Contents

Preface

Chapter 1
Accounting restatements: definitions and accounting procedures

1.1.
1.2.
1.3.
1.4.
L.5.

1.6.

1.7.

1.8.

1.9.

Introduction

IAS 8: the scope of the standard

A brief history of the standards for accounting restatements

Definitions and key words

The importance of comparability and consistency in accounting:

uniformity under the IFRSs

Accounting policies

1.6.1. Changes in accounting policies and the discipline of retrospective
application

Accounting estimates

1.7.1. Changes in accounting estimates and prospective recognition

Accounting errors according to IAS 8

1.8.1. Defining the materiality of the error

1.8.2. Correcting an accounting error through a restatement

Concluding remarks

Chapter 2
By Elisabetta Mafrolla and Felice Matozza

The antecedents of accounting restatements

2.1.
2.2.

Introduction
How do restatements begin? Earnings management announcing re-
statements

page

XIII

—_

N DN W=

12
14
14
15
16
20
22

25
25

26



X Accounting restatements: A European perspective

page
2.2.1. The severity of restatements in IFRS-adopting corporations:
an empirical analysis 28
2.2.2. A description of severity and the sample selection 29
2.2.3. Results 31
2.3. U.S. GAAPs and IFRSs: similarities and differences 37
2.3.1. Definition and presentation 37
2.3.2. The filing and the timeliness of restatement disclosures 38
2.3.3. The determinants of filing choice in the U.S. environment 40
2.4. Corporate governance antecedents for restatements 42
2.4.1. The detrimental impact of high-quality auditing on restatements 43
2.5. Reputation concerns preventing restatements 44
2.6. Concluding remarks 45
Appendix to Chapter 2
Extra tables defining restatements 47
Chapter 3
The consequences of accounting restatements for corporate financing 49
3.1. Introduction 49
3.2. The equity market after accounting restatements 51
3.2.1. The short-term impact of restatements on equity markets 51
3.2.2. The long-term impact of restatements on equity markets 55
3.3. The bond market after accounting restatements 56
3.4. The cost of the capital in the private and syndicated loan markets
after accounting restatements 57
3.5. Reputation loss and repair in the aftermath of accounting resta-
tements 61
3.6. The top-management team: consequences of restatements for exe-
cutive and non-executive positions 65
3.7. Concluding remarks 67
Chapter 4
By Felice Matozza
Difficulties in IFRS application and the feasibility of restatements 69

4.1. Introduction 69



Contents

4.2. What is accounting complexity?

4.3. The importance of CFOs’accounting background and audit com-
mittee members’expertise

4.4. Empirical section
4.4.1. Description of the variables and sample selection
4.4.2. Description of the results

4.5. Concluding remarks

Final comments

References

XI

page

70

73
75
76
76
81

85

87



