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ABSTRACT

This research investigates the relationship between accounting conservatism and 
IFRS adoption in China from 2001 to 2012. The main IFRS adoption this research 
focuses on is the new accounting standard issued in 2006. Through using accrual-
based measurement and analyzing 510 Chinese Listed companies, I find the level of 
accounting conservatism decreased after the 2006 IFRS adoption. 
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1. Introduction 

I test whether there is a significant negative relationship between IFRS adoption and 

accounting conservatism in China. This IFRS adoption refers to the accounting standard reform 

that happened in 2006. This adoption does not directly apply the IFRS but fully converges into 

IFRS (Ye and Zamg 2018). The level of accounting conservatism implies the loss of more timely 

recognized than the gains (Basu 1997). Accounting conservatism is a significant feature of 

accounting quality for limiting management's opportunistic behavior and removing biases of 

management (Watts 2003). After investigating the data from the world, many researchers find the 

IFRS has a significant negative relationship with IFRS adoption. I focus on the Chinese data to 

explain the relationship between IFRS adoption and accounting conservatism. 

In response to the need for China's development, the Chinese government converged 

Chinese accounting standards to the IFRS. Since 1992, China has experienced four large-scale 

accounting system reforms and gradually converges Chinese accounting standards to the IFRS. 

The last significant convergence is the new Accounting Standards for Business Enterprises issued 

in 2006. One of the main goals of the accounting system reforms before 2006 is to strengthen the 

application of the conservatism principle. The primary purpose of the new accounting standards 

issued in 2006 is to achieve full convergence with IFRS. The new accounting standards adopt the 

established concept of assets and liabilities and to no small extent, referred to the international 

accounting standards for the measurement of fair value (Mao and Dai 2009). After the adoption of 

the accounting standard, some characteristics of accounting changes.  

Previous researches suggest that accounting conservatism level decreases after IFRS 

adoption (Li et al. 2017). Many research observations are from European countries. According to 

Hung and Subramanyam (2007), in Germany, empirical evidence shows that after the adoption of 
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IFRS, the level of accounting conservatism decreases. The adoption of a fair value measurement 

model results in a decline in the earnings conservatism. André, Filip, and Paugam (2015) document 

an overall drop in conservatism after the adoption of IFRS in Europe. China's convergence with 

IFRS has particularity. According to the relevant provisions of IFRS and Chinese accounting 

standards, there are several main differences between China and European countries in accounting 

treatment (Mao and Dai 2009). Investigating the change in accounting conservatism level after the 

particular standard reform in China is necessary.  

I test the relationship between accounting conservatism and IFRS adoption in 2006 in 

China, using a sample of 6120 observations for 510 A-share firms in China during 2001-2012. 

Accounting conservatism was measured based on the accrual-based measurement (Givoly and 

Hayn 2000), and I use the model from Elshandidy and Hassanein (2014). The result shows that 

after the IFRS adoption in 2006, the level of accounting conservatism decreased. The average level 

of accounting conservatism is positive before the IFRS adoption in 2006. The average level of 

accounting conservatism after IFRS adoption in 2006 is negative. The decreasing is consistent 

with prior research that after the IFRS adoption, the level of accounting conservatism decreases 

(Zhang and Zhu 2009). The research result hole after controlling the control variables, including 

the leverage, growth rate of sales, profitability, type of auditors, and industry fixed effect. Besides, 

this research is consistent with previous studies that accounting conservatism has significant 

positive relationships with leverage, profitability, growth rate of sales and the type of auditor 

(Elshandidy and Hassanein 2014). 

This research contributes to previous literature on the investigation of the significant 

accounting standard reform in 2006 in China. Previous studies which investigate IFRS adoption 

and accounting conservatism, are generally mostly considered European countries. Furthermore, 
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the pre-IFRS adoption period and post-IFRS adoption period are extended to 6 years each, while 

most previous researches usually focus on the 3 years before or after IFRS adoption (Elshandidy 

and Hassanein 2014). Besides, this research uses the accrual-based measurement of accounting 

conservatism for Chinese listed companies (Givoly and Hayn 2000) and provides direct evidence 

of accounting conservatism reduction. This research offers shareholders more understandings of 

the IFRS adoption and accounting conservatism in China and may help improve the efficiency of 

investors' decision-making. Besides, with a more comprehensive understanding of accounting 

conservatism, the Chinese government may get favorable on adjusting and perfecting the 

accounting standard regulations. In the end, this research provides evidence on the change of 

accounting conservatism after the IFRS adoption in China.  

To remainder of this paper is structured as follows. Section 2 presents a literature review 

and my hypothesis of the question. Section 3 describes the variables and methodology of this 

research. Section 4 describes the data collection, empirical results and analysis. Section 5 

concludes the paper. 

 

2. Literature review 

2.1 IFRS adoption in China 

From the 1950s to the early 1980s, the government operated a centrally planned economy 

which is dominated by state-owned enterprises. The government introduced a fund accounting 

system from the Soviet Union to report on the management of state funds. The concept of 

conservatism was regarded as a tool of capitalist exploitation. Therefore, China did not practice 

accounting conservatism. (Xin and Huang 1951). Besides, according to Zhou (1988), China was 
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under a planned economy that did not need the principle of conservatism. The central government 

strictly controlled the prices of the commodity. Inventories are unlikely to become obsolete due to 

the scarcity of resources and commodities. Base on the accounting regulation of that time, 

historical cost was the only basis of determining the value of assets. Therefore, under these 

situations, the principle of conservatism was not needed and was prohibited.  

Since 1992, China has experienced four large-scale accounting system reforms and 

gradually converge Chinese accounting standards to the IFRS. Each reform replaced the previous 

one and was considered to be in greater conformity with IFRS (IASB 2006). In 1992, the Ministry 

of Finance issued Accounting Standards for Business Enterprises (ASBE) Basic Standard, which 

was equivalent to the conceptual framework in Anglo-American countries. ASBE Basic Standard 

was the framework of developing Chinese specific accounting regulations. In July 1993, the ASBE 

Basic Standard and 13 industry-based accounting rules came into force (Li et al. 2017). In 1998, 

MOF issued an Accounting System for Limited Liability Companies, which represented 

harmonizing accounting methods and emphasized the application of the conservatism principle 

(Chen et al. 2002). In 2001, the government implemented an Accounting System for Business 

Enterprises. This reform generated accounting consistency and comparability regardless of the 

ownership structure and industry type of the enterprise (Xiao et al. 2004). 

In 2006, a new ASBE was issued. This reform was regarded as a significant step toward 

IFRS for China (Li et al. 2017). Mao and Dai (2009) believe that the main objective of this new 

accounting standard is to achieve full convergence with international financial reporting standards 

(IFRS). The new accounting standards adopted the concept of establishing the idea of assets and 

liabilities, weakened the influence of the conservatism principle, and expanded the application of 

fair value (Mao and Dai 2009). Before the IFRS adoption in 2006, China listed firms are generally 
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conservative. The implementation of ASBE in 2001 significantly improved the accounting 

conservatism of China listed firms. The new ASBE in 2006 further emphasized the conservatism 

principle. The Basic Standard stipulates that enterprises shall be careful in the recognition, 

measurement and reporting of transactions or events, and shall not overstate assets or income, or 

understate liabilities or expenses. ASBE No. 8 Impairment of Assets indicates that enterprises 

should do asset impairment tests on the balance date and recognize the attribution loss of asset 

impairment in the current period (Deloitte 2006). Therefore, the loss of asset impairment cannot 

be reversed in the future accounting periods and the accounting numbers will not be manipulated. 

 

2.2 Conservatism  

The accounting conservatism is an essential principle of accounting. Accounting 

conservatism also is a significant characteristic of financial reporting quality. It can be defined as 

a cautious reaction or asymmetric perception of the timing of good news and bad news (Base 1997).  

Accounting conservatism is related to leverage. According to Ahmed and Duellman (2011), 

firms with higher leverage always have a higher level of accounting conservatism. The reason is 

that highly levered firms have conflicts between shareholders and lenders. More leveraged firms 

have higher contractionary demand for conservatism. Financially distressed companies have 

higher litigation rates. The likelihood of financial distress is increasing in leverage, suggesting that 

more leveraged companies are demanding more conservative litigation (Khan and Watts 2009). 

Besides, according to Elshandidy and Hassanein (2014), the growth rate of sales is related to 

accounting conservatism. Sales growth affects accruals such as inventory and receivable and may 

affect accounting conservatism subsequently. Ahmed and Duellman (2007) indicate that profitable 
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firms tend to have a higher level of conservative accounting. Ahmed et al. (2002) argue that high 

profitable firms can better afford accounting conservatism. Therefore, earnings profitability may 

positively affect firms’ accounting conservatism. Besides, the type of auditor is related to 

accounting conservatism. Elshandidy and Hassanein (2014) believe that firms audited by auditors 

from big four may have higher accounting conservatism. 

Hou, Jin and Wang's (2014) analysis support that IFRS adoption is beneficial to accounting 

quality in terms of conservatism. Their further research finds evidence that there is a significant 

reduction in conservatism after IFRS adoption. This reduction of conservatism is beneficial for 

timely recognition of both positive news and negative news to make the indicator of managers' 

effort more natural and accounting information better, but also increase biased accounting 

information or estimation error (Hou, Jin and Wang 2014). 

 

2.3 Conservatism and IFRS adoption in 2006 

Prior research indicates that accounting conservatism implies the loss more timely 

recognized than the gains. Therefore, the income is more sensitive to the negative news than 

positive news to the company (Basu 1997). According to Watts (2003), accounting conservatism 

constrains management opportunism and removes biases of management. Therefore, accounting 

conservatism help firms achieving maximizing value. Indeed, conservatism through management 

to itself or other parties such as shareholders limit opportunistic payments.  

The introduction of IFRS help impose higher standard verification of recognizing good 

news and reflect bad news (Garcia Lara et al. 2007). Prior research about Europe indicates that 

there was a reduction of accounting conservatism level after IFRS adoption (Hellman 2008). André, 
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Filip and Paugam (2015) document an overall decline in the degree of conditional conservatism 

after the adoption of IFRS. They argue that IFRS is conceptually conditionally conservative. Still, 

that inappropriate application of conditional conservatism principles is likely to prevent financial 

reporting from reaching the level of conservatism targeted by the International Accounting 

Standards Board (IASB).  IFRS includes variable merchandise to keep conditional conservatism. 

For example, in IFRS, companies can recognize the probable liabilities but cannot recognize the 

contingent assets (IAS 37). However, the overall conservatism after IFRS adoption declines. 

 

2.4 Fair value and conservatism 

According to Zhang and Zhu (2009), significant changes in the economic environment are 

often accompanied by an accounting change in which historical costs and fair values are abolished 

or invoked. In 1929, the U.S. stock market depression made the regulatory authorities and 

standard-setting bodies based on historical cost accounting principles caused take seriously. After 

the mid-1970s, accountants began to advocate the valuation of assets at fair value. The significant 

impact of the stock market in 2001 and the abuse of accounting policies also made the accounting 

measurement more inclined to conservatism (Zhang and Zhu 2009). 

The new ASBE promulgated in 2006 was first implemented in listed companies on January 

1, 2007. The new ASBE adopts, to a large extent, referred to the international accounting standards 

for the measurement of fair value. The large extent on the measure of fair value put forward higher 

requirements for firm management. Firm management must have a more comprehensive 

understanding of the new accounting standard and accounting regulations to reflect the accounting 

information of firms objectively. Fair value adds more uncertain measurement attributes and 
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management's judgment, which will inevitably affect the reliability of accounting information. 

Conservatism is one of the typical characteristics which reflects differences in institutional 

background and accounting standards on accounting information. Accounting conservatism has 

become an essential criterion for judging the quality of financial reports (Ball and Shivakumar 

2005). After the implementation of the new accounting standards that comprehensively introduced 

the fair value measurement attribute, the level of conservatism decreased (Zhang and Zhu 2009). 

The new ASBE also introduces Recognition and Measurement of Financial Instruments, 

Investment Property, Business Combination, Share-Based Payment, and Exchange of 

Nonmonetary Assets (Deloitte 2006). While the introduction of fair value may increase the 

relevance of accounting information, Li et al. (2017) argue that it has a negative relationship with 

conservatism, as it leads to companies to respond to both bad and good news on time. 

 

2.5 Hypothesis 

Conservatism is a degree of caution to make a judgment when the judgment is needed to 

make estimates under uncertainty conditions. Increased disclosures recognize uncertainties. 

Meanwhile, IFRS increases the level of disclosure. Therefore, firms are forced to be less 

conservative (Li et al. 2017). Hellman (2008) argued that conservatism leads to an overstatement 

of net assets and earning. As a result, there is a complete distortion of accounting data. Besides, 

the extent of using fair value accounting increases the overstatement of assets and decreases the 

level of accounting conservatism (Gwilliam and Jackson, 2008). 

Hellman (2008) concluded that the examination of these cases revealed that the 

conservatism principle was no longer practicable in such standards and that accounting 
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conservatism tended to decline after the adoption of IFRS. Prior researches about IFRS adoption 

mainly focus on the European countries. Therefore, this led me to raise the following hypothesis. 

 

Hypothesis: There is a significant negative relationship between IFRS adoption and accounting 

conservatism in China. 

 

3. Research Methodology 

This study investigates the relationship between IFRS adoption and accounting 

conservatism in China. I test whether the level of accounting conservatism decreased after the 

IFRS adoption in 2006. The main regression model is from Elshandidy and Hassanein (2014). This 

model specifies the relationship between accounting conservatism and IFRS. The coefficient from 

the regression of accounting conservatism against IFRS shows the result of my hypothesis. To 

measure the level of accounting conservatism, I use the accrual-based measurement from Givoly 

and Hayn (2000). This measurement guarantees the performance of the firms. 

Model from Elshandidy and Hassanein (2014): 

ACC-CONSit = β0+ β1 IFRSit + β2 GRSALESit + β3 LEVit + β4 PROFit + β5 

TAUDITORit + β6 IFEit + eit, 

where, 

ACC-CONSit = accounting conservatism in year t for firm i 

IFRSit = 1 if the firm i adopts IFRS in year t, and 0 otherwise 
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GRSALESit = growth rate in sales 

LEVit = leverage 

PROFit = profitability 

TAUDITORit = auditor type, 1 if the firm i is audited by big 4, 0 otherwise 

IFEit = industry fixed effects, dummy variable to classify industries. 

I use this model to measure whether the level of accounting conservatism decreased after 

the IFRS adoption in 2006. Accounting conservatism (ACC-CONS) base on accrual-based 

measurement following Givoly and Hayn (2000). The independent variable, adoption of 

international financial reporting standards (IFRS) is a dummy variable. Accounting conservatism 

can be affected by firms' other characteristics.  

In this model, GRSALES, LEV, PROF, TAUDITOR and IFE are control variables. 

GRSALES is measured as this year's sales decrease last year's sales multiplied by 100. LEV is 

measured as long-term debt divided by total assets. According to Ahmed and Duellman (2011), 

firms with high leverage are likely to have conflicts between bondholders and shareholders, which 

might affect the firms' conservatism. PROF is measured as net profit divided by net revenue 

multiplied by 100. Profitability has a relationship with the overall conservatism. Givoly and Hayn 

(2000) indicate that lower profitability ratios show evidence of intertemporal increases in 

conservatism. Firms with higher profitability have higher conservatism levels (Ahmed and 

Duellman 2011). TAUDITOR is a dummy variable. The type of auditor can affect the level of 

information provided by the firm. Firms audited by big four have lower conservatism than firms 

audited by non-big four (Elshandidy and Hassanein 2014). IFE, as a dummy variable, is to count 

for different industry categories. The industry classification is based on the National Industries 
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Classification (National Bureau of Statistics 2013). The industries I tested include all the industries 

in the classification except the financial industry and real estate.  

This study follows the measurement of Givoly and Hayn (2000) to utilize accrual-based 

measured for the accounting conservatism: 

            ACC-CONSit = (EBEXTit - CFOit + DEPit) * (-1) 

where, 

EBEXTit = earnings before extra-ordinary items 

CFOit = cash flow from operations 

DEPit = depreciation expense 

Accrual-based measure of accounting conservatism equal to earnings before extraordinary 

items decrease cash flow from operations add depreciation expense multiplied by negative one. 

EBEXT, CFO and DEP are averaged over a 3 years period, which centers on year t. The averaging 

mitigate effect from large accruals. EBEXT, CFO and DEP are scaled by the total assets. The CFO 

assesses the firm's economic performance. Positive values of ACC-CONS suggest a greater 

conservatism level. (Ahmed and Duellman 2007). 

 The measurements of dependent and independent variables are listed below: 
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Table 1. Summary of measures of variables 

Variables Acronym Operationalization 

Accounting conservatism ACC-CONS Baes on accrual-based measurement from Givoly 

and Hayn (2000). 

Adoption of international                   

       financial reporting      

       standards 

IFRS Dummy variable which equals 1 if the firm 

adopts IFRS, and 0 otherwise. 

Leverage LEV Long-term debt divided by Total assets. 

Continued to next page 

Growth rate in sales GRSALES Sales in this year decreases sales in previous 

year, and then divided by sales in previous year 

multiplied by 100%. 

Profitability PROF Net profit divided by sales or revenue multiplied 

by 100%. 

Auditor type TAUDITOR Dummy variable which equals 1 if the auditor is 

from big 4 audit firms, and 0 otherwise. 

Industry fixed effects IFE Dummy variable to classify different industries 

based on National Industries Classification 

 

Previous researches investigate accounting conservatism (Andre and Filip 2012) use model 

from Basu (1997). However, according to Dietrich et al. (2007), Basu's model may have bias 

results. Therefore, they recommend researchers use alternative methods to validate the findings of 

accounting conservatism. According to Garcia Lara et al. (2009), the model from Basu (1998) may 

have difficulty in obtaining firm-specific measures for conservatism. Therefore, I use the 

measurement from Givoly and Hayn (2000) to utilize accrual-based measured for accounting 

conservatism. The reason is that the firm-specific measure does not require too many data items 

(Wang et al. 2009). Besides, this measure is easy to implement. Furthermore, this measure does 

not affected by future rents or growth opportunities. This measure does not reflect overall or 

cumulative conservatism, nor does it take into account the effects of conservatism in previous 

periods (Givoly and Hayn 2000). 
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4. Empirical Results 

I use sample data from 2001 to 2012 of all A-share Chinese listed companies, because this 

research focused on the fourth reform of accounting standard convergence in China in 2006. Only 

firms with data over a 12-year period from January 1, 2001, to December 31, 2012, are used. Since 

the IFRS adoption issued in 2006 was implemented in 2007, the 6-year span (2001-2006) 

represents the period before IFRS adoption. The 6-year span (2007-2012) represents the period 

after IFRS adoption. Data are collected from the Chinese Stock Market and Accounting Research 

(CSMAR). To mitigate the negative effect of extreme observations and inaccurate data, I drop the 

observations below the 1st percentile and the observations above the 99th percentile. Observations 

with LEV higher than 1 are dropped. I also excluded firms whose Industries Classification is the 

financial industry or real estate from the sample. These two industries significantly differ from 

other industrial firms (Givoly and Hayn 2000). To ensure the accuracy of the final results, I drop 

the observations missing data. After cleaning, 6120 observations (510 firms) exit on the database, 

as shown in Table 2.  

 

Table 2. Sample and Industries 

Panel A: Sample 

Firm number 1735 

Excluding  

Financial and real estate firms 78 

Firms with extreme data or missing data 1147 

Final sample 510 

Panel B: distribution of sample among industries 

Industry Obs Percentage 

Agriculture, forestry, animal husbandry and fishery 120 1.96% 

Mining  84 1.37% 

Manufacturing 3888 63.52% 

Electricity, heat, gas and water production and supply 348 5.68% 

Construction  96 1.57% 

Wholesale and retail 684 11.18% 

Continued to next page 
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Transportation, warehousing and postal services 240 3.92% 

Hotels and catering services 36 0.59% 

Information transmission, software and information technology services 132 2.15% 

Leasing and business service 84 1.37% 

Scientific research and technology services 0 0% 

Water conservancy, environment and public facilities management 36 0.59% 

Residential services, repairs and other services 48 0.78% 

Education 0 0% 

Health and social work 0 0% 

Culture, sports and entertainment 24 0.39% 

Public administration, social security and social organizations 300 4.90% 

International organization 0 0% 

 

Panel A of Table 2 shows the final sample includes 510 firms with a 12-year period. 78 

financial and real estate firms are dropped. 1147 missing data firms or firms with extreme data are 

excluded. Panel B of Table 2 shows the distribution of samples among industries. The industry 

classification is based on National Industries Classification (National Bureau of Statistics 2013). 

The financial industry and real estate are excluded. 

 

Table 3. Descriptive Statistics  

Variable  Mean Std.Dev. Min Max 

Panel A: measure of accounting conservatism 

EBEXT  0.038 0.047 -0.283 0.390 

CFO  0.062 0.075 -0.566 0.563 

DEP  0.027 0.016 -0.019 0.134 

Panel B: ACC-CONS 

2001-2012  -.002 0.068 -.592 0.527 

2001-2006  0.003 0.064 -0.338 0.527 

2007-2012  -0.008 0.071 -0.592 0.396 

Panel C: independent variable and control variables 

GRSALES  18.062 28.754 -75.367 192.923 

LEV  0.063 0.090 0 0.616 

PROF  6.861 9.842 -27.462 94.318 

Panel D: dummy variables 

Variables  Dummy Observations Percentage 

IFRS 0 3060 50% 

 1 3060 50% 

TAUDITOR 0 5713 93.35% 

 1 407 6.65% 
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Table 3 shows the descriptive statistics of variables. In Table 3, panel A shows the accrual-

based measurement of accounting conservatism (Givoly and Hayn 2000). The mean values of 

earnings before extraordinary items, cash flows from operations, depreciation expenses are 0.038, 

0.062 and 0.027, respectively. The standard deviation of earnings before extraordinary items, cash 

flows from operations, depreciation expenses are 0.047, 0.075 and 0.016, respectively.  

Panel B of Table 3 presents the accounting conservatism based on the accrual-based 

measurement of Givoly and Hayn (2000). The observation number, mean, standard deviation, 

minimum, maximum values of accounting conservatism are listed for over the whole study period 

(2001-2012); for the pre-IFRS adoption period (2001-2006); for the post-IFRS adoption period 

(2007-2012). The mean value of accounting conservatism from 2001 to 2012 is -0.002. For the 

pre-IFRS adoption period, the mean value of accounting conservatism is 0.003. For the post-IFRS 

adoption period, the mean value of accounting conservatism is -0.008. This result indicates that 

the mean value of accounting conservatism decreased after the IFRS adoption in 2006. The 

standard deviation of accounting conservatism of the pre-IFRS adoption period (2001-2006) is 

0.064. The standard deviation of accounting conservatism of the post-IFRS adoption period (2007-

20012) is 0.071.  

In Table 3, panel C presents the independent variable and control variables. The mean of 

the growth rate of sales (GRSALES), leverage (LEV) and profitability (PROF) is 18.062, 0.063 and 

6.861, respectively. The standard deviation of the growth rate of return (GRSALES), leverage (LEV) 

and profitability (PROF) is 28.754, 0.090 and 9.842, respectively. Panel D presents the dummy 

variables. 50% of the observations did not adopt IFRS adoption before 2007 and 50% of the 

observations adopted IFRS after 2007. With regard to the type of auditors, 407 (6.65%) 
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observations are audited by big 4 audit firms and 5713 (93.35%) observations are not audited by 

big 4 audit firms.  

 

Table 4. Matrix of correlations  

Variables ACC-CONS     IFRS GRSALES LEV PROF TAUDITOR 

ACC-CONS 1.000 

IFRS -0.080 1.000 

GRSALES 0.042 0.105 1.000 

LEV 0.015 0.053 0.062 1.000 

PROF 0.209 0.014 0.110 0.081 1.000 

TAUDITOR 0.002 -0.005 0.022 0.069 0.087 0.087 

 

 

Table 4 presents the correlations between accrual-based measured accounting 

conservatism, IFRS, growth rate of sales, leverage, profitability and type of auditors. IFRS and 

ACC-CONS are correlated negatively at -0.080. For the control variables, GRSALES is correlated 

negatively with ACC-CONS at 0.042. LEV is correlated positively with ACC-CONS at 0.015. 

PROF is correlated positively with ACC-CONS at 0.209. TAUDITOR is also correlated positively 

with ACC-CONS at 0.002. The correlation results is consistent with previous studies that 

accounting conservatism has a negative relationship between accounting conservatism and IFRS 

adoption. The results is also consistent with the prior studies that accounting conservatism has 

positive relationships with leverage, profitability, growth rate of sales and the type of auditor 

(Elshandidy and Hassanein 2014).  
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Table 5. Regression results  

VARIABLES ACC-CONS 

IFRS -0.012*** 

 (-6.981) 

GRSALES 0.000** 

 (2.118) 

LEV 0.029*** 

 (3.394) 

PROF 0.001*** 

 (14.549) 

TAUDITOR 0.005* 

 (1.783) 

Constant 0.013*** 

 (7.850) 

  

Observations 6,120 

R-squared 0.053 

Year FE YES 

Industry FE YES 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

I use the model from Elshandidy and Hassanein (2014) to examine whether there is a 

decrease in accounting conservatism after the IFRS adoption in 2006. Table 4 illustrate the 

regression results of this study. I measure the relationship between ACC-CONS and IFRS with 

control variables. The model's r-squared is 0.053. This indicates that the data may not be much 

fitted to the regression line.  

The regression result is consistent with my hypothesis that IFRS and ACC-CONS are 

negatively related at a high significance level. The coefficient of IFRS is -0.012. This evidence 

shows that after the IFRS adoption in 2006, there is a decline in the accounting conservatism level. 

This result is consistent with the prior researches that after the adoption of IFRS, the level of 

accounting conservatism is decreased (Zhang and Zhu 2009; Li et al. 2007).  
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Regarding the control variables, the result shows that ACC-CONS has a significant positive 

relationship with leverage. The coefficient of LEV is 0.029. This result is consistent with the prior 

research that firms with higher leverage always have a higher level of accounting conservatism 

(Ahmed and Duellman 2011). Besides, ACC-CONS has a significant positive relationship with 

GRSALES, PROF and TAUDITOR. The coefficient of GRSALES is close to 0. The coefficient of 

PROF is 0.001. This result is consistent with the prior research that the growth rate of sales have 

positive relationship with accounting conservatism (Elshandidy and Hassanein 2014). Further, the 

results is also consistent that firms with higher profitability have a higher level of conservatism 

(Ahmed and Duellman 2007). Besides, the coefficient of TAUDITOR is 0.005. The type of auditor 

has a positive relationship with accounting conservatism. This result is consistent with previous 

studies that firms audited by big 4 audit firms generally have a higher level of conservatism 

(Elshandidy and Hassanein 2014). Therefore, the regression results are consistent with the 

hypothesis and the previous studies that accounting conservatism is related to not only IFRS but 

also other characteristics.  

 

5. Conclusion 

In response to the need for China's development, Chinese government gradually converged 

the Chinese accounting standards to the IFRS since 1992. The concept of accounting conservatism 

was proposed and practiced. For finding the relationship between accounting conservatism and 

IFRS adoption in China, I forced investigating last significant convergence, which is the new 

Accounting Standards for Business Enterprises issued in 2006. The primary purpose of the new 

accounting standards issued in 2006 is to achieve full convergence with IFRS. I test the relationship 

between accounting conservatism and IFRS adoption in 2006 in China, using a sample of 6120 
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observations for 510 A-share firms in China during 2001-2012. Accounting conservatism was 

measured based on the accrual-based measurement (Givoly and Hayn 2000), and I use the model 

from Elshandidy and Hassanein (2014). 

This empirical research finds that there is a significant negative relationship between IFRS 

and accounting conservatism. The degree of accounting conservatism decreased after the IFRS 

adoption in 2006. After the convergence of IFRS in 2006, there are some differences in accounting 

treatment between relevant provisions of IFRS and Chinese accounting standards. However, the 

research results show that there is no difference in the trends of accounting conservatism after the 

adoption of IFRS. The level of accounting conservatism from 2001 to 2006 is higher than the level 

of accounting conservatism from 2007 to 2012. There is a significant negative relationship 

between IFRS and accounting conservatism in China. Besides, this research agrees with previous 

studies that accounting conservatism has significant positive relationships with the growth rate of 

sales, leverage, profitability and auditor type (Elshandidy and Hassanein 2014).  

This research has some limitations. First, this research only collects data from 2001 to 2012 

and exclusively focuses on IFRS adoption in 2006. Therefore, the results may not accurately 

represent the relationship between IFRS adoption and accounting conservatism in China. Second, 

the single measure of accounting conservatism from Givoly and Hayn (2000) may also have bias. 

Accounting conservatism can be measured by other dimensions, which may lead to different 

research results. Therefore, a single measurement may not be accurate. Further researches about 

accounting conservatism might use other measures to investigate. Besides, the economic crisis that 

happened in 2008 may affect the research results. According to (Zhang and Wu 2010), accounting 

conservatism have a significant relationship with the financial crisis that occurred in 2008. 
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However, my research does not consider that the post-IFRS period is under the economic crisis 

background and does not control the effect of the financial crisis.  
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