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ABSTRACT

The purpose of this research is to determine whether there is a difference in the
quality of accounting information before and after the implementation of IFRSs 9, 15, and 16.
This study divided the sample into two categories: (1) for IFRS 9, 75 public listed financial
sector companies were selected; and (2) for IFRSs 15 and 16, 52 public listed non-financial
sector companies were selected. It used the years 2019 and 2020 as a year before and a year
after implementation, respectively. To analyse the data, this research used the Wilcoxon
paired-sample test. The results indicate that the quality of accounting information improved
after the implementation of IFRSs 9 and 16; however, there is no difference in the quality of
accounting information before and after the application of IFRS 15. This study implies that
the accounting standards need to be developed carefully to improve the relevance and
representation of the financial statement itself.
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INTRODUCTION

The quality of accounting information may be influenced by the standards that
businesses use in preparing their financial statements. However, businesses and their
environment change and develop over time. The International Accounting Standards Board
(IASB) has changed several international accounting standards in response to changes in the
business environment (Khalil & Ibrahim, 2017). Accordingly, the IASB has issued several
new standards, such as IFRS 9: Financial Instruments, IFRS 15: Revenues from Contract
with Customers, and IFRS 16: Leases, to adjust certain accounting regulations to today’s
business circumstances. Each of the standards has impacts due to its implementation.
Deloitte’s (2019a) analysis, conducted among banks in the United Kingdom, concluded that
IFRS 9 increases the total impairment provisions. These increases are caused by the expected
credit loss (ECL), particularly the 12-month ECL on stage 1 exposures and the lifetime ECL
on stage 2 and stage 3 exposures. KPMG (2016a) concluded that the ECL, as the new model
for loan loss provisions in IFRS 9, requires banks to create robust ECL estimations and
determine when significant changes happen in the credit risk, which needs new systems,
processes, and internal controls. The second standard studied is IFRS 15. The issuance of
IFRS 15 was claimed to be a great milestone in financial reporting. This standard was
expected to provide a ‘one-stop shop’ for accounting treatment related to revenues, regardless
of the sectors or capital markets in which a business operates. Therefore, the alignment
between the revenue and the performance of the company would be improved under IFRS 15.
Furthermore, it would assist investors in the analysis and comparison of companies. The third
standard, IFRS 16, based on Deloitte (2019b), would raise the lessee’s assets and liabilities
on the balance sheet as well as the EBITDA (earnings before interest, tax, depreciation, and
amortization) on the income statement. Moreover, the net debt or EBITDA is significantly
the most affected by IFRS 16, especially for companies that have a large number of operating
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leases.

In Indonesia, these accounting standards were issued in 2017 and became effective in
2020, regulating the new accounting treatments related to financial instruments, revenues,
and leases. Within a broader scope, these IFRSs have impacts on the accounting information
quality generated, which has already been proved by several studies. There are several
significant issues in each of the standards. Radstro 'm et al. (2019) revealed that IFRS 9 gives
relevant and useful information. IFRS 9 regulates the changes concerning financial
instruments. Altaji & Alokdeh (2019) found that the IFRS 15 implementation generated
statistical significance for the relevance and faithful representation of accounting information,
which have increased. Liviu-Alexandru (2018) stated that IFRS 16 provides some advantages,
such as an increase in the quality and an improvement in the comparability of financial
statements. According to PWC (2016), lease transactions, which could previously be an off-
balance-sheet item, now have to be on the balance sheet. Financial performance was also
affected by the implementation of IFRS 16.

Hence, there is lack of studies explaining the effect of the implementation of these
new accounting standards on accounting information quality. Therefore, this research aims to
explain the implementation of the new standards in relation to the accounting information
quality in Indonesia. This research consists of three different event studies because each IFRS
has affected companies differently. For instance, IFRS 9 affected the financial sector while
IFRSs 15 and 16 affected the non-financial sector. Since the study was conducted during the
Covid-19 pandemic, it did not use outlier samples; hence, the samples selected were
companies that were not significantly affected by the Covid-19 pandemic.

This study is expected to contribute theoretically and practically. Theoretically, it is
expected to explain phenomena regarding accounting information quality and the
implementation of IFRS 9, IFRS 15, and IFRS 16. For companies, this can suggest greater
concern about the quality of accounting information and the standards that have just been
implemented. The rest of the paper is divided as follows: section 2 presents a brief literature
review and the research hypotheses, section 3 describes the research method, section 4
provides the research results, implications, and a discussion, and section 5 concludes the
article.

LITERATURE REVIEW AND HYPHOTHESIS DEVELOPMENT

Several previous studies have concluded that IFRS adoption increases the quality of
accounting information. Key & Kim (2020) summarized the results of their research as
showing less earnings management and more timely recognition of losses in South Korea
after the adoption of the IFRSs, indicating that the accounting quality had increased. This is
in accordance with the research by Barth, Landsman & Lang (2008), who found that 1AS
application increased accounting quality, shown by lower earnings management, more timely
loss recognition, and increased accounting income value relevance. Chua et al. (2012)
explored the mandatory IFRS adoption in Australia in 2005 and showed increasing
accounting quality obtained through diminished income smoothing and more timely loss
recognition after IFRS adoption. Another study, by Chen et al. (2010), pointed out that the
accounting information quality increased in the EU after the IFRS adoption and is reflected in
the decreased earnings management target, the smaller magnitude of absolute discretionary
accruals, and the greater accrual quality.

However, several studies have concluded that IFRS adoption did not increase the
accounting quality; for instance, the study by Liu & Sun (2015) examined the IFRS adoption
in Canada in 2011 and concluded that no significant accounting quality changes had occurred
after the IFRS adoption, specifically regarding timely loss recognition and discretionary
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accruals. Bryce et al. (2015) also found that IFRS adoption did not significantly enhance the
accounting quality in Australia. In addition, Jeanjean & Stolowy (2008) concluded that
adopting the IFRSs for the first time in Australia and the UK led to steady earnings
management, indicating unchanged accounting quality. Another study, by Goodwin et al.
(2008), reported that the accounting quality in Australia remained stable after the adoption of
the IFRSs because the IFRS earnings and equity are not more relevant than the AGAAP
earnings and equity.

Some studies have observed that IFRS 9 has affected the accounting information
quality. The study by Radstro'm et al. (2019) among European banks proved that IFRS 9
gives relevant and useful information. The IFRS 9 implementation in private banks in Iraq
will optimize and enhance the accounting and financial information quality in the financial
statements (Alaraji et al., 2018). Another study, by Magdalena & Martani (2019), which used
banks in European countries as samples, revealed that IFRS 9 adoption decreases the value of
discretionary loan loss provisions and can boost the amount of credit loss recognition and
ensure its timeliness. However, the principle base that was introduced by IFRS 9 leads to
high flexibility. The flexibility given to banks results in different sensitivities related to the
impairment model, and this shows the faithful representation as the accounting quality is low
(Radstro'm et al., 2019). In addition, the study by Huian (2012) concluded that, under IFRS 9,
loan loss provisions require more professional judgement, implying that managers are more
likely to make discretionary loan loss provisions. Hence, the first hypothesis is.

H1: There is a difference in accounting information quality before and after the implementation of
IFRS 9.

Several previous studies have proved that IFRS 15 has had an impact on accounting
information quality. The study by Altaji & Alokdeh (2019) revealed that the IFRS 15
implementation has statistically significantly increased the relevance of accounting
information and its faithful representation according to 100 external auditors working at
Jordan’s Big Four audit companies. In addition, Maroun (2016) found that IFRS 15
application generates better transparency of financial performance descriptions. In contrast,
the study by Tutino et al. (2019), which used Italian listed companies as samples, revealed
that the IFRS 15 implementation has affected earnings management, especially in the
telecommunication industry. The higher the earnings management, the lower the accounting
quality. Accordingly, the second hypothesis is:

H2: There is a difference in accounting information quality before and after the implementation of
IFRS 15.

It has been already proved by Liviu-Alexandru (2018) that IFRS 16 provides several
advantages. First, the financial statement quality has improved for companies that have off-balance
sheet records for leases because assets and liabilities are recognized better than in the previous
standard, providing a more transparent image. Second, there has been an improvement in the
financial statement comparability since IFRS 16 assesses the recognition of lease assets and
liabilities in a similar manner and recognizes only the rights and obligations regarding the lease.
These two advantages indicate that the quality of the accounting information generated is enhanced.
According to this explanation, the third hypothesis is:

H3: There is a difference in accounting information quality before and after the implementation of IFRS 16
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METHODS

This research can be described as an exploratory study following the quantitative approach.
In this study, the populations are different since each of the independent variables (IFRS 9, 15, and
16) might affect a different sector. For IFRS 9, the population is the financial sector, with a total of
89 companies. Then, for IFRSs 15 and 16, the population consists of a total of 126 companies
appearing in the KOMPAS 100 index in 2019 and 2020. Purposive sampling was used by the
author to select the samples. The sample selections for IFRS 9 and for IFRSs 15 and 16 are
presented in Tables 1 and 2, respectively:

Table 1
IFRS 9 SAMPLE CRITERIA
Criteria Total Companies
Companies categorized in the financial sector 89
Companies for which a financial statement is not available for 2019 or 2020 (2)
Companies that had not implemented IFRS 9 in 2020 (12)
Total 75
Table 2
IFRSs 15 AND 16 SAMPLE CRITERIA
Criteria Total Companies
Companies that were included in the KOMPAS 100 index in 2019 and 2020 126
Companies that did not stay in the KOMPAS 100 index in 2019 and 2020, respectively (31)
Companies that stayed in the KOMPAS 100 index in 2019 and 2020, respectively 95
Companies that are categorized in the financial sector (15)
Companies that are included in the sub-sectors that are the most affected by the Covid-19
; (16)
pandemic
Companies for which a financial statement is not available for 2019 or 2020 (1)
Companies that do not use the rupiah as their financial statement currency (11)
Total 52

The proxy for accounting information quality in each of the IFRSs is described below:

1. The IFRS 9 accounting information qualities was measured using discretionary accruals
(DA) and the modified Jones model, which was developed by Dechow et al. (1995).

TAC,
DA!'[ = A-__NDA“
i1t-1

where:
DAy : Discretionary Accruals

NDAi« : Non-Discretionary Accruals

2. The IFRS 15 accounting information quality was measured using the discretionary
revenue model by Stubben (2010). The discretionary revenue formula used in this study was the
conditional revenue model. According to Roychowdhury (2004), residual values are used to
measure the earnings management indication. The residual value is the error value with an interval
of less than —0.075; exceeding 0.075 (¢ <—0.075 or £ > 0.075) indicates the occurrence of earnings
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management practices, and, if ¢ is between —0.075 and 0.075, then it indicates no earnings
management practices. The formula is as follows:

AARiy = a + B1 ARt + B2 ARir x SIZEi + 83 ARy x AGEi + 4 ARt x
AGE_SQi + 5 ARiux GRR_Pi + 86 ARy x GRR_Nit + 7 ARu

x GRMi + 8 AR x GRM SQu + e

where:

AARG : Changes in end-year account receivables

ARe : Changes in annual revenue

SIZE : Natural log of total assets at the end of the year

3. The IFRS 16 accounting information quality was measured using Beneish’s (1999) M-
score model. The variables were measured using data from the specified year (t) and the previous
year (t-1). This model contains eight variables that can be used to predict the existence of earnings
management. The formula of this model is as follows:

Total M-Score = -4,840 + 0,920 DSRI + 0,528 GMI + 0,404 AQI

+0,892 SGI + 0,115 DEPI - 0,172 SGAI - 0,327 LVGI + 4,697 TATA

In the application of the Beneish M-score, if the calculation result is greater than -2.22, it
indicates that the company is likely to undertake earnings management and vice versa.

The data were analysed using the Wilcoxon paired-sample test, which can be classified as a
non-parametric test.

RESULTS AND DISCUSSION

The description of the data can be summarized as below in Table 3.

Table 3
DESCRIPTION
Description IFRS 9 IFRS 15 IFRS 16
2019 2020 2019 2020 2019 2020
Mean 0.027 -0.035 0.000 0.000 -2.060 -2.760
Standard Deviation 0.159 0.137 0.045 0.031 1.382 0.787

The Table 3 above can be interpreted as follows:

1. For IFRS 9, the mean decreases from 0.027 to -0.035, which shows that the level of earnings
management level decreases, reflecting a tendency towards increased accounting information quality.
The standard deviation is higher than the mean, which indicates that the data are spread quite out, but it
decreases from 0.159 to 0.137, which shows that the data are less spread out after the implementation
of IFRS 9.
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2. For IFRS 15, the mean difference before and after the implementation of IFRS 15 is extremely small or
absolute zero, that is, the figures remain almost unchanged, which shows that the earnings management
is steady. The standard deviation is higher than the mean, which indicates that the data are quite widely
spread out, but it decreases from 0.045 to 0.031, which reflects that the data become less widely spread
out after the implementation of IFRS 15 and the quality of the data distribution improves.

3. For IFRS 16, the mean decreases from -2.060 to -2.760, which shows that earnings management is
decreasing, reflecting a tendency for the accounting information quality to increase. The standard
deviation is higher than the mean, which indicates that the data are quite widely spread out, but it
decreases from 1.382 to 0.787, which reflects the data becoming less spread out after the
implementation of IFRS 16.

The hypothesis testing using the Wilcoxon paired sample test showed that there is a
difference in accounting information quality after the implementation of IFRSs 9 and 16 but
no difference in accounting information quality after the implementation of IFRS 15. The
Table 4 below summarizes the results.

Table 4
WILCOXON SIGNED RANK TEST
Description IFRS 9 IFRS 15 IFRS 16
Z-score -2.770 -0.182 -3.169
Sig. 0.006* 0.855 0.002*

Notes: *: significant at a. = 5%

Based on the result of the statistical test, it can be proved that there is a difference in
the quality of accounting information before and after the implementation of IFRS 9. Thus,
the result of this research is in accordance with those of several previous studies related to
IFRS adoption and accounting information quality, such as the studies by Barth et al. (2008);
Chen et al. (2010); Chua et al. (2012); Key & Kim (2020). These studies concluded that IFRS
adoption increased the accounting information quality, which is evident from the reduction in
earnings management practices after the adoption of the IFRSs. In particular, the result is in
accordance with the study by Radstrom et al. (2019), which stated that IFRS 9 provides more
relevant and useful information, better reflecting the accounting information quality. It is also
in line with the study by Alaraji et al. (2018), which proved that IFRS 9 optimizes and
enhances the quality of accounting and financial information. The difference in accounting
information quality, with a tendency to increase, may be caused by the new impairment
model under IFRS 9, called expected credit loss (ECL). This new impairment model is a
forward-looking impairment model, which differs significantly from IFRS 55 with the
incurred loss approach. Using the new impairment recognition approach, credit losses may be
discovered sooner than is possible with the previous standard (Frykstrom & Li, 2018). This is
because, under the previous standard, impairment was carried out only if objective evidence
existed. In addition, IFRS 9 requires a re-evaluation of financial assets at the end of each
reporting period, resulting in tighter controls and greater transparency in financial statements
(Réadstrom et al., 2019). These reflect better accounting information quality.

According to the result of the statistical test, it can be concluded that there is no
difference in the accounting information quality before and after the implementation of IFRS
15. IFRS 15 concerns the regulation of revenue recognition. The lack of a difference in
accounting information quality after the implementation of IFRS 15 may be caused by the
main concept of revenue recognition between IFRS 15 and the previous standard being not
particularly different. Under IFRS 15, revenue is recognized when there is a transfer of
control to the customer by transferring the promised goods or services. Meanwhile, under the
previous standard, revenue was recognized when the risks and rewards were transferred. The
transfer of risks and rewards is related to the legal title or ownership transfer from seller to
buyer. It can be concluded that, in both the new and the previous standard, revenue is
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recognized when the control of an asset moves to the customer. Thus, revenue recognition’s
main concept in the new standard is only slightly different from that in the previous one.

From the statistical test result, it can be proved that there is a difference in the quality
of accounting information before and after the implementation of IFRS 16. Therefore, the
result of this research is in accordance with several previous studies about IFRS adoption and
accounting information quality, such as the studies by Barth et al. (2008); Chen et al. (2010),
Chua et al. (2012); Key & Kim (2020), which stated that earnings management decreased
after the adoption of the IFRSs, indicating that the quality of accounting information
increased. To be more specific, the result is also in accordance with the study by Liviu-
Alexandru (2018), which concluded that the quality of accounting information is enhanced
under IFRS 16 due to a more transparent image because assets and liabilities that arise from
leases are recognized better than in the previous standard. Therefore, financial statement
comparability also improved because lease assets and liabilities are recognized in a similar
manner. The difference in accounting information quality, with a tendency to increase, may
be caused by the primary change in IFRS 16, in which almost all leases are recognized as
financial leases. This means that off-balance-sheet leases no longer exist. Off-balance-sheet
leases omit material liabilities and assets arising from operating leases (McGregor, 1996),
which means that the completeness component, part of a faithful representation of accounting
information quality, is not fulfilled. Therefore, the accounting information quality is
improved, especially the faithful representation component, which is completeness.

CONCLUSION

It can be concluded that there is a difference in accounting information quality before
and after the implementation of IFRSs 9 and 16 but no difference in accounting information
quality before and after the implementation of IFRS 15. However, this research is not without
limitations. The research period observed is quite short, only 1 year before and 1 year after
the implementation of the standard. This is because IFRSs 9, 15, and 16 had just begun to be
implemented when the research was conducted. The samples in this research are limited to
companies in the financial sector for IFRS 9 and companies included in the KOMPAS 100
index, in which the company distribution is not spread evenly across each sector, for IFRSs
15 and 16. IFRSs 9, 15, and 16, as independent variables in this research, were implemented
in 2020, which was accidentally during the Covid-19 pandemic. Further studies are
recommended to extend the period and enlarge the sample observed so that the research result
can represent a greater population. It would also be advisable to conduct interviews or
questionnaires with some parties that are directly involved in implementing IFRSs 9, 15, and
16 to gain a better understanding of the implementation of the new standards technically and
enhance the research analysis.
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