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IFRS Adoption and the Financial Statements
Comparability: The Case of Russia and
Canada
Tatiana Dolgikh™

Abstract:

The effect of International Financial Reporting Standards (IFRS) adoption on the
level of financial statements comparability was investigated for Russia in the current
article. Canada was chosen for comparison due to the close time frame of IFRS
adoption, which also allowed comparing the influence of IFRS adoption for both
types of economies — well developed and emerging. Initial sample selection had been
created from 23 companies that are presented on the stock exchange markets of the
particular countries. Each sample contains semi-annual data for four years of the pre-
adoption period (2008 to 2011 for Russia, 2007 to 2010 for Canada) in which
companies use their home country accounting standards and four years of the post-
adoption period (2012 to 2015 for Russia, 2011 to 2014 for Canada) in which
companies use IFRS standards. The research was performed on the country level and
industry level for both countries. Two measures had been used for the research:
earnings-return regression and earnings-cash flow regression. The overall result of
the study shows that the application of IFRS improved information comparability
between companies only in Canada, while the same was not the case for Russian
companies and the cross-country comparability. However, the study confirms an
increase in the comparability level in the post-adoption period in such industries as
Energy and Basic materials not only between companies inside of the given country
but on the cross-country level as well.

Keywords: IFRS; Comparability; Russia; Canada.
JEL classification: M41; M42.

1 Introduction

The importance of understanding financial information at the global level led to the
creation of unified accounting standards. Nowadays there are two globally
recognised sets of accounting standards: International Financial Reporting
Standards (IFRS) and the U.S. Generally Accepted Accounting Principles (US
GAAP). Currently, the use of IFRS standards is required in more than 140
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jurisdictions and permitted in many parts of the world including the European
Union, Australia, Canada, Korea, Brazil, Russia, India, Malaysia, and others (IFRS
Foundation, 2021a). The main purpose of IFRS is to bring transparency,
accountability and efficiency to financial markets around the world. It means that
adoption of the standards should increase the comparability of accounting
information provided by different market sides.

Strong commitments to IFRS may promote the development of security markets,
which may serve as an internal motivation for the adoption, especially in emerging
countries (Ben Othman and Kossentini, 2015). Furthermore, institutional theory and
resource dependence theory suggest that countries whose economic models depend
highly on resources trading (regardless of whether exporting or importing) are more
likely to adopt global reporting standards (Alon and Dwyer 2014). Both these
factors can be highly relevant in the case of Russia. In recent years, despite some
political issues and sanctions, Russia remains one of the biggest EU’s trading
partners and takes the fifth place, representing 4.8% of the EU’s total trade in goods
in 2020. Total trade in goods between the EU and Russia in 2020 amounted to
EUR 174.3 billion. The EU is the largest investor in Russia. According to the
European Commission data, the level of the EU foreign direct investments in Russia
amounted to EUR 311.4 billion. It is very important to have the correct picture of
one‘s partner’s financial condition and be sure that the information in financial
statements is transparent and efficient.

The main objective of this article is to examine whether the application of IFRS by
the Russian companies has increased the comparability of financial statements not
only on the country level but on the cross-country level as well. Canada was chosen
for the study comparison due to the close time frame of its IFRS adoption, the close
structure of the companies represented on stock markets, and the ability to compare
the influence of IFRS adoption for both well developed and emerging economies.

In Russia, IFRS standards became mandatory for the filing of consolidated financial
statements by domestic and foreign companies in 2012. Following the requirements
of the federal law N208-FZ, all credit and insurance organisations and other
organisations whose securities are traded on the stock exchanges and other securities
markets must since January 2012 provide consolidated financial statements in
compliance with IFRS along with reports prepared according to national financial
reporting standards. Small and medium-sized enterprises (SMEs) currently use
accounting standards issued by the Ministry of Finance (IFRS Foundation, 2021b).

As of January 1, 2011, IFRS became mandatory to use in Canada for publicly
accountable enterprises as defined in the Handbook of Canadian Institute of
Chartered Accountants (CICA Handbook). IFRS for SMEs is prohibited. Private
enterprises have the option of applying either IFRS or the accounting standards for
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private enterprises — ASPE (IFRS Foundation, 2021c). In this article, the level of
comparability of financial statements was measured both for the pre-IFRS and the
post-IFRS application periods for both countries on the internal and cross-country
level.

The article is structured as follows. The introduction outlines the article’s goal and
then the literature review describes basic literature. The research design section
provides data and proposes the research questions. The result and discussion contain
the main findings of the article and the final section concludes.

2 Literature Review

The comparability of financial information enables users to identify and understand
similarities in, and differences among, the items (IASB’s Conceptual Framework,
Section QC22). Different empirical studies showed that financial statement
comparability reduces information asymmetry, improves analyst forecast accuracy
(De Franco et al., 2011), allows the companies to increase innovative efficiency
through their better ability to predict future cash flows (Chircop et al., 2020) and
even makes better acquisition decisions (Chen et al., 2018).

The measure of financial statement comparability, based on the idea developed by
De Franco et al. (2011) that a given set of economic events allows companies with
comparable accounting systems to produce similar financial statements, can be
considered the main model in this type of research. The study was performed on the
US companies. Two measures of accounting comparability (earnings-return
regression and cash flow-return regression) and a test of their construct validity had
been created. The study results provided evidence that comparability led to lower
cost of acquiring information and increased quantity and quality of information
available to an analyst about the company.

In a recent paper, Neel (2017) examined the comparability effect on 23 countries
that mandatory adopted IFRS standards in 2005. There was used not only earnings-
return and earnings-cash flow regression, but also accruals-cash flow regression.
The study concluded that the comparability effect was larger in the countries with
more transparent pre-IFRS reporting system and with domestic GAAPs that are
closer to IFRS.

The influence of IFRS implementation on accounting comparability around the
world had been studied on the example of developed and emerging markets.
However, the results of such studies did not lead to a unified conclusion.

Papers focused on the European region started to appear following the mandatory
IFRS adoption introduced in 2005. For example, in their study (based on 17
European countries), Yip and Young (2012) revealed that mandatory adoption of
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IFRS standards improved information comparability across countries. Such
improvement was noticed mostly among the companies from similar institution
environments. Cascino and Gassen (2015) examined companies from Germany and
Italy. It was found that companies with high compliance incentives to IFRS
experienced a higher comparability effect. Experience of Spain, evaluated by
Callao et al. (2007), showed that local comparability after IFRS adoption has
decreased. According to the study, the comparability was affected by the use of
IFRS and local accounting standards in the same country at the same time as well
as by any significant difference between both sets of the standards. Comparison of
the French and German companies by Liao et al. (2012) led to the conclusion that
companies’ earnings and book values were priced differently and they were not
directly comparable in the years after mandatory IFRS adoption.

Examples of other developed markets can be illustrated by Canada, whereas as the
result of IFRS adoption, Canadian financial statements became more comparable
with the European and other IFRS adopters, but less comparable with the U.S.
financial statements (Khan et al., 2019). The experience of Japan was described by
Mukai (2017). Many Japanese companies voluntarily adopted IFRS, what led to
increased information comparability between IFRS companies in Japan and the EU
member countries. However, the changes in comparability level among the Japanese
companies were relatively small in comparison with the cross-country Japan/EU
comparability level.

Emerging markets showed different types of conclusions as well. The earnings
management study across the six largest Latin American economies (Argentina,
Brazil, Chile, Colombia, Mexico, and Peru), made by Mongrut and Winkelried
(2019) provided evidence against the belief that the adoption of IFRS can guarantee
transparency. A separate study of Argentina (Roca, 2021) has adopted the Ohlson
Model to examine the empirical association between equity prices and the two main
accounting variables: Net Earnings and the Book Value of Equity. The study has
failed to demonstrate any improvement of the tested variables. After the switch to
IFRS standards, the accounting numbers presented a weaker association with the
stock price. The case of Turkey (Temiz and Giileg, 2017) showed on the contrary
positive effect of IFRS adoption, it was confirmed that accounting information
produced under IFRS became more value relevant. The study of IFRS adoption in
Irag (Khdir and Bialek-Jaworska, 2020) provided evidence that mandatory IFRS
adoption didn't improve financial information comparability

As far as it’s known, there are no individual studies for Russia related to the
comparability of financial information after IFRS adoption. Thus, this article aims
to provide such a study. Additionally, investigated will be the possibility that IFRS
adoption helped to improve the level of reporting comparability between the
emerging (Russia) and developed (Canada) markets. Moreover, the current study in
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addition focused on comparability level as per industry sectors. It allows making
more complete conclusions.

In the context of the paper’s objective, there is an interest in answering the following
three main questions:

RQ1: Has the IFRS adoption increased the information comparability across
companies in Russia?

RQ2: Has the IFRS adoption increased the information comparability across
companies in Canada?

RQ3: Has the IFRS adoption affected the cross-country information
comparability between Russia and Canada?

3 Research Design

3.1 Sample selection and data collection methodology

Initial sample selection had been created from the companies that are presented on
the stock exchange of a particular country: Moscow Exchange (MOEX) for Russia
and Toronto Stock Exchange (TMX) for Canada. Each sample should contain semi-
annual data for four years of the pre-adoption period in which companies use their
home country accounting standards and four years of the post-adoption period in
which companies use IFRS standards. Therefore, the pre-adoption period for Russia
was 2008 to 2011 and the post-adoption period was 2012 to 2015. The pre-adoption
period for Canada was 2007 to 2010 and the post-adoption period was 2011 to 2014.

Financial, insurance, and real estate companies were excluded from the sample due
to special regulations according to which they perform their business activities.

The main limitations relate to the collection of data for the Russian companies.
Originally, Thomson Reuters DataStream database had been used for both Canada
and Russia. Unfortunately, the data related to Russia missed some semi-annual data
or had data from various accounting standards (Local GAAP, IFRS, US GAAP)
within the same financial period. MOEX database contains only common links to
the official website of the given company without specification of a period, or to the
Corporate Information Disclosure Center created by Interfax (independent Russian
news agency). Thus, the Corporate Information Disclosure Center had been used for
data collection for the Russian companies. The agency's portal contains all the
information that listed companies are required to disclose.

From the total number of 1,000 companies listed in MOEX were excluded
companies under special regulations as mentioned above, i.e. foreign companies and
companies with missing financial statements (mostly disclosure center contains data
from last ten years). Finally, all needed data had been collected for 23 companies
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from different sectors, classified according to the industry markers from the
Thomson Reuters DataStream database (Thomson Reuters, 2021), which are
presented by the following industries:

¢ energy (coal, oil and gas, oil and gas-related services, renewable energy),

¢ basic materials (chemicals, metals and mining, construction materials, paper and
forest products, containers and packaging),

e industrials (aerospace, machinery, equipment, construction and engineering,
diversified trading and distributing, commercial services and supplies, air
freight, airline services, marine services, transportation, ground),

e cyclical consumer goods and services (automobiles and parts, textile,
homebuilding and construction supplies, household goods, hotels and
entertainment services, media, retail),

e non-cyclical consumer goods and services (beverages, food and tobacco,
personal and household products and services, food and drug retailing),

o healthcare (healthcare equipment and supplies, healthcare providers and
services, pharmaceuticals, biotechnology and medical research),

e technology (semiconductors and semiconductor equipment, communications
equipment, communications and office equipment, software and IT services),

e telecommunications services,

o utilities (electric utilities, natural gas utilities, water and other utilities, multiline
utilities).

Due to the low number of companies in some of the sectors, it was decided to group
these companies with the group name Trade, which includes such sectors as cyclical
and non-cyclical consumer goods and services, healthcare, technology, industrials
and telecommunication services.

The Canadian sample of companies was created on a pair-based principle with the
close market capitalisation level and industry belonging as verified for the Russian
companies. Tab. 1 shows the final sample selection from both countries.

Tab. 1 Sample selection

Number of companies in the industry Sample period
Country Basic
Energy - Utilities Trade  Pre-adoption  Post-adoption
materials
Russia 6 4 4 9 2008-2011 2012-2015
Canada 6 4 4 9 2007-2010 2011-2014

Source: Authorial computation.
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3.2 Background for comparability measures

According to the prior literature, accounting systems are comparable when similar
economic events are reflected as similar accounting amounts in two different
companies (De Franco et al., 2011). This can be represented by Formula (1):

FS; = F,(EE), 1)

where F;() represents the accounting system of the company i; FS; are the financial
statements of the company i; and EE; are economic events.

Following Formula (1), two companies with comparable accounting systems should
record similar economic events in the same way and produce similar financial
statements afterward.

Two measures had been used for the research. The first one is an earnings-return
regression that is in line with De Franco et al. (2011) and represents the net effect
of economic events on the companies’ financial statements:

Earnings;, = a; + B; Return;, + &, 2

where Earnings represent a proxy for financial statements from Formula (1) and
can be calculated as the ratio of semi-annual net income before extraordinary items
to the beginning of period equity. Stock return (Return) represents a proxy for a net
effect of the economic events and can be calculated as the stock price return during
the half-year. To detect the change in the stock price during the year was used data
from yahoo! finance for a company on a local stock exchange. The subscript
i represents the company i and the subscript ¢ represents the period ¢. Formula (2)
shows how investors’ capital allocation decisions can influence the change in equity
value (Neel, 2017).

Formula (2) was evaluated for each company of both countries by using eight semi-
annual data for pre- and post-IFRS application period. The next step represents the
measurement of accounting comparability between the companies i and j. To
estimate such comparability, the following assumption has been made: if two
companies have been influenced by the same set of economic events, the more
comparable accounting between them the more similar their financial statements
should be. The company i’s and the company ;’s accounting functions had been
used to predict their earnings. To estimate the similarity between companies, the
company i’s earnings had been predicted by using its own function and the company
j’s function, with the same economic Return that can be presented as below:

E(Earnings);;, = &; + f; Returny, 3)
E(Earnings);. = &; + fj Returny, (@)
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where E(Earnings);; 1S the predicted earnings of the company i by using the i’s

function with the i’s return in the period t; E(Earnings);;, is the predicted earnings

of the company i by using the j’s function and the i’s return in the period ¢.

It means that accounting comparability between the companies i and j, COMP;; can
be calculated as per Formula (5):

COMP;; = —é x ¥t ,|E(Earnings;,) — E(Earnings;;, )] (5)

where COMP;; represents comparability between the company i and j. Grater (less
negative) value represents higher accounting comparability. This value was
calculated for all the companies inside the particular industry both for the pre- and
post-1FRS application period.

The second measure of comparability is in line with Barth et al. (2012) and
represents earnings-cash flow regression that does not rely on market data, but
create a mapping between the economic outcomes and accounting data. Prediction
of the future cash flows gives to the company an opportunity to model an equity
value and can be useful for capital allocations decisions (Neel, 2017):

Earnings; = a; + B; CFippq + €, (6)

where CF;.., is the cash flow from operating activities during the half-year to the
beginning of the period equity. For the collection of data for operating cash flows
had been used statements of cash flows of the entity.

Formula (6) and the procedure described above had been used for accounting of the
comparability level between the company i and j and allowed to calculate as
follows:

COMPCF;; = —é x ¥t ; [E(Earnings;,) — E(Earnings;;, )], @)

where COMPCF;; represents comparability between the company i and j in the
similar way as it was presented above.

4 Results and Discussion

As a result of all the calculations made, Tab. 2 shows descriptive statistics related
to the companies’ accounting and economic functions during the 8 semi-annual pre-
adoption IFRS periods and the 8 semi-annual post-adoption IFRS periods
separately. Data are presented for both countries and divided as per industry sector.

14



European Financial and Accounting Journal, 2022, vol. 17, no. 1, pp. 07-24.

Tab. 2 Descriptive statistics

Pre-adoption period Post-adoption period

Variables
Mean SD 5% Median  95% Mean SD 5% Median 95%

Russia, full sample of all companies

Earnings 0.1270  0.2547 -0.0419 0.0781 0.4989 0.0180 0.5871 -0.2704 0.0797  0.4274
Return 0.0930 05956 -0.7565 -0.0079 1.3429 0.0787 0.2611 -0.3175 0.0745  0.5879
CFO 0.0672 0.2518 -0.2420 0.0704 0.4075 0.0743 1.0328 -0.1012 0.1419  0.7597
Russia, sample of Basic materials industry

Earnings 02191 02777 -0.0391 0.1171 10346 0.0898 0.1167 -0.2068 0.0959  0.2845
Return 0.1155 05661 -0.8439 0.0063 12846 0.1300 0.2637 -0.2896 0.1006  0.6500
CFO 0.0713  0.2067 -0.4517 0.0623 0.4775 0.2151 0.1837 0.0396 0.1503  0.6962
Russia, sample of Utilities industry

Earnings 0.0332 0.0779 -0.1661 0.0427 0.1354 0.0300 0.0950 -0.1747 0.0392  0.1615
Return 0.2285 0.8320 -0.7498 0.0045 2.2033 0.0466 0.2681 —0.4934 -0.0859  0.4926
CFO 0.0814 0.0523 -0.0002 0.0804 0.2074 0.1003 0.0627 0.0138 0.0920 0.2218
Russia, sample of Energy industry

Earnings 0.1723  0.1240 0.0226  0.1455 0.4728 0.1186 0.0814 0.0031 0.0980  0.3122
Return 0.1008 0.4510 -0.7073 0.0975 1.2323 0.1465 0.1899 -0.1211 0.1097  0.5875
CFO 0.1166  0.1230 -0.1030 0.1101 0.3621 0.1933 0.1288 0.0430 0.1657  0.4824
Russia, sample of Trade industry

Earnings 0.0975 03327 -0.1796 0.0424 0.4717 -0.0863 0.9240 -2.8280 0.6580  0.5803
Return 0.0175 05682 -0.7522 -0.1284 1.3649 0.0663 0.2803 —0.3393 0.0683  0.6624
CFO 0.0260 0.3606 -0.3650 -—0.0025 0.6086 -0.0792 1.6368 -2.6448 0.1729  1.0863
Canada, full sample of all companies

Earnings 0.0748 0.0638 -0.0809 0.0750 0.1654 0.0581 0.0770 -—0.0844 0.0699  0.1745
Return 0.0386 0.1942 -0.3653 0.0209 0.3406 0.0556 0.1096 -—0.1447 0.0564  0.2431
CFO 0.2113 0.1303 0.0637 0.1661 0.5366 0.2917 0.1767 0.1041 0.2293  0.7155
Canada, sample of Basic materials industry

Earnings 0.3631 1.2639 -0.0449 0.0782 3.0883 -0.1210 0.2727 -0.7538 -0.0304  0.2037
Return 1.0364 55766 -0.5993 0.0310 12325 -0.0819 0.3330 -0.5409 -0.1965 0.6739
CFO 0.2462 05298 0.0137 0.1191 14817 0.0202 0.2002 -0.4400 0.0613  0.3491
Canada, sample of Utilities industry

Earnings 0.0748 0.0638 —0.0809 0.0750 0.1654 0.0581 0.0770 —0.0844 0.0699  0.1745
Return 0.0386 0.1942 -0.3653 0.0209 0.3406 0.0556 0.1096 —0.1447 0.0564  0.2431
CFO 02113 0.1303 0.0637 0.1661 05366 0.2917 0.1767 0.1041 0.2293  0.7155
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Pre-adoption period

Post-adoption period

Variables
Mean SD 5% Median

95%

Mean SD

5%

Median 95%

Canada, sample of Energy industry

Earnings 0.0834 0.1241 -0.1815 0.0971
Return 0.0561 0.2645 -0.4958 0.0866
CFO 0.1493 0.1647 -0.1756  0.1596

Canada, sample of Trade industry

Earnings 0.0657 0.1388 -0.2361  0.0805
Return —0.0404 0.7246 —0.7429 0.0594
CFO 0.2453  0.2327 -0.0935 0.2287

0.2739
0.4082
0.4820

0.2760
0.6630
0.7371

0.0274  0.1536
0.1053  0.4042
0.1127  0.1871

0.1315 0.0076
0.2836  0.8987
0.3247  0.3120

—0.3282
—0.3969
—0.2900

—0.1607
—0.1918
—0.1069

0.0664  0.1955
0.0816  0.9348
0.1364  0.3517

0.1043  0.4136
0.1143  1.2914
0.2581  0.9503

Source: Authorial computation.

Tab. 3 represents the result of the comparability approach test for earning-return
regression on the country level. The total comparability in Canada increased
between internal companies in the post-IFRS adoption period. The number of
companies with the increased level of comparability increased as well. In Russia,
the total level of comparability decreased together with the number of companies in
the post-IFRS adoption period. The cross-country comparability level decreased
slightly. The findings are consistent with Neel (2017) when cross-country
comparability occurs in case the pre-IFRS financial reporting is already on

a sufficiently high level.

Tab. 3 Comparability measure for earnings-return regression (COMP ;)

Country Russia Canada Cross-country
Comparability Decrease Increase Decrease
Pre-adoption —0.1885 -0.2244 -0.2118
Post-adoption —-0.2826 —-0.1856 —-0.2328
Change —0.0941 0.0388 —-0.0021
N of Increase 6 17 17
N of Decrease 17 6 29
Sum 23 23 46

Source: Authorial computation.

Tab. 4 shows the result of the comparability approach test for earnings-return
regression on the industry level. Comparability of financial statements per industry
increased in the post-IFRS adoption period for Basic materials in Russia and
Canada. Improvement is visible in the Energy industry, but only for Russia.
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Tab. 4 Comparability measure for earnings-return regression (COMP;;) as
per industry

Country Russia Canada
s Basic - Basic
Industry Utilities Materials Energy Trade Utilities Materials Energy Trade

Comparability Decrease Increase Increase Decrease Decrease Increase  Decrease Decrease
Pre-adoption —0.0659  —0.2630 -0.1321 -0.2223 —-0.0632 —-1.1071  -0.2223 —0.1470
Post-adoption ~ —0.0773  —0.1178 -0.0635 —-0.5686 —0.0923 —0.2931 -0.5686 —0.1828

Change -0.0114 0.1452  0.0686  —0.3463  —0.0291 0.8140  -0.3463 -0.0358
N of Increase 1 4 6 0 0 3 0 6
N of Decrease 3 0 0 9 4 1 5 3
Sum 4 4 6 9 4 4 5 9

Source: Authorial computation.

This result means that information comparability for earning-return regression
increased by applying IFRS only in Canada at the country level. However, this did
not get proved by separate sectors.

Simultaneous use of IFRS and local accounting standards by Russian and Canadian
companies can cause such issues. Additionally, the difference between both sets of
standards can lead to such consequences — in line with the experience of Spain,
examined by Callao et al. (2007). Tab. 5 illustrates the result of the comparability
approach test for earning-cash flow regression on the country level.

Tab. 5 Comparability measure for earnings-cash flow regression (COMPCF)

Country Russia Canada Cross-country
Comparability Decrease Decrease Decrease
Pre-adoption —-0.1852 —-0.1398 -0.1781
Post-adoption —-0.2674 -0.1732 —-0.2144
Change —0.0822 —0.0334 —0.0363
N of Increase 9 4 22
N of Decrease 14 19 24
Sum 23 23 46

Source: Authorial computation.

The total comparability level in Canada and Russia between internal companies has
decreased in the post-IFRS adoption period. The cross-country comparability has
also decreased. However, the number of companies with decreased and increased
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levels of comparability in the pre- and post-1IFRS adoption period remained almost
on the same level. The previous study of Khan et al. (2019) showed that Canadian
financial statements became more comparable with the European IFRS adopters.
The current study proves that it did not work for the pair of Canada-Russia. Tab. 6
represents the results of the comparability approach test for earnings-cash flow
regression as per industry.

Tab. 6 Comparability measure for earnings-cash flow regression (COMPCF)
as per industry

Country Russia Canada
. Basic . Basic
Industry Utilities Materials Energy Trade Utilities Materials Energy Trade

Comparability Decrease Increase Increase Decrease Decrease Decrease  Increase  Decrease
Pre-adoption —-0.0450  —0.2177 -0.1300 -0.2040 —0.0674 -0.3021  -0.1299 —0.1097
Post-adoption ~ —0.0638  —0.1024 -0.1016 —0.4575 -0.0816 —0.3242 —0.1050 -0.1201

Change —-0.0188 0.1153  0.0284 —0.2535  —0.0142  -0.0221 0.0249 -0.0104
N of Increase 1 3 4 1 1 1 4 6
N of Decrease 3 1 2 8 3 3 1 3
Sum 4 4 6 9 4 4 5 9

Source: Authorial computation.

Comparability of financial statements per industry increased in the post-IFRS
adoption period for Energy in Russia and Canada. Improvement is visible in the
Basic materials industry, but only for Russia.

It indicates that for both Russia and Canada, information comparability for earnings-
cash flow regression has decreased by applying IFRS on the country level.
Comparability measure as per industry confirmed the same for Utilities and Trade
sectors. Cross-country comparability as per industry is represented in Tab. 7.

The level of comparability in the Energy and Basic materials industries increased in
the post-1IFRS adoption period for both regressions (in line with Yip and Young,
2012). It can be explained by the presence of companies with a long history, greater
experience in preparation of financial reports and higher profitable industry sector.

However, the level of comparability in Utility and Trade industries decreased in the
post-IFRS adoption period for both regressions. In the Trade industry it can be
caused by the grouping of companies with different specialisation due to the low
number of companies in the sample. In the Utility industry it can be explained by
the presence of young companies with a relatively short history.
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Tab. 7 Comparability measure, cross-country as per industry

Variable COMP;; COMPCF

Basic Basic

Industry Utilities Materials Energy Trade Utilities Materials

Energy Trade

Comparability Decrease Increase Increase Decrease Decrease  Increase Increase  Decrease
Pre-adoption ~ —0.07622  —0.4993 -0.1410 -0.1795 -0.0542 —-0.2649 -0.1422 -0.1690
Post-adoption ~ —-0.1129  -0.3850 -0.1227 -0.3819 -0.0750 -0.1616  —0.1004 —0.2575

Change —0.03668 0.1143 0.0183 —0.2024 —0.0208 0.1033 0.0418 —0.0885
N of Increase 2 5 8 3 2 4 9 9
N of Decrease 6 3 4 15 6 4 3 9
Sum 8 8 12 18 8 8 12 18

Source: Authorial computation.

The mean R? value represented in Tab. 8 for earnings-return regression increased in
the post IFRS adoption period for both countries. R? value for earnings-cash flow
regression increased drastically for Canada in comparison with Russia.

De Franco et al. (2011) model describes 7% of the data for earnings-return
regression, Neel (2017) model describes 45% for 3 level regression. The current
model presented in this article describes on average 15% for earnings-return
regression, and 39% for earnings-cash flow regression.

Tab. 8 R?values
Country IFRS adoption Mean SD

R? value earnings-return regression

Russia Pre-adoption 10.46 5.70
Russia Post-adoption 16.89 12.70
Canada Pre-adoption 14.70 5.70
Canada Post-adoption 19.37 10.20

R? value earnings-cash flow regression

Russia Pre-adoption 33.34 26.90
Russia Post-adoption 36.90 27.10
Canada Pre-adoption 35.93 15.20
Canada Post-adoption 51.24 26.50

Source: Authorial computation.
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Robustness tests had been conducted for all panel data of the research. The Durbin-
Watson test showed a positive autocorrelation in the regression model's output (all
the values are within intervals from 0 to less than 2). Wald test has not shown any
Heteroscedasticity in the data. Finally, the CD Pesaran test did not prove any cross-
sectional dependence (Tab. 9).

Tab. 9 Robustness test of regression models

p-value for regressions

Ho (null ; Russia ~ Canada  Russia ~ Canada Russia ~ Canada  Russia  Canada
Test . Conclusion > n > A > " 7 h
hypothesis) earnings- earnings- earnings- earnings- earnings- earnings- earnings- earnings-
return return  cash flow cash flow  return return  cash flow cash flow
Pre- Pre- Pre- Pre- Post- Post- Post- Post-

Durbin-  There is no
Watson  autocorrelation
statistic  in the residuals

Thenull hypothesis ;515 3349 1360 2300 1200 1584 1376 1566
cannot be rejected

Heterosce- Strong evidence

Wald test =500 against the null 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
asticity .
hypothesis
No cross- "
Pesaran o tional The null hypothesis - 34 0.373 0.344 0.794 0.561 0.401 0.461 0.413
CD test cannot be rejected

dependence

Source: Authorial computation.

Thus, the current research provides the following answers to the three main research
guestions. There is no evidence that IFRS adoption increased information
comparability across the companies in Russia. This is consistent with the previous
research for emerging markets (Mongrut and Winkelried, 2019; Roca, 2021; or
Khdir and Bialek-Jaworska, 2020). There is mixed evidence that IFRS adoption
increased comparability level across the companies in Canada, which is in line with
Callao et al. (2007); and Liao et al. (2012). There is no evidence that cross-country
comparability between Russia and Canada increased after IFRS adoption. However,
current research provides strong evidence that on industries levels such as Energy
and Basic materials, IFRS adoption increased information comparability. The
evidence can be found not only on the country but on a cross-country level as well.
It adds to the previous research of Neel (2017); Khan et al. (2019); and others.

5 Conclusion

The main objective of the article is to examine whether the application of IFRS by
the Russian companies has increased the comparability of financial statements both
on the country and cross-country level. Canada was chosen for the cross-country
comparison due to the close time frame of IFRS adoption, the close structure of
companies represented on the stock markets, and the ability to compare the
influence of IFRS adoption for both types of economies — well-developed and
emerging. Such comparison complements the current academic literature and allows
making conclusions not only for the country but also for individual industries.
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The initial sample selection had consisted of the companies that are presented on
the stock exchange of a particular country. It contains 23 companies from each side.
Two measures had been used for the research: earnings-return and earnings-cash
flow regression. The comparison was implemented for the pre-IFRS adoption period
(2008-2011 for Russia, 2007—-2010 for Canada) and the post-IFRS adoption period
(2012-2015 for Russia, 2011-2014 for Canada).

Based on the study, three main answers had been provided for the research
questions. There is no evidence that IFRS adoption increased information
comparability across the companies in Russia. There is mixed evidence that IFRS
adoption increased comparability level across the companies in Canada. There is no
evidence that cross-country comparability between Russia and Canada increased
after IFRS adoption. However, the current research provides strong evidence that
on industries levels such as Energy and Basic materials, IFRS adoption increased
information comparability. The evidence can be found not only on the country, but
also on the cross-country level.

The decrease in cross-country comparability can be caused by the simultaneous use
of IFRS and local accounting standards by the Russian and Canadian companies.
Additionally, the difference between both sets of standards can lead to such
consequences. Different results between the industries of Energy/Basic materials
and Utilities/Trade can be explained by the long history and greater experience in
preparation of financial reports of companies active within the sector of
Energy/Basic materials. Worse results in the Trade industry can be caused by the
grouping of companies with different specialisations due to the low number of
companies in the sample. In the Utility industry, it can be explained by the presence
of young companies with a relatively short history.

Despite the drop in the level of cross-country and intra-country comparability of
financial statements, there is evidence that models describing the comparability
level between the companies work better in the post-IFRS adoption period.

The study has some limitations. The companies’ sample is small and it would be
worth studying more of the listed companies currently using IFRS in both countries.
The period under review is short and can be extended and complemented by
quarterly data, respectively. Future studies may extend the comparability measures.
The study does not analyse more than two of the emerging/well-developed markets.
It can bring a more comprehensive view of the current situation for how IFRS
adoption impacts financial reporting comparability in major economies, such as
Brazil, China, and India. There are no clear reasons of the drop in comparability
level after IFRS adoption and such reasons can be investigated within future
research.
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The results should be of interest to the institutions engaged in implementing changes
necessary to harmonise local and international accounting. Users can benefit from
the presented findings that highlight the problem of low financial statement
comparability after the adoption of IFRS and allow taking the necessary steps to
improve the current situation.
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