The Impact of International Financial Reporting Standards

adoption on Accounting Quality: Evidence From Sri Lanka.

P.R. Weerathunga
118720F

femly]aster of CNCE
(225

Department of Mathematics
Faculty of Engineering
University of Moratuwa

Sri Lanka

March 2015



The Impact of International Financial Reporting Standards

adoption on Accounting Quality: Evidence From Sri Lanka.

P.R. Weerathunga
118720F

Thesis sub r of Science in

Department of Mathematics
Faculty of Engineering
University of Moratuwa

Sr1 Lanka

March 2015



DECLARATION OF THE CANDIDATE

I declare that this is my own work and this thesis does not incorporate without
acknowledgement any material previously submitted for a Degree or Diploma in any
University or other institute of higher learning and to the best of my knowledge and belief
it does not contain any material previously published or written by another person except

where the acknowledgement is made in the text

Signature Date

P. R. Weerathunga



CERTIFICATION

I hereby recommend that the thesis titled “The Impact of International Financial
Reporting Standards adoption on Accounting Quality: Evidence From Sri Lanka”
prepared by Mr. P.R. Weerathunga under my supervision be accepted for the submission

of the Degree of Master of Science in Financial Mathematics.

Dr. K.G.A Udaya Kumara Date
Senior Lecturer

Department of Accountancy and Finance

Faculty of Management Studies

Rajarata University of Sri Lanka

Mihintale. s
Mr. T.M.J.A. Cooray Date

Senior Lecturer
Department of Mathematics
Faculty of Engineering
University of Moratuwa

Moratuwa.

ii



DEDICATION

To my loving parents
Dear teachers
and all of my friends

without whom non of my success would be possible.

iii



ACKNOWLEDGMENT

It gives me great pleasure to thank the following individuals who have made this thesis a

SuUCCess.

I owe a great deal to Dr. KGA Udayakumara, Senior Lecturer and Head of the
Department of Accountancy and Finance, Faculty of Management Studies, Rajarata
University of Sri Lanka, who agreed to supervise me throughout the period of the
research. He provided me with helpful comments on the scope and methodologies of this
research and the design and content of this thesis. His constructive criticism and prompt
feedback on the writing up of the chapters especially for the submission of the first draft

of the thesis were an invaluable asset.

Then, I indebted to Mr. TMJA Cooray, Senior Lecturer and Coordinator for M.Sc. /P.G.
Diploma in Financial Mathematics of Department of Mathematics, Faculty of
Engineering, University of Moratuwa, who also supervised me especially for statistical
analysis of the research. His continuous support, advice and encouragement were
priceless. This té‘é‘%is hag benetited. significantly, due.to his criticisms and suggestions. I
would also gr?tfc;ful to. Mt AR Pissanayake, Senior Lecturer of Department of
Mathematics, Fa&ﬂty of Engineering, University of Moratuwa, for providing necessary
information from the beginning of course and encouraging us to complete the course early

possible.

At various times, I have received helpful discussions and constructive comments from
notable individuals. My thanks go to Dr. PMB Jayathilake (Head of the Department of
Business Management, Faculty of Management studies, Rajarata University of Sri
Lanka), Mr. Sampath Kappagoda (Senior Lecturer, Rajarata University of Sri Lanka), Mr.
KV Aruna shantha (Lecturer, Rajarata University of Sri Lanka).

A special thank goes to Mr. AADP Bandara (Lecturer, Rajarata University of Sri Lanka)
for accepting part of my duties when I struggle at the deadline of the submission of this

thesis.

Finally I would like to thank all the staff members at the Department of Accountancy and

Finance for their support in my academic endeavors.

iv



ABSTRACT

This study examines whether the application of International Financial Reporting
Standards (IFRS/SLFRS) is associated with higher accounting quality for Sri Lankan
firms using a sample of 157 firms listed Colombo Stock Exchange (CSE). The companies
listed on CSE were mandated to adopt IFRS/SLFRS in preparation of their financial
statements with effect from 01% of January 2012. Prior to the adoption of IFRS/ SLFRS
Sri Lankan firms reported under Sri Lankan Accounting Standards (SLAS). Thus, this
study compares several measures of accounting quality for Sri Lankan firms under two
reporting regime to identify the improvement of accounting quality in post IFRS/SLFRS
adoption. Following prior studies, this study uses eight individual measures of accounting
quality relating to earnings smoothing, managing towards earnings targets, timely loss
recognition and value relevance. Firms are said to have improved accounting quality if
they display lower levels of earnings smoothing, less management towards earnings
targets, more timely loss recognition and higher levels of value relevance. The results of
this indicate that in general, accounting quality of SL firms improved after mandatory
IFRS/ SLFRS a%s);gti()ll 10/ tervitsl ot digplayingliess management towards earnings targets
and more tinleﬁn#gé of loss recoghttion. HoweVer, there is“no-cvidence that accounting
quality has beeﬁ iﬁﬁproved with regards to reducing earnings smoothing and improving
value relevance. In addition, the results of this study revealed that earning smoothing has
increased significantly following mandatory adoption of IFRS/ SLFRS. Further, the value

relevance of accounting numbers is very low under IFRS/ SLFRS.
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