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ABSTRACT

This study analyzed the transition and post-transition period of the adoption of the International
Financial Reporting Standards (IFRS) in Brazil, and its main objective was to elucidate its
implications both in republishing financial reports and in issuing an accounting audit opinion,
with qualification or disapproval. This research analyzed 613 companies listed on
BM&FBovespa from 2001 to 2016. The analysis was prepared through a Logit model, testing
the hypotheses that the adoption of IFRS in Brazil would reduce both the probability of
republishing and of issuing an opinion with qualification or disapproval. The results have
indicated that both in the transition and in the post-IFRS periods there was a reduction in the
probability of opinions with qualification or disapproval, with a stronger effect on the latter.
These results indicate that the IFRS may have positively impacted reporting quality, but not as
strongly as desired.
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1 INTRODUCTION

This study aims to analyze the effect of International Financial Reporting Standards
(IFRS) in republishing financial reports and issuing audit opinions with qualification or
disapproval. There is some evidence that the adoption of IFRS results in the improvement of the
accounting information generated, reflecting in the most reliable presentation of the economic
and financial position of an entity (Ball, Robin, & Wu, 2003; Barth, Landsman, & Lang, 2008;
Daske, Hail, Leuz, & Verdi, 2008; Gebhardt & Novotny-Farkas, 2011; Horton, Serafeim, &
Serafeim, 2013; Cameran, Campa, & Pettinicchio, 2014; Lara, Torres, & Vieira, 2008;
Paananen & Lin, 2009; Rathke, Santana, Lourenco, & Dalmacio, 2015). However, as supported
by Daske et al. (2008) and Christensen, Hail and Leuz (2013), such outcome may depend on
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the country's level of enforcement. Daske, Hail, Leuz and Verdi (2013) deepen the research and
find that "serious" companies enjoy economic benefits of adopting IFRS, while “front"
companies do not.

More recently, Leuz & Wysocki (2016) demonstrate that the evidence of the regulatory
effects of accounting reports is weak, suggesting that more researches are made on the
subject. This work falls within this demand, addressing the adoption of IFRS in a low
enforcement country like Brazil (Durnev & Kim, 2005). In addition, some improvement actions
do not necessarily imply positive changes in the quality of accounting information, as they do
not include important cultural, educational and legal factors that can lead to dubious
interpretations and heterogeneous practices (Ball, 2006). Finally, Jiang, Habib and Zhou (2015)
claim that the empirical evidence of republishing in emerging markets is insignificant, although
these markets are more vulnerable to manipulation of accounting reports. This research seeks
to contribute with empirical evidence on the subject, checking whether the adoption of IFRS in
Brazil has reduced the probability of republishing and issuing audit opinion with qualification or
disapproval, proxies for quality of reports.

One of the regulators’ concerns is keeping the costs of a new regulation low enough so
that they do not void the potential benefits of the regulation. There is evidence suggesting that
the adoption of IFRS changes the form and content of accounting reports, as well as the
accounting regulatory process itself, leading to an increase in compliance costs, especially
regarding amendments to these publications (De George, Ferguson & Spear, 2013).

As a result of these changes, there is an increase in the costs of auditing services, giving
rise to the discussion about the cost-benefit ratio of the process of aligning to international
accounting standards. (Hail, Leuz, & Wysocki, 2010). Aimed at measuring gains resulting from
the adoption of IFRS, Oliveira, Dias and Gomes (2014) surveyed 19 Brazilian companies with
shares in the New York Stock Exchange. The results indicate that there was a 24% decrease in
audit costs after IFRS, providing a positive indication for the adoption of the standard (Oliveira
et al.,, 2014). It is worth noting that unlike the United States, the Brazilian institutional
environment does not have a strict supervision and monitoring of the auditor's work, which
makes the opinion analysis with qualification or disapproval so important (Durnev & Kim, 2005).

This study analyzes 613 companies listed on BM&FBovespa from 2001 to 2016, using
the financial statements and audit reports obtained from the software Economatica and the
website of the Brazilian Securities and Exchange Commission (CVM), in 2017. The analysis
was made using a Logit model, testing the hypothesis that the adoption of IFRS in Brazil
reduces both the probability of republishing and the probability of opinion with qualification or
disapproval.

The results found indicate that there was a reduction in the probability of audit opinions
with qualification or disapproval in the transition period of the IFRS, even considering it is a
period to adapt to the new accounting system. This trend was accentuated when the post-IFRS
period was analyzed, as an even more significant increase was observed in the probability of
reducing the occurrence of opinions with amendments or disapproval. These results explain the
robustness of the accounting reports resulting from the adoption of IFRS standards. However,
this improvement in the informational environment seems to be partial, since there was no
relationship between the adoption of IFRS and the probability of republication, allowing for
investigations that lead to higher standards.

In this sense, this research is expected to contribute both to the academy and to the
capital market, as well as to the boards of directors and shareholders and regulatory and control
bodies regarding: (a) implications in the process of aligning to international accounting
standards in Brazil; (b) the adoption of IFRS and its effects on the probability of increase in
republications of financial statements; and (c) its effects in issuing audit opinion with
reservations.
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2 LITERATURE REVIEW

2.1 IFRS and the quality of accounting information

The need to implement IFRS in Brazil derives mainly from issues related to the
standardization of international accounting standards, as well as the incentive to foster foreign
investments in the country. A recent survey evidences that, among approximately 48,000
companies listed on the world's 85 major stock exchanges, more than 25 thousand adopt IFRS
accounting standards. In addition, among companies that do not apply IFRS, more than 80%
are listed on the stock exchanges of China, India, Japan and the United States (Girotto, 2017).

The introduction of IFRS has influenced accounting practices, with significant impact,
particularly on the way financial reports are prepared. Prior to IFRS (the Brazilian GAAP), the
Brazilian accounting standard was formulated with interests that did not prioritize information to
the market and, therefore, had a lower level of information (Oliveira & Lemes, 2011). While the
international accounting standard was based on the provision of information that impacts the
strategic decisions of agents, especially focused on meeting investors' needs (Cavalier & Tiras,
2013).

Although the adoption of IFRS has brought more demands regarding better accounting
information (IFRS, 2018), it does not necessarily lead to the extinction of fraudulent actions or to
the reduction of impacts resulting from failures in accounting procedures (De George, Patel, &
Zeckhauser, 1999; Dechow, Ge, & Schrand, 2010). The process of adopting IFRS in Brazil may
have provided greater flexibility in the accounting treatment, which did not exist under the BR
GAAP, of primary tax nature. This allows, at the same time, choices that best reflect the
company's economic-financial reality and managers to manipulate accounting records. (Cavalier
& Tiras, 2013).

The purpose of the audit is to be a tool capable of minimizing the impacts caused by
conflicts of interest (Barry & Brown, 1985; Merton, 1987). The idea of an audit is that a third
party independently ensures that the company presents information that reflects its economic-
financial background under GAAP. Research relate audit quality with a number of factors,
among which: audit firm size, audit insurance, whether or not a Big Four, change of audit firm
and auditor experience, length of the relationship between the company and the audit, among
others (DeAngelo, 1981; Watts & Zimmerman, 1981; Dye, 1993; Solomon, Shields &
Whittington, 1999; Geiger & Raghunandan, 2002; Ghosh & Moon, 2002; Myers, Myers & Omer,
2003; Francis, 2011).

On the other hand, as regards the association of the audit with the quality of the
information presented, there is an inherent difficulty to include the adoption of IFRS, since the
accounting standard is relatively recent and is considered to be a broad and complex process.
Although there are several measures to assess the quality of accounting information (Dechow
et al., 2010), there is still no consensus on the effect of adopting IFRSs (Francis, Olsson, &
Schipper, 2006; Daske et al., 2008; Dechow et al., 2010, Horton et al., 2013, Leuz & Wysocki,
2016, Marques, 2016). This work is within this context, by checking if the adoption of new
standards is related to republication - an indication of low quality audit - with qualification or
disapproval.

2.2 IFRS and republication

The republishing of the accounting reports refers to the disclosure of incorrect or
incomplete information. The opinions expressed in the audit report may approve the accounting
of amounts not seen in the original preparation of the balance sheet. The importance of these
values can motivate the republishing of the balance sheet (Law No. 6,404, 1976).

A number of studies (Kinney, Palmrose, & Scholz, 2004; Stanley & Dezoort, 2007;
McGuire, Omer, & Sharp, 2012; Schmidt, 2012; Francis & Michas, 2013; Lobo & Zhao, 2013;
Jiang et al., 2015) evidence that republishing can be considered a measure capable of assess
audit quality. The results of the research done by Christensen et al. (2013) found that the
readjustments of the financial statements are considered by auditors and investors to be the
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main indicator of poor audit quality. Previous research, such as Kinney et al. (2004) and Stanley
& Dezoort (2007), show material misstatements, such as enforcement actions by the Securities
and Exchange Commission (SEC) related to fraudulent financial reports. These cases,
however, are considered rare and suggest very low rates of audit deficiency.

There is some evidence that the changes promoted by the adoption of IFRS in Brazil
may have increased the level expected from accounting models (Oliveira & Lemes, 2011,
Pelucio-Grecco, Geron, Grecco, & Lima, 2015; Linhares, Costa, & Beiruth, 2018). On the other
hand, the adoption of a new model may have required the auditor to: (1) have seek qualification,
(2) have changed his practices, (3) have been more careful or conservative as it is an entirely
new process, or (4) any combination of the factors above. It is possible to assume that such
higher qualification or greater care have some effect similar to the audit change, whose
evidence points to an improvement in the quality of the report (Silvestre, Costa & Kronbauer,
2018). Thus, the adoption of IFRS may result in a higher incidence of republication due to a
stronger audit. Thus, we postulate the first hypothesis (H1): the changes promoted by the
adoption of IFRS in Brazil reduce the chance of republishing.

2.3 IFRS and reservations or disapproval

There is a conflict of interest within companies (Jensen & Meckling, 1976; Barry &
Brown, 1985; Merton, 1987): managers are motivated to adopt assessment criteria that allow
accounting statements to be prepared according to their own interests and distorting the original
purpose of informing investors (Becker, 1998; Chen, Chen, & Su, 2001; Paulo, 2007).

According to the American Institute of Certified Public Accountants (AICPA, 2017), the
auditor shall issue a qualified opinion when:

* The evidence collected by the auditor indicates that the financial statements as a whole
present material misstatements.

« The auditor is not able to collect sufficient evidence to conclude that the financial
statements are free of material misstatements.

The changes promoted by the adoption of IFRS in Brazil may have increased the level of
complexity in accounting models. However, companies' concern as to correctly understanding
and implementing the new standard has the potential to significantly improve the reporting
process, using a logic similar to what may have occurred with audits, and led to the preparation
of H1. This would lead to a decrease in the volume of opinions issued with qualification or
disapproval because, despite their greater scrutiny potential, companies would tend to waive
the requirements mentioned for the issuance of a reservation. Thus, we have the second
hypothesis (H2): the changes promoted by the adoption of IFRS in Brazil reduce the chances of
audit firms issuing opinions with qualification or disapproval.

3 METHODOLOGY

In order to verify the effects of the adoption of IFRS on the chances of republishing the
financial statements and the audit opinion with qualification or disapproval of Brazilian
companies listed on BM&FBovespa, data were collected from software Economatica and the
CVM in 2017. Data were collected from listed Brazilian companies that disclose information on
republication and that issue audit opinion with reservation or disapproval.

The study population was the total of Brazilian companies listed on BM&FBovespa.
However, companies with no data, holdings with no data and financial companies were
excluded. Thus, the sample consists of unbalanced panel containing 6,115 firms-year in reserve
and republication regressions for 613 Brazilian companies listed on BM&FBovespa, from 2001
to 2016. This study focused on the IFRS adoption transition period (2008-2009) and on the
period subsequent to the adoption of IFRS, with dummy variables for the regression models, in
order to assess whether or not the introduction of the new accounting standard impacts the
chances of republishing and issuing of qualified opinions.

3.1 Empirical model

The regression models used were adapted from the models of Gupta, Krishnan and Yu
(2012). To test H1, Equation (1) estimates the determining factors for republishing the financial
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statements:
Prob(REP;;) = fo + B1T_IFRS; + B, P_IFRS;, + 0 Cont; + &;; Equation (1)

In Equation (1), variable REP admits two values: zero when there is no republication of
financial statements and one when these are republished. As the purpose of the analysis was to
identify if the IFRS transition impacts the republication variable, the variable T_IFRS assumes
value one in the years of 2008 and 2009, indicating IFRS transition, and zero for the other
years. The other variable that affects republishing is the post-IFRS, defined as P_IFRS in
Equation (1) as a dummy variable that corresponds to values one for the years from 2010 to
2016 and zero for the years of 2001 to 2007, which are considered as periods before the
adoption of the new standard. Cont is a vector of control variables corresponding to the
variables defined in Table 2, with 8 indicating the parameter vector of each control.

According to Francis Olsson and Schipper (2006), even with the adoption of IFRS
standards, its real implications are unknown in terms of advances in the quality of accounting
information, considering that these standards are relatively new. Dechow, Ge and Schrand
(2010) claim that there are many metrics for assessing the characteristics of financial
information. Therefore, another concern is to identify the effects of the IFRS on the reservations
and disapproval, hypothesis (H2) to be tested by Equation (2).

Prob(Res ou Repr;:) = By + B1 T_IFRS;; + B, P_IFRS;; + 0 Cont;; + ¢;;  Equation (2)

Res or Repr is a dummy that behaves as answer variable in Equation (2), being value
one if the company has issued opinion with qualification or disapproval in the year of t and zero
otherwise. To assess this variable, the same independent variables of Equation (1) were
considered.

3.2 Definition of variables

To test hypothesis of said regression models, an estimate was made using the
dependent and independent variables described on Table 1.:

Table 1
Dependent and independent variables of interest
VARIABLE DEFINITION

Independent variables

A dummy variable defined as one if there was republishing of financial statement and

Republication zero otherwise.

A dummy variable defined as one if the company has received an opinion with

Qualification or disapproval qualification or disapproval, and zero otherwise.

Variables of interest

IRFS transition dummy defined as one for the years from 2008 to 2009, and zero

Transition of IFRS .
otherwise.

Post-IFRS period cF:t(;]set;\lAll:isReS Dummy defined as one for the years from 2010 to 2016, and zero

Source: Prepared by the author (2018).

Table 2, in turn, shows the control variables to test its implications regarding the IFRS
transition periods and the period subsequent to the transition of IFRS.
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Table 2

Independent variables of control

CONTROL VARIABLE DEFINITION

LOSS A dummy variable defined as one if the net profit is negative and equal zero
otherwise.

LEVERAGING (ALAVFIN) Long-term debit plus the current installment of the long-term debt, divided by the
total assets.

Size (TAM) Size od the company measured by the natural logarithm of the value of its total
asset.

Return on assets (ROA) Return on assets, measured as net profit divided by the total assets.

Big Four (BIGN) A dummy variable defined as one if the auditor is Big Four (Deloitte, Ernst &
Young, KPMG or PricewaterhouseCoopers) and as zero otherwise.

Specialist (ESPEC) Variable of indicator defined as one if the auditor is specialized in the sector, that
is, when a company operating in more than one segment, and as zero otherwise
makes the audit.

Complexity (COMPLEX) An indicator variable defined as one if a company operates in more than one
field of activity, that is, more than one segment of economic activity.

iet Indicators of company and year, respectively.

Note. These variables were winsorized at 5%.
Source: Prepared by the author (2018).

The control variables were defined based on previous results in the literature (Larcker,
Richardson & Tuna, 2007; Dechow, Ge and Schrand, 2010; Cassell, Myers, Seidel, & Zhou,
2016, Lo, Ramos and Raogo, 2017). It can be more difficult for companies with losses (LOSS) to
produce a clear report because they need to further justify the viability of the business, which
may increase the chances of an adverse event (republication or qualification). Leveraging
(ALAVFIN) may have a similar effect, as it means the company is more exposed to financial
risk. Larger companies (TAM) may have more accounting information; therefore these may be
more subject to adverse events. While companies with good performance (ROA) may have less
to explain, resulting in lower concerns and lower chances of adverse events. Audit conducted
by one of the major audit firms (BIGN) may reduce the chances of an adverse effect, as they
have more expertise and may have a more strict reporting process, increasing the quality of the
report. The same effect is expected from the fact that the auditor is a specialist (SPEC). On the
other hand, the complexity of the operation (COMPLEX) also has a side effect, making the
preparation of the report more difficult and, therefore, exposing the company to more adverse
events.

4 RESEARCH RESULTS

4.1 Result of the descriptive statistic

Table 3 shows the descriptive statistic of variables used in the models studied —
Equations (1) and (2).

Table 3
Descriptive statistics
Variables Average SD*  Minimum Tl Median T3 Maximum
REP 0.00 0.07 0.00 0.00 0.00 0.00 1.00
Res or Repr 0.06 0.23 0.00 0.00 0.00 0.00 1.00
T_IFRS 0.13 0.33 0.00 0.00 0.00 0.00 1.00
P_IFRS 0.67 0.47 0.00 0.00 1.00 1.00 1.00
LOSS 0.35 0.48 0.00 0.00 0.00 1.00 1.00
TAM 12.96 2.88 5.31 11.58 13.55 14.98 17.07
ROA -0.06 0.30 -1.14 -0.03 0.02 0.07 0.18
ALAVFIN 1.23 4.99 -11.40 0.00 1.40 2.40 14.50
ESPEC 0.88 0.33 0.00 1.00 1.00 1.00 1.00
COMPLEX 0.06 0.24 0.00 0.00 0.00 0.00 1.00
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BIGN | 0.63 0.48 0.00 0.00 1.00 1.00 1.00

Note. *SD = standard deviation. REP = republication; Res or Repr = qualification or disapproval; T_IFRS = period of transition IFRS
(2008-2009); P_IFRS = IFRS post-transition period (2010-2016); LOSS = loss; TAM = size of the company; ROA = return on assets;
ALAVFIN = level of financial leveraging; ESPEC = specialist; COMPLEX = level of complexity; BIGN = if audited by a Big Four. The
sample comprises 613 companies/year listed at Economatica and 6,115 notes collected from 2001 to 2016.

Source: Prepared by the author (2018).

Table 3 shows that the REP (republishing) and Res or Repr (qualification) variables
present low values, since the first represents only 0.4% of the sample (referring to 35
republications detected during the analysis period), and the second corresponds to 6% of the
total. In addition, most are found in the post-IFRS period (P_IFRS) - 67%, on average -, and
only 13% during the transition period (T_IFRS).

A considerable share, representing 35% of the total, record losses. The strong negative
result is reinforced by the negative average ROA (-0.06). This scenario is possibly related to the
period of study, which outlines the period of the subprime crisis (Freitas and Cintra, 2008) and
the Brazilian crisis (Veloso & Bonelli, 2016; Barbosa, 2017). Regarding size (TAM, total assets
in logarithm), the companies are large, with an average of R$ 425 million in assets; the smallest
one has around R$ 202 million in assets. It is worth noting that the average corporate debt
(ALAVFIN) is above one, indicating that they show relatively high indebtedness. Moreover, 88%
of the companies are audited by specialists, and few are found to be complex (COMPLEX) - 6%
of the total. Finally, almost two-thirds of companies are audited by the Big Four (BIGN), which
are considered the most important audit firms in the global economic scenario and, theoretically,
holds the highest standards.

4.2 Results of mean tests

Table 4 compares the means of the variables hereunder, seeking to assess if there are
differences between the transition and post-IFRS periods.

Table 4
Mean test

Transition of IFRS (n = 1254) Post-IFRS period (n = 4389)
Variables Mean Standard deviation Mean Standard deviation Difference P-value
Res or Repr 0.0808 0.2725 0.0392 0.1941 -0.0416 0.0000***
REP 0.0058 0.0758 0.0042 0.0646 -0.0016 0.3785
TAM 12.7694 2.6662 13.1259 3.0434 0.3566 0.0000***
ROA -0.0437 0.2750 -0.0702 0.3135 -0.0264 0.0005***
ALAVFIN 1.2188 5.1102 1.2317 4.8838 0.0130 0.9194
ESPEC 0.8503 0.3568 0.8992 0.3012 0.0488 0.0000***
COMPLEX 0.0512 0.2205 0.0664 0.2491 0.0152 0.0123**
BIGN 0.5651 0.4958 0.6849 0.4646 0.1198 0.0000***

Note. REP =republication; Res or Repr = qualification or disapproval; T_IFRS= [IFRS transition period (2008-2009);
P_IFRS = post-IFRS transition period (2010-2016); LOSS =loss; TAM =size of the company; ROA =return on total asset;
ALAVFIN = level of financial leveraging; ESPEC = specialist in the sector; COMPLEX = level of complexity; BIGN = if audited by a
Big Four; Difference = difference between the mean in the post-IFRS period and the transition period; */**/*** = statistically
significant at the levels of 10%, 5% and 1%, respectively. The sample comprises 613 companies/year listed at Economatica and
6,115 notes, collected from 2001 to 2016.

Source: Prepared by the author (2018).

Table 4 shows that the significant variables for the Student's t-test were the dependents
Res or Repr and those of control TAM, ROA, ESPEC, COMPLEX and BIGN. Therefore, it can
be understood that qualifications or disapprovals (Res or Repr) were higher in the transition
period than in the post-IFRS period, due to an improvement in the accounting standards
resulting from the adoption of IFRS. The results of this study are consistent with the results
found by McMillan et al. (2003), and McMillan et al. (2003) and Schmidt (2003) 2012; Francis &
Michas, 2013; Lobo & Zhao, 2013).

The size of the companies (TAM) was found to be higher in the post-IFRS period than in
the transition period. This was expected due to the new IFRS (Hung & Subramanyam, 2007,
Pires, Decourt, Camargo, & Siebel, 2012). Similarly, a negative ROA is identified, which
becomes more negative from one period to another, indicating a possible persistent effect of the
subprime crisis (Freitas & Cintra, 2008) and the subsequent Brazilian crisis (Veloso & Bonelli,
2016. Leveraging presents no significant difference. An increase in the number of specialists
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(SPEC) in the post-IFRS period is also observed in comparison to the transition period, which
may be related to the increase in the Big Four reported hereafter. Regarding complexity
(COMPLEX), the same situation observed in the variable SPEC is observed: companies
identified in the study operate in several segments in the post-IFRS period, indicating a
diversification in their operations. Finally, the variable BIGN indicates a significant increase in
the hiring of a Big Four, which may relate to a greater expertise in IFRS and a quest to reduce
compliance risks.

4.3 Regression results

Tables 5 and 6 show the results of two regression models, republication (Equation 1)
and qualification (Equation 2), with the Logit coefficient (non-linear), as well as the mean
marginal effect (an average of the non-linear effect) and the P-value.

Table 5
Regression of the variable republication (REP)

Variables Lo.g'.t Default error P-value dy/.d>.( Default error P-value

Coefficient Coefficient

T_IFRS 0.8722 0.5808 0.1330 0.0042 0.0028 0.1380
P_IFRS -0.0437 0.6871 0.9490 -0.0002 0.0033 0.9490
LOSS 1.2500 0.4827 0.0100** 0.0060 0.0030 0.0480**
TAM 0.2506 0.1118 0.0250** 0.0012 0.0007 0.0650*
ROA 1.2825 1.0167 0.2070 0.0062 0.0055 0.2560
ALAVFIN -0.0242 0.0262 0.3500 -0.0001 0.0001 0.3770
ESPEC 0.8204 0.4387 1.8700 0.0040 0.0021 0.0640*
COMPLEX 0.8111 0.4642 0.0810* 0.0039 0.0020 0.0500**
BIGN -1.6282 0.4346 0.0000*** -0.0079 0.0027 0.0040***

Note. REP =republication; Res or Repr = qualification or disapproval; T_IFRS = [IFRS transition period (2008-2009);
P_IFRS = post-IFRS transition period (2010-2016); LOSS =loss; TAM =size of the company; ROA =return on total asset;
ALAVFIN = level of financial leveraging; ESPEC = specialist in the sector; COMPLEX = level of complexity; BIGN = if audited by a
Big Four; */**/[*** = statistically significant at the levels of 10%, 5% and 1%, respectively. This table describes the Equation (1) on the
mean effect per Logit and the mean marginal effect, also estimated by Logit, with default errors clusterized at firm level. The sample
comprises 613 companies listed on BM&FBovespa and 6,115 notes with fixed sector effect, collected from from 2001 to 2016.
Source: Prepared by the author (2018).

Table 5 describes the Logit coefficient (non-linear) and the mean marginal effect of each
of the variables on the probability of republishing. No statistically significant results were found
both in the transition period (T_IFRS) and in the post-IFRS period (P_IFRS). Thus, the
hypothesis that audits may have strengthened the process is ungrounded. However, these
results are in line with Ball (2006), noting that the adoption of IFRS does not necessarily mean
immediate improvement, once cultural, political, and other aspects may result in dubious
interpretations. Another point to highlight is the low variety of data. As republishing is a relatively
rare event, the model may be incapable of properly capturing the effects thereof.

As for controls, the variables found to affect the republication are LOSS, TAM, ESPEC,
COMPLEX and BIGN variables. Analyzing the coefficients, it is possible to warn that a loss
(LOSS) increases by 0.6 p.p. the chance of republishing, indicating that companies with losses
are more likely to have problems in preparing a reliable report. This is a significant economic
effect, considering that the average republishing rate is low (0.06% at transition and 0.04%
post-IFRS). As for company size (TAM), a variation of one log point in the total asset increases
the chance of republishing by 0.12 p.p., despite the poor statistical ratio. Despite specialized in
the sector (SPEC), the audit has an insignificant effect only on the mean marginal effect, with an
increase of 0.40 p.p. in the chances of republishing. More complex firms, operating in more than
one sector (COMPLEX), also show a statistically higher significant chance of republishing, of
0.2%, probably due to the difficult nature of the report. Finally, an audition conducted by a Big
Four (BIGN) is related to a 0.79 p.p. lower possibility of republishing, indicating higher quality in
the audit process. ROA and leveraging are not related to the chance of republishing.

Table 6 shows the regression of the variable qualification estimated by Logit and by the
coefficient (dy/dx), presenting the mean marginal effect:
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Table 6

Regression of the variable qualification or disapproval (RES or REPR)

Variables Logit Default error P-value dy/_d>_< Default error P-value
Coefficient Coefficient

T_IFRS -0.4319 0.1632 0.0008*** -0.0227 0.0073 0.0002***

P_IFRS -0.8640 0.1949 0.0000%*** -0.0454 0.0120 0.0000***

LOSS 1.0484 0.1351 0.0000%*** 0.0551 0.0110 0.0000***

TAM 0.0805 0.0640 0.2090 0.0042 0.0034 0.2120

ROA 0.1084 0.4157 0.7940 0.0057 0.0222 0.7970

ALAVFIN -0.0059 0.0134 0.6580 -0.0003 0.0007 0.6550

ESPEC -0.1848 0.5016 0.7130 -0.0097 0.0263 0.7120

COMPLEX 0.2534 0.5455 0.6420 0.0133 0.0281 0.6360

BIGN -0.7692 0.2277 0.0001*** -0.0405 0.0141 0.0004 ***

Note. REP =republication; Res or Repr = qualification or disapproval; T_IFRS = IFRS transition period (2008-2009);
P_IFRS = post-IFRS transition period (2010-2016); LOSS = loss; TAM =size of the company; ROA = return on the total asset;
ALAVFIN = level of financial leveraging; ESPEC = specialist in the sector; COMPLEX = level of complexity; BIGN = if audited by a
Big Four; */**[*** = statistically significant at the levels of 10%, 5% and 1%, respectively. This table describes the Equation (2) on the
mean effect per Logit and the mean marginal effect, also estimated by Logit, with default errors clusterized at firm level. The sample
comprises 613 companies listed on BM&FBovespa and 6,115 notes with fixed sector effect, collected from 2001 to 2016.

Source: Prepared by the author (2018).

Table 6 indicates that statistically significant results were found in the transition periods
(T_IFRS) and post-IFRS (P_IFRS), supporting H2. A reduction of 2.27 p.p. was observed in the
probability of issuing audit opinions with qualification or disapproval (Res or Repr), with an even
more critical economic effect in the post-IFRS period, when there was a reduction of 4,54 p.p.,
which is an important effect when compared to the means of 8% and 4% in the transition and
post-IFRS periods. Therefore, some indication point out that accounting reports have improved
quality, corroborating results obtained in other scenarios in Brazil and abroad (Oliveira &
Lemes, 2011, Pelucio-Grecco et al., 2015; Linhares, Costa & Beiruth , 2018)

As regards controls, LOSS continues with a highly significant result, showing that losses
also have a significant effect on the chances of qualification or disapproval (Res or Repr), with
an increase of 5.51 p.p. Auditions conducted by a Big Four continues with a similar result on
qualification and disapproval, with a reduction of 4 p.p. in the probability of occurrence of such
problems. The remaining controls were not significant.

Thus, there is some evidence pointing that the adoption of IFRS may not have had such
a strong impact on the financial statements, in view of the lack of results in republishing
demonstrated hereof. This result is in line with the assumptions by Ball et al. (2003) that
economic incentives stands above accounting standards in determining the quality of financial
statements. However, evidences indicate some improvement, since the amount of opinions
dropped during the post-IFRS period.

5 CONCLUSION

The objective of this study was to analyze the effect of International Financial Reporting
Standards (IFRS) on the republication of financial reports and issuance of audit opinions with
qualification or disapproval. Using the database of Economatica and CVM, a sample was
collected to answer the question of the research. From 2001 to 2016, 613 publicly traded
companies listed on BM&FBovespa were studied hereunder.

The results of this study indicate a positive effect of the adoption of IFRS on the quality
of the Brazilian accounting statements when evidenced a decrease in the occurrence of
qualification and disapproval by audit firms. However, no effect related to the possibility of
republishing was observed, that is, although audit firms decrease the amount of qualifications
and disapproval, no reduction is observed in the possibility of republishing them. In this sense,
the results of this research may be useful for regulators such as the CVM, the Accounting
Pronouncements Committee (CPC) or the International Accounting Standards Board (IASB)
itself — whose purpose is bringing transparency, accountability and efficiency to financial
markets — insofar as it indicates a partial improvement in the quality of the financial statements.

This study does not analyze audited private companies, and is limited to listed
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companies. As it involves private companies with lower disclosure requirements, the effects of
IFRS could be extended if such companies were analyzed. Finally, future research should verify
the effects of adopting international standards beyond the universe of listed companies. Finally,
it is worth emphasizing that there are opportunities for new studies, researching, for example,
other forms of assessing the adoption of IFRS, namely: i) which are the most cost-effective
organizations; ii) what are the effects of the adoption of IFRS in the use of accounting
information by other users; iii) to check, in detalil, if the companies adopt IFRS, that is, to assess
the level of compliance with the new rules established by this accounting paradigm; among
others.
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