UNAY1UI98

The Accounting Quality of the Countries in A
after the Declaration of AEC Establishme t@@

Pichamon Kittiakrastein* (\\E/
Sillapaporn Srijunpetch, Ph.D., CPA** %

ON
g

The Southeast Asian countri preparing to be integrated as one economic

community and the accountmmation will play an important role for trading

and capital transferring, both withm this region and between Southeast Asia and

other regions. However, th&r@ are still obvious differences in the domestic
accounting standard(@p}mented in each country. This research focuses on the
comparison andm t of International Financial Reporting Standards on the
quality of acinformation among 6 countries in ASEAN; Malaysia, Singapore,
the Philippines, Indonesia, Thailand, and Vietnam before the integration of the

ic community (AEC). The accounting quality in this research is
meas, terms of earnings smoothing, earnings management toward targets,
loss recognition. It is found that the difference in the level of earnings
/\\Wg ing among countries increased after the declaration of AEC establishment

h indicates less comparable. On the other hand, the overall level of earnings

g@anagemem toward targets decreased, which implies that the accounting quality
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helped lowering the level of managing earnings toward targets. Nevertheless, the leve 2)
recognition is not significantly changed after the declaration, and the adoption of IF

effect on this aspect of quality.
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Southeast Asia ted by the global flows. This has left ASEAN member countries a
financial crisis in s5—oecause the economics  question of how to build regional resilience and
of the region |&lg depends on exportation, ensure sustained growth and stability. Although
mostly to o regions. ASEAN economies may  each country in ASEAN has responded quite well
be changi t, but they are still suffering from  with individual stabilization measures which differ
the crisie of the vital impacts of the global  across countries, more coordinated responses are

crisis on this region are the sharply needed for gradual recovery.
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In October 2003, there has been a declaration
by the ASEAN Charter that the 10 economies of
ASEAN are expected to be integrated into one
economy as ASEAN Economic Community, or AEC,
by the year 2015. Still, the region is facing several
challenges for the integration. First, there are
concerns that the current crisis might slowdown
the regional integration process. However, regional
integration should continue in order to provide
protection from the global crisis through intra-
regional trade. This can help improve regional’s
competitive strength through open trade, FDI
regimes, FTAs, and facilitative environment such
as regulatory standards, financing systems, logistics,
and business procedure. Second, the increasing
cross border financial transactions has raised the
importance of ASEAN capital market integration.
The ASEAN hopes to learn from the European

Monetary Union’s experience in many subjects,

is an important source of information in AS

trade and investment because financial rep%

Comparability of financial disclosure,will
the level of information asymm

users in these countries and will res

transaction costs. There will be a d

4 !
of harmonization couLd creating and
sustaining a dynamic em t for change in

ASEAN. Moreover, acca

high quality standards an

ng standards’ research

and develop

the opponent 3 at the harmonization is
harmful becahe imposition of accounting
concepts:mniques originating in developed

countrig appropriate elsewhere, and it may

Lea

n&js not necessarily imply better quality
financial reporting in ASEAN [Saudagaran and

hidden costs. Besides, the adoption

1997al.

such as capital flows, cross border mechanism and  ©  There are several options for pursuing

standardized accounting, to create an envir«@O
for integration. Third, there is a need fo aining

regional growth dynamics and mng the
integration process to keep it on schedtite-*inancial

reporting system takes parts in xe challenges of
the ASEAN integration. Accounti rmonization is

@dards (IAS), can be beneficial in
example, comprehensiveness and

y will assist in promoting intra-ASEAN
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harmonization, including merging of national
standard-setting agencies; following European
Union harmonization model; using IASC-based
harmonization; or applying free market approach,
but there are limitations for every option when
applying in ASEAN. The lack of well-developed
regional political infrastructure, political machinery
or governments support, and effective legal
enforcement are the main obstacles especially for
the first two options. The International Accounting
Standards Committee (IASC) and its successor
the International Accounting Standards Board
(IASB) have a goal to develop an internationally

acceptable set of high quality financial reporting
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standards, by using principle-based standards,
removing allowable alternatives, and improving
accounting measurement. But when coming to
the option of using IASC-based harmonization, the
issue is that countries that started adopting IAS
mostly adopted selectively [Saudagaran and Diga,
1997b] and some countries have not adopted IAS
yet. Furthermore, countries in ASEAN still have
needs that are specific to the region, such as the
joint venture in ASEAN, environment, agriculture,
natural resource, and the interrelation between
micro accounting and macroeconomic goal.
Although there have been many papers
investigating about accounting quality in the
European Union (EU) and other developed
countries after the IFRS adoption, but their

conclusions cannot be applied with ASEAN because

main issues about financial reporting g
ASEAN; the difference in accoantins
among ASEAN member countri d A

'on; the
el of IFRS

association between the adopirq lev

The purpose of this study is to exam% ee

to the preparation for ASEAN

and accounting quali ax effects of the

t

economic environmenccounting quality.
To examine whetherm

to the preparatiop the regional integration,
the accou@’> -» between the period
before and d after the declaration of
AEC establlt are compared. It is predicted
that t@}.\\'gy should improve after the ASEAN
cou re aware of the regional integration.

(e

ross-countries. According to previous studies in

svovement is related

Jrs causing the improvement may vary

there is a difference in economic dependence am:r pean countries, IFRS do have an effect on

organizational structure. Also, ASEAN members are

eir earnings quality, either positive [Chen, Tang,

not enforced to fully apply IFRS like EU member® Jiang, and Lin, 2010; Barth, Landsman, and Lang,
do. Even though there are studies ar@h%t
quality of IFRS is higher than most | tandards

[Leuz and Verrecchia, ZOOO;ugh and
Pincus, 2001; Leuz, 2003; Barth, 2507,72008], Ball

2008; Van Tendeloo and Vanstraelen 2005] or
negative effect [Paananen 2008]. Therefore, the
effect of IFRS application in ASEAN, even if it is
only partially adopted, is examined by comparing
the improvement of accounting quality between
two groups of countries. The first group includes
countries which have already adopted most of
IFRS, and the second group includes countries
which have adopted less IFRS and still used their
domestic accounting standards. Other firm- and
country-level factors are also tested between
two periods of time to see whether there is any
notable association with the improvement or the
degeneration of accounting quality in ASEAN.
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The domestic accounting standards vary
among the ASEAN members, which may lead
to a different level of improvement on financial
reporting quality. It is predicted that countries
with smaller differences between their domestic
accounting standards and IFRS or IAS have better
improvement than countries with larger difference.
The absence index developed by Ding et al. (2007)
is adopted to measure the gap between domestic
accounting standards of ASEAN members and IFRS.
It measures the extent to which the rules regarding
certain accounting issues that required by IFRS are
missing in the domestic accounting standards. The
accounting differences with IAS are listed in four
categories:

1. Accounting may differ from what is required
by IAS because of the absence of specific rules
on recognition and measurement.

2. No specific rules requiring disclosures.

The indications for earnings management
based on earnings smoothing, managing e
toward targets, and frequency nea ¢
return on assets. Earnings smoothings o5
by the volatility of net incomtat'lity
of earnings s interpre 3 nher quality.
Managing earnings tovvar measured by

ét incomes, less

the frequency of small N
frequency indicates hua ity. Less frequency

near zero leve assets indicate higher

L[]
accounting qualj indication for timely loss
recognition is uency of large negative net

incomes. {Heated frequency of large negative net
incometes higher quality. All of the quality
met study are based on prior researches.

he<data used in this research is from the

blic
MYX, HNX, HOSE, IDX, PSE, SET, MAI, and SGX for

listed firms of 8 stock markets; Bursa or

3. Inconsistencies between national and IAS  @nhe years 1995-2012. The study period is divided

rules that could lead to differences f0®o
enterprises in certain areas; and

4. In certain enterprises, thes issues
could lead to differences from IAS.
they defined
Q ) one or two

group three or

Based on these four differ
‘absence’ to be items fro
and ‘divergence’ to be item

four. All sample co i then classified into

2 groups; the small up and the large-gap
group based on @ence index.
There ar indicators for measuring

lity used in this study; earnings
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into 2 sub periods; the years 1995-2003 which is
prior to the official approval of ASEAN integration
as AEC, and the years 2004-2012 which is the
subsequent period, and both are 9-year periods.

There are 6 ASEAN member countries included
in the study; Malaysia, Vietnam, Indonesia, the
Philippines, Thailand, and Singapore. The rest
member countries are not included because their
stock exchanges are not ready for operation at the
time of study. The exclusion of financial institutions
from the study is consistent with prior studies,
due to their particular regulation and disclosure
requirements [Penman and Zhang, 2002; Callao

and Jarne, 2010]. The study period covers from
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Distribution of Firm-Year Observations by country and year

0

O

Malaysia Singapore The Philippines Indonesia  Thailand Vietnam
1996 328 187 82 147 203 @ Qj
1997 380 201 95 164 222 @ ?062
1998 419 221 99 172 239 1,150
1999 426 232 107 174 241 & @ 1,180
2000 a7l 268 136 221 247 - 1,343
2001 706 411 179 306 34 & - 1,945
2002 810 499 184 316 7 \ - 2,180
2003 916 631 191 % - 2,480
2004 1,025 703 197 3 2,739
2005 1,093 744 203 240 3,146
2006 1,139 758 211 317 3,317
2007 1,171 812 215 420 3,540
2008 1,207 862 223 571 3,822
2009 1,225 894 229 635 3,973
2010 1,235 917 604 4,002
2011 1,240 928 (Q\@ 456 569 634 4,061
Total 13,791 5,018 6,569 3,424 40,887

9,268 @2,817
O

1996 to 2011, which will b@arated into two

sub-periods; the period to the declaration

of AEC establishm n‘c1 -2003), and the period
after the declaratio C establishment (2004~

2011) §®

From the comparison of IFRS with domestic
accounting standards in 6 countries in ASEAN, the
mean value of absence index is 8.17. Therefore,
the countries which absence indexes are less than

8.17 are considered as small-gap countries, and

1T : claration is in October 2003 and the establishment will expect to be in 2015. (AEC blueprint)
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the rest which absence indexes are more than 8.17
are considered as large-gap countries. Small-gap
(Large-gap) means there are more (less) adoption
of IFRS in domestic accounting standards. The

grouping is made as in tables below.

Absence Index

Malaysia 0
The Philippines 0
Indonesia 12
Singapore 1
Thailand 13
Vietnam 23
Mean 8.17

Small-gap group

Malaysia Indonesia

The Philippines Thailand

Vietnaf\i

The accounting quality diffe@ which
may be detected among diffountries are
attributable to financial repertiyesystem, firms’
o
@ he effects of the

irorphent. If the difference

Singapore

incentives, and legal a al system. The

—

metrics of quality
overall economic e
is significant, this

a d to the implication that

the accounting” ation in ASEAN is not fully

wever, if there is no significant

nnot be concluded whether the
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Large-gap group
et

be inferred that the accounting informati

comparable among countries. The improve
or the degeneration in quality should be dg#act
if the announcement of ASEAN int

effect on factors associated with acco

\

As in previous studies, IFRS shou

effects on quality as it is &- NN
The countries with mos Ioption should
N gner quality than

accounting standards.

have better improveme

countries using more lda

Nevertheless, §uay not consistent with

ﬁ q
the prediction *;
may be of low

standardspffecatae flexibility could provide greater

f two reasons. First, IFRS

ity than domestic accounting

opport 73 Manage earnings [Breeden, 1994].
< effects of other features could
inate”’the improvement from higher quality
ds [Cairns, 1999; Street and Gray, 2001; Ball

, 2003; Burgstahler et al, 2006].

O  The aspects of accounting or financial

Sec

reporting quality can be classified into many
categories which are based on the reliability and
relevance characteristics of financial reporting from
International Financial Reporting Standards (IFRS)
framework. Accounting quality can be affected by
opportunistic discretion exercised by managers
and non-opportunistic error in estimating accruals
[Barth et al., 2008]. In this study, three main types
of indicators will be used to measure accounting
quality; earnings management and timely losses
recognition. The proxies that will be used in this
study are also used in previous studies.

There are two indicators used for measuring

earnings management in this study. The first
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indicator is earnings smoothing, which consists of
three metrics [Chen, Tang, Jiang and Lin, 2010].
The first metric is the variability of the change in
net income scaled by total assets, adjusted from
Lang, Raedy and Wilson (2006). High variability is
consistent with less earnings smoothing [Leuz et
al, 2003; Ball and Shivakumar, 2005, 2006; Barth
et al., 2008].

The second metric of earnings smoothing is
the ratio of the variability of the change in net
income to the variability of the change in operating
cash flows. It is interpreted that if there is use of
accruals to manage earnings, the change in net
income should be lower than that of operating
cash flows.

The next indicator is managing earnings

toward targets [Burgstahler and Dichev, 1997,

loss recognition is one of the measure & of
conservatism in accounting and several
of lp=s

suggest that the timely recognitio
is a sign of higher accounting
2000; Ball and Shivakumar, 2005, ¢
2006; Barth et al. 2007, 2008; C
metric used for measu '

is the coefficient on 6%

from the regressions.

member counites l€9) differs after the declaration of
AEC establi, and whether the improvement,

if any ccounting quality is associated with
(

<son in domestic accounting standards
Is=vary across countries. In the research,

e acCounting quality is described by the degree

Leuz, 2003; Burgstahler, 2006; Tang, 2008]. m: €arnings smoothing, managing earnings toward

investigate management towards positive earnings,

rgets, and timely loss recognition. The use of

the coefficient on small positive net income fron®  three indicators was intended to help confirm the

the regression is used as a metric. @O
Two indicators above are calc& the
proxies for earnings managemes earnings
smoothing, less frequent manat towards

targets, or less discontinuity 2xzero of return on

assets would indicate thatfir

management, which wi
reporting quality.
According s (2002), conservatism

ave less earnings

a higher financial

validity of the results and observe multiple views
of quality.

It is found that the degree of earning
smoothing of ASEAN countries in the period
after the declaration is different from the period
before the declaration. Among countries, earning
smoothing is not different at the beginning period,
but it is significantly different after the declaration.
There is less managing of earnings toward targets
after the declaration, but not less timely loss
recognition in overall ASEAN countries. Countries
that adopted more IFRS (Malaysia, Singapore, and
The Philippines) tend to have less managing of
earnings toward targets than countries that adopted
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less IFRS (Indonesia, Thailand, Vietnam), and less
managing of earnings after the declaration. On
the other hand, the degree of managing earnings
toward targets of countries which adopted less
IFRS is not lower over time. For the last aspect, the
timely loss recognition is not related with the IFRS
adoption and the declaration of AEC establishment.
Countries which adopted more IFRS does not have
more large losses recognition than countries which
adopted less IFRS, and also not more large losses
recognition after the declaration. This finding
suggests the accounting quality of ASEAN member
countries more differs among countries after the
declaration of AEC establishment. However, there
is evidence of accounting quality improvement of
overall ASEAN countries. The IFRS adoption also
takes parts in the improvement of the accounting
quality increase.

However, the difference and the improvement

a

The recommendation is that the metrics

for the future researches on this topic sho “»\
be more varied and covered more,aspg
accounting quality, such as the i

absolute discretionary accruals;

quality; or other metrics for vals
aspect, for examples. @
This study contribites

examining the quality o

the literature

information in

horizon. Second e measures are used as
accounting qutrics drawn from a common

o

%%s, arawing data from different time periods,
d using different control variables.

of the accounting quality may not be all attributable ~ Qleferences

to the declaration of AEC establishment ©
degree of IFRS adoption. There are al arves

in incentives and other economicnment
that may be missing from the facto in this
research. Some of the tests usending quality
metrics reveal not totally consi results, which
.% usion. This issue

cause the difficulty in formin
is needed to be inv
other accounting q etrics or indicators to
verify the validityAo s research’s conclusions.
Furthermore, still controversy about the

timely los gnition whether it is a suitable
e

Gw=Aigh quality accounting amount.
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