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Abstract: The paper aims at investigating the impact of IFRS on the value relevance
of fundamental accounting data announced by banks listed on the Warsaw Stock Ex-
change over the period 1998-2012. Given the specificity of banking sector, the analyses
were based on the Ohlson residual income valuation model. The empirical evidence in-
dicates that observed increase in the value relevance of both book values of equity and
residual incomes of banks after introduction of IFRS is statistically insignificant. The
obtained results are, therefore, consistent with the findings of previous research con-
ducted on non-financial enterprises in the context of Polish capital market.
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Abstrakt: Celem artykutu jest ocena wptywu MSSF na znaczenie fundamentalnych da-
nych ksiegowych dla wartosci rynkowej bankéw notowanych na Warszawskiej Giet-
dzie Papierow Wartos$ciowych w okresie 1998-2012. Majac na uwadze specyfike sekto-
ra bankowego, analizy zostaty oparte na Ohlsona modelu zyskéw rezydualnych. Wyniki
empiryczne wskazuja, ze obserwowany po wprowadzeniu MSSF wzrost znaczenia za-
réwno wartos$ci ksiegowych kapitatéw wtasnych, jak i rezydualnych wynikéw finan-
sowych bankéw dla ich wyceny przez rynek kapitatowy jest nieistotny statystycznie.
Uzyskane rezultaty sa zatem spojne z wynikami dotychczasowych badan dotyczacych
przedsiebiorstw niefinansowych notowanych na polskim rynku kapitatowym.

Translated by Piotr Bolibok

[ | INTRODUCTION

Since 2005 all publicly traded companies governed by the laws of member states
of the European Union are obliged to prepare their consolidated accounts in
conformity with the International Financial Reporting Standards (IFRS) (Reg-
ulation (EC) No. 1606/2002). This requirement is aimed at improvement of ef-
ficiency and cost-effectiveness of the EU capital market, by facilitating the free-
dom of capital movement, and fostering competition for financial resources
among companies. Accession of Poland to the EU in May, 2004 required, among
other things, complying with legislation on accounting standards. The provi-
sions of Regulation No. 1606/2002 were, therefore, directly incorporated into
the Polish Act on accounting (Act on accounting 1994).

IFRS are supposed to provide equity investors, with more useful informa-
tion on the true financial position of companies, which in turn should lead to
higher coherence between reported accounting data and market value of listed
companies (Escaffre, Sefsaf 2011). A particularly interesting context for inves-
tigating these expectations is provided by the banking sector, due to a high ho-
mogeneity of business operations and liquidity of publicly traded shares.

Since the seminal study of Ball and Brown (1968), international literature
on the value relevance of accounting data has become quite abundant. A recent
line of research in this field is focused on the influence of IFRS adoption on val-
ue relevance of accounting information. The results of investigations conduct-
ed in various capital markets are mixed. Some studies report increase of value
relevance after adoption of IFRS (Bartov, Goldberg, Kim 2005; Barth, Lands-
man, Lang 2008; Karampinis, Hevas 2009), while others fail to find any statis-
tically significant improvements (Hung, Subramanyam 2007; Karampinis, He-
vas 2011; Macias, Muifio 2011), or even suggest its decline (Khanagha 2011).
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The impact of IFRS on the value relevance of accounting data of non-finan-
cial enterprises in the context of Polish capital market was investigated by Do-
bija and Klimczak (2010) and Klimczak (2011). Their results also suggest no
statistically significant improvement in the value relevance after the adoption
of [FRS.

The aforementioned studies on the impact of [FRS on the value relevance of
accounting information either exclude banks from the examined samples or in-
clude them without any separate consideration, hence, the empirical evidence
in the specific context of banking sector is rather scarce.

Escaffre and Sefsaf (2011) conducted a comparative analysis of the value
relevance of earnings and book values of equity across financial institutions,
including banks, in the selected European markets and the US market over the
period 2005-2008. Their results suggest that earnings and equity had greater
value relevance in the European markets with IFRS than in the American mar-
ket with US GAAP. Interestingly, all the examined European markets, except the
Spanish one, exhibited a higher value relevance of book values than earnings,
whereas in the US market, the results were exactly opposite.

A study by Anandarajan, Francis, Hasan and John (2011) conducted on bank-
ing institutions from 38 countries over the period 1993-2004 indicated that at
the macro-level the value relevance of earnings and book values of equity is af-
fected by disclosure requirements of a country’s standards boards (the great-
er disclosure required, the more significant value relevance). They also found
that value relevance is higher when the local environment is more focused on
the private sector and the legal environment is more friendly to shareholders.
In contrast to findings of Escaffre and Sefsaf (2011), Anandarajan et al. (2011)
report a higher value relevance for British-American banks, which operate in
regulatory regimes associated with greater levels of transparency.

Agostino, Drago and Silipo (2011) examined listed banks from 15 EU coun-
tries over the period 2000-2006, finding that the introduction of IFRS en-
hanced the information content of earnings and book value for more transpar-
ent banks, but the less transparent entities did not experience any significant
increase in the value relevance.

It appears that to date no studies have addressed the problem of impact of
IFRS on the value relevance of banks’ accounting information in the context of
Polish banking sector. Ambiguous results of international studies, and the evi-
dence from the Polish capital market for non-financial companies, have there-
fore led to formulation of the main hypothesis of the present study:
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HyPOTHESIS 1. The value relevance of accounting information announced by
banks listed on the WSE did not improve after implementation of IFRS.

The scope of this paper is to examine the impact of IFRS implementation
on the value relevance of fundamental accounting information announced by
banks in the context of emerging capital market of Poland. The study seems to
be the first attempt to address this issue and it seeks to fill this apparent gap.
An additional contribution of the paper is enhancement of the existing, rela-
tively scarce, international literature on the impact of IFRS on the value rele-
vance of banks’ accounting information.

The remainder of the paper is composed of two sections. Section 2 describes
the data sources, research methods, and the design of the research process.
The main findings and conclusions of the study are presented in section 3.

THE RESEARCH METHODOLOGY AND THE COURSE OF THE RESEARCH PROCESS

The research was based on the data of all domestically-based commercial
banks listed on the WSE over the period 1998-2012, which prepared the conso-
lidated financial statements. Due to mergers and acquisitions the final sample
consisted of 17 banks. The data on consolidated annual financial statements
was obtained from the Notoria Serwis SA database provided by ISI Emerging
Markets (http://site.securities.com 2013), whereas data on stock prices from
the website of Gazeta Gieldy Parkiet (http://www.parkiet.com 2013). The com-
bined data on book values, net earnings, and stock prices yielded the final po-
oled sample of 174 bank-year observations. The data on the average yield of
52-week treasury bills (taken as a risk-free in calculation of residual incomes),
was obtained from the website of the Polish Ministry of Finance (http://www.
mf.gov.pl 2013).

The research framework of the study was based on the Ohlson (1995) re-
sidual income model. The model is based on three main assumptions (Ohslon
1995, 663-664). First, in accordance with neoclassical models of security valu-
ation, the market value of a company is determined by the present value of ex-
pected dividends. Second, the model assumes existence of the rules of clean
surplus accounting, where all changes in the book value of equity are reflected
in earnings or transactions with the owners of a company. Third, residual in-
comes (net earnings minus a charge for the use of capital) follow a stochastic
process referred to as linear information dynamics, specifying that following pe-
riod’s residual income is linearly dependent on residual income from previous
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period with correction for the impact of non-accounting information. Basing on
these assumptions all value-relevant events should be captured by current or
expected future earnings and book values.

Following the approach by Bernard (1995), the Ohlson model can be applied
to empirical tests through a linear regression analysis with the ordinary least
squares method. Focusing only on banking industry, that exhibits a high de-
gree of homogeneity in operations, reduces cross-sectional variation in factors
that might affect estimates of models’ parameters (Beaver, Eger, Ryan, Wolfson
1989; Beaver, McAnally, Stinson 1997).

Main advantages of the Ohlson (1995) model for examining the value rele-
vance of accounting information are its strong embedment in the neoclassical
theory of finance, simplicity, and the results of many empirical studies conduct-
ed in the developed capital markets, indicating its usefulness. Although most
of those studies exclude banks from the examined samples of companies, the
model appears particularly appropriate for testing the value relevance in the
context of banking sector (Kohlbeck, Warfield 2007, 24). It should be noticed,
however, that the model has also some limitations resulting from simplifying
assumption that the owners of companies expect a risk-free rate of return on
invested capital.

To investigate the relationship between fundamental accounting informa-
tion announced by banks and their market value, the following multiple regres-
sion function was used:

De=ag+ay by +a, x+¢ (@8]
where:

p, - closing price of a bank’s share at the end of period ¢;
a, - intercept;

@, @, - structural parameters;
b, - consolidated book value per share at the end of period ¢,
x; =x,—r, -b_ - consolidated residual income per share at the end of period
t, where Tt is a risk-free rate at the end of period t-1;

g - error term.

The calculation of residual incomes was based on the original Ohlson’s
(1995) approach, which assumes that the owners of companies expect a risk-
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free rate of return on invested capital. The risk-free rate was taken as the aver-
age annual yield of the Polish 52-week treasury bills.

The estimates of parameters a, and a,are expected to be positive. The pres-
ence of error term serves for capturing the influence of potential factors not in-
cluded in the model.

In order to investigate the impact of IFRS on value relevance of accounting
information published by the banks, in accordance with the approach proposed
by Kargin (2013), the following regression was applied:

Pe=ao+apo D+ ay by +ay-x+az - (De-b)+ay-(De-xi)+e  (2)

where: D,isa dummy variable equal 0 for t = 1998, 1999, ....,, 2004 and 1 for
t=2005, 2006, ..., 2012.

Estimates of structural parameters a, and a,in equation (2) represent the
differences in values of coefficients of consolidated book value of equity and re-
sidual income per share, respectively, before and after implementation of IFRS.
The positive (negative) values of these parameters indicate increase (decrease)
of the value relevance of corresponding accounting data after implementation
of IFRS.

To test the statistical significance of the differences in regression coeffi-
cients before and after the adoption of IFRS in Poland the Chow test for struc-
tural change was used. The Chow test statistic is given by the following equa-
tion (Dougherty 2001, 245-246):

(RSSp—RSS4—RSSR)

F(k,n—2k) = (RSS4+RSSg)/(n—2k) (3)
where:
RSS, - total sum of the squares of the residuals in the pooled regres-
sion,
RSS,, RSS; - residual sums of squares for the subsample regressions A and B,

respectively,
n - number of observations in the pooled sample,
k - number of regression coefficients.

The Chow test statistic follows the F distribution with (k, n - 2k) degrees
of freedom. The null hypothesis of the test is that the regression coefficients
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in the both subsamples are exactly the same. If the estimated value of the test
statistic exceeds the corresponding critical value of the F distribution, then the
null hypothesis is rejected indicating occurrence of the structural break in the
regression parameters, i.e. a statistically significant difference between re-
gression coefficients in each subsample.

| THE OUTCOME OF THE RESEARCH PROCESS AND CONCLUSIONS

The data in Table 1 presents the results of estimation of the equation (1) for the
years preceding (1998-2004) and succeeding (2005-2012) the introduction of
IFRS in Poland, as well as for the whole analysed period.

Table 1. Estimations of residual income valuation model parameters
for commercial banks listed on the WSE before and after implementation of IFRS

Model: P, = ag+ay " by +a, - xf + &
Period

Parameter 1998-2004 2005-2012 1998-2012

Estimate/ Std. p-value Estimate/ Std. p-value Estimate/ Std. p-value

value error value Error value Error

a0 0.726 4.723 0.878 -0.401 9.816 0.968 -0.115 6.310 0.986
al 1.646 0.054 0.000 1.663 0.144 0.000 1.724 0.072 0.000
a2 2.660 0.504 0.000 5.143 1.186 0.000 4.289 0.570 0.000
Adj. R? 0.931 0.842 0.859
F-statistic | 457.118 0.000 278.796 0.000 525.942 0.000
N 69 105 174

Source:own elaboration.

Consistent with expectations, the results of analysis show that all estimat-
ed regression coefficients were positive and statistically significant. In general,
the responsiveness of banks’ market value to changes in residual income was
higher than to variation in book values. Over the whole analysed period an in-
crease in the book value per share of 1 PLN resulted in an average increase of
the share price of 1.7 PLN, whereas the same increase in residual income per
share caused a 4.3 PLN increase in the price.
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In general, the comparison of the regression coefficients in each of the ana-
lysed subperiods suggests an increase in the value relevance of accounting in-
formation announced by banks listed on the WSE after introduction of IFRS.
However, the magnitude of this increase for book values of equity and resid-
ual incomes was quite different. The responsiveness of banks’ market value
to changes in book value of their equity in both analysed subperiods was very
similar. On average, an increase in book value per share of 1 PLN resulted in an
increase in the price of bank share of about 1.6-1.7 PLN. Conversely, the differ-
ence in the values of regression coefficients for residual income was much high-
er. Before introduction of IFRS in Poland 1 PLN increase in residual income per
share caused an average increase in the share price of 2.7 PLN, while after their
implementation the analogous increase exceeded 5.1 PLN. The decrease in the
value of adjusted regression coefficient of determination indicates, however,
that the descriptive power of the whole model declined in the period succeed-
ing the implementation of IFRS. These ambiguous results required further ana-
lytical investigation with the Chow test for structural change (Table 2).

Table 2. Chow test for structural change in value relevance of banks’
consolidated accounting data after implementation of IFRS

Model: Pt = Qg + @po* Dy + @y by + ay - xf + as - (Dy - b) + g - (Dp - xf) + &
Parameter Estimate/value Std. error p-value

a0 0.726 10.282 0.944
aD0 -1.127 13.020 0.931
al 1.646 0.119 0.000
a2 2.660 1.097 0.016
a3 0.017 0.167 0.917
a4 2.483 1.461 0.091
Adj. R2 0.859
F-statistic 211.269 0.000
Chow test statistic ‘ 1.068 ‘ ‘ 0.364
N1 (1998-2004) ‘ 69 ‘ ‘
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Model: Pt = Qg + @po* Dy + @y by +ay - xf +as - (Dy - b) + g+ (D~ xf) + &

Parameter Estimate/value Std. error p-value

N2 (2005-2012) 105

Source:own elaboration.

The results of estimation of the equation (2) presented in the Table 2 are
consistent with the previous findings. Positive values of regression coefficients
estimates a,and a,indicate that both book values and residual incomes became
more value relevant after the introduction of IFRS. Each of these estimates,
however, turned out to be insignificant at the 5% significance level. The p-value
for the coefficient estimate a,indicates that the increase in the value relevance
of residual incomes would be significant at the 10% significance level.

The estimated Chow test statistic equalled 1.068 which turned out to be
lower than the corresponding critical value of the F distribution (2.658). This
indicates a failure to reject the null hypothesis of exactly no difference in re-
gression coefficients between the analysed subperiods and suggests a lack of
sufficient evidence on structural break in parameters of the model. In other
words, the observed increase in the value relevance of banks’ accounting in-
formation after introduction of IFRS in Poland was statistically insignificant,
which supports the main hypothesis of the present study.

The conducted analyses, based on the Ohlson residual income model, sup-
port the key hypothesis developed in the present study, and indicate that the
implementation of IFRS in Poland did not have a statistically significant im-
pact on the value relevance of fundamental accounting data announced by the
banks listed on the Warsaw Stock Exchange.

The Chow test for structural change revealed thatan increase in the respon-
siveness of banks’ market value to variations in book values of equity and re-
sidual incomes after introduction of IFRS turned out to be statistically insig-
nificant. The findings for the banking sector are, therefore, consistent with the
results of previous studies conducted in the context of Polish capital market on
non-financial firms.

It appears, that for equity investors, the quality of financial reporting under
Polish accounting standards was not inferior to potentially more informative
IFRS. In the particular context of banking sector this observation might be at-
tributable to the specificity of banking operations and their recognition in fi-
nancial statements that result in coherence of capital market’s and accounting
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perspectives even under less advanced standards. On the other hand, the re-
sults of the research suggest the necessity of further improvement of financial
reporting quality in order to make it more useful for equity investors.
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