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The Effects of the Removal of a Form 20-F Reconciliation from IFRS to U.S. GAAP 

 

 

 

ABSTRACT: I am looking into the effects of the removal of a reconciliation to U.S. GAAP 
from IFRS on Form 20-F. While prior studies have examined the Form 20-F reconciliation to 
determine if its value added was significant, these studies had all been done prior to removal of 
the reconciliation on Form 20-F (Amir, et al. 1993; Harris and Muller 1999). I am concentrating 
specifically on four different measures to determine the effects of the removal of the 
reconciliation: analyst accuracy, earnings response coefficients, audit fees, and number of U.S. 
investors in foreign private issuers. All of these different measures could experience significant 
effects after the removal of a reconciliation if significant differences between IFRS and U.S. 
GAAP still exist.  
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The Effects of the Removal of a Form 20-F Reconciliation from IFRS to U.S. GAAP 

I. INTRODUCTION 

 Throughout the past two decades, the United States has made a conscious effort to 
attempt to converge the United States Generally Accepted Accounting Principles 
(GAAP) with the International Financial Reporting Standards (IFRS) in order to provide 
the public with a more universal set of financial statements. IFRS has been expanding 
and has become the accounting reporting standard in many major markets around the 
world including the European Union, India, Hong Kong, Australia, and many others. 
Recently, the Securities and Exchange Commission passed an amendment to Form 20-F 
that allowed foreign companies reporting on exchanges within the United States to no 
longer reconcile their Form 20-F under IFRS to GAAP. In this study, I examine the 
effects of this new amendment to determine if the reconciliation on Form 20-F still 
added value. In order to determine what value was added, I examine the effects on 
analyst forecast characteristics measured by dispersion and error in median forecasts, the 
market’s reaction to earnings (ERCs), the change in audit work measured by the amount 
of audit fees charged to the foreign private issuers, and the trust in foreign companies’ 
financial statements measured by the change in U.S. investors in these companies pre 
and post the amendment.  
 
 Much of the literature surrounding the IFRS has looked into the benefits of 
adopting IFRS. IFRS adoption has been shown to provide two key benefits to the 
company or country in which an adoption has been made. First, an adoption will provide 
access to a larger pool of investment capital and should increase share liquidity, thereby 
making it easier for the IFRS adopters to raise capital for projects (Covrig, DeFond, and 
Hung 2007). Secondly, Chan, Covrig, and Ng (2006) indicate that increased investment 
by foreign mutual funds is associated with lower costs of equity capital. This notion 
suggests that IFRS adoption attracts greater foreign investments and this leads to a lower 
cost of capital.  This can also be seen through a recent survey that found that more than 
70% of global investors regard accounting disclosures as a very important influence on 
their cross-border investment decisions (McKinsey 2002). There is no doubt that these 
studies provide evidence that an adoption of IFRS would lead to numerous benefits for 
the United States, but has the convergence process brought the two standards close 
enough to where the removal of a reconciliation would have insignificant consequences?  
 

The convergence process began in October of 2002 when the International 
Accounting Standards Board (IASB) and the Financial Accounting Standards Board 
(FASB) came together and signed the Norwalk Agreement, which was a commitment to 
bring the two different standards together1. The IASB and FASB had been working 
diligently to bring the two standards together. In 2007, five years had passed since the 

                                                           
1 From SEC’s Memorandum of Understanding “The Norwalk Agreement” 
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Norwalk Agreement, and many felt that the convergence process had been moving along 
well and the two standards were nearly the same, while others had opposite feelings.  

On July 11, 2007, the Securities and Exchange Commission issued a proposal to 
amend Form 20-F and Regulation S-X to accept financial statements of foreign private 
issuers that use the English language version of IFRS as published by the IASB without 
requiring such issuers to reconcile these figures to U.S. GAAP. After allowing time for 
comments on the SEC report, they set this into law on March 4, 2008. The SEC received 
approximately 125 comment letters from all different professions and groups, including 
investors, analysts, foreign and U.S. issuers, business associations, accounting firms, law 
firms, credit rating agencies and regulators. Most reaffirmed prior research that the 
conversion to a high-quality, international accounting standard was an important 
worthwhile goal and this group included numerous different types of people from 
foreign private issuers, accounting firms, legal firms, and foreign standard setters. 
However, this was not the opinion of all. Some other commenters like analysts and 
institutional investors felt that “[t]he time was not yet ripe for accepting those financial 
statements without a U.S. GAAP reconciliation.”2 Some felt that this would lengthen the 
conversion process; yet more importantly for this research, some felt that the information 
was highly technical and not widely understood. These commenters felt that the U.S. 
GAAP reconciliation provided both useful quantitative and qualitative aspects. In fact, 
they cited important differences in significant line items, such as net income, that 
differed from the IFRS standards. According to Henry et al. (2009), most firms report 
net income under IFRS higher than net income under U.S. GAAP, and shareholders 
equity under IFRS lower than under U.S. GAAP, with the result that 28% of their 
sample firms’ 2006 ROE 5% higher than under U.S. GAAP. All one has to do is go look 
at the reconciliations to realize that the convergence process is not sufficiently complete 
yet. The analysts and institutional investors believed that without a reconciliation, it 
would be more difficult to discern. As can be seen in through the comment section of the 
SEC report on December 21, 2007, some clearly feel ready for convergence, while 
others show more reluctance. Though some may have felt that this removal of Form 20-
F was a bad idea, the overwhelming majority felt it to be a necessity. This amendment 
passed and now this research paper is attempting to determine if this decision to amend 
Form 20-F and Regulation S-X was the right decision. In other words, was there any 
value in the actual reconciliation on Form 20-F from IFRS to US GAAP?  

The changes made to Form 20-F were simple in that the SEC revised the 
instruction to Item 3.A. of Form 20-F to clarify that selected financial data based on the 
U.S. GAAP reconciliation is required only if the issuer prepares its primary financial 
statements using a basis of accounting other than IFRS as issued by IASB. The SEC 
states: 

Foreign private issuers that elect to provide IFRS financial statements must state explicitly and unreservedly 
in the notes to their financial statements that their financial statements are in compliance with IFRS as issued 
by IASB. Also, the foreign private issuer’s independent auditor must provide an unqualified report that 
opines that the issuer’s financial statements comply with IFRS as issued by IASB. Where there is no 
discrepancy between IFRS as issued by IASB and a jurisdictional variation, issuers may state, and their 
auditor’s report opine, that the financial statements comply with both IFRS as issued by IASB and the 

                                                           
2 From SEC report regarding the implementation of this plan. 
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jurisdictional variation. However, the statements concerning compliance with IFRS as issued by the IASB 
must be unreserved.3 

Prior to the Norwalk Agreement in 2002, many people in the market had called 
for the removal of the reconciliation on Form 20-F. There had been a lot of press 
surrounding the necessity of non-U.S. companies reconciling their financial statements 
to U.S. GAAP in order to be listed on a U.S. securities exchange (Fuerbringer [1992], 
Jarrell [1992], and Siconolfi and Salwen [1992]). If there is no value-added from 
reconciliations, then it would be tougher to make a case mandating the reconciliation on 
Form 20-F. Many feel that these reconciliations do not add any real value to investors 
and analysts; however, there are specific areas where reconciliations add significant 
value, such as property evaluations and capitalized goodwill (Amir, et al. [1993]). In the 
Amir et al. (1993) paper, they compared foreign GAAP  to U.S. GAAP, which helped 
show the value relevance from the foreign GAAP to U.S. GAAP. One particular 
international standards, IAS, has been seen as very similar to the U.S. GAAP. The New 
York Stock Exchange (NYSE) had been pressuring the SEC to allow foreign firms 
listing on US exchanges to either avoid the reconciliation requirement or to reduce the 
required disclosures (Salwen [1991]). In 1996, the SEC began considering allowing 
foreign firms to list without a reconciliation in the United States (SEC, 1996). The SEC 
needed to compare the IAS and U.S. GAAP to determine if there was a still a value 
added in the reconciliation. At this point in time, Harris and Muller (1999) provided 
limited evidence in support of the SEC position that reconciliations to U.S. GAAP, from 
IAS, provide useful information to the market. It appears that the convergence process 
has apparently progressed, because the SEC has allowed foreign firms listing in a U.S. 
security exchange to file without a reconciliation on Form 20-F. Prior research has 
looked at whether the analyst forecasts pre-empted the information content provided by 
the reconciliations with mixed results [Fulkerson and Meek (1998)]. It has stated that the 
reconciliation is less relevant for firms with systems of accounting similar to that of U.S. 
GAAP.  

This study will contribute to the prior literature in numerous ways and should be 
of importance to various different types of readers. This study will add onto the studies 
measuring whether there is actual value added from the reconciliations, since the last 
paper of this kind was Harris and Muller (1999). Much has changed since the late 90’s 
and the convergence process has continued, so this study will determine how much and 
how closely the policy makers have made the two standards converge. This study will 
also look to determine the importance of domestic financial statements when analysts 
make their forecasts. This study will also add to the difference in earnings persistence 
between the IFRS and U.S. GAAP. Determination of audit fees related to the 
reconciliation on Form 20-F will be analyzed and discussed, as well as the home bias 
and trust of IFRS as an accurate and reliable accounting standard.  

The remainder of the paper is organized as follows. In Section II, I discuss the 
analyst dispersion, earnings persistence, audit fees, and amount of U.S. investors in 
foreign private issuers pre and post the removal of the reconciliation on Form 20-F from 
IFRS to U.S. GAAP. In Section III, I discuss the sample and descriptive statistics. In 

                                                           
3 http://www.sec.gov/rules/final/2007/33-8879.pdf 
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Section IV, I discuss the tests performed and their results. Lastly, in Section V, I 
summarize my findings and conclusions.  

II. Background and Hypothesis 

Analysts’ Forecasts 

The comments from the SEC proposal regarding the removal of the reconciliation 
to U.S. GAAP leave some questions unanswered. Most importantly, why did analysts and 
investors, important users of the financial statements and the reconciliations, feel that the 
proposal should not be adopted? As previously mentioned, analysts sent comments to the 
SEC and stated “[t]he time was not yet ripe for accepting those financial statements 
without a U.S. GAAP reconciliation.” They felt the two standards were not close enough 
to merit the removal of the reconciliation, so this leads me to believe that analysts will 
struggle when making forecasts for these foreign private issuers.  

When measuring the consequences of the removal for analyst forecasts, I will 
look at the dispersion and error in median forecasts for the analyst earnings forecasts. The 
significant number of analyst worries and concerns displayed in the SEC comment letters 
has led me to my first hypothesis. 
 
H(1) the removal of a reconciliation will lead to a significant increase in the amount 
of dispersion and error in the median of the forecasts.  
 
It seems that these analysts feel that U.S. GAAP has better accounting disclosures and in 
fact, Hope [2003] finds just that. This study finds that countries with better disclosure 
policies and enforcement have higher analyst forecast accuracy. However, evidence has 
shown that analysts have had the ability to pre-empt the reconciliation fairly accurately 
for countries with similar accounting standards to U.S. GAAP (Fulkerson and Meek 
1998). Given that the English version of IFRS is very similar to U.S. GAAP at this point 
in time, a case could be made that analysts will not have a wide dispersion in their 
forecasts. Also, Ashbaugh and Pincus [2001] find that voluntarily switching to IAS, IASB in 
this case, will usually increase a firm’s level of disclosure and reduce the absolute forecast 
errors. Though this research provides some evidence, I believe that the comments by the 
analysts on the SEC proposal outweigh the research done by outside experimenters. 

 
Earnings Persistence and ERC 

The earnings response coefficient (ERC) is a measure of a market’s reaction to a 
given earnings figure presented by the company. If the ERC is high, the market will react 
favorably and quickly to these earnings figures. If the ERC is low, the market might react 
slower or not at all to the earnings figures. According to Collins and Kothari (1989), the 
ERC is a function of riskless interest rates and the riskiness, growth and/or persistence of 
earnings. 

In Atwood et al. (2010), they find that losses reported under IFRS are less 
persistent than those reported under U.S. GAAP. They also find that earnings reported 
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under U.S. GAAP are more closely associated with future cash flows than earnings 
reported under IFRS.  

H(2) The foreign private issuers will receive a lower ERC after the removal of the 
reconciliation to U.S. GAAP on Form 20-F.  

 Audit Fees 

In the Bronson et al. (2009), they find that the reconciliation to U.S. GAAP is a 
significant determinant of audit fees. The magnitude of the audit fee between cross-listed 
firms (private foreign issuers) and domestic firms is both economically and statistically 
significant, which lead me to my third hypothesis.  

H(3) There will be a significant decrease in audit fees with the removal of the 
reconciliation on Form 20-F.  

This decrease in audit fees is most likely due to a decrease in the amount of work an 
auditor has to do, but a recent decrease in audit fees could also be due to the poor 
economic times. Control variables will need to be put into place to control for these 
events.  

 U.S. Investors in Foreign Private Issuers 

A recent survey found that more than 70% of global investors regard accounting 
disclosures as a very important influence on their cross-border investment decisions 
(McKinsey (2002). The removal of the reconciliation to GAAP could lead to what is 
known as “home bias.” Kang and Stulz (1997) looked into home bias and found that 
investors are reluctant to make cross-border investments due to higher costs of 
information for foreign investors. The higher costs of information stem from the fact that 
the financial statements need to be reconciled with the local accounting standards of the 
investors, and sophisticated investors are most likely to base their investment decisions 
on detailed analyses of financial statements (Bradshaw, Bushee, and Miller 2004). 

H(4) Given the increased amount of work and costs for U.S. investors, the total 
number of U.S. investors in foreign private issuers and the amount of money 
invested should decrease post removal of the reconciliation to U.S. GAAP from 
IFRS.  

However, this may not be the case if the two standards are close enough that they no 
longer merit reconciliation.  

III. Sample and Descriptive Statistics 

 Sample Selection 

My Financial, analyst forecast, stock return and audit data came from Compustat, 
I/B/E/S, CRSP and Audit Analytics, respectively, which allowed me to obtain data 
regarding analyst forecasts, earnings responses, total audit fees paid, and the amount of 
U.S. investors in the foreign private issuers. I will look at American Depository Receipts 
(ADR’s) for the foreign private issuers that issue under IFRS as stated by the IASB. 
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These companies had reconciled their financial statement to U.S. GAAP, but as stated 
earlier, this reconciliation was removed. For this reason, this study will look at the 
companies before the removal from the years 2004-2006 and post removal from 2008-
2010. The reason the year 2007 is not included is because the change took place for 
companies that issued financial statements after November 17, 2007, so some of these 
ADR’s may have already issued their financial statements with a reconciliation that year 
and some had not. The number of firms tested varies with each test and will be discussed 
during each particular section. 

IV. Analyses of Removal Consequences 

 Forecast Characteristics 

The first test that will be conducted in order to look at analyst forecast 
characteristics will be the dispersion test. The analyst dispersion test will look at analysts 
dispersion amongst each other on the EPS figure for the given company before the 
removal of the reconciliation and post the removal of the reconciliation. A sample 
including all firms with available financial, analyst forecast and stock returns data 
resulted in 12,459 firm-year observations for the forecast dispersion regression model.  
The following model is my model to test for analyst dispersion based off of the Irani and 
Karamanou (2003) paper. 

Forecast Characteristics Models 

DISPi,t = α + β1ADRi,t + β2Posti,t + β3Post*ADRi,t + β4TAi(t-1) + β5LOSSi(t-1) + 
β6EPSVOLi,t+ β7RETVARi,t + εi,t 

 
- DISP is equal to the standard deviation of the most recent analyst annual EPS 

forecasts for firm i in year t, divided by the stock price at the end of t-1.  
- ADR is an indicator variable equal to 1 if a firm is a foreign private issuer 

compliant with IFRS standards during the sample period (2004-2006 and 
2008-2010) and 0 otherwise.  
Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal 
years and 0 for firm 2004, 2005, or 2006 fiscal years. 

- TA is the nature logarithm of total assets for firm i in year t-1. 
- LOSS is an indicator variable equal to 1 if a firm reported a negative annual 

EPS in year t-1 and 0 otherwise. 
- EPSVOL is the standard deviation of annual EPS (using EPS from t-1 through 

t-4) for firm i, divided by the stock price at the end of t-5.  
- RETVAR is the standard deviation of daily firm i returns for a one-year 

period ending at year-end t. 
 

 
The second test that will be conducted will look at forecast error. Forecast error 

deals with how far off analysts are in their predictions of EPS. A sample including all 
firms with available financial and analyst forecast data resulted in 14,704 firm-year 
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observations for the forecast error regression model. In order to test for forecast error, I 
will use a model similar to that of Horton et al. (2010).  

 
FEi,t = α + β1ADRi,t + β2Posti,t + β3Post*ADRi,t + β4ABSi,t + β5COV i,t + β6MVi,t + β7NEG 

i,t + β8HORi,t + ε i,t 
 

- FE is equal to the median difference between the most recent analyst annual 
EPS forecast and the actual EPS for firm i in year t, divided by the stock price 
at the end of t-1.  

- ADR is an indicator variable equal to 1 if a firm is a foreign private issuer 
compliant with IFRS standards and 0 otherwise.  
Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal 
years and 0 for firm 2004, 2005, or 2006 fiscal years. 

- ABS is equal to a firm’s absolute accruals in year t, where accruals are 
measured as the difference between income before extraordinary items and 
discontinued operations and cash flows from continuing operations. 

- COV is equal to analyst coverage, measured as the number of analysts issuing 
an annual EPS forecast for firm i in year t. 

- MV is equal to the logarithm of the market value of a firm’s equity in year t.  
- NEG is an indicator variable equal to 1 for a company reporting negative 

income before extraordinary items and discontinued operations in year t and 0 
otherwise.  

- HOR is equal to the median analyst forecast horizon in year t, defined as the 
number of days between the most recent analyst annual EPS forecast and a 
firm’s fiscal year-end. 

 
 

 Earnings Response 

Earnings response, as measured by the ERC, measures the market’s reaction to 
earnings announcements. It will be measured using a 3 day cumulative abnormal return 
on the date of the issuance of the financial statements. A sample including all firms with 
available financial and stock returns data resulted in 15,705 firm-year observations for 
the earnings response regression model. The basic regression model I use is as follows 
(see Gul et al. 2006; Warfield et al. 1995; and Gul et al. 2002 for a similar model). 

 
Earnings Response Model 
 

CARi,t = α + β1EPSi,t + β2Posti,t + β3ADRi,t + β4Post*ADRi,t + β5EPS*ADRi,t + 
β6EPS*Posti,t + β7EPS*Post*ADRi,t + β8DEi,t + β9MTBi,t + β10EPSVOL i,t + β11MVi,t + 
β12NEGi,t + β13EPS*DEi,t + β14EPS*MTBi,t + β15EPS*EPSVOLi,t + β16EPS*MVi,t + 
β17EPS*NE i,t + ε i,t. 
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- CAR is the cumulative abnormal return over a 3-day window surrounding 
firm i’s announcement of annual earnings for year t; firm-year betas – used to 
calculate expected firm returns for the 3-day window –were estimated using a 
210 trading day window ending 10 days prior to the earnings announcement. 

- EPS is firm i’s earnings per share for year t, divided by the stock price at the 
end of t-1.  

- Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal 
years and 0 for firm 2004, 2005, or 2006 fiscal years. 

 
- ADR is an indicator variable equal to 1 if a firm is a foreign private issuer 

compliant with IFRS standards and 0 otherwise.  
- DE is firm i’s ratio of long-term debt to total equity in year t. 
- MTB is firm i’s ratio of market value to book value of equity in year t.  
- EPSVOL is the standard deviation of annual EPS (using EPS from t-1 through 

t-4) for firm i, divided by the stock price at the end of t-5.  
- MV is equal to the logarithm of the market value of a firm’s equity in year t.  
- NEG is an indicator variable equal to 1 for a company reporting negative 

income before extraordinary items and discontinued operations  in year t and 0 
otherwise.  

 
 Audit Fees 

In a perfect world, this test would be measuring the amount of effort auditors 
must do in order to audit these ADR’s. Unfortunately, a measure of effort has not been 
developed, so the best study of audit effort, as shown by previous papers, is the 
differences in audit fees over the years. According to Choi et al. (2008), audit fees 
provide direct evidence in the variation of audit effort.  

To compare audit fees before the removal of the reconciliation, I developed a fee 
model following prior studies (Seetharaman et al. 2002; Whisenant, Sankaraguruswamy, 
and Raghunandan 2003; Ghosh and Lustgarten 2006; Hogan and Wilkin 2008; Choi et al. 
2008,2009; and Bronson et al. 2009), but I included a variable to measure before and 
after the effective dates. A sample including all firms with available financial and audit 
data resulted in 18,525 firm-year observations for the audit fee regression model. The 
model is as follows: 

Audit Fee Model 
 

LNFEEi,t = α + ∑β1-5(δ1-5*LNTAi,t) + β6INVRECi,t + β7FOREIGNi,t + β8MAi,t + 
β9QRATIOi,t + β10ROAi,t + β11LOSSi,t + β12LEVi,t + β13GROWTHi,t + β14MKTBKi,t + 
β15RESTATEi,t + β16XDOPSi,t + β17BUSYi,t + β18BIGNi,t + β19INITIALi,t + β20GCOi,t + 
β21RPT404i,t + β22ICW404i,t + β23ADRi,t + β24POSTi,t + β25ADR*POSTi,t + 
β26INDUSTRYi,t + β27YEAR i,t + εi,t. 

- LNFEE is equal to the logarithm of total audit fees in year t for firm i. 
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- δ is an indicator variable for each year-specific firm size quintile (where firms 
were ranked from 1-5 based on the logarithm of total assets). 

- LNTA is equal to the logarithm of total assets. 
- INVREC is the year-end ratio of the sum of inventory and accounts receivable 

to total assets. 
- FOREIGN is an indicator variable equal to 1 when foreign currency 

translation adjustments are present and 0 otherwise. 
- MA is an indicator variable equal to 1 when firm i reports acquisition 

expenses in year t and 0 otherwise. 
- QRATIO is the year-end ratio of current assets minus inventory to total 

current liabilities. 
- ROA is equal to income before extraordinary items divided by ending total 

assets in t-1. 
- LOSS is an indicator variable equal to 1 when ROA is less than zero and 0 

otherwise. 
- LEV is the year-end ratio of the sum of debt in current liabilities and long-

term debt to total assets. 
- GROWTH is equal to sales growth, measured as the percentage change in 

sales between the current and prior year. 
- MKTBK is the year-end ratio of the market value of equity plus total debt to 

total assets. 
- RESTATE is an indicator variable equal to 1 when a firm announces a 

restatement at some point during the year and 0 otherwise. 
- XDOPS is an indicator variable equal to 1 when a firm reports extraordinary 

items or discontinued operations and 0 otherwise. 
- BUSY is an indicator variable equal to 1when a firm has a fiscal year-end 

between 12/31 and 1/15 and 0 otherwise. 
- BIGN is an indicator variable equal to 1 when a firm is audited by a Big 4 

audit firm and 0 otherwise. 
- INITIAL is an indicator variable equal to 1 when an auditor is in the first year 

of the engagement and 0 otherwise. 
- GCO is an indicator variable equal to 1 when an auditor issues a going-

concern audit opinion and 0 otherwise. 
- RPT404 is an indicator variable equal to 1 when a firm has an auditor-issued 

opinion on internal controls. 
- ICW404 is an indicator variable equal to 1 when a firm has material 

weakness(es) documented in its internal control report. 
- ADR is an indicator variable equal to 1 if a firm is a foreign private issuer 

compliant with IFRS standards and 0 otherwise.  
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- Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal 
years and 0 for firm 2004, 2005, or 2006 fiscal years. 

- Industry equals a 2-digit industry control (i.e. an indicator variable equal to 1 
for each unique 2-digit industry in the sample). 

- Year equals year control (i.e. an indicator variable equal to 1 for each unique 
year in the sample). 

 

The key variables of interest are ADR and ADR*Post, because the difference 
between those will tell us the difference in audit fees following the removal of the 
reconciliation on Form 20-F.  

 U.S. Investors in Foreign Private Issuers 

I will test my hypothesis that the removal of the reconciliation to U.S. GAAP on 
Form 20-F will lead to less investment in foreign companies by U.S. investors by 
regressing firm level domestic mutual funds on firms pre and post the removal of the 
reconciliation on Form 20-F. A sample including all firms with available financial, 
analyst forecast, mutual fund ownership and stock returns data resulted in 7,628 firm-year 
observations for the audit fee regression model (Note: The sample was excluded to firms 
with a December 31st fiscal year-end). The measure I use for mutual fund holdings is very 
common throughout literature and it equals the percentage ownership (total number of 
shares owned by the mutual funds divided by the total number of shares outstanding). In 
addition, my regression analysis includes several control variables expected to explain 
mutual fund holdings that I received from Covrig et al. (2007), Bradshaw, Bushee, and 
Miller (2004), Covrig, Lau, and Ng (2006), and Leuz, Lins, and Warnock (2005). The 
model looks as follows: 

 
U.S. Mutual Fund Investment Model 

 
HOLDINGSi,t = α + β1ADRi,t + β2POSTi,t + β3POST*ADRi,t + β4COVi,t + β5SIZEi,t + 
β6XLIST i,t + β7BigNi,t + β8ROEi,t + β9RETi,t + β10RETVARi,t + β11LEVi,t + 
β12DIVYIELDi,t + β13MTBi,t + β14EARNPRICEi,t + β15INDUSTRYi,t + β16COUNTRYi,t 
+ β17YEAR i,t + ε i,t. 

- ADR is an indicator variable equal to 1 if a firm is a foreign private issuer 
compliant with IFRS standards and 0 otherwise.  

- Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal 
years and 0 for firm 2004, 2005, or 2006 fiscal years. 

- COV is equal to analyst coverage, measured as the number of analysts issuing 
an annual EPS forecast for firm i in year t. 

- SIZE is equal to the logarithm of the market value of a firm’s equity in year t.  
- XLIST is an indicator variable equal to 1 if a firm has securities cross-listed 

on foreign stock exchanges and 0 otherwise. 
- BIGN is an indicator variable equal to 1 when a firm is audited by a Big 4 

audit firm and 0 otherwise. 
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- ROE is equal to net income before extraordinary items and discontinued 
operations divided by the book value of equity at year-end t. 

- RET is equal to the annual stock return compounded over a firm’s fiscal year. 
- RETVAR is the standard deviation of daily firm i returns for a one-year 

period ending at year-end t. 
- LEV is equal to total liabilities divided by total assets at year-end. 
- DIVYIELD is equal to cash dividends paid in year t divided by the market 

value of a firm’s equity. 
- MTB is firm i’s ratio of market value to book value of equity in year t.  
- EARNPRICE is equal to net income before extraordinary items and 

discontinued operations divided by the market value of a firm’s equity. 
- INDUSTRY equals a 2-digit industry control (i.e. an indicator variable equal 

to 1 for each unique 2-digit industry in the sample). 
- COUNTRY equals a country control (i.e. an indicator variable equal to 1 for 

each unique country in the sample). 
- YEAR equals year control (i.e. an indicator variable equal to 1 for each 

unique year in the sample). 
 

V. Results of Regression Models 
 
 Forecast Characteristics 
 

 
These tables provide the summary statistics (Table 1) and the regression results 

(Table 2) for the test looking into the effects on analyst dispersion. As can be seen in 

Variable N Mean Lower Quartile Median Upper Quartile
DISP 12459 0.0155214 0.0013868 0.0037611 0.0108351
L_LnAssets 12459 6.9743213 5.5985331 6.8404706 8.1861562
EPSVOL 12459 0.0620769 0.013314 0.0287856 0.0672786
RETVAR 12459 0.029836 0.0188511 0.0264001 0.0371478

Table 1: Summary Statistics for Analyst Dispersion

Variable Parameter
Estimate Standard
Error t Value Pr > |t|
Intercept -0.03096 0.00189 -16.37 <.0001

ADR -0.00071633 0.00454 -0.16 0.8745
Post -0.0068 0.00081574 -8.34 <.0001

PostADR -0.00053043 0.00562 -0.09 0.9248
L_LnAssets 0.00213 0.00021157 10.05 <.0001

Loss 0.01946 0.00090151 21.59 <.0001
EPSVOL 0.01241 0.0038 3.26 0.0011
RETVAR 0.99568 0.02974 33.48 <.0001

Adjusted R2 0.1711

Table 2: Regression Results for Analyst Forecasts

DISPi,t = α + β1ADRi,t + β2Posti,t + β3Post*ADRi,t + β4TAi(t-1) + β5LOSSi(t-1) + β6EPSVOLi,t+ β7RETVARi,t + εi,t

DISP is equal to the standard deviation of the most recent analyst annual EPS forecasts for firm i in year t , divided by the stock price at the end of t-1. ADR is an 
indicator variable equal to 1 if a firm is a foreign private issuer compliant with IFRS standards during the sample period (2004-2006 and 2008-2010) and 0 otherwise. 
Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal years and 0 for firm 2004, 2005, or 2006 fiscal years. TA is the nature logarithm of total 

assets for firm i in year t-1. LOSS is an indicator variable equal to 1 if a firm reported a negative annual EPS in year t-1 and 0 otherwise. EPSVOL is the standard 
deviation of annual EPS (using EPS from t-1 through t-4) for firm i, divided by the stock price at the end of t-5. RETVAR is the standard deviation of daily firm i 

returns for a one-year period ending at year-end t .)
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Table 2, the model only had an R2 of 17%, which is not terrible, but it does not explain 
very much. When analyzing the individual variables, it is important to note that the 
PostADR was not significant. This means that after the removal of the mandatory 
reconciliation, analyst dispersion went down for everyone. One possible explanation as to 
why this may have been could be that analysts do understand IFRS. The two standards 
may have, as policy makers believe, come together close enough where a reconciliation 
may not be needed. However, it is still important to note that larger firms experience 
higher levels of dispersion as seen through the TA variable, which looks at the natural log 
of total assets for a firm.  

 
These tables provide the summary statistics (Table 3) and the regression results 

(Table 4) for the test looking into the effects on forecast error. As can be seen in Table 4, 
similar results can be found from the previous model looking at forecast characteristics. 
In this case R2 decreased even further down to roughly 14%, which means that the model 
does not explain the cause of the changes very accurately. One can infer that overall 
ADR’s have higher forecast error. While insignificant, it is important to note that after the 
removal of the Form 20-F reconciliation, there is less of a difference between ADR and 
non-ADR firms, which means that the forecast error has decreased. One possible 
explanation as to why after the removal of a reconciliation, companies forecast error 
between two different accounting standards is that IFRS and GAAP no longer have major 
differences that could create significant inaccurate forecasts. However, this statistic was 
insignificant, but it is a possible explanation.  

 

Variable N Mean Lower Quartile Median Upper Quartile
FE 14704 0.0230813 0.0011499 0.0032485 0.0104899
Acc 14704 377.3969142 11.796 48.784 193.69
COV 14704 9.2850925 3 7 13
MV 14704 6.8684933 5.4852153 6.8032465 8.0998351
HOR 14704 53.9696681 28.5 56 67

Table 3: Forecast Error Summary Statistics
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 Earnings Response 

Variable Parameter
Estimate Standard
Error t Value Pr > |t|
Intercept 0.05633 0.00323 17.46 <.0001

ADR 0.01448 0.00656 2.21 0.0272
Post 0.00803 0.00119 6.76 <.0001

PostADR -0.01018 0.00797 -1.28 0.2016
ABS 0.00000687 6.10319E-07 11.26 <.0001
COV -0.0003042 0.00009515 -3.2 0.0014
MV -0.00792 0.00048811 -16.23 <.0001

NEG 0.03947 0.0015 26.37 <.0001
HOR 0.00013843 0.00001153 12 <.0001

Adj R-Sq 0.1432

Table 4: Forecast Error Regression Results

FEi,t = α + β1ADRi,t + β2Posti,t + β3Post*ADRi,t + β4ABSi,t + β5COV i,t + β6MVi,t + β7NEG i,t + β8HORi,t + ε i,t

(FE is equal to the median difference between the most recent analyst annual EPS forecast and the actual EPS for firm i in year t, divided by the stock price at 
the end of t-1. ADR is an indicator variable equal to 1 if a firm is a foreign private issuer compliant with IFRS standards and 0 otherwise. Post is an indicator 
variable equal to 1 for firm 2008, 2009, or 2010 fiscal years and 0 for firm 2004, 2005, or 2006 fiscal years. ABS is equal to a firm’s absolute accruals in year 

t, where accruals are measured as the difference between income before extraordinary items and discontinued operations and cash flows from continuing 
operations. COV is equal to analyst coverage, measured as the number of analysts issuing an annual EPS forecast for firm i in year t. MV is equal to the 

logarithm of the market value of a firm’s equity in year t. NEG is an indicator variable equal to 1 for a company reporting negative income before 
extraordinary items and discontinued operations in year t and 0 otherwise. HOR is equal to the median analyst forecast horizon in year t, defined as the 

number of days between the most recent analyst annual EPS forecast and a firm’s fiscal year-end.)

Variable N Mean Lower Quartile Median Upper Quartile
CAR 15705 0.000178049 -0.0411197 -0.00189 0.0397066
EPS 15705 -0.0103048 -0.019305 0.038667 0.0685889
DE 15705 1.6419843 0.4176781 0.90498 1.7232446

MTB 15705 2.6693052 1.2545713 1.939899 3.1500228
EPSVOL 15705 0.0851034 0.0156199 0.035789 0.0874419

MV 15705 6.2594317 4.6854909 6.220801 7.7300567

Table 5: Earnings Response Summary Statistics
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These tables provide the summary statistics (Table 5) and the regression results 
(Table 6) for the test looking into the effects on the earnings response coefficients 
following the removal of the reconciliation. This model, as seen in Table 6, once again 
has a low R2 and the key variable EPSADRPost is not significant. In fact, this number is 
even negative. This must mean that even if investors did react, it was not due to a loss of 
a reconciliation on Form 20-F. It appears that investors reactions to earnings was not 
affected by the removal of Form 20-F.  

 Audit Fees 

Table 6: Earnings Response Regression Results

Variable Parameter
Estimate Standard
Error t Value Pr > |t|
Intercept 0.01351 0.00295 4.57 <.0001

EPS 0.06209 0.02023 3.07 0.0021
Post 0.00004023 0.00145 0.03 0.9779
ADR -0.00469 0.00745 -0.63 0.5286

PostADR -0.00226 0.01054 -0.21 0.8304
EPSADR 0.05891 0.06654 0.89 0.376
EPSPost 0.00016748 0.0081 0.02 0.9835

EPSADRPost -0.01155 0.09939 -0.12 0.9075
DE 0.00031312 0.00028732 1.09 0.2758

MTB -0.00086953 0.00029904 -2.91 0.0036
EPSVOL -0.01027 0.005 -2.05 0.04

MV -0.00163 0.00037593 -4.33 <.0001
NEG -0.00892 0.00222 -4.02 <.0001

EPSDE -0.0009299 0.00095547 -0.97 0.3304
EPSMTB -0.00006825 0.00152 -0.05 0.9641

EPSEPSVOL -0.00278 0.01796 -0.15 0.8768
EPSMV -0.0003841 0.00224 -0.17 0.8638

EPSNEG -0.04709 0.01647 -2.86 0.0043
Adj. R-Squared 0.0067

CARi,t = α + β1EPSi,t + β2Post i,t + β3ADRi,t + β4Post*ADRi,t + β5EPS*ADRi,t + β6EPS*Post i,t + β7EPS*Post*ADRi,t + β8DEi,t + 
β9MTBi,t + β10EPSVOL i,t + β11MVi,t + β12NEGi,t + β13EPS*DEi,t + β14EPS*MTBi,t + β15EPS*EPSVOLi,t + β16EPS*MVi,t + 

β17EPS*NE i,t + 

(CAR is the cumulative abnormal return over a 3-day window surrounding firm i’s announcement of annual earnings for year t; 
firm-year betas – used to calculate expected firm returns for the 3-day window –were estimated using a 210 trading day window 
ending 10 days prior to the earnings announcement. EPS is firm i’s earnings per share for year t , divided by the stock price at 
the end of t-1. Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 fiscal years and 0 for firm 2004, 2005, or 

2006 fiscal years. ADR is an indicator variable equal to 1 if a firm is a foreign private issuer compliant with IFRS standards and 0 
otherwise. DE is firm i’s ratio of long-term debt to total equity in year t . MTB is firm i’s ratio of market value to book value of 

equity in year t . EPSVOL is the standard deviation of annual EPS (using EPS from t-1 through t-4) for firm i, divided by the 
stock price at the end of t-5. MV is equal to the logarithm of the market value of a firm’s equity in year t . NEG is an indicator 
variable equal to 1 for a company reporting negative income before extraordinary items and discontinued operations  in year t  

and 0 otherwise.)

Variable N Mean Lower Quartile Median Upper Quartile
lnfee 18525 13.5403488 12.571049 13.618278 14.4784614
SIZE1 18525 0.5693566 0 0 0
SIZE2 18525 0.9500479 0 0 0
SIZE3 18525 1.2182592 0 0 0
SIZE4 18525 1.4801366 0 0 0
SIZE5 18525 1.8978563 0 0 0

INVREC 18525 0.2582275 0.0981245 0.2194331 0.3707987
QRATIO 18525 2.5636202 0.9524508 1.5172875 2.6764143

ROA 18525 0.0046445 -0.0212664 0.0357321 0.0844477
LEV 18525 0.1909968 0.0086914 0.1513386 0.3128809

SalesGrowth 18525 0.1100502 -0.0373208 0.0744714 0.2017667
MKTBK 18525 1.7884961 1.0781111 1.4017951 2.0403134

Table 7: Audit Fee Summary Statistics
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These tables provide the summary statistics (Table 7) and the regression results 
(Table 8) for the test looking into the effects on the total amount of audit fees for a 
foreign ADR firm following the removal of the reconciliation to US GAAP from IFRS. 
This model, unlike the previous models, has a very high R2 of 84% as seen in Table 8. 
After completing the regression, I noted that the ADRPost was negative and significant at 
the 0.0001 level. This means that the removal of the Form 20-F reconciliation was in fact 
causing audit fees to increase and following the removal, it was most likely the reason for 
the decrease in fees. After controlling for all different possibilities, the desired effect of a 
decrease in PostADR occurred and was very significant. Other important variables to 
note are BigN and LOSS, which were both significant. BigN looks at whether the 
company was audited by a Big 4 auditor. These results make sense, because companies 
audited by Big 4 auditors usually are quite large and require a large-scale audit, so the 
removal of the reconciliation means much less work for the auditor and a lower audit fee 
than they had previously been charging. LOSS refers to companies who have reported a 
loss in the previous year, and it makes sense that audit fees decreased for them. 
Companies that report losses usually will be audited more strictly and will require more 
time, so similarly to the BigN variable, the removal of a mandatory reconciliation means 
less work for the auditor and a lower audit fee as well.  
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Parameter Estimate Standard Error t Value Pr > |t|
Intercept 10.169566 0.07714605 131.82 <.0001
SIZE1 0.4808205 0.01002738 47.95 <.0001
SIZE2 0.4541468 0.007149 63.53 <.0001
SIZE3 0.454325 0.00616985 73.64 <.0001
SIZE4 0.4534776 0.00534271 84.88 <.0001
SIZE5 0.4703622 0.00434244 108.32 <.0001
INVREC 0.4095367 0.03007981 13.62 <.0001
FOREIGN 0.277997 0.01053583 26.39 <.0001
MA 0.1314442 0.01008516 13.03 <.0001
QRATIO -0.0147055 0.00150495 -9.77 <.0001
ROA -0.475869 0.038649 -12.31 <.0001
LOSS 0.0913448 0.013606 6.71 <.0001
LEV -0.1886291 0.03139954 -6.01 <.0001
SalesGrowth -0.0624333 0.01513894 -4.12 <.0001
MKTBK 0.0210517 0.00444431 4.74 <.0001
restate 0.1430243 0.01832927 7.8 <.0001
XDOPS 0.1104682 0.01503204 7.35 <.0001
busy -0.0170633 0.00987418 -1.73 0.084
BigN 0.3046482 0.01429686 21.31 <.0001
INITIAL -0.2701234 0.02293332 -11.78 <.0001
GCO 0.168076 0.02916673 5.76 <.0001
RPT404 0.4281157 0.01585411 27 <.0001
ICW404 0.3356515 0.025295 13.27 <.0001
ADR 0.4214028 0.05678187 7.42 <.0001
Post -0.0364968 0.01452502 -2.51 0.012
ADR*Post -0.4565232 0.07377128 -6.19 <.0001
Industry Controls Yes
Adj. R-Squared 0.8371

LNFEEi,t = α + ∑β1-5(δ1-5*LNTAi,t) + β6INVRECi,t + β7FOREIGNi,t + β8MAi,t + β9QRATIOi,t + β10ROAi,t 

+ β11LOSSi,t + β12LEVi,t + β13GROWTHi,t + β14MKTBKi,t + β15RESTATEi,t + β16XDOPSi,t + β17BUSYi,t 

+ β18BIGNi,t + β19INITIALi,t + β20GCOi,t + β21RPT404i,t + 

Table 8: Audit Fee Regression Results

(LNFEE is equal to the logarithm of total audit fees in year t  for firm i. δ is an indicator variable for 
each year-specific firm size quintile (where firms were ranked from 1-5 based on the logarithm of total 

assets). LNTA is equal to the logarithm of total assets. INVREC is the year-end ratio of the sum of 
inventory and accounts receivable to total assets. FOREIGN is an indicator variable equal to 1 when 

foreign currency translation adjustments are present and 0 otherwise. MA is an indicator variable equal 
to 1 when firm i reports acquisition expenses in year t  and 0 otherwise. QRATIO is the year-end ratio 

of current assets minus inventory to total current liabilit ies. ROA is equal to income before 
extraordinary items divided by ending total assets in t-1. LOSS is an indicator variable equal to 1 when 

ROA is less than zero and 0 otherwise. LEV is the year-end ratio of the sum of debt in current liabilit ies 
and long-term debt to total assets. GROWTH is equal to sales growth, measured as the percentage 

change in sales between the current and prior year. MKTBK is the year-end ratio of the market value 
of equity plus total debt to total assets. RESTATE is an indicator variable equal to 1 when a firm 

announces a restatement at some point during the year and 0 otherwise. XDOPS is an indicator variable 
equal to 1 when a firm reports extraordinary items or discontinued operations and 0 otherwise. BUSY is 

an indicator variable equal to 1when a firm has a fiscal year-end between 12/31 and 1/15 and 0 
otherwise. BIGN is an indicator variable equal to 1 when a firm is audited by a Big 4 audit firm and 0 

otherwise. INITIAL is an indicator variable equal to 1 when an auditor is in the first  year of the 
engagement and 0 otherwise. GCO is an indicator variable equal to 1 when an auditor issues a going-

concern audit opinion and 0 otherwise. RPT404 is an indicator variable equal to 1 when a firm has an 
auditor-issued opinion on internal controls. ICW404 is an indicator variable equal to 1 when a firm has 
material weakness(es) documented in its internal control report. ADR is an indicator variable equal to 1 
if a firm is a foreign private issuer compliant with IFRS standards and 0 otherwise. Post is an indicator 
variable equal to 1 for firm 2008, 2009, or 2010 fiscal years and 0 for firm 2004, 2005, or 2006 fiscal 
years. Industry equals a 2-digit  industry control (i.e. an indicator variable equal to 1 for each unique 2-

digit  industry in the sample). Year equals year control (i.e. an indicator variable equal to 1 for each 
unique year in the sample).)
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 U.S. Investors in Foreign Private Issuers 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
Lastly, these tables provide the summary statistics (Table 9) and the regression 

results (Table 10) for the test looking into the effects on U.S. investment in foreign 
private issuers following the removal of the reconciliation. As can be seen in Table 10, 
this model had a decent R2 of 29.5%. The holdings were found as U.S. mutual holdings in 
ADR divided by the total shares outstanding. Also, for this particular test, for a firm 
ending 12/31/08, I used mutual fund ownership from their 12/31/09 figures to get a more 
accurate representation. I did this to give time for the U.S. investors to react to the 
financial statements that did not come out till mid-year of the following year. U.S. 
ownership in foreign firms is 14%, which is extremely high, so it seems like they will pay 
a large amount of attention to changes in these foreign private issuers. However, the 
regression results reveal that PostADR was significant and positive, which leads me to 
believe that investors don’t need the reconciliation and without it, ownership has even 
increased. This means that following a decrease in information (removal of 
reconciliation), there was a higher desire for ownership. I don’t know for sure what 
caused this unexpected result, but one possible explanation for this sudden change could 
be that investors are excited for a united global economy with a single accounting 
standard and that they feel that the two standards, US GAAP and IFRS, are indeed almost 
identical. The investors must be thinking that, in the long run, the removal of the 
reconciliation, which signifies a union between IFRS and US GAAP, will bring increased 
sales and work to these foreign firms, so there is a higher level of US investment in these 
foreign companies. The decrease in audit fees, as found in the previous test, means an 
increase to cash flow for a company and could bring better returns for these foreign firms 
in the future. However, this is simply speculation and further research could be done to 
determine the reason for this response by U.S. investors.  BigN once again is positive and 
significant, which goes to show that U.S. investors have a high level of trust in the 
companies if they are audited by a Big 4 auditor.  

 

Variable N Mean Lower Quartile Median Upper Quartile
Holdings 7628 0.14119 0.0613933 0.138243 0.2043251

COV 7628 9.61772 4 8 13
SIZE 7628 6.75415 5.4553744 6.639268 7.9424892
ROE 7628 -0.0306 -0.0276425 0.07932 0.1526716
RET 7628 0.03719 -0.0123193 0.005864 0.0624405

RETVAR 7628 0.03525 0.0219961 0.031801 0.0448788
LEV 7628 0.49501 0.3168057 0.506745 0.6634649

DivYield 7628 0.01803 0 0 0.0218921
MTB 7628 2.811 1.1833124 1.884635 3.1817384

EarnPrice 7628 -0.0444 -0.0174616 0.040222 0.0695818

Table 9: Mutual Fund Holdings Summary Statistics
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Parameter Estimate Standard Error t Value Pr > |t|
Intercept -0.044788 0.03317201 -1.35 0.177
ADR -0.0278516 0.01292649 -2.15 0.0312
Post 0.0325191 0.00254356 12.78 <.0001
PostADR 0.1129479 0.01271417 8.88 <.0001
COV 0.0022511 0.00019565 11.51 <.0001
SIZE 0.0082894 0.00102168 8.11 <.0001
Xlist -0.0029962 0.00787961 -0.38 0.7038
BigN 0.0310423 0.00288001 10.78 <.0001
ROE 0.0062126 0.00273555 2.27 0.0232
RET -0.0021799 0.01109332 -0.2 0.8442
RETVAR -0.6900224 0.0952401 -7.25 <.0001
LEV 0.0078013 0.0052516 1.49 0.1375
DivYield -0.2312648 0.03451325 -6.7 <.0001
MTB -0.0009672 0.00039052 -2.48 0.0133
EarnPrice -0.0100489 0.00396568 -2.53 0.0113
Industry Controls Yes
Adj. R-Squared 0.295

HOLDINGSi,t = α + β1ADRi,t + β2POST i,t + β3POST*ADRi,t + β4COVi,t + β5SIZEi,t + β6XLIST  i,t + 
β7BigNi,t + β8ROEi,t + β9RET i,t + β10RETVARi,t + β11LEVi,t + β12DIVYIELDi,t + β13MTBi,t + 

β14EARNPRICEi,t + β15INDUSTRYi,t + β16COUNTRYi,t + β17YEAR i,t + ε i,t.

Table 10: Mutual Fund Holdings Regression Results

(ADR is an indicator variable equal to 1 if a firm is a foreign private issuer compliant with IFRS 
standards and 0 otherwise. Post is an indicator variable equal to 1 for firm 2008, 2009, or 2010 
fiscal years and 0 for firm 2004, 2005, or 2006 fiscal years. COV is equal to analyst coverage, 
measured as the number of analysts issuing an annual EPS forecast for firm i in year t . SIZE is 
equal to the logarithm of the market value of a firm’s equity in year t . XLIST is an indicator 

variable equal to 1 if a firm has securities cross-listed on foreign stock exchanges and 0 otherwise. 
BIGN is an indicator variable equal to 1 when a firm is audited by a Big 4 audit firm and 0 

otherwise. ROE is equal to net income before extraordinary items and discontinued operations 
divided by the book value of equity at year-end t . RET is equal to the annual stock return 

compounded over a firm’s fiscal year. RETVAR is the standard deviation of daily firm i returns 
for a one-year period ending at year-end t . LEV is equal to total liabilit ies divided by total assets 
at year-end. DIVYIELD is equal to cash dividends paid in year t  divided by the market value of a 

firm’s equity. MTB is firm i’s ratio of market value to book value of equity in year t .  
EARNPRICE is equal to net income before extraordinary items and discontinued operations 

divided by the market value of a firm’s equity. INDUSTRY equals a 2-digit  industry control (i.e. 
an indicator variable equal to 1 for each unique 2-digit  industry in the sample). COUNTRY equals 

a country control (i.e. an indicator variable equal to 1 for each unique country in the sample). 
YEAR equals year control (i.e. an indicator variable equal to 1 for each unique year in the 

sample).)
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VI. Conclusion 
 

Though I did not find the results I expected, I was able to learn a significant amount 
regarding opinions on the differences between IFRS and U.S. GAAP. I had originally 
thought that these two standards were not close enough, which they still might not be, but 
the public and investors feel differently. Many feel that these two accounting standards 
are nearly identical and no longer need a reconciliation from IFRS to U.S. GAAP on 
Form 20-F. As can be seen from my first few tests, there was no significant difference pre 
and post the removal of the Form 20-F for ADR firms in analyst forecast dispersion, 
analyst forecast error, or even earnings response. In fact, most firms had lower levels of 
dispersion and lower forecast error following the removal, though it was insignificant. I 
did find, however, that the removal of the reconciliation would lead to lower audit fees as 
I had expected. Given that auditors had to spend time auditing this reconciliation, a 
removal of a reconciliation meant less work and thus a lower audit fee. The most 
surprising result that I found was in the U.S. investors mutual fund holdings in foreign 
firms. I had expected that the removal would lead to less U.S. investment due to less 
information, however, it was the exact opposite. With less information following the 
removal of the reconciliation, the U.S. investors seemed more eager to invest in these 
companies. The only possible explanation I could imagine would be that investors 
believe that the two accounting standards are very close to merging and this would lead 
to a stronger global economy, which means increased profits for these foreign firms in 
the future. This surprising result may be one area for future researchers to look into and 
determine why this decrease of information would inspire more people to invest.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



21 
 

Works Cited 
 

Amir, E., Harris, T.S., Venuti, E.K., 1993. A comparison of the value-relevance of US versus non-US-GAAP 
accounting measures using Form 20-F reconciliations. Journal of Accounting Research Supplement 31, 
230Ð264. 

Ashbaugh, H. and Pincus, M. (2001), Domestic Accounting Standards, International Accounting Standards, and the 
Predictability of Earnings. Journal of Accounting Research, 39: 417–434. doi: 10.1111/1475-679X.00020 

Bank of New York Mellon. 2011. Depositary Receipts. (July). Available at 
www.adrbnymellon.com/files/PB20363.pdf. 

BRADSHAW, M. T., BUSHEE, B. J. and MILLER, G. S. (2004), Accounting Choice, Home Bias, and U.S. 
Investment in Non-U.S. Firms. Journal of Accounting Research, 42: 795–841. doi: 10.1111/j.1475-
679X.2004.00157.x 

Bronson, Ghosh, and Hogan 2009. Audit Fees of Foreign Firms Cross-Listed in the U.S. 

Carson, E. and N. Fargher. 2007. Note on audit fee premiums to client size and industry specialization. Accounting and 
Finance 47: 423-446. 

Choi, J.H., J.B. Kim, X. Liu, and D.A. Simunic. 2008. Audit pricing, legal liability regimes, and Big 4 premiums: 
theory and cross-country evidence. Contemporary Accounting Research 25 (Spring): 55-99. 

 
Choi, J.H., J.B. Kim, X. Liu, and D.A. Simunic. 2009. Cross-listing audit fee premiums: theory and evidence. The 

Accounting Review 84 (September): 1429-1463. 
 
Covrig, DeFond, and Hung. 2007, Home Bias, Foreign Mutual Fund Holdings, and the Voluntary Adoption of 

International Accounting Standards. Journal of Accounting Research Vol. 45 No. 1 March 2007 
 

COVRIG, V.; S. LAU; AND L. NG. “Do Domestic and Foreign Fund Managers Have Similar Preferences for Stock 
Characteristics? A Cross-country Analysis.” Journal of International Business Studies 37 (2006): 407–29. 

 
Daniel W. Collins, S.P. Kothari, An analysis of intertemporal and cross-sectional determinants of earnings response 

coefficients, Journal of Accounting and Economics, Volume 11, Issues 2-3, July 1989, Pages 143-181, ISSN 
0165-4101, 10.1016/0165-4101(89)90004-9.  

 
Elaine Henry, Stephen Lin, and Ya-wen Yang (2009) The European-U.S. “GAAP Gap”: IFRS to U.S. GAAP Form 20-

F Reconciliations. Accounting Horizons: June 2009, Vol. 23, No. 2, pp. 121-150.  

FUERBRINGER, J. "S.E.C. Says No on German Stocks." New York Times (April 26, 1992) 

Fulkerson and Meek (1998). Analysts' Earnings Forecasts and the Value Relevance of 20-F Reconciliations from non-
U.S. to U.S. GAAP. Journal of International Financial Management & Accounting Volume 9, Issue 1, pages 
1–15, February 1998 

 
Ghosh, A. and S. Lustgarten. 2006. The pricing of initial audit engagements by large and small audit firms. 

Contemporary Accounting Research 23 (Summer): 333-368. 

Gul, F. A., S. Lynn, and J. Tsui, 2002, Audit quality, management ownership, and the informativeness of accounting 
earnings, Journal of Accounting, Auditing and Finance 17, 25–49. 

Gul, F. A., Tsui, J. and Dhaliwal, D. S. (2006), Non-audit services, auditor quality and the value relevance of earnings. 
Accounting & Finance, 46: 797–817. doi: 10.1111/j.1467-629X.2006.00189.x 

Hogan, C.E. and M.S. Wilkins. 2008. Evidence on the audit risk model: do auditors increase audit fees in the presence 
of internal control deficiencies? Contemporary Accounting Research 25 (Spring): 219-242. 

http://www.adrbnymellon.com/files/PB20363.pdf
http://onlinelibrary.wiley.com/doi/10.1111/jifm.1998.9.issue-1/issuetoc


22 
 

Hope, O.-K. (2003), Disclosure Practices, Enforcement of Accounting Standards, and Analysts' Forecast Accuracy: An 
International Study. Journal of Accounting Research, 41: 235–272. doi: 10.1111/1475-679X.00102 

Irani and Karamanou (2003). Regulation Fair Disclosure, Analyst Following, and 
Analyst Forecast Dispersion. © 2003 American Accounting Association Accounting Horizons 
Vol. 17 No. 1 March 2003 pp. 15.29. 

 
Jarrell, A., 1992. SEC crimps big boardÕs future. The Wall Street Journal, June 19. 

Joanne Horton, George Serafeim, Ioanna Serafeim 2010. Does Mandatory IFRS Adoption Improve the Information 
Environment? Harvard Business School Journal. 

 
Jun-Koo Kang, Rene´M. Stulz, Why is there a home bias? An analysis of foreign portfolio equity ownership in Japan, 

Journal of Financial Economics, Volume 46, Issue 1, October 1997, Pages 3-28, ISSN 0304-405X, 
10.1016/S0304-405X(97)00023-8.  

 
Lander, Guy P., and Christina G. Gray-Trefry. "SEC Eliminates U.S. GAAP Reconciliation Requirement for Foreign 

Private Issuers That Adopt International Financial Reporting Standards - Carter Ledyard & Milburn LLP." 
Carter Ledyard & Milburn LLP, Partners for Your Business®. Web. 13 Dec. 2011.  

LEUZ, C.; K. LINS; AND F. WARNOCK. “Do Foreigners Invest Less in Poorly Governed Firms?” Working paper, 
Universities of Pennsylvania, Utah, and Virginia, 2005. 

 
MCKINSEY & CO. Global Investor Opinion Survey: Key Findings. New York, NY: McKinsey & Co., 2002. 
 
M.S. Harris, K.A. Muller III.1999. The market valuation of IAS versus US-GAAP 

accounting measures using Form 20-F reconciliations.  Journal of Accounting and Economics 26 (1999) 
285Ð312 

 
Salwen, K.G., 1991. Breeden rejects big board plan to relax listing standards for foreign concerns. 

The Wall Street Journal, May, 3, C7. 

SEC. "Memorandum of Understanding." FASB: Financial Accounting Standards Board. Web. 13 Dec. 2011. 
<http://www.fasb.org/news/memorandum.pdf>. 

 
Seetharaman, A., F.A. Gul, and S.G. Lynn. 2002. Litigation risk and audit fees: evidence from UK firms cross-listed on 

US markets. Journal of Accounting and Economics 33 (February): 91-115. 
 
SICONOLFI, M., AND K. G. SALWEN. "Big Board, SEC Fight Over Foreign Stocks." Wall Street 

Journal (May 13, 1992): Cl, C21.  
 
T.J. Atwood, Michael S. Drake, James N. Myers, Linda A. Myers, Do earnings reported under IFRS tell us more about 

future earnings and cash flows?, Journal of Accounting and Public Policy, Volume 30, Issue 2, March-April 
2011, Pages 103-121, ISSN 0278-4254, 10.1016/j.jaccpubpol.2010.10.001.  

 
Warfield, T. D., J. J. Wiild, and K. L. Wild, 1995, Managerial ownership, accounting choices, and informativeness of 

earnings, Journal of Accounting and Economics 20, 61–91. 
  

Whisenant, S., S. Sankaraguruswamy, and K. Raghunandan. 2003. Evidence on the joint determination of audit and 
non-audit fees. Journal of Accounting Research 41 (September): 721-744. 

 


	author statement
	Jimmy_Thesis
	Professor Signature
	jimmy3
	The Effects of the Removal of a Form 20
	Fulkerson and Meek (1998). Analysts' Earnings Forecasts and the Value Relevance of 20-F Reconciliations from non-U.S. to U.S. GAAP. Journal of International Financial Management & Accounting Volume 9, Issue 1, pages 1–15, February 1998



