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Abstract

This study examines a random sample of Canadian firms listed on the S&P/TSX Composite
Index to find out whether disclosures in IFRS financial statements increased compared to
disclosures based on the former Canadian generally accepted accounting principles. Results
show that IFRS adoption has had a positive impact on the amount of information disclosed in
financial statements. We conclude that disclosure levels in financial statements based on
IFRS are much higher than formerly under Canadian GAAP.
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1. Introduction

There is a general consensus on the importance of using International Financial Reporting
Standards (IFRS). A growing number of countries are embracing IFRS, at least for listed
companies, and several studies have highlighted that the standards contribute to improving the
quality of financial information (Burnett et al., 2015). Further, IFRS adoption by European
Union countries in 2005 gave the standards an unprecedented degree of influence and
legitimacy (Burleau and Colasse, 2010; Dicko and Fortin, 2014).
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In Canada, transition to IFRS occurred in 2011. The change had several objectives, primarily
improvement in the quality, transparency and comparability of accounting and financial
information for markets. Accordingly, to conform to the new requirements under IFRS,
accounting standards and directives for communications and disclosure were issued or
amended by various regulatory bodies including the Chartered Professional Accountants of
Canada (CPA Canada), formerly known as the Canadian Institute of Chartered Accountants
(CICA), and the Canadian Securities Administrators (CSA).

Studies carried out in various countries show that IFRS adoption can affect a number of
factors such as firm accounting choices (Burnett et al., 2015), financial ratios (Blanchette et
al., 2013), value relevance of earnings (Cormier, 2013) and other items (Barbu, et al., 2011;
Demolli and Dufour, 2007; Gabteni, 2011; De La Bruslerie and Gabteni, 2011; latridis, 2012;
Glaum, et al., 2013; Miihkinen, 2008; Nordlund, 2010; Tsalavoutas, 2011; Viana, 2008;
Warwick Stent and Hooks, 2013; Pfeffer et al., 2012).

Given their very recent adoption in Canada, IFRS have not been extensively researched in
terms of their effects on firm disclosure practices, and more importantly, on firm disclosure
levels. The question then arises: have disclosure levels changed in the IFRS era? It is
generally recognized that IFRS contain so many requirements relating to the information to
provide in the notes to financial statements (as compared to ASPE, the Canadian Accounting
Standards for Private Enterprises, for example) that they result in information overload and
increased complexity (Blanchette et al., 2013). The most salient example is the standards for
presentation of financial instruments, which also entail a great deal of information in the
notes. However, given that ASPE are said to be aligned with IFRS (Blanchette et al., 2013),
we wish to examine these apparently conflicting notions by looking at the concrete impact of
IFRS adoption on the mandatory financial disclosure practices of Canadian public companies.

We believe that the rationale behind IFRS rests in part on concepts that contradict some
national standards; in this particular case, the former standards known as Canadian GAAP, or
CGAAP (after the adoption of IFRS, CGAAP was converged to IFRS and was replaced, for
private companies only, by ASPE). For example, IFRS and CGAAP diverge in the way they
account for the needs of various financial information users, with the former prescribing a
number of differences such as its method for recognizing and measuring provisions,
including environmental liabilities.

Given the recent introduction of IFRS, few studies have compared the extent of financial
disclosure in financial statements prepared according to IFRS with those produced under
CGAAP. The current body of research has rather looked at the quality of the disclosed
information (Cormier, 2013; Blanchette et al., 2013; Khan et al., 2014; and Gibson, 2014).
Our study is one of the first to tackle the topic of disclosure levels by attempting to answer
the following research question: Did the shift to IFRS lead Canadian public companies to
increase their financial disclosure?

The importance of information disclosure by companies is widely accepted. Most of the
financial scandals and crises that have occurred in recent decades were due in part to
problems stemming from inadequate or misleading disclosures. Based on these occurrences,
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IFRS are often presented as highly transparent financial standards (Blanchette et al., 2013;
Cormier. 2013). Given the differences between IFRS requirements for disclosure quantity
compared to instructions under CGAAP, it follows that the information produced following
IFRS adoption should be quantitatively different from that produced under CGAAP.

The main aim of this study is thus to examine whether financial disclosure by public
companies increased after IFRS adoption compared to the amount these same companies
produced in the pre-adoption period. Note that the financial disclosure in question is the
information found in financial statements as well as in the notes, both sources being
considered mandatory information.

2. Conceptual Background

Most studies on financial and non-financial disclosure are based on agency theory and the
related concept of information asymmetry. IFRS are entirely consistent with the
underpinnings of this theory. Given that its main proposition is the separation of property and
management, agency theory therefore pertains to shareholding companies, where managers
are not the main owners. Agency theory also puts forward some secondary premises such as
individuals being rational, innately selfish, opportunistic and antisocial, and having purely
economic motives (maximization of utility).

The separation of property and management is embodied in an agency relationship in which
the principal, i.e. the shareholder, hires the agent, i.e. the manager, to manage the enterprise
on the principal’s behalf This relationship implies the delegation of decision-making power
to the agent (Jensen and Meckling, 1976). As one of agency theory’s main propositions is
that individuals have a selfish and opportunistic nature, it is assumed that each party
(shareholders and managers) seeks to maximize its own interests, likely to the detriment of
those of the other party. However, given that shareholders are not present during the daily
management of their enterprise, they give free rein to managers, who then act in their own
interests. This state of affairs results in a conflict of interests that can be very costly (agency
costs) for shareholders. It can also lead to information asymmetry, given that managers
always know more about the enterprise’s daily affairs than the shareholders do.

To avoid this situation, a number of mechanisms are implemented within the enterprise (board
of directors, compensation, manager shares) to align managers’ interests with those of
shareholders and thereby minimize agency costs. In the same vein, additional measures are
implemented to nudge managers into keeping shareholders apprised of goings on in the
enterprise, including its financial situation and performance; hence companies’ obligation to
publish their financial statements. The requirement to disclose financial information should
reduce information asymmetry between managers, who are present in the company every day,
and investors or shareholders, who follow the markets but are not up to date on the daily affairs
of their company. This asymmetry is harmful to the company to the extent that it can lead to
higher financing costs (Healy and Palepu, 2001) because it makes investors spend more to
obtain the information they need for their decision making. As a result, it can be asserted that
IFRS fall well within the logic underlying agency theory and the concept of information
asymmetry because their conceptual framework stipulates that information should be aimed
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primarily at investors, lenders and other creditors to aid them in their decisions to buy, hold or
sell securities. Information should therefore be clearly formulated in order to reduce
information asymmetry between companies and the markets (shareholders and creditors).

3. Literature Reviewand Hypothesis

Numerous studies have examined the impact of IFRS adoption on firm financial disclosure,
both mandatory and voluntary (Cormier, 2013; Barbu, et al., 2011; Demolli and Dufour, 2007;
Gabteni, 2011; De La Bruslerie and Gabteni, 2011; latridis, 2012; Glaum, et al., 2013;
Miihkinen, 2008; Nordlund, 2010; Tsalavoutas, 2011; Viana, 2008; Warwick Stent and Hooks,
2013; Pfeffer et al., 2012; Blanchette et al., 2013; Khan et al., 2014; Gibson, 2014 ; Liu and
Sun, 2015; Thornton, 2015). Most of this research was conducted in the European context and
led to the conclusion that firm financial disclosures have improved with the implementation of
IFRS in adopting countries. This positive impact was measured either by the quantity or the
quality of the disclosed information.

Concerning quantity of information, the results ofa study led in France by De La Bruslerie and
Gabteni (2011) highlight a quantitative increase in the disclosure of voluntary information
during the pre/post IFRS period. In addition, the authors note changes in the pattern of the
information produced by the firms they studied.

Studies have also confirmed an increase in financial disclosures in other European countries
after the introduction of IFRS. Tsalavoutas (2011) examined conformity with IFRS mandatory
disclosure requirements by 153 listed companies in Greece during the 2005 transition year and
found that conformity with mandatory disclosure requirements during the first year of IFRS
adoption could be explained by the fact that IFRS implementation allows for changes in
shareholders’ equity and net income. The study concludes that such conformity could be
explained not only by the financial measures and other firm characteristics identified in the
literature as factors in IFRS compliance, but also by the major change in fundamental financial
measures brought about by the new standards.

However, it is important to recall that there are differences between the European and the North
American settings. Conditions in the former were non-homogeneous because of variations in
accounting standards from country to country. No doubt IFRS introduction had a positive
effect because of the various accounting conceptual frameworks that differed from the IFRS.

In the case of Canada, the rare studies conducted so far have yielded mixed results. Some of
these investigations analyzed the quality and properties of financial information in Canada
under IFRS (Cormier, 2013; Liu and Sun, 2015), while others compared ratios and numbers
between the pre-IFRS and IFRS periods (Blanchette et al., 2013; Khan et al., 2014). Other
researchers addressed the subject in regard to a specific industry, as Gibson (2014) did in her
article investigating the impact of IFRS conversion on Canadian public banking enterprises.
Burnett et al. (2015) sought to understand why Canadian companies listed on the U.S.
markets chose IFRS over U.S. GAAP. Likewise, we are searching for proof and evidence on
the impacts of IFRS adoption in Canada. However, our study diverges from previous work by
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focusing on information quantity in examining financial information disclosed by Canadian
public enterprises after IFRS adoption.

The foregoing discussion leads to the following single hypothesis:

Hypothesis: Canadian public companies disclose more mandatory financial
information after the introduction of IFRS than during the pre-IFRS period.

4. Methodology
4.1 Sample and Research Data

This study uses a random sample of S&P/TSX firms, from which financial institutions and
insurance companies were excluded. The index contained 293 listed companies at the time of
selection. From this list, we eliminated the financial sector (banks and trusts, insurance,
investment funds, savings and loans, and other investment companies) because of its specific
accounting methods. We totaled the enterprises by industry and excluded four further
industries representing less than 1% of the total. From this last list, we conducted quota
sampling, using industry as the criterion for obtaining a representative sample.

In the end, the selection procedure yielded a sample of 30 firms representing 100% of the
S&P/TSX index both in terms of industry as well as size (total assets was used as the measure

of size).

Table 1 outlines the composition of the final sample. The Other category lists all the
industries not included in the final sample, representing only a fraction of the S&P/TSX. Also
excluded from the sample are all the firms for which financial reports were unavailable for
2010 and 2013 on the Sedar.com database.

Table 1. Composition of Initial Sample—S&P/TSX Companies

seprsx » o of .
Companies Industries, Sample Large Medium-sized  Srrall
Industry out of Total (3)
(1) )
Mining, quarrying and
. g 4q : .g 110 43.3% 12 4 4 4
oil and gas extraction
Manufacturing 40 15.7% 5 2 2 1
Real estate and rental
: 26 10.2% 3 1 1 1
and leasing
Information and cultural
. . 19 7.5% 2 1 1
industries
Retail trade 15 5.9% 2 1 1
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Public administration 13 5.1% 2 1 1
Transportation and

. 12 4.7% 1 1
warehousing
Wholesale trade 8 3.1% 1 1
Construction 6 2.4% 1 1
Professional, scientific

) . 5 2.0% 1 1
and technical services

Total 30 10 10 10

Accommodation and

) 2
food services
Administrative and
support, waste 5
management and
remediation services
Arts, entertainment and 5
recreation
Health care and social )

assistance

Finance and insurance 31

General total 293

Total (excluding finance 254
and other industries)

(1) Number of TSX companies

(2) Weighting of industry in total number of listed companies (excluding finance and others)

(3) Number of companies in sample

For the purposes of this study, which concerns mandatory disclosures, we analyze the
sample’s audited annual financial statements, including the related notes. Not only are these
documents the only mandatory vehicle prescribed for financial disclosure, they are also
considered by the literature to be the most exhaustive source of corporate communication

(Guyot, 2013).

The study covers the years 2010 and 2013 (respectively the years before and after the
adoption of IFRS). These particular years were chosen for two main reasons: 1) we wanted to
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compare the amount of information disclosed in the financial statements prepared according
to the former standards (CGAAP) to that produced in accordance with IFRS; since the latter
took effect in January 2011, the year 2010 is therefore considered to be associated with
CGAAP financial statements, and 2) given that Canadian enterprises prior to the introduction
of IFRS period had the option of making their fiscal year different from the calendar year, the
transition year for some companies could overlap between 2011 and 2012. We therefore
decided not to take those two years into account since we considered them to be a transition
period. In addition, the measures adopted during the transition period were generally
discontinued in subsequent years.

The list of S&P/TSX firms and their financial data was downloaded from the COMPUSTAT
database.

4.2 Variables, Measures and General Analysis Model

In this study, the main variable is the amount of disclosure produced by enterprises under
CGAAP compared to the amount produced under IFRS. As this variable is not given, it must
be constructed.

4.2.1 Measurement of Financial Disclosure Score

A number of researchers around the world developed indices and scores to quantify firm
voluntary or mandatory disclosures. The first study to address a methodology for voluntary
disclosure scores was carried out in the U.S. in the early 1960s (Cerf, 1961). Buzby (1974)
constructed a list of 38 items of financial and nonfinancial information that could appear inan
annual report. Wiseman (1982) used a social and environmental disclosure index similar to
Buzby’s (1974). From that point on, numerous studies on disclosure have used indices based
on Wiseman (1982).

For the current study, we opted to construct a disclosure score also based on Wiseman (1982)
and consisting in drawing up a list of items and then comparing it with financial statements to
locate each item. Ifan item was found, it was scored 1, and O otherwise. The total score is the
sum of scores coded 1.

Given the magnitude of disclosure requirements under IFRS, we decided to focus on those
pertaining to firm assets because on one hand, a great number of the changes relate to
methods for measuring and recognizing assets and the information to disclose in relation to
these items, and on the other hand, it would be too complex to analyze all the requirements
for disclosure under IFRS in detail. Following is the list of IFRS selected to build our index,
those that are related to assets disclosure requirements:

IFRS 5 Non-current Assets Held for Sale and Discontinued Operations;
IFRS 6 Exploration for and Evaluation of Mineral Resources;
IFRS 7 Financial Instruments: Disclosures;

IAS 2 Inventories;
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IAS 7 Statement of Cash Flows;

IAS 16 Property, Plant and Equipment;

IAS 17 Leases;

IAS 20 Accounting for Government Grants and Disclosure of Government Assistance;
IAS 23 Borrowing Costs;

IAS 36 Impairment of Assets;

IAS 37 Provisions, Contingent Liabilities and Contingent Assets;

IAS 38 Intangible Assets;

IAS 40 Investment Property.

Note that approximately 500 disclosure requirements are associated with the foregoing
standards.

4.2.2 Word Counts in Financial Statements

To reinforce the results of the first test, we use a second method to measure the extent of
financial disclosure in financial statements, consisting in simply counting the number of
words in the financial statements of the sample firms before and after the introduction of
IFRS. This test is frequently used to quantify narrative disclosures, as in social and
environmental reports. By applying it to the measurement of mandatory financial disclosure,
we aim to better capture the impact of IFRS on the information provided in the notes to the
financial statements, where the data is presented mainly in narrative form.

4.2.3 Other Variables

The financial information we are examining is prescribed by mandatory standards, but we
also want to find whether it is influenced by other factors as well. We therefore selected the
following four variables, which operate as independent variables in the regression analyses
presented in the next section:

— Firmsize: measured by the natural logarithm of total revenue. Agency theory indicates
that agency costs are higher in large firms, therefore financial statement users tend to
require detailed information when the enterprise is large;

— Industry: this dummy variable coded 1 to 19 corresponds to categories in the North
American Industry Classification System (N AICS). This variable was selected because
disclosure levels typically vary by industry;

— Debt: measured by total long-term debt to total equity. According to the literature,
enterprises with a high level of indebtedness are required to supply additional
information to meet the specific needs of their creditors. Long-term creditors require
more comprehensive financial informationthanshareholders do (Wallace et al., 1994) ;
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— Cross-listing: this dichotomous variable is coded 1 if the enterprise is listed on a foreign
market as well as in Canada, or 0 if listed only in Canada. To attract more investors,
companies listed in several countries tend to disclose a greater amount of information.
They may also be subject to stricter transparency requirements.

We selected the above variables because most studies on voluntary or mandatory disclosure
highlight their influence on financial or nonfinancial disclosure levels. Based on the
conclusions of the studies we have cited, we believe that these variables are determinants of
levels of disclosure, whether mandatory or voluntary. To illustrate, the larger the enterprise,
the greater its obligation to comply with all the accounting standards and regulations in effect,
and even to surpass them to meet the requirements of various financial statement users. Debt
leverage has a similar effect: the more indebted the firm, the greater its propensity to disclose
mformation in an effort to comply with legislation and lenders’ requirements.

Accordingly, we construct the following general analysis model:

Disclosure score = Constant + Size + Industry + Debt + Cross-listing + Error
4.3 Statistical Analyses and Detailed Models
To meet our research objective, we conduct the following statistical analyses:

— Mean comparison tests (Student’s t-test) to determine whether there is a significant
difference between 2010 disclosure scores (CGAAP) and 2013 scores (IFRS) in terms
of the amount of financial information in the financial statements as well as in the notes;

— bivariate correlationanalyses to measure the links betweenthe different variab les of the
study, i.e. disclosure scores and the four control variables;

— and lastly, linear regressions to analyze the impact of the selected independent variables
on disclosure levels.

Accordingly, the foregoing general model breaks down into three models, as follows:
Model for GAAP scores (2010):

CGAAP score = o+ B1Size + 2Debt + BaIndustry + B4Cross-listing +¢& (1)

Model for IFRS scores (2013):

IFRS score = a + B1Size + f2Debt + B3Industry + B4Cross-listing + &(2)

IFRS and CGAAP score comparison model:

IFRS score — CGAAP score = o+ B1Size + p2Debt + B3Industry + P4Cross-listing + & (3)
Where:

- Size is measured by the log of assets;

- Debt is measured by debt leverage;
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- Industry represents the industry control variable;

- Cross-listing represents the cross-listing variable;
- o 1S a constant;

- ¢ Is the error term;

- B 1 is the coeflicient of the size variable;

- B 2 is the coeflicient of the debt variable;

- B 3 is the coeflicient of the industry variable;

- B 4 is the coeflicient of the cross-listing variable.

As for the test on the word counts of the financial statements, we use the same method as for
the test on disclosure scores, as well as the same independent variables, but the dependent

variables for the three models are the following:

- Model for the number of CGAAP words (2010): No. CGAAP words Q)
- Model for the number of IFRS words (2013): No. IFRS words 2)
- Model comparing the number of IFRS and CGAAP words: No. IFRS words — No. CGAAP
words (3)

5. Statistical Results
5.1 Descriptive Statistics

Table 2 summarizes descriptive data regarding the main study variables. The mean disclosure
score of 68.68% obtained for the sample Canadian firms under CGAAP for fiscal 2010 is
statistically lower than the score of 80.84% obtained for 2013 under IFRS. Similarly, the
median score for the IFRS year is also higher than for the CGAAP year, at 80.7% versus 68.9%
respectively. In addition, the maximum disclosure score under IFRS is clearly higher than the
score under CGAAP, at 90.8% versus 84.1%. Further, the minimum disclosure score is 53.8%
for the 2010 CGAAP year, lower than the score of 65.5% obtained for the IFRS year.

Also in Table 2, the same trend for means and medians is apparent in terms of words published
in CGAAP financial statements versus IFRS statements, the former containing a mean of
14,093.63 words, and the latter resulting in a mean of 18,543.33 words. The median for
CGAAP is 13,241.00 words, in contrast to 19,641.50 words for IFRS. Similarly, the maximum
number of words that appear in financial statements under IFRS exceeds the number under
CGAAP, at 28,729.00 words versus 27,046.00 words respectively. The minimum number of
words in the financial statements during the CGAAP application year is lower than in the IFRS
year, or 6117.00 words in 2010 versus a much higher 9161.00 words in 2013.

These descriptive data are in the direction of our research hypothesis. Mean comparative tests
will reveal whether these differences are significant or not.
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Table 2. Descriptive Statistics for Variables

Minimum

Variable Median Mean Std. Dev. Maximum
Disclosure scores

-CGAAP score® 0689  0.68678  0.070115 0.538 0.841
-IFRS score” 0.807  0.80839  0.058208 0.655 0.908
Number of words in

financial statements

-No. CGAAP_words* 13241.00 14093.63 5552.114 6117.00  27046.00
-No. IFRS_words" 1964150 18543.33 5699.582 9161.00  28729.00
CGAAP

-Size® 10.191  18.34447 3.817463 10.053  23.296
-Debt’ 0507 051007  0.224876 0.027 1.117
IFRS

-Size? 17523  17.67935 3.939783 10.301  23.695
-Debt" 0478 050166  0.244757 0.026 1.148

& Mandatory disclosure score for financial statements published in 2010
b_ Mandatory disclosure score for financial statements published in 2013
“Word count of financial statements published in 2010

¢ Word count of financial statements published in 2013

® Firm size represented by the log of total assets in 2010

™ Firm debt ratio in 2010

9 Firm size represented by the log of total assets in 2013

" Firm debt ratio in 2013

5.2 Results of Mean Comparison Tests
5.2.1 Comparison of CGAAP versus IFRS Disclosure Scores

As reported in Table 3, the Student’s t value, which is the critical value ofthe t-test, is 10.611,
therefore exceeding the value in the Student’s t-test table. We therefore conclude that the mean
of the sample disclosure scores computed on the pre-IFRS disclosures is significantly different
from the mean of IFRS disclosures at p<0.01.
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It can therefore be confirmed that there are highly significant differences in the foregoing
disclosure scores at p<0.01, which leads us to assert that IFRS require greater disclosure from
firms than CGAAP, although there does not appear to be any substantive difference between
the two accounting systems.

Table 3. Student’s t-test Results: Paired Samples

. . Paired Sig.
N Correlation  Sig. Differences t ddl (2-tailed)

CGAAP? vs IFRS? score 30  .535 .002
-.098174  -10.611 29 .000

No. CGAAP_words Vs

No. IFRS words® 30 847 .000 -3286.2865 -7.822 29 .000

N indicates number of observations

2. Mandatory disclosure score for financial statements published in 2010
b_ Mandatory disclosure score for financial statements published in 2013
“ Word count of financial statements published in 2010

& Word count of financial statements published in 2013

5.2.2 Comparison of CGAAP and IFRS Word Counts

The results of the second test, also reported in Table 3, confirm those obtained for the first test.
At7.822, the Student’s t value is high as well, exceeding the value in the table. This result leads
to the same conclusion as above, i.e. that the mean word count in the pre-IFRS sample is highly
and significantly different from the word count for the IFRS period (p<0.01).

It can therefore be concluded that there is a significant difference betweenthe number of words
published under CGAAP and those published under IFRS (p<0.01).

In conclusion, regarding the Student’s t-test phase, we can say that the results of both tests
confirm a significant shift in the means of the two variables (disclosure score and word count)
during the IFRS period: for the same sample, the means for the disclosure score and the word
count for the IFRS year are statistically and significantly different from the values noted for the
CGAAP (pre-IFRS) period. In addition, there are significant statistical differences in the
medians of the pre-IFRS and IFRS periods. The introduction of IFRS therefore brought about
positive change in the actions of firms as regards the extent of their mandatory financial
disclosure, as the sample firms disclosed a great deal more mandatory financial information in
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their financial statements after the introduction of IFRS, thus confirming our research
hypothesis.

A\\ Macrothll'lk International Journal of Accounting and Financial Reporting

5.3 Correlation Test Results
5.3.1 Correlation Test for Disclosure Scores

As noted in Table 4, results indicate that the Pearson's correlation coefficient is low for all
control variables, whether in relation to disclosure scores obtained for 2010 under CGAAP or
for those obtained for 2013 under IFRS. The same observation is made for the difference test
(betweendisclosures scores before and after IFRS). None of the results is significant at p<0.05.
However, at p<0.1, we observe a 34% correlation coefficient between IFRS score and
cross- listing. Therefore, Canadian firms also listed in the U.S. appear to make more extensive
disclosures in their financial statements.

Table 4. Results of Pearson Correlation Tests on Disclosure Score

Debt gross'l'snnlndustry ilszs%ts) (Log
CGAAP_Scores
Pearson correlation .059 251 -.067 -.050
Sig. (2-tailed) .756 182 725 791
Sum of squares and cross products .027 193 -.363 -.392
Covariance: .001 .007 -.013 -.014
N 30 30 30 30
IFRS_Scores
Pearson correlation 239 .346 -.011 167
Sig. (2-tailed) .203 061 .955 378
Sum of squares and cross products .099 221 -.048 1.111
Covariance .003 .008 -.002 .038
N 30 30 30 30
Difference_Scores
Pearson correlation 223 041 .065 .188
Sig. (2-tailed) 237 .830 733 320
Sum of squares and cross products .091 .028 315 1.318
Covariance .003 .001 011 .045
N 30 30 30 30

5.3.2 Word Count Correlation Test

The results of the three correlation tests between word counts and control variables largely
confirm the results discussed in the preceding section. In fact, the results reported in Table 5
indicate that the Pearson’s correlation coefficient is low for most of the control variables in
regard to the disclosure scores obtained for 2010 under CGAAP standards and for 2013 under
IFRS, as well as for the difference test (betweendisclosure scores before and after IFRS). Most
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of the variables cannot be considered to be ina linear and significant relationship with the word
count variable, except industry, which is positively and significantly (at p<0.5) associated with
the word count both under CGAAP and IFRS. This result confirms the initial argument we
presented in the methodology section—that disclosure varies by industry.

Table 5. Results of Pearson Correlation Tests on Word Counts

Debt Cross-listinInOIlJStry Size  (Log
g Assets)
CGAAP_Words
Pearson correlation 297 215 .349 -.204
Sig. (2-tailed) 111 254 .059 279

Sum of squares and cross products 10753.956  13123.833 149646.833 -125589.675

Covariance 370.826 452546 5160.236  -4330.678

N 30 30 30 30
IFRS_Words

Pearson correlation 316 129 361" -.263

Sig. (2-tailed) .089 496 .050 161

Sum of squares and cross products 12790.703  8095.333 159286.333 -171039.397
Covariance 441.059 279.149  5492.632  -5897.910
N 30 30 30 30

Difference_Words
Pearson correlation .065 -.147 .040 071
Sig. (2-tailed) 731 439 834 710
Sum of squares and cross products 1324.153 -5028.500 9639.500 24613.961
Covariance 45.660 -173.397 332.397 848.757
N 30 30 30 30

5.4 Results of Linear Regressions

A series of six regressions were conducted in accordance with the models presented in the
methodology section, i.e. with disclosure scores as dependent variables, with word counts as
dependent variables, for 2010 (CGAAP) and for 2013 (IFRS), and with the difference test
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models (difference between CGAAP and IFRS disclosures scores and between word counts
under CGAAP and under IFRS).

5.4.1 Regressions with Disclosure Scores

The linear regression we used to test the relationship between the disclosure score dependent
variable and the four explanatory variables (debt, size, cross-listing and industry) had three
variations: model one, to test this relationship for the CGAAP data, model two, for the IFRS
data, and model three, to test the CGAAP and IFRS disclosure comparison as a dependent
variable.

The results of the tests using the three models are reported in Table 6. They show
non-significant differences between the R,s obtained for the sample’s IFRS period and the
CGAAP period, respectively 0.226 and 0.077. However, R, values are low for both of the
periods under study, indicating that the model’s explanatory power is weak.

Table 6. Results of Linear Regressions

Dependent Variable: Disclosure Score

] ] Standardized
Unstandardized Coefficient

Coefficient t Sig.
B Standard Error Beta
Model 1
(Constant) 691 078 8.894 .000
Cross-listing .043 .036 234 1.189 246
Industry -.004 .007 -.142 -.552 .586
Size (Log Assets)  -.001 .004 -.049 -.254 802
Debt .033 .082 .106 404 .690
R, =.077
Adjusted R, =-.071
Sig. =.721
Model 2
(Constant) 728 .055 13.280 .000
Cross-listing .047 027 .309 1.732 .096
Industry -.005 .005 -.220 -.902 376
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Size (Log Assets) .002 .003 .168 928 .363
Debt .088 057 370 1.537 137
R, = .226

Adjusted R, =.102

Sig. = .156
Model 3
(Constant) .020 .067 299 767
Cross-listing -.002 .032 -.011 -.056 .955
Industry -.004 .006 -.166 -.625 538
Size (Log Assets) .003 .003 210 1.103 281
Debt 102 075 .362 1.347 190
R, =.109

Adjusted R, =-.034
Sig. = .559

a. Dependent variables:

Modell: Disclosure score _CGAAP; Model2: Disclosure score _IFRS; Model3: Disclosure
score _Difference

Table 6 shows that the F-statistics obtained for the three models are weak. None of the values
of the three models is significant, indicating that we cannot conclude that the variables used
help predict the firms’ disclosure scores. Lastly, the beta values are weak and none is
significant.

5.4.2 Regressions with Word Count

The second set of linear regression models testing the relationship between the word count
variable and the four independent variables (debt, size, cross-listing and industry) also used
three variations. Models one and two tested these relationships for the CGAAP and IFRS
periods respectively, and model three was used to compare word counts under CGAAP and
under IFRS.

Table 7 summarizes the results of the three models and shows that there are no significant
differences between the R, values obtained for the IFRS sample versus the CGAAP period: the
R, value for the IFRS period is 0.187, a result very close to that for the CGAAP period, which
IS 0.20. The values are low for both periods and are not significant.
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Table 7. Results of Linear Regressions

Dependent Variable: Word Count

Non-standardized Standardized

Coefficients Coefficients t Sig.
B Standard Error Beta
Model 1
(Constant) 15871.723  5729.243 2.770 .010
Cross-listing 3080.351 2686.595 210 1.147 .262
Industry 652.077 499.101 313 1.307 .203
Size (Log Asset) -258.590 263.162 -.178 -.983 335
Debt 759.306 6049.226 .031 126 901
R2 =.200
Adjusted R, =.072
Sig. =.216
Model 2
(Constant) 20081.578  5497.186 3.653 .001
Cross-listing 1603.999 2747.196 107 .584 .565
Industry 494.656 534.749 231 925 .364
Size (Log Asset) -274.066 269.204 -.189 -1.018 318
Debt 2936.919 5737.659 126 512 613
R, =.187
Adjusted R, =.057
Sig. =.251
Model 3
(Constant) 2756.746 3445.050 .800 431
Cross-listing -1354.232 1647.769 -.165 -.822 419
Industry -44.397 322.861 -.038 -.138 .892
Size (Log Asset) 64.026 159.786 .079 401 .692
Debt 1738.054 3890.939 125 447 .659
R, =.036
Adjusted R, =-.118
Sig. =.915

a. Dependent variables:
Modell: No. CGAAP_Words; Model2: No. IFRS_Words; Model3: Word Count_Difference

Table 7 confirms our findings in relation to the linear regression on the disclosure scores.
F-statistics obtained for both models are low and not significant. The null hypothesis stating
there is no relationship between the word count variable and the predictive variables (debt, size,
cross listing and industry) cannot be rejected. In other words, the variables used do not help
predict the disclosure word count in financial statements. Beta values are low and not
significant, thereby confirming the foregoing results.
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In conclusion, the results of applying the linear regression models suggest that the disclosure
and word count scores for both the CGAAP and the IFRS documents do not exhibit a
significant linear relationship with the selected explanatory variables. In our view, this result is
unsurprising given that mandatory, not voluntary, disclosure is involved. The numerous prior
studies that found a relationship between disclosure scores and predictive variables (Botosan,
1997; Ben Amar and Zé&ghal, 2006; Cormier and Ben Rhouma, 2007) focused on voluntary
disclosures. Our findings confirm the idea that mandatory financial disclosures are not
influenced by industry, size, cross-listing or firm indebtedness. Rather, firms disclose
mandatory information in order to conform to laws and regulations.

6. Conclusion, Discussion and Research Contributions

The main objective of this study was to examine disclosure levels in financial statements
under IFRS compared to the amount disclosed under CGAAP. To that end, we analyzed data
on a random sample of 30 S&P/TSX firms for 2010 (CGAAP) and 2013 (IFRS). Empirical
results indicate that the adoption of IFRS had a positive impact on the amount of mandatory
financial information disclosed by Canadian public companies. The results of the mean
comparison tests on the financial disclosure scores are conclusive and were confirmed by the
results of the test on word counts. After the adoption of IFRS, substantially more information
was disclosed in financial statements than formerly under CGAAP. However, unlike voluntary
disclosures, whichare typically explained by firm size and industry, mandatory disclosure does
not seemto be influenced by the control variables we selected (size, industry, cross-listing and
debt).

The main contribution of this research is that it conducts an in-depth examination of the impact
of the introduction of IFRS on the amount of financial information disclosed in financial
statements. After conducting a survey of the various IFRS dealing with disclosure
requirements, we constructed an index to measure disclosure levels. For each individual
international standard examined, we extracted all the possible issues on financial disclosure
that could help us pinpoint differences with CGAAP. This exercise resulted in over 500
questions related to corporate disclosure. Our index is original because it covers only the
financial information required by laws and regulations, unlike most disclosure indices in the
literature that pertain to voluntary or mixed disclosures.

This study makes other, more practical, contributions. By requiring extensive detail in the
financial statements (and more specifically, in the notes), IFRS standard setters are clearly
aiming to fulfill their transparency objective. By examining the amount of disclosure in IFRS
versus CGAAP financial statements, we sought to know whether the IASB (International
Accounting Standards Board) had reached one of its main objectives in Canada, i.e. greater
transparency in financial statements for the benefit of users. Thus, the results of this study
will prove highly important to the accounting scientific community because they enrich the
literature on the real impact of IFRS adoption in Canada. The accounting community
(accounting professionals and others) will most likely consider, based on the results of this
study, that firms fully appropriate and apply IFRS standards.

This study has two main limitations: on one hand, the sample is relatively small, and on the
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other hand, given the sheer number of IFRS requirements, we limited our investigation to the
disclosure requirements regarding assets.
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