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Qasim Ahmad Alawagleh (Jordan)

RELATIONSHIP BETWEEN
THE APPLICATION OF TFRS AND

THE ACCOUNTING INFORMATION

QUALITY IN JORDAN

Abstract

The study aimed to find out the relationship between the application of international
financial reporting standards (IFRS) and the accounting information quality (AIQ)
in Jordan. The research data was collected from 59 industrial companies listed on the
Amman Stock Exchange (ASE) between 2010 and 2018. Panel data was used to mea-
sure an independent variable (the application of IFRS), and a questionnaire (a 5-point
Likert scale) was applied to measure a dependent variable (AIQ). Multiple regression
was used to test hypotheses. The study concluded that the application of IFRS in terms
of earnings management and trading volume had a positive relationship with AIQ.
Finally, the study recommended validating the transparency of financial reporting to
improve the efficiency of the Jordanian financial market.

Keywords IFRS, AIQ, ASE, Jordan
JEL Classification M41
INTRODUCTION

The study of the impact of IFRS application on AIQ is a topical is-
sue in order to find out the results of the application, both positive
and negative, on the Jordanian capital market, and then the impact on
economic growth in Jordan. The research gap is that most of the pre-
vious studies focused on developed capital markets, but the ASE did
not receive the same attention. Some studies have shown that the im-
portance of accounting information in developed countries may differ
from that in least developed countries due to the different economic,
social and cultural characteristics between developed and developing
countries (Graham et al., 2000, pp. 84-107, Richards, 1996, p. 461). In
fact, accounting theory did not directly address the role of accounting
information in emerging markets. The success of capital markets de-
pends directly on the quality of the accounting system and financial
disclosure that investors trust (Levitt, 1998, pp. 79-83). On the other
hand, maintaining high quality of accounting information requires
strict compliance with the laws and publications that govern the ac-
counting profession, without the use and control of some account-
ing standards that give management an estimate of certain elements
of financial reporting (Huoshu & Chen, 2014). Thus, the increasing
importance of accounting information requires more than simply
applying high-quality accounting standards, whether local or inter-
national, which requires effective mechanisms to ensure that compa-
nies are committed to the proper application of accounting standards
(Hellstrom, 2006, pp. 325-344). In line with that, Barth et al. (2005)
concluded that IFRS improve the prediction and quality of accounting
information; however, lax application of these standards undermines

111



Investment Management and Financial Innovations, Volume 17, Issue 4, 2020

their effectiveness in producing high-quality information. Kothari (2000) agrees with the above, as he
argues that the quality of accounting information is affected not only by the quality of accounting stan-
dards, but also by the nature of corporate governance and the legal system. However, the variability of
information may be more significant on the ASE compared to developed markets, because the sources
of information are fewer; this makes accounting information more important to ASE participants than

in more developed markets (Lopes, 2002).

1. LITERATURE REVIEW

IFRS is the main gateway to the globalization of ac-
counting; therefore, various countries around the
world strive to apply these standards in a compul-
sory or optional manner. Despite the importance
of financial reports prepared in accordance with
accounting standards, the obligation to implement
them varies from country to country depending
on the accounting organization and the legal leg-
islation governing the accounting profession in
each country. As such, the effects of the application
of IFRS on the quality of accounting information
and investment decisions differ from country to
country. In this context, some believe that the ap-
plication of IFRS produces the desired results only
in countries with strong capital markets that en-
hance accountability and transparency and ensure
the commitment to implementing these standards
(David, 2013). In 2005, Leake gave a lecture at the
Institute of Chartered Accountants in England and
Wales (ICAEW) on the advantages and disadvan-
tages that investors could experience as a result of
implementing IFRS. He warned of the implica-
tions of applying these standards because they will
not be clear in the short term and will differ from
one country to another depending on the extent
of commitment to their application. Hence, many
studies showed different accounting issues due to
different implications of applying or adopting these
standards (Stojilkovic 2011, pp. 91-109, Goodwin
& Heaney, 2008, pp. 89-119). Not only that, while
many studies have focused on different accounting
issues and different effects of applying or adopt-
ing these standards, more recently most research
has emphasized the benefits of implementing IFRS,
such as increased transparency, reduced capital
costs, and improved investments across countries
(Barth et al., 2008, pp. 467:498). On the other hand,
some studies have raised questions about wheth-
er some of the benefits are from early application
of IFRS or from simultaneous improvements to
these reports (Ramanna & Sletten, 2014, pp. 1517-
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1543). Recent studies have focused on the effects
of IFRS on reducing inconsistencies in account-
ing numbers (Louis & Urcan, 2014). Besides that,
other studies have reviewed IFRS-related research;
for example, Soderstrom and Sun (2007, pp. 675-
702) examined the optional application of interna-
tional accounting standards and their association
with accepted accounting principles in the United
States of America. Further, Hail et al. (2010, pp.
355-394) examined the potential effects of US com-
panies’ transition to IFRS on quality of account-
ing information, cost, and capital markets, while
Pope and McLeay (2011, pp. 233-266) focused on
the implementation of IFRS in European Union
countries and how to use these standards to im-
prove disclosure and transparency.

One of the stated goals of adopting IFRS is to
improve the quality of reports and improve the
comparison of financial statements across coun-
tries (Hsu & Pourjalai, 2014). According to the
European Parliament, the adoption of interna-
tional financial reporting standards by listed com-
panies will lead to a high degree of transparency
and comparability of financial statements and
capital market efficiency.

2. METHODOLOGY

2.1. The accounting measurement
and hypotheses

Previous studies used relevance and reliability to
measure the quality of accounting information.
Cheung et al. (2010) showed that the relevance of
accounting information quality is vital for making
a decision. Also, Beest et al. (2009) asserted that
the applying fair value is appropriate for assess-
ing the relevance of the accounting information
quality. In relation to that, reliability is a crucial
feature of the accounting information quality. The
researcher emphasizes that the accounting infor-
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mation quality should be reliable to be active, and
this can be achieved if the financial statements
do not contain material distortions and bias. The
users of accounting information depend on reli-
ability through unbiased accounting information
(Cheung et al., 2010; Beest et al., 2009; Willekens,
2008; Downen, 2014).

In relation to that, the dependent variable (ac-
counting information quality) is a continuous var-
iable, and a 5-point Likert Scale is used to measure
it. On the other hand, this study depended on pre-
vious research to measure an independent varia-
ble (IFRS) using earnings management (Nguyen,
2020; Barth et. al., 2008) in addition to trading
volume (Timothy, 1994).

2.2. Earnings management

The bankruptcy of many international companies
has drawn attention to the phenomenon of earn-
ings management, which still lacks a scientific and
practical basis for solving the problem. In this re-
gard, questions have increased about the causes of
scandals, collapses, and loss of investors’ money
in the global financial markets, since the crisis of
the real world economy, the collapse of financial
indicators and the closure of some banks have led
to the collapse in confidence in the companies’ ex-
ecutives and board members (Ashkar, 2010).

Earnings management can either reduce income
in order to reduce taxes, or reduce income if it is
high, or increase it if it is low; this is necessary to
reduce sharp fluctuations in the level of profit to
achieve stability of stock prices in the market.

This study has focused on the relationship between
accruals management and earnings management
practices; it also focuses on the cash flows to help
them uncover a practice of earnings management,
so it relies on the concept of accruals. Total accru-
als consist of optional and non-optional accruals,
which are expressed as follows (Jones, 1991):

Ta,, = NDA,,+ DAC,,,
where Ta,, - the total accruals of the company i
for year ¢, NDA,, - no-optional accruals of the
company i for year ¢, and DAC;, - optional ac-
cruals of the company i for year .

http://dx.doi.org/10.21511/imfi.17(4).2020.11

This study measured earnings management us-
ing the variability of change in net income scaled
by total assets (Nguyen, 2020; Barth et al., 2008).
When the variance is less, the change in net in-
come is interpreted as evidence of earnings man-
agement. Also, the companies listed on the ASE
may report higher profit after the application
of IFRS than previously, thus, the change in net
income scaled by total assets is used to measure
earnings management in this study. Therefore, the
following hypothesis is formulated as following:

H: There is a relationship between the appli-

cation of IFRS in terms of earnings man-
agement and the accounting information
quality.

2.3.Trading volume of stocks

To measure trading volume of stocks, this study
relied on Timothy (1994), which used the dai-
ly number of equity trades, the daily number
of shares traded, and the daily total Jordanian
dinar value of shares traded. Also, companies
listed on the ASE can report higher trading vol-
ume after the application of IFRS than previ-
ously; therefore, the following hypothesis is put
forward:

H,: There is a relationship between the appli-
cation of IFRS in terms of trading volume
(DNET, DNST, and DTJDVST) and the ac-
counting information quality.

3. DATA

Panel data were used to measure independent var-
iables (earnings management and trading volume).
The data were collected from 59 industrial com-
panies listed on the Amman Stock Exchange be-
tween 2010 and 2018 based on the financial reports.

To measure the dependent variable (accounting
information quality), questionnaires were used.
After receiving 116 questionnaires valid for anal-
ysis, the analysis units were board directors, man-
agers, financial managers, and accountants. Based
on this, the multiple regression was used to test
hypotheses. Therefore, the regression equation for
the study model is:
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AIQ = BINCOME + B,DNET +
+B,DNST + B,DTJDVST +&,

where Y = AIQ is the accounting information
quality, x, = INCOME is net income scaled by
total assets, x, = DNET is the daily number of
equity trades, x;, = DNST is the daily number of
shares traded, x, = DTJDVST is the daily total
Jordanian dinar value of shares traded, and ¢ - a
standard error.

The regression coeflicient (f3) indicates the influ-
ence of an independent variable (the application
of IFRS in terms of earnings management and
trading volume of stocks) on the dependent vari-
able (accounting information quality). Since every
single unit changes in the independent variable, X,
the size of 8 in the dependent variable Y is expect-
ed to change (Hair et al., 2007).

4. RESULTS

Descriptive statistics

Table 1. Questionnaire respondents

5. DATA ANALYSIS AND
HYPOTHESES TESTING

5.1. Data analysis

To achieve the aims of the study, the multiple re-
gression was used to test the study hypotheses.
After collecting the final data (Hair et al., 2007),
normality tests and variations in the sample re-
sponses were used (Homoscedasticity).

Thus, a normal distribution test was used, and a
bell-shaped distribution curve was applied. The
graph confirms that the normal distribution is
free of homoscedasticity (see Figure 1).

Consequently, the Criterion Validity was used
to test the result of the diagnosis of the rela-
tionship between the independent variables
(Multicollinearity diagnostics); the Low corre-
lation, less than 90%, indicates that there is no
Multicollinearity between the independent varia-
bles; this result is shown in Table 2.

To estimate an R Square coefficient, a regression

. Valid Cumulative model summary was used (see Table 3).
Respondents : Frequency : Percent: :
: : : percent : percent
Board 16 13.8 13.8 13.8 5.2. Model summary
SIS L N I S S
Managers 26 22.4 22.4 36.2 . . L. X
i35 30.2 30.2 66.4 | . .
B OO SO SO S there is an amount of variance in the dependent
Accountants 38 328 . 328 . 991  variable (AIQ). Table 4 shows that, according to
A0 2202000 0 the ANOVA test, the regression model is statisti-
Total 116 1000 ; 100.0 cally significant (0.000).
Dependent variable: AlQ,
12 — Mean -0.15
Std. Dev. -0.869
10 — N -59
g 3
S _
(O]
5
e 6
@
4 -
2 —
0 | | | | |
-2 -1 0 1 2

Regression standardizer residual

Figure 1. Regression standardized residual
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Table 2. Correlations

VARIABLES AlQ INCOME DNET DNST DTIDVST
........... AQ 1.000 085 .. i A SR 2 n SO
) INCOME .085 1.000 .073 .050
Pearson Correlahon ........... - . - S
........... DNET 044 973 1000 o089 i
........... DNST | 024 050 080 i 1000
DTIDVST 127 —.096- .202 .220
o AQ 6L 30 A8
INCOI\/IE‘ ".261 e ‘.293 i
Sig. (1-tailed) DNET 370 293 . .000
........... DNST 428 353000
.......... DTIDVST 169 238 082 OB
........... AQ 116 .39 S WS- NS NSO
........ INCOME .39 .29 59 DD DD
N DNET 59 59 59 59 59
o DNST 9 .58 T - T S B
DTIDVST 59 59 59 59 59
Table 3. Model summary®
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .590° . 360 .350 .29760
Note: a. Predictors: (Constant), DTJDVST, INCOME, DNET, DNST, b. Dependent variable: AlQ.
Table 4. ANOVA®
Model Sum of Squares df ' Mean Square F Sig.
- Regression 180 4 o 045 2507 000°
1 Residual 4783 54 .089
""""" Total 4.962 58

Note: a. Predictors: (Constant), DTJDVST, INCOME, DNET, DNST, b. Dependent variable: AlQ.

In this model (see Table 4), the relationship be-
tween the independent variables combined with
each other and the dependent variable is positive
and reaches R = .59.

5.3. Multiple regression
coefficient

A multiple regression coeflicient was used to show
the relationship between the independent variables
and the dependent variable as shown in Table 5.

Table 5. Coefficients?

Based on statistical analysis we note there is a sta-
tistically positive relationship between all of the
(IVs) and (DV). As a result of that, the regression
equation become as follows:

Y = f,-630+ f,-460+ B, - 4588, -382 + ¢.
5.4.Hypotheses testing

To test the hypotheses, this study relied on the
Coeflicients table (Table 5).

Unstandardized coefficients © standardized coefficients .
Model - : t Sig.
B Std. error Beta

(Constapﬂt')m "3.909 ) . .348 81642
INCOI\/'IEW . .630 . .043 .587 2646
1 DNET 460 056 318 1763 ¢
DNST """" . 458 . .049 .319

DTJDVST 382 .042 445 2.049

Note: a. Dependent variable: AlQ.

http://dx.doi.org/10.21511/imfi.17(4).2020.11
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HI: There is a relationship between the appli-
cation of IFRS in terms of earnings man-
agement and the accounting information

quality.

Based on Table 5, each unit increases in the inde-
pendent variable (application of IFRS in terms of
earnings management); it is expected to increase
by 0.630 in the dependent variable (accounting in-
formation quality); furthermore, the direction of
the relationship between earnings management
(INCOME) and the accounting information quali-
ty is positive, as for the value of T = 2.646, Alpha is
less than .05. This indicates that the application of
IFRS in terms of earnings management has a sta-
tistically significant impact on the dependent vari-
able. Thus, the alternative hypothesis is accepted.
H2: There is a relationship between the appli-
cation of IFRS in terms of trading volume
(DNET, DNST, and DTJDVST) and the ac-
counting information quality.

This hypothesis was divided into three sub-hy-
potheses according to the measurement of trading
volume as follows:

H2a: There is a relationship between the applica-
tion of IFRS in terms of the daily number of
equity trades (DNET) and the accounting in-
formation quality.

According to Table 5, it was found that the dimen-
sion of DNET = 0.460 is at a statistically significant
level = 0.029. This indicates that each unit increases
in the independent variable (DNET), and it is ex-
pected to increase by 0.460 in the dependent vari-
able (accounting information quality). The signal of
the variable is positive, the T test also indicates that
the value of T'=1.763. This means that the daily
number of equity trades contributes to influenc-
ing the accounting information quality in manu-
facturing companies listed on the Amman Stock
Exchange. Hence, the results of this test led to ac-
cepting the alternative hypothesis. The results also
indicate that there is a statistically significant rela-
tionship between DNET and AIQ in manufacturing
companies listed on the Amman Stock Exchange.

H2b: There is a relationship between the applica-
tion of IFRS in terms of the daily number of

116

shares traded (DNST) and the quality of ac-
counting information.

Table 5 shows that the coefficient of DNST = 0.458
is significant at the 0.05 level. For each unit change
of the independent variable, the daily number of
shares traded, there is an expected change of 0.458
in the dependent variable (accounting information
quality). The sign is positive; in other words, for
each increase of one unit in DNST, there is a 0.458
increase in AIQ. However, an examination of the
t-values (t =1.764, p > 0.05) indicates that DNST
contributes to the improvement of AIQ. Therefore,
the result has led to accepting the alternative hy-
pothesis and rejecting the null hypothesis.

H2c: There is a relationship between the ap-
plication of IFRS in terms of the daily to-
tal Jordanian dinar value of shares traded
(DTJDVST) and the accounting information
quality.

Referring to Table 5, the coeflicient of the daily to-
tal Jordanian dinar value of shares traded = .135 is
significant at the 0.000 level. For each unit change
of the independent variable, DTJDVST, there is
an expected change of .382 in the dependent vari-
able; the accounting information quality. The sign
is positive. In other words, for each increase of one
unit in DTJDVST, one predicts a .382 increase in
the accounting information quality. An examina-
tion of the t-values (tf =2.049, p < 0.01) indicates
that the daily total Jordanian dinar value of shares
traded improves the quality of accounting infor-
mation and therefore allows rejecting the null
hypothesis.

6. DISCUSSION

The study has shown that the application of fi-
nancial reporting standards has a positive rela-
tionship with the accounting information quali-
ty in terms of earnings management and trading
volume, since the application of FIRS reduces
earnings management. This result is in line with
Nguyen (2020). In addition to that, the volume
of stock trading is a very important factor under-
lying the decision to speculate in stocks. In fact,
there are many researchers supporting the appli-
cation of IFRS, because they believe that the ap-

http://dx.doi.org/10.21511/imfi.17(4).2020.11
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plication of these standards at the internation-
al level improves the quality of financial reports
and statements and improves comparison features
between companies at the local and internation-
al levels. In addition, it contributes to attracting
foreign capital and achieving the best integration
of capital markets. The researchers also found that
the different accounting practices across countries
create barriers between investors, foreigners and
locals (Platikanova & Perramon, 2012, Ozkan et
al., 2012; McNichols & Stubben, 2015; Marra &
Mazzola, 2014; Marra et al., 2011).

In contrast, the study of Lin and Chen (2005, pp.
79-103) in Chinese companies showed that the
relevance of financial information resulting from
the application of Chinese domestic accounting
principles was better compared to information
resulting from the application of IFRS. Callao
and Lainez (2007, pp. 148-178) indicated that the
implementation of IFRS in Spain improved com-
parison characteristics, but did not improve the
appropriateness of financial reporting. Hassan
et al. (2009, pp. 79-102), when studying the share
holding companies listed on the Egyptian Stock
Exchange during the period from 1995 to 2002,
have found that the mandatory application of in-
ternational accounting standards had a negative
significant impact on company value, whereas,
the voluntary application had a weak positive re-
lationship with the value of a company. Hung and
Subramanyam (2007) showed that 80 German in-
dustrial companies voluntarily adopted interna-
tional accounting standards in the period from
1998 to 2002 and revealed the effect of applying
these standards. When analyzing the differenc-
es between the financial reports prepared in ac-
cordance with GAAPs and the financial reports
prepared in accordance with IAS, it was shown
that the total assets and book value of shares were
much greater according to IAS, and that the dif-
ference in the book value and net income was
much higher compared to the reports prepared in

accordance with the generally accepted account-
ing principles in German.

Furthermore, Bartov et al. (2005) conducted a
study on a sample consisting of 417 German com-
panies that implemented IAS/IFRS. They find out
the quality of profitability compared to the com-
panies that implemented the German domestic
GAAP and the American GAAP. The researchers
also showed that the quality of profitability was
higher in companies that implemented IAS/IFRS
and companies that implemented the American
GAAPs, compared to companies that implement-
ed the German domestic GAAP (Bartov et al,,
2005). Ahmed et al. (2013) examined a sample of
companies from 20 countries that obligated their
companies to implement IFRS since 2005 to see
whether if this measure improved the quality of
reports in terms of reducing income-generating
processes and overstating profit management.
The study showed an increase in income-gener-
ating operations and earnings management after
the mandatory application of IFRS. On the other
hand, the result is in line with Barth et al. (2008)
who found an increase in the value of net income
and the book value of stocks after applying IFRS.
In other country, the researchers investigated the
impact of the adoption of IFRS in Nigerian com-
panies on the value of earnings and showed that
the adoption of IFRS had a higher earnings value.

Moreover, the finding of the study showed a sta-
tistically insignificant and negative effect between
the cross product of book value and IFRS adoption
(Odoemelam et al. 2019). Chandrapala Pathira
Wasam (2011) measured the relationship between
the volume of trading and returns of stocks on
the Colombo Stock Exchange and showed a pos-
itive relationship between returns of stocks and
contemporary changes in the volume of trading.
Additionally, the study revealed a negative rela-
tionship between past trading volume and stock
returns.

CONCLUSION

The study has shown that stocks are required and desirable in industrial companies listed on the Amman
Stock Exchange, and since the amount of shares traded in the market is very large, the information de-
rived from the volume of trading data will be of value, and since the average trading on shares on the
Jordanian Stock Exchange is large, it achieves safety when applying various technical analysis founda-

http://dx.doi.org/10.21511/imfi.17(4).2020.11
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tions. It provides high liquidity in the sense that a stock trader in the Jordanian financial market has
the ability to liquidate his shares at any moment, that is, to convert them into cash, because if the trad-
ing volume is low, the company cannot sell its shares at the time it wants. Also, the application of the
standards of financial reports in companies listed on the ASE affects AIQ in terms of net income scaled
by total assets, the daily number of equity trades, the daily number of shares traded, and the daily total
Jordanian dinar value of shares traded.

The application of financial reporting standards in Jordan has led to the possibility of converting stocks
into cash quickly, at the lowest cost and at a price close to the last trading price. The higher the trading
rates on the stock, the higher its liquidity; this gives investors the ability to enter and exit this stock
whenever they want. Consequently, the risk factor has been reduced to invest in stocks, where liquid-
ity provides wider opportunities for buying and selling, it increases the investment attractiveness of
the stock or the Jordanian market, and the liquidity works to regularize prices or stabilize them in the
market, since it leads to a decrease in sharp fluctuations in price, and then low volatility in it. This is
sometimes called the depth of the market. Finally, the application of IFRS has a positive impact on the
improvement of AIQ in industrial companies listed on the ASE.

Therefore, this study recommends highlighting transparency in financial statements, as most experi-
mental evidence indicates that transparency in the financial statements is beneficial to capital market
participants to improve the efficiency of the Jordanian financial market. In an attempt to develop the
(AIQ), this study is based on the responses of the board directors, managers, financial managers, ac-
countants, and financial reports as regards assessing the effectiveness of IFRS on AIQ. Hence, it is
believed that future research should obtaining valuable information from external Auditors. Research
employing External Auditors as evaluators of application of IFRS effectiveness and their impact on AIQ
will be crucial in confirming the results of the current study.
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