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Centre news

tHAnK YOU KPMG !

The current and past directors of the Centre, Peter Walton, Wolfgang Dick, Paul 
André and Thomas Jeanjean would like to thank KPMG for their very generous 
support of the ESSEC Financial Reporting Centre since its inception in 2005. 
In particular, we would like to thank Jean-Luc Decornoy, past Chief Executive 
Officer and our current ESSEC liaisons : Bertrand Desbarrières, KPMG partner 
and Lydwine Alexandre, Senior Manager. Sadly, the term of this sponsorship now 
comes to an end. The ESSEC-KPMG Financial Reporting Centre has specialised 
in financial reporting under International Financial Reporting Standards (IFRS) 
having been created in the year in which European listed companies started to 
use IFRS. The Centre monitors closely the activities of the International Accounting 
Standards Board and the application of IFRS by European companies. It produces 
a monthly report on the standard-setting meeting of the IASB and publishes 
research into the application of IFRS. These can be found at https://sites.google.
com/a/essec. edu/essec-kpmg-financial-reporting-centre/publications. Recent 
examples are discussed below including work on goodwill disclosure ; voluntary 
adoption of IFRS by SMEs and conservatism/prudence. It also provides specialist 
studies for ESSEC students who intend to follow a career in international financial 
reporting : 39 have graduated from the Centre and 35 students are in the process 
of validating the Centre.
The ESSEC Financial Reporting Centre will pursue its activities, with potential 
transformation as it searches for new sponsors.

7th FrAP seminar June 26th at esseC La Defense "Les 
rémunérations en actions dans le secteur des entreprises de 
services du numérique ?"

In a first for the Centre, it jointly organised 
with KPMG a conference-debate on the 
topic of share based compensation. Results 
from a joint study by the students of the 
Centre and KPMG staff on the stock based 
compensation practices of 23 “Entreprises 
de Services du Numérique (ex SSII)” where 
presented throughout the evening. The 
topics discussed included :
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-  Is stock based compensation important in the sector 
and does it play a significant role in hiring and keeping 
talented people ? For whom ?

-  What type of packages are used and for which 
population of employees/managers ?

-  What are the conditions for giving these out (presence, 
performance criteria, etc.) ?

-  What is the role of, and to what extent are, 
compensation committees involved in the process ?

-  What do analysts think about the use of stock based 
compensation ?

-  How are new tax rules having an impact on companies’ 
compensation packages ? What are alternatives ?

The presentation was complemented with comments 
and lively debate from a panel of experts including 
Agnès Blazy, ISR Analyst – Investissement Socialement 
Responsable – and gouvernance, CM-CIC Securities ; 
Guy Mamou-Mani, President of Syntec Numérique 
and co-President of Groupe Open ; Alexandre Menais, 
Group Legal Director at Atos ; and Delphine Bariani, 
Legal and Tax Partner at STC, member of the KPMG 
network and chaired by Jean-Pierre Valensi, Partner, 
Technology sector, KPMG.
The topic of taxes and how governments over time 
make so terribly complex the whole process of 
planning and putting in place compensation plans was 
a recurring theme. Companies often lack the ability to 
use stock based compensation efficiently in motivating, 
incentivizing, retaining or allowing key stakeholders of 
the firm to participate in the value creation process. This 
was identified as another area where France may lack 
the ability to compete in a global world.
The full study can be found at http://chaire-
f inanc ia l - report ing-kpmg.essec .edu/page-5/
frap-financial-reporting-academia-and-practice

6th FrAP seminar June 15th May at the CnIt 
"Dix critiques fréquentes de norms IFrs "

With a full house, the largest audience for a FRAP to 
date, we had the pleasure of having Philippe Danjou, 
member of the IASB, as guest speaker to discuss ‘Ten 
frequently heard criticisms of IFRS’. The debate was 
initiated by François Meunier, ex-President of the DFCG 
and ex-Director general of COFACE and led by Thomas 
Jeanjean, professor and co-director of the ESSEC KPMG 

Financial Reporting Centre. The ten criticisms debated 
were:

1 -  IFRS attempt to reflect the global financial value of 
the firm ;

2 - IFRS impose widespread fair value accounting ;
3 - IFRS are not prudent ;
4 -  IFRS give more importance to economic reality than 

legal form ;
5 - Managers don’t understand IFRS ;
6 - IFRS don’t reflect the business model of the firm ;
7 -  IFRS accounting for business combinations is nonsense ;
8 -  In the near future, all financial instruments will be 

accounted for using fair values ;
9 - Fair value is always defined as a market value ;
10 -  IFRS create ‘accounting’ volatility not reflecting 

economic reality.

Mr Danjou argued strongly that these criticisms are 
generally unfounded. He further argued that Europe 
has not abandoned its sovereignty over standard 
setting. While the audience was generally supportive 
of these views, the issue of fair value accounting did 
generate quite a debate and the specific case of banks 
and insurance companies remains a complex issue. Also 
contested was impairment testing, not the principle but 
the challenging issue of performing these properly !
Mr Danjou’s detailed slides can be found at : http://
chaire-financial-reporting-kpmg.essec.edu/page-5/
frap-financial-reporting-academia-and-practice

IFrs OBservAtOrY
Peter Walton
IFRS Director

A summary of the news from the 
IFRS world in the last few months 
would read that everything 
happened that you would expect, 
but not as quickly as you might 
hope ! The leasing exposure 
draft and that on insurance were 

issued, as was the discussion paper on the conceptual 
framework. A contentious Interpretation on accounting 
for levies was also issued, but the long-awaited 
standard on revenue is still on the overdue list, albeit 
without disappearing from the radar. Deliberations are 
still continuing on financial instruments.

The discussion paper on the conceptual framework 
duly appeared in July. As expected the asset and 
liability definitions just specify that an asset (or liability) 
should have the capability to generate cash flows, 
but not a more than 50 % probability of doing so, as 
in the existing definition. If they are deemed to exist, 
the criterion for recognition is whether the information 
would be decision-useful.
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Unfortunately the suggestion is that the definitions 
should retain the requirement that assets or liabilities 
must have been triggered by a past event. This 
requirement, which is essentially an anti-abuse measure, 
is carried over from the existing framework and is found 
in IAS 37 Provisions, where it can cause counter-intuitive 
accounting, of which more later.

The paper looks at the difficult relationship between 
the Profit or Loss Account and Other Comprehensive 
Income (OCI) within the Statement of Comprehensive 
Income. The aim was that the new framework would 
provide a definition of what items went into OCI, but 
this is proving troublesome, given that existing items 
do not fall neatly into classes of transaction. Several 
alternatives are offered, with the most support so 
far gathering around the notion of OCI as a ‘bridging 
section’ – a parking place for incomplete transactions 
and differences on transactions where the balance 
sheet measurement is different from that in the Profit 
or Loss.

The European Financial Reporting Advisory Group is 
arguing that the IASB should re-instate the discussion 
on prudence which was deleted from the 1989 
international framework during the joint project with 
the FASB. The discussion paper notes the prudence 
debate but says that prudence is inconsistent with the 
notion of neutrality and leads to under-statement of 
assets and over-statement of liabilities. No doubt we 
will hear more about this.

The leasing re-exposure draft was published in May. 
One of the main changes is that property leases will 
show rental in the income statement, rather than 
depreciation and interest. The reason for the change 
is the argument that under a short term property lease 
you are not acquiring the asset in any meaningful way, 
and a declining (interest) charge in profit or loss over 
the contract period does not make sense, when in effect 
the charge is the same for each period.

The staff proposed applying annuity depreciation, 
which was advocated by William Baxter in his seminal 
1971 book on depreciation. It combines the cost of 
capital with depreciation to give a level period to 
period charge by increasing annual depreciation as the 
cost of capital declines. Baxter argues that this gives a 
more accurate idea of the cost of using the asset. This 
approach was rejected by the FASB on the grounds 
that it is forbidden under US GAAP. Prof Stephen Zeff 
has since taken issue with the FASB, commenting that 
the only reference to annuity depreciation in US GAAP 
is in an illustrative example which is not a mandatory 
part of a standard.

Both the IASB and the FASB published insurance 
proposals in June. Without going into the mind-
numbing detail, the two documents are related but not 
the same. For the IASB this represents the latest step in 
a process that dates back to the 1990s. It could be that 

the industry is so tired of debating that they will accept 
this version just so that they can move on.

The IASB and FASB staff have finished drafting the 
revenue standard, but, as is normal procedure, they 
have passed it over to the international audit firms 
and others for a ‘fatal flaw’ review. This has introduced 
a further delay as some people objected to the 
accounting for contracts with uncertain outcomes, e.g. 
where the price is dependent on subsequent sales, such 
as a royalty arrangement. This is typical of what adds 
to the time taken to finalise a standard. Nobody has 
come up with a satisfactory solution to the particular 
issue. There are three equally less-than-satisfactory 
solutions, and different people weigh the advantages 
and disadvantages differently, so each time anyone new 
looks at the proposal, the issue is raised again.

Interpretation 21 on levies is a relatively minor issue 
about how entities account for government levies and 
similar taxes that are triggered when the entity passes 
a threshold activity figure. Entities argue they should 
accrue throughout the reporting year if they expect to 
pass the threshold. The Interpretations Committee has 
ruled, based on IAS 37, that there is no liability before 
the triggering event has taken place. This means that 
no provision should be made in interim statements, 
even if the full charge will be incurred in the second 
half. The IASB eventually withdrew the Interpretation on 
emissions allowance schemes which turned on a similar 
application of IAS 37.

The prior triggering event constraint does create 
operational difficulties, and it is not obvious that the 
conceptual framework should include anti-abuse 
conditions. There might be a case for these at standards-
level, but should not the framework be at a higher level ?

ACADeMIC news

Thomas Jeanjean
Academic director

•  June 2013 study trip to London 
with Centre’s students

About 23 of the Centre’s students 
joined by the Centre’s assistant 
and the Centre’s directors did 
an intense study trip to London 

on Wednesday 12 June 2013. The program started 
immediately after arrival at the IASB with a presentation 
about the IASB including an update on the current 
projects. After the meeting we left the traditional City 
and went to Canary Wharf, where we had lunch and 
then moved quickly to the investment bank, Morgan 
Stanley. There, the head of Human Ressources and a 
former student of ESSEC made a presentation of the 
firm : its activities and the career opportunities for 
students. 
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This presentation was followed by that of Peter Joos, 
the Executive Director, Global Head of Valuation and 
Accounting on "Dealing with risk in an uncertain world”.

•  Centre seminar 2013 student research projects

Students of the spring 2013 Centre seminar have been 
working on IFRS related research projects.

Communication sur les modalities d’acquisition dans le 
secteur des Technologies
T. Azarmahd, B. Canioni, V. Lebleu, C. Le Texier, H. 
Nouri and A. Segard
The main objective of this study is to analyze how 
companies listed in France in the field of technology 
achieve their acquisitions and report on it in their 
Financial Statements. The study is based on a sample 
of 17 companies listed on Euronext Paris and Alternext 
and which made significant acquisitions since 2010.

The practice of publishing preliminary announcements 
for financial year under different regulation systems and 
accounting standards : A comparison between Hong 
Kong and Mainland China
X. Bian
Based on a comparison of practice between listed 
companies in Hong Kong and mainland China, the 
research explained the impact of differences in legal 
regimes, regulatory forces and accounting standards on 
the content, the timing of release, the reliability and the 
dissemination of preliminary announcements of annual 
results. Effects of different practice are analyzed in real 
cases and followed by a statistical evaluation.

"Les rémunérations en actions dans le secteur des 
Entreprises de Services du Numérique (ex. SSII)
C. Blias, M. Celdran, V. Jouanno and J. Wu
The research based among the 2012 Financial 
Statements of 23 listed European companies is aimed at 
observing the main tendencies of share-based payment 
in the IT sector. Three trends are put forward : First, 
share -based compensation is ever more used by IT 
companies and this development comes along with the 
diversification of financial tools. When it comes to tax 
issues, these financial instruments are at the center of a 
vigorous debate between companies and governments. 
Finally, as for communicating on the reasons why they 
use one financial tool more than an other, companies do 
not give enough information in their official documents."

The development of Working Capital Management 
before and after the Financial Crisis and its impact on 
the Financial Performance of SMEs across Europe
D. Cao, Y. Gong, C. Shen and C. Weber
In the paper, data of 1693 SMEs in the food industry 
from France, Germany and the UK were collected. 
The descriptive analysis revealed that compared with 
Germany and the UK whose working capital did not 
change much, France showed a great change before 
and after the crisis due to the reform on trade credit 
implemented in 2009. The exploratory analysis showed 
that working capital is highly correlated with collection 
period, credit period and stock turnover. The ignorance 
of the importance of working capital might be due to 
the fact that other financial performance ratios are used 
instead of working capital.

Les IFRS/PME en France : Les normes IFRS/PME ont-
elles un intérêt à être appliquées en France pour les 
petites et moyennes entreprises ?
M. Chatras
Should we apply the IFRS for SMEs in France ? When 
we look at the specificity of the French accounting 
standards, we do have doubts of a short-term global 
application. Through the interviews of major accounting 
actors, we came to the conclusion that we may offer 
the possibility for some SMEs, those that aim at raising 
funds on financial markets or developing their activities 
abroad, of applying the IFRS/SME.

After crisis adaptations in financing structure of SMEs
C. Cheng and C. Chu
The main objectives in this research paper are to 
examine and to explain the financing structures and 
methods, including equity, bank loan and trade credit, 
amongst a panel of 40935 manufacturing SMEs 
legally organized as proprietary companies separately 
in France, Germany and UK. Our research samples 
are taken from the database Orbis, which provides 
economic and financial data on public and private 
companies worldwide, and conducted over 4 financial 
years from 2007-2010.
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Effect on the financial statements of voluntary adoption 
of IFRS by SMEs in the UK
M. Docheva
The purpose of the research is to gain a better 
understanding of the motivations of smaller firms to 
adopt IFRS. In this particular case I focus on the UK 
and the implied motivations by observing the ‘desired’ 
effect on the financial statements by the voluntary 
adopters. Analysis reveals that among the sample firms, 
IFRS adoption led to higher profitability, higher values 
of intangible assets and lower values of property, plant, 
and equipment. One possible explanation taking into 
consideration the nature of the industry of the sample 
firms – communication and technology, is that IFRS as 
a more balance sheet oriented accounting approach 
may be perceived by sample firms as a method which 
provides a more accurate reflection of true economic 
value of underlying business. Moreover, the research 
work investigates a possible link with findings of 
previous academic work which suggest that larger 
firms, with lower levels of debt, more growth, more 
equity funding needs, and lower profitability are more 
likely to voluntarily adopt IFRS.

Les stratégies d’asset management et de risk management 
des assureurs européens face à Solvabilité II
C. Nurdin
From an asset and risk management perspective, how 
will insurers react to Solvency II ? Our study shows that 
there is already a significant trend among European 
insurers to shift toward less risky asset classes (equity 
vs. bonds for instance) vs. non-European insurers. 
However, contrary to a widespread belief, the increase 
of derivative coverage is an industry-wide trend, that 
goes beyond the European borders and thus cannot be 
conclusively linked to Solvency II.

reseArCH news

Paul André
Research Director

Presenting the Centre’s 
new research Fellow
The ESSEC KPMG Financial 
Reporting Centre is proud to 
present a new Research Fellow, 
also member of the Centre’s 
scientific committee. 

Cheng Lai joined ESSEC in 
2013, Ph.D., in Accounting, 
Australian School of Business, 
University of New South 
Wales. Bachelor of Commerce 
(First Class Honours) in 
Accounting and Finance, 
University of Melbourne.
Cheng Lai teaches financial 
account ing at  both 

undergraduate and postgraduate levels. His 
research areas include valuation, fundamental 
analysis, earnings quality, earnings management 
and conservatism. He previously worked as 
a research consultant at Capital Market Co-
operative Research Centre (CMCRC) and a 
lecturer (2009-2013) at the Australian School of 
Business, University of New South Wales. Cheng 
was a visiting scholar at Columbia Business 
School in 2012 and the School of Business, Renmin 
University of China in 2013. His research papers 
have appeared in international conferences 
such as the American Accounting Association 
Annual Meeting and the Accounting & Finance 
Association of Australia and New Zealand. He 
has published in Accounting & Finance and the 
Handbook of Worldstock. Cheng is an ad-hoc 
reviewer for Accounting & Finance, Australian 
Accounting Review, Accounting Research, and 
International Journal of Auditing. He has won 
research grants from the Australian School of 
Business and Accounting & Finance Association 
of Australia and New Zealand.
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recent Centre working papers and 
publications
• WoRKING PAPERS

Goodwill related mandatory disclosure and the cost of 
equity capital
Mazzi, F., Florence University, Andre, P., ESSEC 
Business School, Dionysiou, D., and Tsalavoutas, I., 
Stirling University
This study examines whether goodwill related 
mandatory disclosure is associated with lower implied 
cost of equity capital. Prior papers suggest that better 
or more information can lower the cost of equity by 
enhancing risk sharing, by reducing the covariance of 
a firm’s cash flow with the cash flows of other firms, 
by reducing estimation risk, or by improving market 
liquidity and reducing transaction costs. Goodwill is 
generally a significant amount on a company’s balance 
sheet and gives investors information on a company’s 
strategy, at least via mergers and acquisitions. We 
examine the relationship between goodwill related 
mandatory disclosure quality and the implied cost of 
capital for a sample of European firms for the period 
between 2008 and 2011. Our results indicate a negative 
relationship between cost of equity and expected 
goodwill related mandatory disclosure quality and 
greater than expected, i.e., positive discretionary 
disclosure quality.

The impact of IFRS on the relationship between financial 
reporting quality and investment efficiency
Andre, P., and Filip, A. ESSEC Business School and 
Marmousez, S., HEC Montreal (July 2013)
We test if financial reporting quality, characterized by 
a higher degree of conservatism and a better quality 
of accruals, is associated to investment efficiency 
(decrease of under- and over-investment) for a sample 
of French firms, before and after the mandatory 
adoption of IFRS in 2005. First, we report a significant 
decrease in conservatism after the implementation of 
IFRS. This result is consistent with the results reported 
by Piot et al. (2011), André and Filip (2012) and Ahmed 
et al. (2013). Next, we provide evidence that the accruals 
quality has slightly increased following the adoption of 
IFRS. Our results show that for the pre-IFRS period, 
conservatism is limiting the under-investment, while 
accruals quality is limiting over-investment. Finally, 
for the post-IFRS period accruals quality continues to 
be negatively associated to under-investment, while 
conservatism does not seem to play any role.

Government intervention, audit fees and audit quality,
Jeanjean, T., Huang, Z., and Jiang L., ESSEC Business 
School
In this paper, we analyze the consequences of 
government intervention on the audit market and 
audit quality. Regulators have expressed concern over 
the dominance of Big 4 firms and its potential harmful 
effects on the quality of audited financial statements. 
These concerns generated various initiatives to assure 
audit quality ranging from mandatory audit rotation to 
more direct forms intervention from public authorities. 

For instance, the European Commission proposed to 
generalize joint audit before giving up this proposal. 
From 2010, the Chinese government decided to limit 
the dominance of Big4 firms by fostering non-Big4 
attractiveness. We exploit this setting as a natural 
experiment to explore the consequences of a state 
intervention on the audit market. We find that audit 
market structure is altered significantly after the 
intervention. We also document a significant increase 
of audit fee pressure exerted on Big4 by their clients 
after the intervention and correspondingly a significant 
drop in Big4 audit fee premium. Further analysis 
indicates that, while the overall audit quality increased 
after the intervention, the audit quality of Big4 auditors 
decreased. Taken together, our study suggests that 
favoring non-Big4 firms helps to reduce Big4 market 
dominance and that much of the cost is borne by 
Big4 firms. Our evidence is of particular interests to 
regulators, such as European Commission, who may 
consider similar interventions.

Social networks and audit quality,
Jeanjean, T., Marmousez, S. and Sirois, LP.
We analyze the existence and the consequences of 
social ties (networks) between auditors and auditees 
on earnings quality. In France, Grandes Ecoles alumni 
constitute strong business networks. We argue that 
audit partners, directors and officers who graduated 
from the same Grande Ecole share common social and 
educational backgrounds, tastes and activities. These 
similarities are likely to develop into strong social ties 
between audit partners and an auditee’s directors and/
or officers. It is unclear whether or not these networks 
will affect earnings quality. On the one hand, the implied 
social ties may impair auditor independence ; on the 
other hand, stronger ties may facilitate information 
sharing or create a “social control” among network 
participants. Using a sample of 250 French listed firms 
over 10 years, we document that a significant portion 
of audit partners, directors and officers graduated from 
the same Grande Ecole consistent with the importance 
of such networks in France. Our findings indicate 
that the existence of social ties between auditors and 
auditees is associated with an increase in earnings 
quality, consistent with greater information sharing and 
“social control”.

Managing Accountability for Different Stakeholders : 
The case of Voluntary Disclosure of Greenhouse Gas 
Emissions
Jeanjean, T., Jerôme, T. and Depoers F.
As global warming is gaining significant attention, 
various stakeholders (states, general public, investors, 
lobbyists…) have put climate change on corporate 
agendas and expect firms to be accountable by 
disclosing relevant greenhouse gas (GHG) information. 
In this paper, we investigate how firms are accountable 
to those different stakeholders by studying the 
consistency of the GHG information voluntarily 
disclosed across different channels. We analyse, 
compare and contrast the GHG amounts reported by 
French listed firms through two distinct communication 
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channels : corporate reports (CR) and the Carbon 
Disclosure Project (CDP). Consistent with a stakeholder 
theory perspective, we find that GHG amounts are 
significantly lower in CR than in the CDP. We also find 
that firms increase figures’ traceability in the CR in 
case of observed discrepancy between channels. We 
suggest that, by increasing traceability, firms aim at 
guaranteeing information credibility across the different 
channels used.

A Re-examination of the Effect of Industry Specialization 
on the Pricing of Audit Services
Jeny-Cazavan. A., Audousset-Coulier. S. and Like. J.
This paper revisits the effect of using various definitions 
and measures of auditor industry specialization 
in empirical audit research and proposes a new 
methodology to examine the effect of audit industry 
specialization on audit pricing. Industry specialist (ISP) 
auditors are auditors who have developed a specific 
expertise in their client industries and who are therefore 
able to provide more efficient audits. Drawing from 
a sample of 29,726 US-listed firms over the 2000–
2010 period, we computed and compared 35 ISP 
measures. We find that the use of different definitions 
of auditor industry specialization results in inconsistent 
classifications of audit firms as specialists or not in a 
given industry. We further demonstrate that this lack 
of consistency between ISP classifications represents 
a serious measurement challenge, and that the various 
measures of industry specialization employed in prior 
empirical research have a low degree of internal and 
external construct validity. Our results suggest a 
potential explanation for the mixed evidence of prior 
studies examining the relation between ISP and audit 
pricing. More specifically, we find that industry expertise 
measures based on audit fees or on number of clients 
cannot be applied interchangeably and that they convey 
two distinct aspects of industry specialization strategies 
(namely, product differentiation and economies of 
scales). We therefore posit that to get a more complete 
view of the effect of auditor industry specialization on 
audit fees, both the audit fee–based and the number 
of clients–based ISP metrics must be included in audit 
pricing models.

In Search of the Disclosure Effects of the Siemens AG’s 
Corruption Scandal
Blanc, R., Branco, M.C., Cho, C.H. and Sopt, J.
In this study, we examine the changes in disclosure 
practices at Siemens AG—a large German multinational 
corporation, on compliance and the fight against 
corruption over a period of 11 years during which two 
significant corruption-related events occurred : (1) 
the issuance of the 10th principle on the fight against 
corruption, which can constitute an exogenous shock 
and thus potentially create positive adjustments to 
a company’s reputation ; and (2) the occurrence of a 
major corruption scandal at Siemens in 2006, which had 
a negative external impact. Though a content analysis of 
the company’s annual reports and sustainability reports 
from 2000 to 2011 and under the lens of legitimacy 
theory and media agenda setting theory, our findings 

suggest that Siemens changed its compliance and 
corruption disclosure practices to manage its legitimacy 
in the wake of the 2006 corruption scandal and in 
subsequent years. The strategies adopted by Siemens 
may be described as both symbolic and substantive 
(see Ashforth and Gibbs, 1990 ; Dowling and Pfeffer, 
1975 ; Rodrigue, Magnan and Cho, forthcoming). The 
implications emanating from this study seem therefore 
relevant for several key societal stakeholders in that 
they could at least provide additional arguments for the 
need of better regulations to ensure the disclosure of 
relevant, reliable and consistent corporate information 
about important social issues such as corruption—a 
serious economic, social, political and moral issue 
(Argandoña, 2007).

Does Environmental Disclosure Influence Cost of 
Capital ?
An Empirical Investigation of Japanese Companies
Cho, C., Michelon, G. and Tanaka, Y. 
In this paper, we examine the economic consequences 
of corporate environmental disclosure commitment 
and environmental performance efforts in the Japanese 
context. More specifically, we investigate whether both 
commitment to voluntary environmental disclosure 
per se and efforts made to improve environmental 
performance through disclosure are related to a firm’s 
cost of capital. Based on a sample of non-financial 
companies listed on the Tokyo Stock Exchange for 
the period 2003-2009, we report a negative relation 
between the issuance of a voluntary environmental 
report and firm cost of capital. Our results also indicate 
that long-term commitment to environmental disclosure 
is associated with a lower cost of capital. For a subset 
sample of firms that provide specific disclosure items, 
we finally find that both improvement in environmental 
performance and reported environmental efforts also 
decrease firm cost of capital. Overall, our results support 
the argument that, consistent with evidence found in 
some of the prior literature, capital market participants 
appear to value the existence and availability of voluntary 
corporate environmental information as well as firm 
commitment and efforts both in terms of environmental 
disclosure and environmental performance.

Impression Management and Organizational Audiences : 
The FIAT Group Case.
Bozzolan, S., Cho, C.H and Michelon, G. Under second 
review at the Journal of Business Ethics.
In this paper we investigate whether and how corporate 
management strategically uses disclosure to manage 
the perceptions of different organizational audiences. In 
particular, we examine the interactions between the FIAT 
Group and three of its key organizational audiences—
the local press, the international press and the financial 
analysts, which are characterized by different levels 
of salience for the company. We focus on both how 
management reacts to the optimism level existing within 
each audience and how the disclosure “tone at the top” 
adopted by FIAT influences the ex-post optimism in the 
local and international press or in the financial analyst 
community. We investigate the disclosure of the FIAT 
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Group over a six-year period (2004-2009), during which 
70 price-sensitive press releases were published. On 
the basis of 1,887 (331) news articles published in Italian 
(international) newspapers and 411 analyst reports, we 
report evidence of different strategic patterns in the 
interaction processes between FIAT and its audiences. 
Our findings also indicate some differences in the way 
FIAT is affected by, and in turn, affects the sentiment 
of each audience, thus highlighting that the salience of 
the stakeholder is an important driver of the adoption 
of impression management techniques. Taken together, 
our findings point to issues related to setting the “tone 
at the top” and potential ethical matters.

Initiating Disclosure of Environmental Liability 
Information : An Empirical Analysis of Firm Choice.
Chen, J.C., Cho, C.H. and Patten, D.M.
This paper investigates potential motivations for 
late adopting U.S. companies to begin disclosing 
environmental liability amounts in their financial 
statements. Based on a review of 10-K reports filed 
from 1998 through 2012, inclusive, we identified 55 firms 
initiating environmental liability disclosure over the 
period, with all but three doing so by 2006. Focusing 
on the disclosers up through 2006, we argue that the 
companies may have used the disclosure as a tool of 
impression management to avoid potential stakeholder 
mis-estimation of previously undisclosed liability 
exposures. We first compute tests to identify firms that 
may have begun the disclosure due to (1) materiality 
and (2) concerns of having proprietary costs imposed 
upon them due to changes in their environmental media 
coverage and environmental performance, and we find 
very few cases where these explanations might hold. 
For the remaining companies, we compared their newly 
disclosed liability amount, on average, with the mean 
level of environmental liability being disclosed by other 
firms in the year prior to the sample companies’ initiation, 
and find that it is significantly smaller, thus supporting 
our impression management argument. Finally, we find 
that overall level of environmental liability amounts was 
consistently decreasing over the time frame examined, 
suggesting that earlier adoption would have made more 
sense. However, it may also explain why almost no new 
firms began disclosing after the mid-2000s.

Risk-Shifting in Pension Investment
Lui, D. and Guan Y. July 2013
We examine whether risk-shifting behavior exists in 
the investment of defined benefit (DB) plan assets. The 
creation of the Pension Benefit Guaranty Corporation 
(PBGC) that acts as the ultimate guarantor of a failed 
DB plan, together with a largely flat-rate premium 
structure, incentivizes financially distressed sponsors 
with severely underfunded DB plans to engage in 
risky asset allocation strategies that shift pension 
underfunding risk to PBGC. We find evidence consistent 
with this view. We also find that employees may play a 
monitoring role to deter such risk-shifting behavior. In 
contrast, we find no evidence of risk-shifting in the U.K. 
where pension insurance premium incorporates both 
sponsor insolvency risk and plan underfunding risk. 

Our results suggest that implementing a risk-adjusted 
premium system, as is currently practised in the U.K., 
could help PBGC to mitigate cross-subsidization 
between low-risk and high-risk sponsors.

• PUBLICATIoNS

Board effectiveness and short-termism
Andre, P.and Gonzalez. A., forthcoming publication in 
Journal of Business Finance & Accounting
We examine whether more effective boards in terms 
of size, experience, shareholding and independence, as 
discussed in the 2010 UK Corporate Governance Code, 
limit excessive short-term risk taking or short-termism. 
We use a state-of-the-art asset pricing model that 
enables the disentangling of short-term risk (related 
to short-term returns) and long-term risk (related 
to long-term returns), and use the former as a proxy 
for short-termism, where the short-term component 
not only represents the time horizon for which we 
are interested but also the risk that is not related to 
fundamentals (Campbell and Vuolteenaho, 2004).
We examine 916 firms in the UK over a possible horizon 
of 18 years, January 1992-December 2010, and find that 
more effective boards are associated with lower levels 
of short-term risk and this result is robust to various 
types of short-term risk (overall, down side) and 
specifications.

The construction of a trustworthy investment 
opportunity :Insights from the Madoff fraud
Jeanjean, T., Stolowy, H., Messner, M., Baker, C.R; 
Forthcoming in Contemporary Accounting Research
In this paper, we use the investment fraud of Bernard 
Madoff to inquire into the production of trust in the 
context of financial markets. Drawing upon empirical 
data related to U.S. individual investors (interviews 
and letters) as well as documentary material, we 
investigate the mechanisms through which investing 
with Madoff came to be seen as a trustworthy 
investment opportunity. We show how different 
types of information contributed to construct Bernard 
Madoff as a trustworthy investment manager and how 
Madoff avoided meeting demands for accountability 
by manipulating investors in face-to-face encounters. 
We shed particular light on the role of institution-based 
forms of trust which play a critical role in facilitating 
economic exchanges. More specifically, we suggest 
that the Madoff case illuminates how the provision of 
information can lead to an “illusion of trustworthiness” 
that is difficult to escape for investors. An element of 
such illusion, we suggest, is inherent to the functioning 
of financial markets more generally.

IFRS 8, la qualité et la comparabilité de l'information 
sectorielle
Walton, P. published in Le Cercle Les échos. July 2013
L'information financière d'une entreprise doit-elle être 
directement comparable à celle d'une autre alors qu'il 
est peu probable que leurs activités et leur approche 
de gestion soient identiques ? En imposant la notion de 
comparabilité, ne crée-t-on pas en réalité une illusion 
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qui rend les faits économiques inintelligibles plutôt que 
d'accroître leur transparence ?
Un rapport récent publié par la SFAF analyse les 
informations sectorielles de 50 grandes sociétés 
européennes. Ce rapport, qui est très riche, conclut que 
les informations sectorielles ne sont pas comparables et 
ne sont donc pas très utiles aux fins des analystes. IFRS 
8 exige que les informations publiées soient basées sur 
les informations utilisées à l’interne, qui ne sont pas 
nécessairement entièrement conformes aux normes 
IFRS utilisées dans les états financiers consolidés.
Il s'agit cependant là d'un argument technique très 
ancien : l'information financière d'une entreprise doit-
elle être directement comparable à celle d'une autre 
alors qu'il est peu probable que leurs activités et leur 
approche de gestion soient identiques ? En imposant 
la notion de comparabilité, ne crée-t-on pas en réalité 
une illusion qui rend les faits économiques inintelligibles 
plutôt que d'accroître leur transparence ?
Ce problème est sensiblement amplifié en ce qui 
concerne l'information sectorielle, car la manière dont 
chaque entreprise répartit ses activités entre son 
siège social et ses principales unités d'exploitation 
peut-être radicalement différente, même s'il s'agit 
du même secteur. En général, le siège social assure 
certaines fonctions comme les relations investisseurs 
et le reporting financier consolidé, tandis que d'autres 
fonctions comme la recherche et le développement, les 
finances, la comptabilité, le marketing, les ressources 
humaines ou encore les services juridiques sont 
exécutés dans une certaine mesure par le siège social 
et les unités d'exploitation.
Ces caractéristiques d'organisation influencent 
grandement l'information sectorielle. À chaque extrême, 
ils peuvent être tous portés au compte des segments 
d'exploitation, ou publiés comme des coûts centraux 
non imputés. De nombreuses entreprises gèrent par 
exemple leurs emprunts par le biais d'une trésorerie 
centrale ; dans ce cas, où paraissent les charges d'intérêt 
dans la vue sectorielle du groupe ? S'il est décidé de les 
imputer aux unités d'exploitation, sur quoi base-t-on la 
ventilation ?
Selon IFRS 8, il est préférable que l'investisseur voie 
les composants du groupe de la même manière que 
la direction, car il s'agit d'unités réellement gérées. La 
norme précédente imposait une présentation uniforme 
et était critiquée pour la nature artificielle des chiffres 
produits : il s'agissait purement d'un exercice de 
conformité effectué par les comptables du siège social 
qui décidaient d'imputations arbitraires à partir des 
chiffres consolidés.
Cette norme fait actuellement l'objet d'une revue post-
implantation par l'International Accounting Standards 
Board, qui devrait confirmer ou dénoncer son efficacité. 
Une évaluation réalisée cette année de la norme 
américaine SFAS 131, sur laquelle IFRS 8 est fondée, 
met en évidence qu'elle "a renforcé la pertinence de 
l'information sectorielle. L'ajout d'informations ventilées 
et l'alignement amélioré permettent aux investisseurs 
de comprendre les différents types d'activité dans 
lesquels une société s'engage et ses perspectives de 
croissance future".

IFRS 8 peut ne pas satisfaire pleinement le souhait des 
investisseurs de disposer d'informations sectorielles, 
mais il est peu probable qu'une autre norme donne 
de meilleurs résultats. Quoi qu'il en soit, il est rare 
que les sociétés internationales soient directement 
comparables entre elles. Leurs activités sont 
généralement différentes, tout comme la manière dont 
elles répartissent les fonctions entre le siège social et 
les unités d'exploitation. Tout cela est encore compliqué 
par la nature artificielle des imputations comptables 
à l'échelle d'un groupe mondial qui sont également 
influencées par des questions d'ordre fiscal.

Global Financial Accounting and Reporting Principles 
and Analysis
Walton, P. and Aerts, W. (2013) 3rd edition, Cengage/
South-Western, London
Global Financial Accounting and Reporting 3e provides 
a complete companion to financial accounting that takes 
management students with no previous knowledge of 
accounting from the mechanics of how financial records 
are structured through to being able to understand and 
analyze published consolidated financial statements. 
The aim is to place financial reporting in its business 
context and to make it clear to aspiring managers 
how accounting is an integral part of understanding 
an enterprise. To this end this book considers how the 
conceptual foundations of accounting translate into the 
financial statements of businesses.
The book is global in its approach. It uses International 
Financial Reporting Standards as its basis and so 
reflects the rules followed by nearly all European listed 
companies and by an ever-increasing number of firms 
worldwide.
Global Financial Accounting and Reporting is primarily 
aimed at future users of accounting information such 
as managers and analysts. It is therefore ideal for use at 
MBA level. It can also be used on financial accounting 
modules for business students at the undergraduate 
level.

The Routledge Companion to Accounting, Reporting 
and Regulation
Van Mourik, C., (The Open University, UK) and Walton, 
P. (2013)
Financial accounting, reporting and regulation is a vast 
subject area of huge global importance, with interest 
rising significantly in the light of the ongoing global 
financial crisis.
The authors begin with a broad overview of the subject 
of accounting, setting the stage for a discussion on the 
theoretical and practical issues and debates regarding 
financial reporting, which are expanded on in the 
second part of the book. This includes how to define the 
reporting entity, recognition and measurement of the 
elements of financial statements, fair values in financial 
reporting and the costs and benefits of disclosure. The 
third part assesses the interest, need and theories behind 
the accounting, reporting and regulation industry, while 
parts four and five look at the institutional, social and 
economic aspects ; with issues such as accounting for 
environmental management and, accounting regulation 
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and financial reporting in Islamic countries, both issues 
of ever increasing importance.
This authoritative Companion presents a broad 
overview of the state of these disciplines today, and will 
provide a comprehensive reference source for students 
and academics involved in accounting, regulation and 
reporting.

Green Accounting : Reflections from a CSR and 
Environmental Disclosure Perspective
Cho, C.H. and Patten, D.M. (May 2013) Critical 
Perspectives on Accounting. In press forthcoming.
In this commentary, we reflect on Thornton's (2013) 
extension to his original CA Magazine article on 
environmental accounting (Thornton, 1993) as well as 
the original contribution. Given our background in social 
and environmental disclosure research, we question 
Thornton's narrow focus on environmental accounting 
as it relates to the debits and credits of financial 
reporting, and we attempt to illustrate the problems 
that voluntary environmental disclosure creates with 
respect to reduced incentives for companies to improve 
environmental performance. We conclude by identifying 
our concerns with the future of environmental 
accounting given the recent ‘rediscovery’ of the topic 
by mainstream accounting researchers.

Evaluation financière et Normes IFRS
Paugam, L., Ramond, o., Casta, JF. and Batsch, L. 
Economica 2012
Since their introduction in 2005, the international IAS / 
IFRS have revolutionized the world of financial reporting 
in Europe. Beyond the scope of the accounting 
information, they generalized the use of actuarial 
and financial methods in the preparation of financial 
statements of listed companies. Performing a standard 
based on principles, this reference is not accompanied 
by a framework for using these models.
Under professional practices still heterogeneous 
and insufficient doctrinal positions, this book aims to 
present and discuss the relevant valuation methods 
in the preparatory framework for financial reporting 
under IFRS. Its purpose is to allow the various players 
in the financial information (auditors, accountants and 
financial managers, financial analysts...) and students 
(masters in economics and management, business 
schools, engineering schools...) to understand the issues 
of valuation of assets and liabilities in the context of 
international financial reporting standards.

Risque d’estimation, coût du capital et communication 
des tests de dépreciation
Paugam, L., Ramond, o., Husson, B., Philippe, H. and 
Casta, JF. Finance Contrôle Stratégie
Le coût du capital est traditionnellement perçu comme 
une fonction croissante du risque d’estimation de 
la distribution des flux de trésorerie futurs (FTF) 
dégagés par les sociétés. En référentiel international, 
l’information communiquée au titre des tests de 
dépréciation en IAS 36 permet aux sociétés cotées de 
transmettre au marché des indications de premier ordre 

sur les risques liés à leurs FTF. A partir d’un échantillon 
de sociétés du SBF120 constitué au cours de la période 
2006-2008, nous mettons en évidence une association 
négative entre cette communication et le coût du 
capital. En outre, en isolant l’information prospective 
de l’information descriptive, nous montrons que seul 
le premier type d’information véhicule de l’information 
pertinente pour les investisseurs.

recent esseC KPMG Financial reporting 
Centre research workshops papers
(all papers available at https://sites.google.com/a/
essec.edu/seminaires-de-recherche-du-departement-
comptabilite---controle-de-gestion/test)

Earnings Quality in Foreign IPOs in the U.S. : The Role of 
Home Country Institution
Gilad Livne, Cass Business School
Wednesday, April 10, 2013
Using a unique dataset we compare measures of 
earnings management in foreign IPOs listed in the U.S. 
to U.S. domestic IPOs. Foreign IPOs are characterized 
by higher level of earnings management (more extreme 
reporting or earnings inflation) than U.S. IPOs. Earnings 
management by IPOs from countries with weaker legal 
institutions is either the same or lower than earnings 
management of IPOs from countries with strong 
institutions. Additional findings include evidence that a 
litigation threat constraints earnings management more 
in IPOs from countries with strong legal institutions. We 
also document a constraining effect of the Sarbanes-
Oxley Act on earnings management of IPOs from 
countries with weak institutions. We contrast these 
findings with prior research on cross-listed firms 
and argue that although foreign IPOs may abandon 
their home capital markets by listing in the U.S., their 
reporting characteristics are nonetheless influenced by 
home country institutions.

Recognition versus Disclosure of Fair Values
Thorsten Sellhorn, Maximilian A. Müller and Edward J. 
Riedl, Boston University WHU - otto Beisheim School 
of Management
Tuesday, April 23, 2013 
This paper examines the relative earnings 
informativeness of recognized versus disclosed fair 
values. While prior literature documents valuation 
differences across recognized versus disclosed financial 
information, it is silent on attributing such differences 
across two theoretical causes : lower reliability of the 
disclosed information, and/or its incomplete processing 
by investors. To address this issue, we use the unique 
setting of European real estate firms reporting under 
International Financial Reporting Standards, which 
require that the fair values of investment properties 
either be recognized on the balance sheet (“recognition 
firms”) or disclosed in the footnotes (“disclosure firms”). 
Using this latter disclosure, we obtain comparable 
earnings constructs that include unrealized fair value 
changes for both sets of firms. We find that fair value-

https://sites.google.com/a/essec.edu/seminaires-de-recherche-du-departement-comptabilite---controle-de-gestion/test
https://sites.google.com/a/essec.edu/seminaires-de-recherche-du-departement-comptabilite---controle-de-gestion/test
https://sites.google.com/a/essec.edu/seminaires-de-recherche-du-departement-comptabilite---controle-de-gestion/test
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based earnings is less informative for disclosure firms, 
consistent with greater noise in disclosed versus 
recognized fair values. Further evidence supports lower 
reliability of disclosed fair values-reflected in improved 
earnings informativeness for those disclosure firms 
using external appraisers to derive fair value estimates-
but fails to support incomplete processing of disclosed 
information by investors. Overall, these findings are 
consistent with lower reliability of disclosed fair values 
explaining its lower earnings informativeness relative to 
recognized fair value.

9th workshop on european Financial 
reporting (eUFIn), 5-6 september 2013, 
valence

Following the successful workshops in 
Bamberg, Regensburg, Milton, Keynes, 
Paris, Lund, Catania, Bamberg and 
Prague, the European Financial 

Reporting Research Group (EUFIN) 9th workshop on 
European Financial Reporting took place 5-6 September 
2013 at University of Valence in Spain.
The workshop offers an opportunity and venue 
for practice and academia to meet to engage with 
contemporary issues relating to accounting in Europe. It 
is likely to be of value to those who are interested in the 
harmonization of accounting in Europe, the regulation 
of financial accounting and the process of change in 
accounting and accounting regulation, as well as the 
internationalisation of accounting generally.

AnnOUnCeMents

Keep watching for further announcement on the 
upcoming ESSEC Financial Reporting 8th FRAP 
seminar in October/November, 2013

Upcoming ESSEC Financial Reporting Centre Research 
Workshops at Cergy :

Friday, October 25, 2013 at 2:00 pm,
Room N 405 at ESSEC (Cergy-Pontoise)
Yuan Ding, CEIBS

Wednesday, November 06, 2013 at 2:00 pm,
Room N 405 at ESSEC (Cergy-Pontoise)
Martin Walker, Manchester Business School

Tuesday, November 12, 2013 at 11:00 am,
Room N 405 at ESSEC (Cergy-Pontoise)
Beatriz Garcia osma, Universidad Autonomad de 
Madrid

Wednesday November 13, 2013 at (TBC),
Room N 405 at ESSEC (Cergy-Pontoise)
Juhani Vavio, Aalto University/Helsinki School of 
Economics

Tuesday, November 26, 2013 at 11:00 am,
Room N 405 at ESSEC (Cergy-Pontoise)
Marcia Annisette, York University

Wednesday November 27, 2013 at (TBC),
Room N 405 at ESSEC (Cergy-Pontoise)
Silvana Revellino, Copenhagen Business School

Tuesday, December 03, 2013 at 11:00 am,
Room N 405 at ESSEC (Cergy-Pontoise)
Charles Piot, IAE Grenoble
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About the Centre

The ESSEC-KPMG Financial Reporting 
Centre specialises in financial reporting under 
International Financial Reporting Standards 
(IFRS). Created in 2005, the year in which 
European listed companies started to use IFRS, 
the Centre monitors closely the activities of the 
International Accounting Standards Board and 
the application of IFRS by European companies. 
It produces a monthly report on the standard-
setting meetings of the IASB and publishes 
research into the application of IFRS. It also 
provides specialist studies for ESSEC students 
who intend to follow a career in international 
financial reporting. The ESSEC-KPMG Financial 
Reporting Centre is host to the European 
Financial Reporting Research Network (EUFIN).

About Our Partner

KPMG is the leading audit, accounting and 
advisory firm in France*.
The firm provides listed companies and 
international groups with audit and advisory 
services and works closely with SMEs, the public 
sector and the non-profit sector in an
audit, accounting and advisory capacity. KPMG 
S.A. has branches in 217 cities in France
and is a member of the KPMG International 
network which has firms in 156 countries.
 
*Source “La profession comptable 2012” 

For more information about the Centre: 
Visit http://www.essec-kpmg.net

e-mails: andre@essec.fr, jeanjean@essec.fr, 
walton@essec.fr
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