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Insights into Accounting Choice from the Adoption Timing of IFRS

ABSTRACT
This paper collects survey evidence on the costs and benefits of adopting International Financial Reporting Standards (IFRS). It also examines the motivations for the timing of IFRS adoption. Significant differences exist between early and late adopters for three of nine benefits and for one of six cost measures. No significant differences exist in terms of firm size or the impact of IFRS on contracts. Early adopters perceive themselves as market leaders. They are more certain about the manageability of implementing IFRS and are more specific with regard to the impact of IFRS adoption. Late adoption decisions are motivated by adverse consequences and uncertainty.  

 

Insights into Accounting Choice from the Adoption Timing of IFRS
Introduction
Accounting choice addresses the fundamental question of whether accounting matters (Fields, Lys and Vincent, 2001) and is central to the study of accounting (Watts, 1992). The accounting choice we examine is the timing of adoption of International Financial Reporting Standards (IFRS).  Specifically, we survey listed companies in New Zealand to investigate (1) the benefits and costs of IFRS adoption and (2) the factors motivating the timing of IFRS adoption.[footnoteRef:1] This is an appropriate setting to examine accounting choice because we are able to compare the perceptions of firms that adopted IFRS early, to those that waited until IFRS was mandatory.[footnoteRef:2]  While it was mandatory for New Zealand firms to adopt IFRS for periods beginning on or after 1 January 2007, early adoption was allowed from 1 January 2005.[footnoteRef:3]  [1:  The terms ‘convergence’, ‘harmonisation’ and ‘adoption’ have similar but slightly different meanings (Zeff and Nobes, 2010). ‘Adoption’ is used in this paper to describe New Zealand’s implementation of IFRS, which involved the introduction of a new set of accounting standards in place of the previous standards.]  [2:  We refer to these two groups as early and late adopters.]  [3:  Early adoption refers to the whole of the financial statements, not just the adoption of individual accounting standards.] 

The analysis comprises two parts. First, a survey is used to identify the benefits and costs of implementing IFRS and to examine contracting incentives for accounting choice. Second, follow up interviews involving open-ended questions explore additional motivations for accounting choice. 
The adoption timing decision is predominantly an active choice (i.e., deliberate) for both early and late adopters, rather than passive compliance with imposed requirements (e.g., by parent companies or legislation). There is a significant difference between early adopters and late adopters in three of nine expected benefits and in one of six cost measures. Given the emphasis on the economic consequences of accounting in the literature and the significant impact of IFRS on financial reports, it is surprising that only 46 percent of the sample give the financial statement impact as their reason for early or late adoption of IFRS. We use content analysis of the interview transcripts to identify alternative explanations for accounting choice. These include perceptions as to whether firms are market leaders or followers; the degree of uncertainty that surrounded the IFRS ‘stable platform’; and delaying adoption in order to leverage off the experience of early adopters. 
The paper makes several contributions to the literature. First, the study uses the adoption of IFRS to test contracting costs explanations for accounting choice. It contributes to this literature by examining the choice of multiple accounting policies.[footnoteRef:4] The adoption of IFRS in New Zealand is a relevant issue to examine because of the significant impact on financial statements across a range of accounting issues (Stent, Bradbury and Hooks, 2010).  [4:  Fields et al. (2001) note that prior research mostly focuses on the choice related to a single accounting standard. Single accounting choice studies on IFRS include Cairns, Massoudi, Taplin and Tarca (2011); Iatridis (2012); Jones and Finley (2011) and Tsalavoutas, André and Evans (2012).] 

Second, the survey and interview research design provide a different source of evidence on which to triangulate the results of archival studies.  Different sources of evidence have their own comparative advantages.[footnoteRef:5] For example, large sample archival studies may not be able to assess which theory best fits the data, because key variables have potential to proxy for multiple theories. In the accounting policy choice literature, firm size can proxy for political costs, economies of scale in information production or firm risk. Also, audit fees have been used as a proxy for the costs of IFRS production (e.g., Griffin, Lont and Sun, 2009). Fields et al. (2001, 301) call for more ambitious research designs in accounting policy research and state that smaller sample sizes can “…complement existing large sample studies and provide greater insight into the underlying causes of the empirically observed effects”. Indeed, Schipper (2010) suggests that survey research may be the best way to access cost information on accounting choice.  [5:  See Graham, Harvey and Rajgopal (2005) for a discussion of the comparative advantages of large sample archival studies and survey research.] 

Third, the use of open-ended interviews provides potential alternative explanations of accounting policy choice than agency and contracting theory. The analysis suggests that concepts of environmental uncertainty (Agbejule, 2005), tolerance for ambiguity (Faircloth and Ricchiute, 1981) and network economics (Farrell and Saloner 1986, 1987) are worthy avenues for future research in accounting policy choice. 
Fourth, the adoption of IFRS is an important issue in its own right and has been described as one of the most significant changes in world accounting history (Daske, Hail, Leuz and Verdi, 2008). Survey and interview approaches complement capital market studies of IFRS adoption. Christensen, Hail and Leuz (2013) note that while the capital market effects of IFRS adoption have been extensively studied, the sources of this effect are not yet well understood.  For example, capital market studies examine only the net impact of IFRS. In our survey and interview approach we address the issue of both costs and benefits.  Further, Tsalavoutas et al. (2012) and Guerreiro, Rodrigues and Craig (2012) emphasise the need for more in-depth, single institutional setting studies on IFRS adoption.
The adoption of IFRS is still a major professional issue. For example, it is currently a standing agenda item on the IFRS Advisory Council. Evidence on the benefits and costs of IFRS adoption is useful for standard setters and regulators that have not already adopted IFRS. Christensen, Lee and Walker (2007) show that the results of IFRS adoption in one economy provide useful accounting policy information for another jurisdiction.
The next section provides background literature that covers the institutional setting and the survey evidence on IFRS adoption. We then report the hypotheses, the method and data, and results. The last section is a discussion. 
Background literature
2.1. Institutional setting and IFRS
The decision to adopt IFRS in Australia provided the catalyst for New Zealand’s decision to adopt IFRS (Bradbury and van Zijl, 2006). The New Zealand Accounting Standards Review Board and Financial Reporting Standards Board conducted extensive consultations showing strong support for adopting IFRS (Hickey, Spencer, van Zijl and Perry, 2003; Bradbury and van Zijl, 2007). A survey by Ernst and Young (2004) corroborated the level of support for the adoption of IFRS (88% in favour). Other normative support for the proposed move to NZ IFRS is provided by Teixeira and Pickens (2004) and Dunstan (2002). Pre-adoption estimates of the overall financial statement impact of IFRS are reported by van Zijl and Walker (2001), while Bishop, Bradbury and van Zijl (2005) examine the potential impact on convertible instruments. Post-adoption studies have examined the financial statement impact of NZ IFRS (Kabir, Laswad and Islam, 2010; Stent et al., 2010; Morunga and Bradbury, 2012). Indications of the cost of IFRS have been reported by PriceWaterhouseCoopers (2006) and Griffin et al. (2009). The PriceWaterhouseCoopers (2006) survey of senior executives indicated that only 14% of respondents were convinced that benefits (comparability and consistency) would arise from IFRS adoption, whereas 38% had a negative view (stating that IFRS was inappropriate to their firm or industry or added considerable cost and complexity). Griffin et al., (2009) find an increase in audit fees over 2002 – 2006, which they associate with IFRS adoption.
2.2. Survey studies relating to IFRS adoption
Relatively few surveys have been carried out in relation to IFRS adoption.  Jones and Higgins (2006) conduct a telephone survey of 60 of Australia’s top 200 corporations. They find the expected (i.e., ex ante) impact of IFRS on financial information is strongly related to firm size and industry. Many respondents were not well prepared for the transition and were sceptical about the claimed benefits of IFRS.
Lantto (2006) surveys approximately 20 people from each group of analysts, management and auditors in Finland.  Most analysts (i.e., 80%) consider the new IFRS information useful. Management and auditors are neutral or negative as to whether IFRS provides a ‘true view’. The concerns expressed relate to the use of judgment and estimation when market prices are not used (e.g., the fair value measurement).
A survey of DAX-30 company executives in Germany found that most (87%) agreed that IFRS should improve comparability of financial statements (Jermakowicz et al., 2007).  Fewer executives were convinced of the benefits of ‘transparency’ (58%). The challenges that respondents were most concerned about were ‘complexity’ (78%), ‘cost’ (70%) and ‘lack of implementation guidance’ (65%). These results were based on electronic questionnaires returned by 28 of the 30 companies surveyed, as well as follow-up interviews with four companies.
Lyle (2008) conducts a global survey on behalf of the International Federation of Accountants (IFAC). The survey relates to perspectives of various parties in the ‘financial reporting supply chain’ (e.g., preparers: 37%; auditors: 19%; users: 13%) and includes 341 questionnaire responses and 25 telephone interviews. Results indicate that convergence to IFRS led to improvements such as increased comparability and transparency, but that there were a number of areas of concern (e.g., cost of adoption, slower financial reporting process, instability caused by ongoing changes to standards, increased complexity particularly with use of fair value, and excessive disclosure requirements). Most respondents felt that, while financial reports had become more relevant and reliable, they had become less useful, as they were too complex for the average reader to understand.
Pawsey (2010) conducts mail surveys of large listed Australian firms to explore perceptions of chief financial officers regarding quality and complexity of IFRS. He finds that while better guidance on some key issues is acknowledged, there is criticism regarding IFRS complexity, the additional time and cost this brings, as well as the increased confusion experienced by financial statement users. 
Litjens, Bissessur, Langendijk and Vergoossen (2012) conduct a survey of preparers in small and medium sized entities in the Netherlands to evaluate the ex ante perceived costs and benefits of IFRS. Their survey has three measures of the perceived administrative burden and four perceived measures of contracting with banks (to proxy for benefits). They collect financial data (as a proxy for actual costs and benefits) and test associations of these with perceptions. Litjens et al. (2012) find that preparers consider costs and benefits of IFRS separately, rather than concurrently, and evaluate them in relative terms. They also suggest that the preparer’s context (e.g., size) affects the cost-benefit analysis (and hence adoption decision). 
There are two recent professional studies on IFRS adoption. The Korean Accounting Standards Board study (KASB, 2013) is a narrative description of the accounting and regulatory issues arising from the adoption of IFRS. CFERF (2013), the research arm of the Financial Executives Institute, reports on IFRS adoption from an online poll of its members (105 responses) as well as interviews with a selection of preparers of financial statements (14 responses). The results indicate that the costs of IFRS adoption were significant but manageable, and broadly in line with those planned.
This study contributes to prior survey findings and the accounting choice literature by providing more in-depth evidence on a wider range of benefits and costs of IFRS adoption and on the potential motivations for IFRS adoption.
[bookmark: _Toc303853687]Hypotheses
Archival evidence indicates that the impact of IFRS on New Zealand listed firms is widespread and material. Stent et al. (2010)  report that 87 percent of firms are affected by IFRS. The largest impact is on liabilities but the changes to total assets, equity and net profit are also material. 
The economic intuition behind our analysis is that firms that commit early to IFRS are those that perceive there are net benefits of adoption. Christensen (2012) notes that despite claims and evidence on the significant benefits of IFRS adoption, voluntary adopters constitute only a small percentage of the global population of firms. Christensen (2012) argues that an understanding of low voluntary adoption of IFRS requires evidence on the both the benefits and the costs. Capital market research typically examines the net benefits of IFRS adoption.  Analysis of audit fees provides only a crude proxy for the costs of IFRS adoption. However, a survey approach can disentangle the costs and benefits of IFRS adoption, rather than simply report on the net benefits. This leads us to the following cross-sectional hypotheses (stated in the alternative form):
H 1: Early adopters of IFRS perceive there are greater benefits in adopting IFRS than late adopters (the benefit hypothesis).
H 2: Early adopters of IFRS have lower transition costs in adopting IFRS than late adopters (the cost hypothesis).
Capital market studies examine net benefits of IFRS at the firm level, whereas the benefits of IFRS may be achieved at the market level (i.e., increasing international trade, reducing standard setting costs).  In our survey we ask respondents’ views on the benefits of IFRS adoption at both firm and market level. 
Based on the arguments and findings in Daske et al. (2011), Christensen (2012) speculates that the low rate of voluntary adoption may be due to contracting costs, in addition to the direct costs of compliance, causing friction in IFRS adoption.[footnoteRef:6]  Christensen, Lee and Walker (2009) investigate the effect of IFRS reconciliations on debt contracting and find a more pronounced market reaction among those firms for whom covenant violations are likely to be most costly. Dunstan (2002) suggests that accounting policy changes resulting from IFRS adoption could negatively affect contractual arrangements such as debt covenants. We therefore hypothesise: [6:  New Zealand is an appropriate jurisdiction to examine the voluntary adoption of IFRS because it naturally controls for explanations such as low enforcement and the primacy of taxation accounting. That is, New Zealand is a relatively high enforcement jurisdiction where the tax code is separate from financial reporting.] 

H 3: Early adopters of IFRS have lower contracting costs in adopting IFRS than late adopters (the contracting cost hypothesis). 
4.  Method and data
4.1	Companies surveyed
The survey sample was selected from the 161 companies listed on the New Zealand Stock Exchange on 1 March 2007.  Forty eight early adopters were identified (i.e. before IFRS became mandatory for periods beginning on or after 1 January 2007). The remaining 113 firms were late adopters. Identification as an IFRS adopter was made only once the “… explicit and unreserved statement of compliance …” with NZ IFRS had been sighted in a first full-year set of financial statements.[footnoteRef:7] [7:  This statement is required in terms of NZ IFRS 1 First Time Adoption of New Zealand Equivalents to International Financial Reporting Standards.] 

From the early adoption sample, observations were discarded because the entity used accounting policies other than NZ IFRS (4 observations); used a functional currency other than NZ dollars (2); or reported no reconciliation to NZ IFRS (2).   Questionnaires were sent to all 40 early adopters.
From the 113 late adopters, 12 observations were lost where companies delisted after 1 March 2007.  From the available 101 companies, a random sample of 40 was selected and surveyed.[footnoteRef:8] After the process began, surveys on three Christchurch late adopters were discontinued because of sensitivity to their situation and priorities after the major earthquake in 2010.  [8:  Boesso and Kumar (2007) suggest that a relatively small sample size is fairly common in studies using content analysis and refer to a number of studies with samples of 33 and fewer subjects. They note that the richness of data collected makes it a labour-intensive and time consuming methodology.] 

4.2	Survey respondents
Care was taken to identify and approach senior financial executives who had key roles in overseeing the adoption of IFRS (e.g., more than 70 percent were described as Chief Financial Officer or Financial Controller; the remainder were designated with titles such as Finance Manager, Group Accountant). These individuals were then contacted by telephone to explain the research project and to request their assistance. A questionnaire was sent by mail and email, specifically addressed to each individual who agreed to assist. A personally addressed questionnaire was sent and then followed up with a request for a telephone or face-to-face interview to clarify responses and to obtain more detailed answers.[footnoteRef:9] [9:  Face-to-face interviews were preferred, but telephone interviews were used where respondents were in remote locations or where this improved the likelihood of securing an interview. ] 

4.3 Design of questionnaire
The questionnaire and covering letter were designed to minimise bias and achieve conformity with accepted principles of wording, measurement and general appearance (e.g., Cavana, Delahaye and Sekaran, 2001; Creswell, 2003). Closed questions were used throughout the questionnaire to make completion easier and quicker for respondents and to facilitate coding for subsequent analysis. However, each question was also supplemented with space for comments to provide an open-ended option for respondents. 
The questionnaire was pre-tested for face and content validity by five academics and by four senior financial executives (i.e., similar to the intended respondents). Issues raised were discussed with the pre-testers and amendments made where necessary. The questionnaire was included in project material reviewed and approved by the authors’ University Human Ethics Committee.[footnoteRef:10]   The questionnaire was sent to early adopters over the period July 2007 to August 2008 and to late adopters in March 2011. [10:  The questionnaire may be viewed at http://ifrssurvey.massey.ac.nz ] 

[bookmark: _GoBack]An adapted version of the questionnaire was used for the follow-up interviews. This adapted version included potential interview prompts (optional depending on completion of the original questionnaire) and an additional final open-ended question relating to the respondent’s motivations for their adoption timing choice. All interviews were recorded with the permission of respondents and transcribed. Both the recorded and transcribed versions have been retained as evidence.
Cavana et al. (2001) identify two potential issues in data collection: response equivalence and timing of data collection. The steps taken to promote response equivalence included only one of the authors conducting all survey procedures; the use of standardised procedures for introducing the research project to respondents; and the use of standardised survey instruments. [footnoteRef:11] [11:  The timing of IFRS adoption meant that the data collection for late adopters was approximately two and a half years later that for early adopter.  It is possible that the results could be affected by time-related changes (e.g. changes to IFRS standards that have been ongoing since 2005; changes in personnel responsible for IFRS implementation).  The timing of data collection is recognised as a potential limitation of the study.] 

4.4 Number of responses
Questionnaire responses were received from 17 early adopters (43 percent) and 17 late adopters (46 percent). This response rate compares favourably with the 35 percent response rate in Jones and Higgins (2006) and the 11 percent in Litjens et al. (2012). Mann-Whitney tests were carried out to compare early and late responses across the range of survey questions (these included firm characteristics such as size and audit fees). No statistically significant differences were found, suggesting that non-response bias is unlikely to be a serious issue. Twenty six of the 34 questionnaire respondents agreed to be interviewed (13 early adopters and 13 late adopters).
4.5	Information sought from questionnaires and interviews
To test the stated hypotheses, the questionnaire and interview process sought information on: 
· the benefits and costs of IFRS adoption, 
· the impact of IFRS on the firms’ contracts, and 
· the reason for the timing of adoption. 
The potential list of benefits and costs was drawn from the professional and academic literature (e.g., Barth, Clinch and Shibano, 1999; Leuz and Verrechia, 2000; Dunstan, 2002; Hickey et al., 2003;  Teixeira and Pickens, 2004). The questionnaire sought information regarding direct costs (in terms of the level of staffing, time, and financial commitment) and contracting costs (the costs of and need to renegotiate contracts arising from IFRS adoption). We elaborate further on these costs and benefits in our discussion of results. Interviews were concluded by asking the following open-ended question:
“Adoption of IFRS was possible from 1 January 2005 (on a voluntary basis); mandatory from 1 January 2007.  Your organisation elected to adopt early/wait until it became mandatory. Could you give me your insights/background as to why early/ late?”
The average duration of interviews was 37 minutes for early adopters and 19 minutes for late adopters, with average transcript word counts of 5,386 and 2,431 respectively. 
4.6 Interview analysis
The interviews were transcribed into NVivo. Content analysis was applied to the interview transcripts to classify and summarise responses to the open-ended question.[footnoteRef:12] The coding approach allowed for multiple themes to be present within a single sentence and that a number of sentences may comprise a single theme (Holsti, 1969; Krippendorff, 2004). The results report frequency counts that are associated with each theme. Having a well-defined framework and using NVivo should increase the reliability and validity of the analysis (see Boesso and Kumar, 2007; Krippendorff, 2004 for more detail on these issues). [12:  Coding decision rules were developed by two independent researchers and then clearly defined using the tools available within NVivo. All coding was then performed by one researcher in accordance with these decision rules. Coding by this researcher was test checked by the second researcher to confirm accuracy and consistency of coding. Any discrepancies were resolved by agreement of the two researchers.] 

We adapt a framework employed by Smith and Taffler (2000), to code the interview transcripts. Their original framework applied content analysis to discretionary narrative disclosures of the chairman’s statement, to measure connotative meaning associated with bankruptcy. The framework (as adapted) is well-suited for the analysis of interviews to measure IFRS adoption.  This framework is set out in Table 1.[footnoteRef:13] [13:  The Smith and Taffler (2000) framework is drawn from Osgood, Suci and Tannenbaum (1957) and Houghton (1988).] 

<Insert Table 1>
The first theme relates to whether the adoption of IFRS was regarded as being of high or low ‘importance’. This theme was not used in Smith and Taffler and is specific to this study. The second theme is ‘significance’ and is coded high if the comments describe the impact of IFRS adoption as a significant change or if they make specific references to financial statement elements. It is coded low if the comments are vague or indicate insignificant changes. The third theme classifies the ‘consequences’ of IFRS adoption as beneficial or adverse. The ‘uncertainty’ theme concerns the manageability of implementing IFRS and the potential extent and effects of unknown or unexpected factors. The ‘responsiveness’ theme records whether firms were dynamic (i.e., a deliberate, active choice was made to implement or not to implement IFRS) or static (i.e., there was passive acceptance of IFRS).[footnoteRef:14]  ‘Financial statement impact’ is also additional to the Smith and Taffler (2000) themes and was included to investigate the role of economic consequences of accounting choice. A ‘yes’ coding indicates that the adoption decision was based on the financial statement impact. We interpret the term ‘financial statement impact’ widely to include references to specific and general effects and to opportunistic and efficiency arguments (e.g., early adoption was due to an expected increase in income or to improve the quality of the financial statements). A ‘no’ coding indicates the adoption timing decision was primarily due to motives unrelated to financial statement impact (e.g., late adoption was due to time and resource constraints). [14:  The coding of the responsiveness theme was not based solely on the decision to early adopt. For example, early adoption imposed on a firm simply due to the requirements of an Australian parent is classified as ‘static’.] 

[bookmark: _Toc303853706][bookmark: _Toc303853705]5. 	Results
5.1. Benefit hypothesis
Table 2 reports means and modes of nine expected benefits of IFRS adoption that have been proposed in the professional and academic literature. Respondents were asked to indicate their opinion on each expected benefit using a 5-point Likert scale (1 = ‘strongly agree’ through to 5 = ‘strongly disagree’; 3 = ‘unsure’). The overall benefit score was estimated for each firm using an equally weighted average of all benefits. 
<Insert Table 2>
The overall mean benefit is 3.35 for early adopters and 3.67 for late adopters. This difference is significant at the 5 percent level. The benefit hypothesis (H1) is supported. While both groups disagree that IFRS has resulted in benefits (i.e., mean score is greater than 3), early adopters are less negative. 
Only three of the nine individual benefits show significant differences between early and late adopters. ‘Comparability’ was considered to be a benefit for both groups.  The mean is 2.29 for early adopters and 2.88 for late adopters. This difference is significant (p = 0.06). Significant differences between the groups are also found with regard to expected long-term benefits of IFRS for the individual firms (p = 0.07) and for New Zealand (p = 0.03). 
Respondents, in both questionnaires and interviews, commented that ex post they had seen little evidence of IFRS benefits to date.[footnoteRef:15] Late adopters were more negative. Their comments reflect concern that IFRS is detrimental to the understandability, relevance, and reliability of financial reports, for example: “Comments from the users of our annual report indicate that there is far too much complicated information provided in the annual report as a result of IFRS requirements …” (LAQ2) and “NZIFRS has confused our investors, Chairman of the Audit Committee and Canadian investors.  It has significantly increased costs and is perceived to be of no benefit” (LAQ3).[footnoteRef:16] One early adopter commented: “I think IFRS was the ‘Y2K’ of this decade” (EAI9).[footnoteRef:17] However, Table 2 indicates that early adopters were still optimistic that long term benefits would occur for New Zealand.  [15:  Although the survey instrument asked respondents to rank the listed benefits of IFRS adoption (most important to least important), respondents provided comments, but was considered unreliable because a significant number of  rankings were omitted.]  [16:  We use EAQ and LAQ reference numbers to identify early and late adopter questionnaires respectively. Similarly we use EAI and LAI reference numbers to anonymously identify early and late adopter interview transcripts.]  [17:  ‘Y2K’ is a reference to concerns prior to the year 2000, that there would be widespread computer malfunctions due to time-dependent computer coding which had not taken into account the potential effects of zeros in dates after the end of 1999. These concerns resulted in significant cost and effort to test and upgrade computer systems prior to 2000 to ensure that they continued working, rather than necessarily resulting in improved performance. ] 

5.2. Cost hypothesis 
Descriptive statistics of firm size and four cost measures related to IFRS adoption are reported in Table 3. Panel A reports the results for early adopters, Panel B for late adopters and Panel C reports statistical tests. The means and medians indicate that early adopters are larger in terms of total assets. However, the Mann-Whitney U test (in Panel C) indicates this difference is not statistically significant at conventional levels. Hence, the evidence does not support firm size (as measured by total assets) as a determinant of early adoption of IFRS. Therefore, support for a political costs hypothesis based on firm size is unlikely. Nevertheless, in order to control for the wide range of firm size across the samples we employ various scaling measures to control for size effects. 
<Insert Table 3>
The mean (median) ‘total cost of IFRS adoption’ (untabulated) for early adopters is $284,286 ($180,000) in comparison to $131,700 ($100,000) for late adopters. When scaled by audit fees (as reported for the year of IFRS adoption) the mean ratio for early adopters is 0.84 and for late adopters is 1.41. [footnoteRef:18] However, this difference is not significant at the 0.10 level. Hence, the cost hypothesis (H2) is not supported.   [18:  We tested the sensitivity by scaling with total assets and average annual costs of preparing financial accounts. The results of alternative scaling measures are similar. We prefer scaling by the audit fee reported in the year of IFRS adoption, as it is a verifiable figure.] 

We also asked for information on the level of personnel, planning and time devoted to IFRS to provide different measures of cost. The maximum number of staff responsible for managing the implementation of IFRS at any one time was used as a measure of staffing commitment.[footnoteRef:19]  We scale the maximum staff measure by the size of the total accounting team.[footnoteRef:20]  This ratio has a mean of 0.98 for early and 1.01 for late adopters. The median and the (untabulated) 75th percentile are 1.0 for both samples, which indicates that for many firms the entire accounting function was employed on IFRS adoption. The difference in the staffing between early and late adopters is not statistically significant. [19:  We also collected the number of staff initially appointed to manage the implementation of IFRS. However, there was little difference between this measure and the maximum. Hence, the results of the initial team are not tabulated.]  [20:  ‘Accounting team’ information was obtained from responses to the survey question: “what is the size of your entire financial accounting team (i.e., persons involved in preparation of financial accounts as opposed to routine data capture/administration tasks)?”.] 

As a measure of ‘planning effort’ we asked respondents to provide the number of months prior to date of transition to IFRS that formal planning began. To report comparative financial statement amounts, the transition date (as defined in NZ IFRS 1) was two years prior to the year of adoption balance date. Early adopters began planning, on average, three months before transition date (i.e., 27 months before adoption year balance date). The range is 18 months before transition date to 15 months after (i.e., between 42 months and 9 months before adoption year balance date). Late adopters began planning earlier, but this difference is not statistically significant.
We use the number of person hours spent implementing IFRS as a measure of time commitment.[footnoteRef:21] We deflate the number of person hours by the audit fee reported in the year of IFRS adoption. The mean (median) implementation hours (untabulated) for early adopter firms was 1,269 (950) hours, compared to 1,242 (850) for late adopters. When scaled for size (audit fees) the mean for early adopters is 6.2 compared to 10.9 for late adopters. This difference is significant at the 0.05 level. Some late adopter interviews indicate that they delayed adoption to benefit from the experience of early adopters. Some argued that the delay resulted in improved systems and more knowledgeable auditors. The results for time costs suggest however, that such benefits were neutralised by other factors (e.g., the ongoing changes to IFRS and findings that late adopters reported greater usage of external consultants relative to in-house personnel). [21:  ‘Hours implementing’ reflects responses to the question: “how many person hours (to nearest hundred) do you estimate were spent on the implementation of IFRS?” The following guidance was provided: “1800 hours = one person working full time for one year (assumes 40 hour working week less 4 weeks leave, all public holidays, 3 days sick leave)”.] 

5.3. Contracting hypothesis
Dunstan (2002), Christensen et al. (2009) and Christensen (2012) suggest that accounting policy changes resulting from IFRS could negatively affect contractual arrangements such as debt covenants.  We examine this issue by asking respondents to indicate the need to renegotiate and to estimate the related costs of IFRS adoption for four categories of contracts (debt, revenue, expenses and other). Respondents were asked to rank each category in terms of impact (on a 1 to 5 scale) and estimate the dollar value. The results for this question are not tabulated as most firms indicated that IFRS had little or no impact on their contracts.[footnoteRef:22] Hence the contracting hypothesis (H3) is not supported. This result is consistent with Frost and Bernard (1989) who find that for a mandated accounting procedure, that caused both large financial statement differences and some technical violations of loan covenants, there were no observable economic consequences for the affected firms.[footnoteRef:23]  Similarly, our results cast doubt on the importance of economic consequences of mandated accounting policy changes in relation to its impact on debt covenants.  [22:  Fewer than 50 percent of respondents indicated importance rankings in terms of monetary values of the contract categories. The maximum impact value was 2 and the median was 1 for all contract categories. The difference between early adopters and late adopters was not statistically significant.]  [23:  No firms claimed that the reporting quality of IFRS would lower agency costs or the cost of capital.] 

5.4. Content analysis of interview transcripts for other factors related to IFRS adoption timing
In addition to testing traditional economic consequence hypotheses using the survey results, we also explored other factors that might be related to IFRS adoption timing using content analysis of responses to the open-ended question that concluded the interview. The framework for the analysis comprises six themes.[footnoteRef:24] A ‘phrase’ was coded 1 if it related to a specific theme, and zero otherwise.  [24:  Although there are three potential outcomes for the ‘consequences’ theme, only ‘negative’ and ‘neutral’ responses were received.] 

Table 4 reports the frequency of phrases for each theme. For example, in the importance theme there are three high counts and one low count made by early adopters. Under our coding rules, it is possible for respondents to make multiple and opposing phrases. This approach reflects the intensity of views and allows respondents to weigh-up and report both costs and benefits (not just the net benefits).  In the last three columns in Table 4 we report the results of ‘one count per respondent’. These results are similar to the total counts, providing comfort that the total counts are not biased by a single firm making multiple responses. We test the difference between early and late adopters’ response frequencies using a chi-square test. Significant differences are indicated in bold type.
<Insert Table 4>
Themes relating to importance, significance, consequences, and uncertainty received low frequency counts. The maximum count is 23 percent (6/26) for the significance theme. There are no statistical differences for themes related to importance and consequences. The significance and uncertainty themes are significant at the 0.01 and 0.05 levels respectively. Early adopters are more specific with regard to the impact of IFRS adoption (i.e. the significance theme) and have less uncertainty about adoption.
Respondents made more comments relating to the responsiveness and financial statement impact themes. The difference in frequency counts between early adopters and late adopters are not statistically significant.  In terms of responsiveness, both early and late adopters are more ‘dynamic’ than ‘static’. Dynamic early adopters demonstrate a positive, proactive approach to change and hence a desire to adopt IFRS early. Dynamic late adopters are also proactive, but management had typically concluded that deferring adoption was in the best interests of the firm (e.g., in order to learn from and leverage off the experience of early adopters or to allow sufficient time to “…ensure that a rigorous process was put in place, necessary systems changes were made and properly informed decisions made …” [LAI1]). Static early adopters typically indicate that early adoption was driven by a need to align with reporting requirements for related parties (e.g., Australian shareholders, public sector entities or because the firm had significant Australian operations). Static late adopters indicate a preference to follow others and delay adoption until it became mandatory. 
The frequency counts for financial statement impact are high for both early and late adopters.  There is no significant difference between early and late adopters. Thus both early and late adopters share similar views related to this theme. The majority of comments considered that economic consequences did not impact IFRS adoption. The most common frequency was four responses that the firm adopted early because of the income-increasing effect of discontinuing amortisation of goodwill. Three late adopters state that they deferred adoption, because their accounting information would be influenced by the way in which IFRS was adopted by competitors and other earlier adopters. Two late adopters indicate that a motivation for late adoption was that it deferred perceived adverse effects of IFRS on the quality of the financial statements.
With regard to non-financial statement effects, six early adopter responses had parent companies in the public sector or Australia, while five early adopters indicate that early adoption was motivated by a positive, proactive management approach (i.e., associated with the dynamic ‘responsiveness’ theme). Two early adopter responses relate to a desire to be seen as market leaders and a further two commented that early adoption would afford better access to consultants at a time when few were demanding their services. 
1. Discussion
This study exploits the timing of IFRS adoption to investigate accounting choice. In the first part of the study, we survey senior financial executives to assess the costs and benefits arising from IFRS adoption. In this setting we hypothesise that early adopters of IFRS will perceive there are more benefits and lower costs than late adopters.
The results provide support for the hypothesis that early adopters perceive there are more benefits to IFRS adoption than late adopters. However, this support exists for three of nine expected benefits (i.e., early adopters were more positive or less negative about comparability, the long-term benefits to the firm, and to New Zealand). We find no difference in the monetary costs of IFRS adoption between early and late adopters. Hence, the cost hypothesis is not supported.
Our interpretation of these results is that, while the costs of IFRS adoption are largely borne by the firm, many of the direct benefits of IFRS adoption relate to other stakeholders of the firm. That is, the benefits of comparability accrue to analysts (e.g., Byard, Li and Yu, 2011) and cross-border investors (e.g., Covrig, DeFond, Hung, 2007). There may be cost savings for national standard setters and securities regulators that have contracted out the setting of accounting standards (Dunstan, 2002).  Also, accountants in general may benefit if common accounting standards increase the mobility of labour (Teixeira and Pickens, 2004). 
A third hypothesis is based on the view that accounting choice is a major influence on the firms’ contracts (Fields et al., 2001).  Prior research suggests that contract renegotiation cost will be a cost of IFRS adoption (Dunstan, 2002) or will result in low early adoption of IFRS (Christensen, 2012). Much of the prior research on accounting choice is conducted within the framework of three popular contracting cost hypotheses; namely the political cost, debt contracting and compensation hypotheses. In contrast, less than half the sample considered the financial statement impact in the decision to early adopt or to delay adoption until IFRS became mandatory. We find no support for the contracting hypotheses. Furthermore, there is little difference between early adopters and late adopters in terms of size (a common proxy for political costs) and in terms of the impact of IFRS adoption on debt and other contracts. [footnoteRef:25] [25: We consider it unlikely that compensation committees would be ‘fooled’ by the early or late adoption of IFRS.] 

Potential motivations for adoption timing are also identified from questionnaire comments and open-ended questions. Comments in interview transcripts were coded into six themes, adapted from a framework used by Smith and Taffler (2000). The content analysis indicates several non-financial statement reasons as to why firms adopt IFRS. 
Early adopters were more certain about the move to IFRS (i.e., they had more confidence in the stable platform) and are more specific about the effects of IFRS on the financial statements. These themes are consistent with the established concepts of ‘environmental uncertainty’ (Agbejule, 2005) and ‘tolerance for ambiguity’ (Faircloth and Ricchiute, 1981). Respondents also indicate that another reason for deliberate (dynamic) choice with regard to IFRS adoption is how firms perceive themselves in terms of being market leaders or followers. In network economics, or the economics of standardisation, acts that do not survive a cost-benefit analysis when examined in isolation are shown to have net benefits when co-ordinated with the actions of other agents. In our survey, late adopters indicate they expected to have the advantage of being able to leverage off the experience of early adopters. This is consistent with the notion of ‘excess inertia’, which occurs when the potential adopters of a new technology defer adoption, awaiting evidence of general adoption. Farrell and Saloner (1986, 1987) refer to this as this as ‘penguin effect’. Keenan (2011) provides an example of positive network effects in the voluntary adoption of consolidated accounting.
In conclusion, the results suggest that reasons other than the financial statement effects on debt and compensation contracts, or political costs, explain most IFRS adoption timing choices. Hence, further research (possibly using a non-archival approach) is needed to see if these factors exist in other institutional domains and for other accounting choices. Promising theoretical bases of enquiry relate to the concepts of environmental uncertainty, tolerance for ambiguity and the economics of standardisation. 
The results should be read in conjunction with the limitations of the study. First, the sample size of the study is small. However, the 34 respondents to the questionnaire (and 26 interviewees) comprise 24 percent (18 percent) of the population. Second, the survey and interviews were undertaken over a two and one-half year period and there exists the possibility that intervening events have affected the internal validity (e.g., changes to IFRS and personnel). Third, the data are collected from New Zealand where the accounting standards are relatively close to IFRS. The International Accounting Standards Committee crest was on a local accounting standard in 1974 (Bradbury, 1998). New Zealand was converging with IFRS prior to the decision to adopt (Bradbury and van Zijl, 2006; 2007). However, Christensen et al. (2007) report that information on IFRS adoption from one economy can be useful for other jurisdictions. Hence, this study ought to be useful to the IASB, national standard setters, and other constituents when considering feedback on IFRS adoption or the decision to adopt.
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	Table 1
Framework for theme categories relating to adoption of IFRS

	

	Themea
	Classification

	Importance
	High
 (prominence/high-emphasis)

	Low 
(contextual/low emphasis)


	Significance 
(Potency)
	High 
(specific or significant impact)
	Low 
(vague or minimal impact)


	Consequences (Evaluative)
	Beneficial 
(positive consequences)

	Adverse 
(negative consequences)

	Uncertainty
(Manageability)
 
	Expected
(expected or known factors)

	Unexpected
(unexpected or unknown factors)

	Responsiveness
(Activity)
	Dynamic 
(deliberate choice)

	Static 
(passive acceptance)

	Financial statement impact
	Yes
(Adoption due to financial statement impacts)
	No
(Adoption not due to financial statement impacts)


a The labels in parentheses are the corresponding themes in Smith and Taffler (2000).



	Table 2

	Means and modes of opinions on the benefits of IFRS implementation (measured using a 5 point Likert scale)a

	
	Early Adopters
	Late Adopters
	Significance of Differences 

	
Benefitb
	Mean
	Mode
	Mean
	Mode
	Z-score
	p-value (two tailed)

	Improves accounting quality
	3.35
	4
	3.88
	4
	1.52
	0.13

	Improves comparability
	2.29
	2
	2.88
	2
	1.91
	0.06

	Reduces analysis costs
	4.12
	4
	3.88
	4
	1.06
	0.29

	Reduces capital barriers
	3.65
	3
	4.07
	4
	1.32
	0.19

	Reduces reporting costs
	3.82
	4
	3.93
	4
	0.15
	0.88

	Agrees with user preferences
	3.24
	2
	3.20
	3
	0.00
	1.00

	Increases user confidence
	3.41
	4
	3.88
	4
	1.42
	0.16

	Long-term benefits: firm
	3.41
	3
	4.00
	4
	1.80
	0.07

	Long-term benefits: NZ
	2.82
	2
	3.65
	3
	2.13
	0.03

	Overall benefits 
	3.35
	
	3.67
	
	2.00
	0.05


a 1 = ‘strongly agree’ through to 5 = ‘strongly disagree’; 3=’unsure’.
b the survey instrument contains fuller descriptions of the expected benefits that respondents were asked to consider and can be viewed at http://ifrssurvey.massey.ac.nz 



	Table 3
Descriptive statistics relating to direct transition costs of IFRS implementation (e.g. size, staffing, planning, time and monetary costs). 

	
	Size
	Cost
	Staffing
	Planning
	Time

	

	Total assets  ($ 000's)a
	Cost
to 
audit fee
ratiob
	Maximum IFRS team to accounting team ratioc
	Monthsd 
	Hours
to 
audit fee 
ratioe

	Panel A: Early adopters
	
	
	
	

	N
	17
	14
	17
	16
	14

	Mean
	3,656,435
	0.84
	0.98
	3
	6.2

	Minimum
	16,060
	0.14
	0.05
	-15
	1.0

	Median
	294,465
	0.59
	1.00
	6
	4.5

	Maximum
	44,568,000
	2.03
	3.50
	18
	16.1

	
Panel B: Late adopters
	
	
	
	

	N
	17
	15
	16
	16
	16

	Mean
	719,965
	1.41
	1.01
	9
	10.9

	Minimum
	1,252
	0.13
	0.02
	-22
	1.4

	Median
	116,104
	1.38
	1.00
	12
	11.8

	Maximum
	4,399,400
	4.33
	3.00
	36
	21.7




Table 3 (continued)
	Panel C:  Mann-Whitney U tests 
	
	
	
	

	Mean Rank
	
	
	
	
	

	Early
	15.35
	12.75
	16.00
	14.22
	12.07

	Late
	19.65
	17.10
	18.06
	18.78
	18.50

	Z statistic
	1.26
	1.38
	0.63
	1.39
	1.99

	p-value (two tailed)
	0.21
	0.17
	0.53
	0.17
	0.05


a Total current year assets reported under IFRS in first full-year IFRS financial statements.
b Total cost of IFRS adoption expressed as a ratio of audit fees for IFRS adoption year.
c Maximum number of staff involved in IFRS implementation during period of implementation expressed as a ratio of the total number of persons involved in preparation of financial accounts (i.e., excludes persons involved in routine data capture/administration tasks)
d Number of months prior to date of transition to IFRS (i.e., start of first comparative period under IFRS) that formal planning for implementation of IFRS began. Negative figures indicate that planning began after date of transition.
e Total person hours (as estimated by respondents) to implement IFRS scaled by the audit fee in IFRS adoption year.




	Table 4
	
	

	Frequency counts of responses regarding the adoption of IFRS analysed by themes 

	
	

	
	Total count a
	One count per respondent b 

	
Theme
	Early adopters
	Late
adopters
	Chi-square
(p-value)
	Early
adopters c
	Late
adopters c
	Chi-square
(p-value)

	Importance
	
	
	
	
	
	

	High
	3
	1
	1.21
	3
	1
	1.22

	Low
	1
	2
	(0.27)
	1
	2
	(0.27)

	Significance
	
	
	
	
	
	

	High
	6
	0
	8.00
	5
	0
	7.00

	Low
	0
	2
	(0.01)
	0
	2
	(0.01)

	Consequences
	
	
	
	
	
	

	Adverse
	0
	5
	1.91
	0
	5
	1.91

	Neutral
	1
	2
	(0.17)
	1
	2
	(0.17)

	Beneficial
	0
	0
	
	0
	0
	

	Uncertainty
	
	
	
	
	
	

	Expected
	4
	0
	6.67
	3
	0
	4.80

	Unexpected
	1
	5
	(0.01)
	1
	4
	(0.03)

	Responsiveness
	
	
	
	
	
	

	Dynamic
	11
	10
	0.01
	8
	8
	0.05

	Static
	6
	5
	(0.91)
	6
	5
	(0.82)

	Financial statement impact
	
	
	
	
	

	Yes
	9
	6
	0.00
	6
	6
	0.02

	No
	21
	14
	1.000
	10
	11
	(0.90)


a The total count includes all frequency counts (including multiple responses for the same respondent).
b The one count per respondent eliminates any bias by a single respondent making multiple responses. However, a respondent 
can make both a positive and a negative comment on a specific theme.
c There were 13 early adopter interviews and 13 late adopter interviews.
