weak performance leads to
earnings management. (Barth et al., 2008; Iatridis, 2012; Zéghal et al., 2012). However, the coefficients of these
variables are lower in the post IFRS period. This indicates that with the application of IFRS, companies with low
performance resort less to the management of accruals. The coefficient of debt “LEV” is significantly positive in
the pre- and post-IFRS period. In the post-IFRS period, this coefficient is lower and less significant, indicating
that debt is an important motivation for earnings management in the pre-IFRS period. The “SIZE” variable is
negatively and significantly related to the variable |DA| for pre- and post-IFRS periods. The coefficient is higher
and less significant in the post IFRS period. This result is explained by the fact that big companies applying
IFRS are monitored by financial analysts and other stakeholders, which play the role of external controllers
which limits earnings management. (Bozec, 2008). The coefficients of variables AUGC and GROWTH are
positive and significant in the pre and post IFRS periods. However, they are higher and more significant in the
pre-IFRS period, indicating that the operations of capital increase and sales growth are genuine motivation for
earnings management in this period. (Thong et al., 2008).
Overall, the empirical results indicate that the adoption of IFRS has decreased the magnitude of discretionary
accruals.
Table 7. Regression results on Discretionary Accruals with |DA|
Variables
Constant
OCF
LEV
ROE
ROA
SIZE

Pre-IFRS(00-04)
(p-value)
0.144***
(0.000)
-0.052***
(0.007)
0.082**
(0.023)
-0.020***
(0.000)
-0.030***
(0.000)
-0.042**
(0.042)

Post-IFRS(05-09)
(p-value)
0.008***
(0.000)
-0.024***
(0.005)
0.045*
(0.098)
-0.010***
(0.000)
-0.015***
(0.000)
-0.094*
(0.098)
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Adjusted R-square
F-stat
N
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0.066***
(0.003)
0.053**
(0.019)
0.20
10.492**
725

0.039**
(0.028)
0.024*
(0.075)
0.38
13.091**
725
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+
+

Note. ***denotes significant level at 1%; ** denotes significant level at 5%; *denotes significant level at 10%. We report p-values in
parentheses below the coefficients.
│DAit│ = ß0 + ß1 OCF it + ß2 LEV it + ß3 ROE it + ß4 ROA it + ß5 SIZE it + ß6 AUGC it + ß7 GROWTH it + ε it.
The dependent variable is the absolute value of discretionary accruals. OCF is operating cash flow to lagged total assets, LEV is the leverage
ratio estimated as total debt to total assets, ROE is return on equity estimated as net income to owners' equity, ROA is return on Assets
estimated as net income to total assets, SIZE is the natural logarithm of market capitalization, AUGC is a binary variable that takes 1 when
the firm has carried out a capital increase of more than 10% of the total shares outstanding during the year, 0 otherwise, GROWTH is the
annual percentage change in sales . The model has been estimated including year fixed effects.

From Table 8 below, we can conclude that the model 7 tested is generally significant, R² has a value of 17% in
the pre-IFRS period and 25% in the post-IFRS period, which are in line with prior studies. (Iatridis, 2012; Zéghal
et al., 2012). We reject the null hypothesis stating that all coefficients are zero. The X² test shows a probability
less than 5%, allowing us to retain the fixed-effects estimator. Table 8 confirms the results of the previous table,
except for the coefficient of debt ratios "LEV" and "SIZE" which have lost their significances. The debt ratio and
the firm size are no longer a motivation for earnings management upward for companies applying IFRS. French
companies employ less positive discretionary accruals after the introduction of IFRS.
Table 8. Regression results on discretionary accruals with PDA
Variables

Pre-IFRS(00–04)

Post-IFRS(05–09)

Expected

(p-value)

(p-value)

sign

Constant

0.212***

0.044***

(0.000)

(0.000)

OCF

-0.061***

-0.035***

(0.000)

(0.000)

LEV
ROE
ROA
SIZE
AUGC
GROWTH
Adjusted R-square
F-stat
N

0.171**

0.135

(0.035)

(0.224)

-0.025***

-0.015***

(0.000)

(0.000)

-0.045***

-0.025***

(0.000)

(0.000)

-0.036**

-0.060

(0.025)

(0.314)

0.072***

0.059**

(0.007)

(0.045)

0.064**

0.033*

(0.036)

(0.089)

0.17

0.25

9.580**

12.874**

435

435

+
+/+
+

Note. ***denotes significant level at 1%; ** denotes significant level at 5%; *denotes significant level at 10%. We report p-values in
parentheses below the coefficients.
PADit = ß0 + ß1 OCF it + ß2 LEV it + ß3 ROE it + ß4 ROA it + ß5 SIZE it + ß6 AUGC it + ß7 GROWTH it + ε it
The dependent variable is the positive value of discretionary accruals. OCF is operating cash flow to lagged total assets, LEV is the leverage
ratio estimated as total debt to total assets , ROE is return on equity estimated as net income to owners' equity, ROA is return on Assets
estimated as net income to total assets, SIZE is the natural logarithm of market capitalization, AUGC is a binary variable that takes 1 when
the firm has carried out a capital increase of more than 10% of the total shares outstanding during the year, 0 otherwise, GROWTH is the
annual percentage change in sales. The model has been estimated including year fixed effects.
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We conclude through this comparative study between pre-IFRS period (2000–2004) and post-IFRS period
(2005–2009) that the application of international accounting standards limits the earnings smoothing and
management of discretionary accruals as well in magnitude as in positive sign.
To confirm our results, we will test the impact of IFRS on earnings management through discretionary accruals
over the whole study period (2000–2009).
5. Robustess Tests
In order to further validate our results, we employ two additional regression models – run on the whole sample
(pre- and post-IFRS) introducing the variable of interest IFRS.
IFRS is a dichotomous variable that represents the accounting system used, it takes 1 if IFRS are applied and 0
otherwise.
The models (8-9) are defined as follows:
|DAit| = ß0+ ß1 IFRS it + ß2 OCF it + ß3 LEV it + ß4 ROE it + ß5 ROA it
+ ß6 SIZE it + ß7 AUGC It + ß8 GROWTH it + ε it

(8)

PADit = ß0+ ß1 IFRS it + ß2 OCF it + ß3 LEV it + ß4 ROE it + ß5 ROA it
+ ß6 SIZE it + ß7 AUGC It + ß8 GROWTH it + ε it

(9)

Where |DA| is the absolute value of performance-matched discretionary accruals from the cross-sectional Jones
(1991) model as being modified by Kothari et al. (2005), PAD is the positive value of performance-matched
discretionary accruals, IFRS is a dichotomous variable that represents the accounting system used, it takes 1 if
IFRS are applied, 0 otherwise, OCF is operating cash flow to lagged total assets, LEV is the leverage ratio
estimated as total debt to owners' equity, ROE is return on equity estimated as net income to owners' equity,
ROA is return on Assets estimated as net income to total assets, SIZE is the natural logarithm of market
capitalization, AUGC is a binary variable that takes 1 when the firm has carried out a capital increase of more
than 10% of the total shares outstanding during the year, 0 otherwise, GROWTH is the annual percentage change
in sales.
By this study, we expect β1 to be negative and statistically significant in both regressions
Table 9 below shows the results related to the estimation of models (8) and (9).
From Table 9, we can conclude that the models tested is generally significant, R² has a value of 35% in the first
column , where |DA| is used as a dependent variable , and 27% in the second column , where PDA is used as a
dependent variable , which are in line with prior studies. (Iatridis, 2010–2012). We reject the null hypothesis
stating that all coefficients are zero. The X² test shows a probability less than 5%, allowing us to retain the
fixed-effects estimator for both models.
Table 9 shows that the coefficient of independent variable IFRS is negative and significant at the level of 1% (in
both columns). This result shows that the application of IFRS reduces significantly discretionary accruals
management as well in magnitude as in positive sign. This result confirms those obtained in comparative
analysis and is consistent with previous studies (Daske & Gebhardt, 2006).
Table 9. Regression results on earnings management with |DA| and PDA as dependent variable and IFRS as
independent variable
Model (8)
Variables
Constant
IFRS
OCF
LEV

Model (9)

|DA|

PDA

Coefficient

Coefficient

(p-value)

(p-value)

0.087***

0.098***

(0.000)

(0.000)

-0.049***

-0.0052***

(0.000)

(0.000)

-0.021***

-0.015***

(0.000)

(0.000)

0.031

0.012

(0.289)

(0.203)
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ROE
ROA
SIZE
AUGC
GROWTH
Adjusted R-square
F-stat
N

-0.0063***

-0.0041***

(0.000)

(0.000)

-0.0075***

-0.0013***

(0.000)

(0.000)

- 0.030*

- 0.025

(0.087)

(0.192)

0.017**

0.022**

(0.045)

(0.032)

0.018*

0.011*

(0.055)

(0.061)

0.35

0.27

13.026***

15.294***

1450

870
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+/+
+

Note. *** denotes significant level at 1%; ** denotes significant level at 5%; *denotes significant level at 10%. We report p-values in
parentheses below the coefficients.

6. Empirical Results Covering Economic Crisis Period
To test the effect of IFRS on earnings management of French companies during the recent world economic crisis
(2008–2009), after IFRS introduction, we have reduced the initial study period to five years, from 2005 (year of
mandatory adoption of IFRS) to 2009, the number of observations is 725.
We use the absolute value of discretionary accruals as a proxy for earning management. The argument for using
absolute value is that we are interested in the existence of discretionary accruals and not in their direction and we
introduce “Financial crisis FC” as variable of interest.
Financial crisis “FC” is a dichotomous variable that takes 1 if we are in the crisis period, 0 before
The model (10) is defined as follows:
|DAit| = ß0+ ß1 FCit + ß2 OCF it + ß3 LEV it + ß4 ROE it + ß5 ROA it
+ ß6 SIZE it + ß7 AUGC It + ß8 GROWTH it + ε it

(10)

Where |DA| is the absolute value of performance-matched discretionary accruals from the cross-sectional Jones
(1991) model as being modified by Kothari et al. (2005), FC is a dichotomous variable that takes 1 if we are in
the crisis period, 0 before , OCF is operating cash flow to lagged total assets, LEV is the leverage ratio estimated
as total debt to owners' equity, ROE is return on equity estimated as net income to owners' equity, ROA is return
on Assets estimated as net income to total assets, SIZE is the natural logarithm of market capitalization, AUGC
is a binary variable that takes 1 when the firm has carried out a capital increase of more than 10% of the total
shares outstanding during the year, 0 otherwise, GROWTH is the annual percentage change in sales.
By this study, we expect β1 to be negative and statistically significant.
Table 10 below shows the result related to the estimation of model (10).
From Table 10, we can conclude that the models tested is generally significant, R² has a value of 30% which are
in line with prior studies. We reject the null hypothesis stating that all coefficients are zero. The X² test shows a
probability less than 5%, allowing us to retain the fixed-effects estimator for model.
Table 10 shows that the coefficient of independent variable CF is negative and significant at the level of 1%.
This result shows that the financial crisis is not a motivation for earnings management when IFRS are applied by
french companies. This result confirms those obtained previously and is consistent with previous studies (Gorgan,
Gorgan, Dumitru, & Pitulice, 2012).
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Table 10. Regression results on earnings management with |DA| as dependent variable and CF as independent
variable after IFRS introduction
Model (10)
|DA|
Variables

Coefficient

Expected sign

(p-value)
Constant

0.065***
(0.000)

CF

-0.032***

-

(0.000)
OCF

-0.015***

-

(0.000)
LEV

0.045*

+

(0.089)
ROE

-0.0041***

-

(0.000)
ROA

-0.0052***

-

(0.000)
SIZE

- 0.027***

+/-

(0.000)
AUGC

0.039**

+

(0.045)
GROWTH

0.024**

+

(0.029)
Adjusted R-square
F-stat
N

0.30
11.015***
725

Note. *** denotes significant level at 1%; ** denotes significant level at 5%; *denotes significant level at 10%. We report p-values in
parentheses below the coefficients.

7. Conclusion and Future Research Directions
This paper examines the effect of the adoption of the international accounting standards on the earning
management of the French companies. We predict and find that the French companies exhibits significantly less
earning management (lower magnitude of discretionary accruals and lower practices of income smoothing) in
post-IFRS, even during the recent economic crisis.
Several researches examined the impact of the application of the IFRS, as high quality standards, on the earning
management. Researchers showed that the standard IFRS, due to their principles, reduces the opportunist
practices of the earning management. (Barth et al., 2008; Iatridis, 2010; Dimitropoulos et al., 2013; Doukakis,
2010). On the other hand, other researchers showed that the flexibility inherent in IFRS might provide greater
opportunities for firms to manage earnings (Lin et al., 2012).
Previous literature has concentrated mainly on the voluntary adoption effect of IFRS. There is little research
examining the mandatory adoption impact of IFRS on earning management in French companies.
Our contribution, through this study is to shed further light on the competing views regarding the efficacy and
the self-sufficiency of IFRS to reduce earning management, even during the recent economic crisis, in France
which is a code-law country, with low investor protection rights and a high level of earnings management and
whose accounting standards were oriented stakeholder and accounting framework was characterized by
historical-accounting principles.
Similarly, studies that have examined the impact of adopting IFRS on earnings management have generally
focused on short-term periods, one to four years. We tried to extend the analysis to larger periods, five years
pre-IFRS and five years post-IFRS to examine whether the impact of IFRS on earnings management (reduction
or increasing) persists over time.
Our results should be of interest to all parties seeking to evaluate the benefits of mandatory adoption of IFRS as
investors, managers, analysts, academics and the countries which have not made the decision yet to adopt the
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international accounting standards.
In future researches, we are going to examine the effect of the adoption of the IFRS on the earning’ relevance
and on the corporate governance system.
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Notes
Note 1. The fair value introduced is determined by IFRS IAS 16 "tangible assets" as follows:
- The current market price,
- The amount the company would have paid for the asset at the acquisition date on trades between willing parties
acting in normal competitive conditions; generally, it should be taken into account the outcome of recent
transactions for similar assets.
IAS 39 "Financial Instruments: Recognition and Measurement" defined as well the fair value of a financial
instrument:
- The current market price,
- The fair value of an instrument that is identique in substance,
- The future cash-flow discounted,
- The value determined by the valuation models options.
Note 2. The volatility concept refers to propensity, that to a variable to fluctuate unpredictably in time. More the
value of an asset is likely to charge more this assets will be considered volatile and the risk of this asset will be
high
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