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Abstract

The adoption of IASB’s standards has represented, in the Eu-
ropean Union, an important effort of harmonization towards
the financial reporting comprehensiveness, reliability, rele-
vance and comparability. This paper seeks to highlight the
importance of Information Compliance Indexes (ICI), based
on the accounting standards, as a proxy for reporting quality
awareness. This approach is evidenced through an illustrati-
ve example about disclosures on deferred taxes, as required
by IAS 12. This standard prescribes the accounting treatment
for current taxes, deferred assets and liabilities. These issues
are usually perceived by stakeholders as indicators of compa-
nies’ continuity and potential future returns. Based on non-fi-
nancial listed companies of Euronext Lisbon regulated market,
with reference to the end of fiscal years 2008 and 2012, an
information compliance index was performed, based on that
accounting standard. Then, this index was regressed with a set
of performance and control indicators. Evidences have provi-
ded several statistical significant insights, which corroborate
the findings that information compliance and disclosure levels
depend from several performance and control indicators.

Keywords: financial reporting, compliance index, income ta-
xes, IAS 12, deferred taxes
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Los indices de cumplimiento de informacion. El caso ilustrativo del Impuesto
de Sociedades

Resumen

La adopcidn de las normas del IASB ha representado, en la Unién Europea, un importante
esfuerzo de armonizacidn hacia la integracién de los informes financieros, la confiabilidad,
la relevancia y la comparabilidad. En este trabajo se pretende dar a conocer la importancia
de los indices de cumplimiento de la informacién (ICI), con base en las normas contables,
como un proxy para la presentacién de informes utiles. Este enfoque se pone de manifiesto
a través de un ejemplo ilustrativo acerca de las revelaciones sobre los impuestos diferidos,
como requiere la NIC 12. Esta norma prescribe el tratamiento contable de los impuestos
corrientes e impuestos por activos y pasivos diferidos. Estos problemas suelen ser percibi-
dos por los interesados como indicadores de la continuidad de las empresas y los posibles
rendimientos futuros. Sobre la base de las empresas no financieras cotizadas en el mercado
regulado Euronext Lisboa, con referencia a finales de los afios fiscales 2008 y 2012, se
realizé un indice de cumplimiento de la informacién, sobre la base de la norma contable.
Este indice integra una regresion con un conjunto de indicadores de desempefio y control.
La evidencia empirica ha proporcionado importantes conocimientos estadisticos que corro-
boran los hallazgos de que los niveles de cumplimiento de la informacién y de divulgacion
dependen de varios indicadores de desempefio y control.

Palabras clave: informacion financiera, indice de cumplimiento, impuesto de sociedades,
NIC 12, impuestos diferidos

Introduction

The last two decades have been marked by an increase in the efforts of internatio-
nal accounting harmonization. This regulatory convergence has been also extensi-
ble to individual and consolidated accounts, depending on whether the company is
listed or not in a regulated market such as EURONEXT, NYSE, BM&FBOVES-
PA, among others. Despite the substantive differentiation between national and in-
ternational accounting standards, the financial reporting characteristics depend on
the size (e.g. total assets, turnover, and number of employees) of the organization.
Thus, all the accounting standards share the same conceptual genesis towards the
information quality, in particular their utility to stakeholders.

Year 2005 represents, in the European Union (EU), a new era in creating financial
reporting rules for a worldwide capital market. The adoption of IASB’s standards
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acts as an important effort in the convergence and harmonization of measurement
and recognition rules. As described in Epstein and Jermakowicz (2010), those con-
vergence efforts must include a core set of standards towards a comprehensive ba-
sis of accounting and related financial reporting. Furthermore, those standards must
be high quality, enabling investors (domestic or foreigners) and other stakeholders
to analyze companies’ performance meaningfully both across time periods and
between companies, inside or outside certain activity sector. As a grant of finan-
cial reporting utility, those standards must be rigorously interpreted, and applied,
otherwise comparability and transparency would not be satisfactorily achieved.

The effect of change to IASB’s rules will vary from country to country and from
company to company (Morais and Fialho, 2008; Guggiola, 2010; Iatridis, 2012).
In fact, most of the European countries have traditionally developed rules orien-
ted to tax and other regulatory purposes instead of preparing a financial reporting
based on comprehensive and reliable information to be disclosed to other exter-
nal stakeholders, such as investors, customers, suppliers, employees, etc. Thus,
in the beginning of 2005, all EU companies that have securities listed on an EU
exchange must prepare consolidated accounts in conformity with IASB’s stan-
dards. Complementarily, all the EU states must permit those standards in the con-
solidated accounts of non-listed companies such as small enterprises or charities.
International Financial Reporting Standards (IFRS) are also permitted in the an-
nual non-consolidated accounts of all companies, however, with some exceptions.
All the principles stated in those standards aim the convergence to a harmonized
financial reporting, ensuring the information comprehensiveness, reliability, re-
levance and comparability. In a globalized market, stakeholders demand both for
quantitative (recognition and measurement requirements) and qualitative (disclo-
sure requirements) information disclosures. Qualitative information is becoming
increasingly important as part of an integrated financial reporting, as also requi-
red by international accounting standards. In addition to the requirements arising
from the accounting standards about disclosure, organizational performance is also
founded on drivers of value that, due to the difficulties in their recognition and me-
asurement, are not included in the traditional financial reporting. This is the case
of an entire typology of intangibles whose importance to the financial and strategic
positioning of the organization is recognized by management, but whose inclusion
in the financial reporting is hampered. Apart from the financial statements content
and objectives, qualitative and discriminative information is required towards an
integrated and crossed business comprehensiveness. Despite the effects of interna-
tional accounting harmonization on markets efficiency (Morais and Fialho, 2008;
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Guggiola, 2010; Iatridis, 2012), the quality of information disclosed to stakehol-
ders is certainly a key driver towards the mitigation of economic systemic uncer-
tainty and risk.

The evolution of financial markets in recent years has been marked by uncertainty
and risk, also reinforced by the negative perspectives of global economic growth.
We have observed multiple behaviors and trends by the various economic groups,
causing a slowdown in the economic growth. Thus, the crisis in the Eurozone and
its subsequent adjustment needs, in some European countries such as Portugal,
Greece and Ireland, have resulted in a significant downturn in the economic growth
as evidenced by a negative change in GDP (CMVM, 2014). In the context of sove-
reign debt crises, uncertainty and risk induce the stock markets to continuous ad-
justments towards the mitigation of any adverse volatility effects (Iatridis, 2012).
Companies tend to increase the disclosure information flows as the way to reduce
and mitigate that uncertainty and provide assurance to domestic and foreign stake-
holders, concerning the quality and comprehensiveness of their financial reporting.

Aims and objectives

This research aims at the illustration of the information disclosure compliance in-
dexes as key indicators for stakeholders. In this particular case, we analyzed IAS
12 to illustrate the use of an index that evidences the level of compliance of infor-
mation disclosure. Based on that index, this paper also aims at the identification
of variables that best fit with the dissemination level on income taxes. Evidences,
applied for non-financial listed companies for the years 2008 and 2012, all of them
integrating the Euronext Lisbon regulated market, constitute an overview about
information disclosure and compliance, respectively four and eight years after the
international accounting standards adoption in Portugal, as required by EU. This
illustrative paper also aims to provide the academic and scientific communities
with new insights and contribute to a global and integrated index construction,
structured around IFRSs adoption.

Background theories and concepts

Information translates everything that can be digitized and used by stakeholders.
Nowadays, it represents everything that can be converted into a set of bits and
disseminated through multiple platforms. It is a symbolic representation of a set
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of events, objects, and streams which requires rules in its disclosure (Shapiro and
Varian, 1999). It also integrates the chain of knowledge creation when data ac-
quires meaning, when it flows inside or across organizations, through multiple
structured or unstructured networks. Its dynamic transformation is dynamically
subjected to the filters of contextualization, categorization, calculation, correction,
and condensation as stated by Davenport and Prusak (1998). Hence, information is
a message in itself and is vulnerable to all the noise that arose from the processes
of communication.

Several authors, including Dretske (1983), argue that information is all that can
produce knowledge while others see it as a message flow (Nonaka, 1994). This
flow of information supports the commitment and beliefs between organizations
and their stakeholders. Thus, knowledge and information disclosure to the entire
company value system is embedded in the traditional theories such as agency
theory (Spence and Zeckhouser, 1971; Fama, 1980; Demski, 1980; Basu et al.,
1985; Eisenhardt, 1985; Mitnick, 1992; Kosnik, 1987; Fontrodona and Sison,
2006; Kulik, 2005), legitimacy theory (Dowling and Pfeffer, 1975; Guthrie et
al., 2004), institutional theory (DiMaggio and Powell, 1983; Gray et al., 1996;
Chapman et al., 2009), and contingency theory (Reid and Smith, 2000, Thomas,
1991), among others. Thus, those theories have explained the various factors that
influence the information disclosure drivers. However, it is our understanding that
the factors that determine the dissemination of information result from a symbiosis
between the business complexity and stakeholders’ needs. Each of them has its
basis in the social contract established between the company and its stakeholders,
creating internal mechanisms to respond to changes that occur in the environment.

The contingency theory assumes a theoretical perspective that contingencies such
as size, uncertainty and risk, technology and environmental pressures affect the
organization’s development and operating processes. Thus, organizations cannot
develop a standard framework to plan, organize and control their own activities.
On the other hand, institutional theory considers that organizations should adapt
to external expectations, so there are external pressures to implement appropriate
practices to disseminate information. The fact that organizations tend to implement
the same structures and practices along time as a response to social requirements is
designated in the literature as institutional isomorphism (DiMaggio and Powell, 1983).
The theory of legitimacy is based on the notion of the social contract between the
reporting entity and the society in which it operates (Guthrie et al., 2004). The
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dissemination of information is one way to relieve social pressure and legitimate
their organizational activities.

However, the information disclosure issue is strongly based on the relation between
principal and agent, as drivers of agency theory social agreement. Broadly, this
theory has been incorporated in multiple scientific fields, particularly in account-
ing (Demski, 1980), in economics (Spence and Zeckhouser, 1971), in marketing
(Basu et al., 1985), in political science (Mitnick, 1992), in finance (Fama, 1980;
Fontrodona and Sison, 2006), in behaviour and organizational culture (Eisenhardt,
1985; Kosnik, 1987; Kulik, 2005) and in sociology (White, 1985; Shapiro, 2005).
The controversy over its usefulness, applicability and validity, remains valid even
today. It was developed during the 60’s and the early 70’s of the twentieth century,
by several economists, including Arrow (1971) and Wilson (1968). It translates
the problem of attitude to risk either by individuals and/or by groups (Ross, 1973).
The differentiation of objectives inherent to those parties that leads their attitude is
also different. Those are relations between the principal and agent, metaphorically
supported by a contract-oriented behaviour of parties who take different attitudes
towards risk (Jensen and Meckling, 1976).

According to Eisenhardt (1989), the agency relationship arises between two or
more parties in a designated agent, acting for the other, called the main field in a
particular decision. Acting both parties in favour of their own interest, the principal
conducts its action to minimize costs, the agent in order to minimize their action.
According to Jensen and Meckling(1976), the agency costs correspond to the sum
of the costs of monitoring by the principal (associated with the incentives of the
agent and the monitoring process of their activity), expenses of the undertaking by
the agent (associated with resources spent by the agent to compensate the principal
for inappropriate actions) and residual losses (associated with the degree of diver-
gence between the agent’s decisions and the decisions that potentially maximize
the well-being of principal).

The paradigm of the usefulness of information for decision-making is now one of
the key issues in the designing process towards the information dissemination to
their stakeholders. The profound changes that have occurred in the economies in
general and in particular business models require information to be disclosed in a
timely manner and meeting the expectations of its users. However, many are the
factors that determine the type, timing and intensity with which this information
is disseminated.
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Assuming that information and knowledge are a key resource driven by indivi-
duals, groups, and organizations, the intensity in the disclosure process influen-
ces management decisions and stakeholders’ actions as a whole (Shackelford et
al. 2011). Market volatility, as a result of economic globalization, however, asso-
ciated with traditional business models, increases the urgency to produce useful
information that can support multiple decisions on a timely and reliable basis.
The accounting harmonization effort that we have experienced in the last decades,
comply with the need of information quality. This is not merely a mechanism of
standardization but fundamentally a mechanism to ensure the comparability of the
information produced, in a scattered way, in the context of a globalized market.
As a result of the unquestionable advances in the information and communication
technologies, many users and agents are more experienced with regard to the use-
fulness of the information. Organizations develop increasingly sophisticated sys-
tems that provide the information on a time-based way (Moahamed et al., 2010).
This revolution in the concepts of time and space is one of the leading brands of
digital revolution that has marked the last two decades. So far, information is dis-
seminated to stakeholders through multiple platforms, however, improvements are
required regardless its structuring and comprehensiveness. This increase is also
associated with the development of integrated management and control systems.

The sophistication of those systems, through a dynamic two-way relationship, is
characterized by the integration of financial and non-financial information, but
also from its predictive nature. Management control systems have acquired flexibi-
lity by enabling organizations to identify trends and warning signs which facilitate
the implementation of emerging strategies. Characterized by their multiple langua-
ges, these systems integrate both internal and external information (quantitative
and qualitative). Qualitative information is becoming increasingly important as
part of the integrated financial reporting. Thus, this evidence can be found in the
international accounting standards, especially in the topics related to the informa-
tion disclosures requirements. Although it is mandatory to disclose the information
required by accounting standards, there is still some resistance to its disclosure,
which can be explained by the theories mentioned above.

The usefulness issue of the information management has a diffuse scope, based on
multiple drivers: the type of information user, their information needs, the emerging
pressure from the capital markets, the changes occurred in the environment in
which organizations develop their activities and even regulatory requirements of-
ten resulting from political decisions. Indeed, we cannot link a particular theory
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to the entities and stakeholders’ behaviours, regarding the dissemination of infor-
mation. Those theories have specific determinants that embody the individual and
collective behaviours. These behaviours derive from the symbiosis assumptions
which are inherent to each particular theory.

In this context, we assume that companies have a certain level of resistance in
the disclosure of their liabilities. Stakeholders usually associate those liabilities to
short or long term financial risk which detracts companies to voluntarily disclose
this type of information. Although those disclosures are mandatory according to
international accounting standards, most of them do not comply with those re-
quirements. This assumption supports the need to identify an “Information Com-
pliance Index” (ICI) for the main liabilities recognised in the companies’ financial
statements, such as income taxes.

Income taxes

The issue of disclosure of the income taxes topics arises associated with the cha-
racteristic of the understandability of financial information. The breadth and cla-
rity of accounting disclosure are highly dependent on the preparers of financial
information. According to Meek et al. (1995), voluntary information only occurs
in cases in which the benefits outweigh the costs. Although IAS 12 enumerates
the requirements in terms of qualitative and quantitative extent of the topics to be
disclosed, the content and form remain dependent on the discretion of the preparer
of financial statements and related information.

That international standard, IAS 12, has the objective to prescribe the accounting
treatment for income taxes. It requires that an entity account the tax consequences
of transactions and other events in the same way that it occurs for the current tran-
sactions and other events. These effects are recognized only in the balance sheet
(directly in equity) or in the balance sheet and in income statement. Thus, those
recognitions can be perceived by stakeholders as indicators of company continuity
and/or future expected returns (e.g., deferred assets).

Deferred taxes assets are the amounts of income taxes that are recoverable in future
periods (deductible temporary differences, the carry forward of unused tax losses,
and the carry forward of unused tax credits) while deferred taxes liabilities are the
amounts of income taxes payable in future periods in respect to taxable temporary
differences (IFRF, 2014). Hence, taxable temporary differences result in taxable
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amounts when the carrying amount of the asset or liability is recovered or settled.
With regard to income taxes, IAS 12 establishes that, whenever applicable, com-
pany should disclose the following structured topics:

ICI,
ICI
ICI
ICI,
ICI

ICI
ICI

ICI

ICI,
ICI

ICI

ICI

Table 1
Main IAS 12 disclosure requirements

Description

Current tax expense.

Adjustments in current period.

Identification and description of temporary differences.

Use of previous year’s benefits or other income taxes credits.

Deferred tax expense arising from the write-down, or reversal of a previous write-
down.

The amount of tax expense relating changes in accounting policies.

Deferrals associated to items directly charged or credited in the equity.

Reconciliation between tax expense and accounting profit.
Changes in the applicable tax rate.

Amount and expiration dates of deductible temporary differences and other related
items.

Deferred taxes associated to investments in subsidiaries, branches and associates,
and interests in joint ventures.

Identification of the amount of deferred tax assets and liabilities recognized in the
statement of financial position for each period.

The amount of the deferred tax income or expense recognized in profit or loss.

Description of the income taxes consequences in dividends to shareholders.

Other deferred taxes related to business combinations.

If applicable, income taxes impact resulting from discontinued operations or
operational segments.

Source: Adapted from IAS 12 (IFRF, 2014).

We believe that those disclosure requirements are complex and, even in a holis-
tic way, this may constitute a severe inhibitor to disclosure behavior. Thus, the
financial reporting will be incomplete which implies a weak utility of the annual
accounts and consequently the operations comprehensiveness and prediction level
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relating current and future returns. As evidenced by Amir ez al. (1997), the omis-
sion of information relating income taxes are negatively associated with expected
futures returns that flow to the entity. The omission of those effects undermines
the completeness of financial information. To disclose information about deferred
taxes is really relevant to stakeholders (Amir et al., 1997). Investors usually as-
sociate the disclosure of deferred taxes on revaluation of tangible and intangible
assets with the expectation of continuous investments in depreciable and amorti-
zable assets. Evidences obtained by Chaney and Jeter (1989) and by Colley et al.
(2006) also show a positive association between deferred taxes recognition and
company’s capitalization. The market seems to recognize and incorporate the con-
tinuity of operations and their effects in terms of a desirable future returns.

Information compliance indexes

The construction of an Information Disclosure Index is a common technique to
aggregate information in several scientific fields, especially in social sciences, and
in particular in economics. In management and accounting, the same approach has
been followed in order to identify the intensity and level of information compli-
ance and reporting (Skinner, 1994; Wallace and Naser, 1995; Cooke, 1998; Bushee
and Noe, 2000; Barako et al., 2006; Oliveira et al., 2006; Lopes and Rodrigues,
2007; Morais and Fialho, 2008; Al-Shammari et al., 2008; Guggiola, 2010; Mu-
tawaaand Hewaidi, 2010; Broberg et al., 2010; Dragu and Tudor, 2011; Devalle
and Rizatto, 2013). In this regard, Dragu and Tudor (2011) have regressed the
disclosure index of borrowing costs (IAS 23) with multiple variables (e.g. turn-
over, return on assets, return on equity, total sales, debt rate, solvency) and have
evidenced that an increase in debt rate would generate increased disclosure while
an increase in solvency, in return on equity (ROE) and in return on assets (ROA),
would mean lower quantities of disclosed information. Meanwhile, Mutawaaand
Hewaidi (2010) found a negative association between leverage and disclosure
compliance level (dependent variable). A positive and significant association was
found between disclosure compliance level and company size, and sector of activity.
These evidences corroborate the previous evidences provided by Wallace and Naser
(1995), Oliveira et al. (2006), Lopes and Rodrigues (2007), Al Shammari et al.
(2008), Iatridis (2012) and Devalle and Rizatto (2013). Type of auditing company
(Big4) is also positively associated to the dependent variable, however not statis-
tically significant.
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Lopes and Rodrigues (2007) have regressed the information disclosure require-
ments stated in IAS 32 and IAS 39 against company size, industry, auditor type,
listing status, internationality, and other financial indicators such as debt/equity,
market value/total assets, among others. The results support that larger firms, with
higher leverage degree, also have a higher degree of information disclosure on
financial instruments. However, empirical evidence does not support the type of
industry, the type of auditor, the internationality degree, and the shareholder im-
portance effects. Thus, the factors that most affect the level of compliance with
IAS 32 and IAS 39 are the company size and its listing status. When the step-
wise method was used within the multiple regression, the leverage variables were
dropped. Complimentarily, Morais and Fialho (2008) have also confirmed that the
level of compliance with IAS 39 requirements differs between the countries: UK
companies present the highest index followed by Italian companies, French com-
panies, and German companies. Thus, the harmonization process and standards
compliance intensity is driven by economic factors, such as uncertainty and risk. In
the context of sovereign debt crisis, characterized by intensity in uncertainty and
risk, companies tend to intensify the information disclosures in order to mitigate
any adverse volatility effects (Guggiola, 2010; latridis, 2012).

Concerning IFRS 3 (Business combinations) and IAS 36 (Impairments of assets),
Devalle and Rizatto (2013) present an empirical analysis on the quality of the man-
datory disclosure, namely the determinants that influence the quality of disclosure.
Although we are facing mandatory information, evidences had provided that not
all the groups disclosed the items required by those accounting standards. The va-
riables that influence the compliance level are leverage, revenues, market values,
and return on sales (ROS). Thus, the higher the market capitalization, leverage,
revenues and ROS, the higher the attitude of companies to disclose mandatory
information. Size and performance variables are not statistically significant in the
context of mandatory information disclosures.

In the scope of voluntary information disclosures, Oliveira et al. (2007) have also
identified the intangibles (IAS 38) that were reported by Portuguese listed compa-
nies in their annual reports. Results evidence a significant influence of size, ow-
nership, auditing company, activity sector, and listing status. Complementarily,
evidences also show that annual reports are still important vehicles for corporate
managers to voluntarily disclose information. However, the hermetic boundaries
of TAS 38 detract the disclosures in the areas of human capital, in comparison with
relational or structural capital items. New developments are required towards the
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use of complementarily reports for intangibles as invisible drivers of value creation
(Lev, 2001; Lopes, 2010).

Broadly, information disclosures are significantly associated to company size
which means that large companies provide more mandatory and even voluntary
disclosures than in SMEs (Wallace and Naser, 1995; Lopes and Rodrigues, 2007;
Al-Shammari et al., 2008; Mutawaa and Hewaidi, 2010; Dragu and Tudor, 2011;
Arvidsson, 2011; Iatridis, 2012). In relation to key profitability indicators such
as ROE or ROA, evidences are not convergent (Wallace ef al., 1994; Street and
Gray, 2002; Al-Shammari et al., 2008; Broberg et al., 2010; Dragu and Tudor,
2011) which means that other variables exist that drive the effective information
compliance and disclosure.

Methodology
Data

This research is based on 40 non-finance companies for the year 2008 and on
47 non-finance companies for the year 2012. Those companies were listed in the
Euronext Lisbon regulated market, with reference to end of fiscal years 2008 and
2012, respectively. Financial data was collected from the Data Stream database
and complementary information required for index construction was collected
through the content analysis approach, based on companies’ annual consolidated
accounts. The process of data collection was based on the guidelines fixed in Abra-
ham and Cox (2007).

The theoretical index approach

Information disclosure intensity can be evaluated through several approaches
(Arvidsson, 2011), including the construction of a weighted or unweighted index
metric (Oliveira et al., 2006; Lopes and Rodrigues, 2007; Mutawaaand Hewaidi,
2010; Oliveira et al., 2010; Dragu and Tudor, 2011; Devalle and Rizatto, 2013).
The information compliance index (ICI) for each company can be achieved through
the quotient between the total of items disclosed by each company and the sum of
items that should be disclosed to stakeholders, according to the particular standard
under analysis. The first step in this research consists in achieving the compliance
disclosure index for income taxes, based on the content of IAS 12. Our unweighted
index will be computed as follows:
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n Yj
cr =" 1

1

Where:

ICI l:j— Disclosure index for IAS, in company i
Yij - Disclosure observed in company i for IASJ.

T Dl.j - Total disclosures required by IAS, and applicable to company i

This index will be integrated in a multiple linear regression model as a dependent
variable. This is an unweighted index which assums that all items are considered
with the same level of importance to many users of financial statements. The use
of weighting factors would imply a previous study of the importance attributed by
many users of information, for each of the elements considered. Thus, the results
would be eventually biased by subjective factors.

Variables

In the first step, we have looked for the construction of a disclosure index on
income taxes (ICI). This index was included in the regression model as a depen-
dent variable, illustrating the level of compliance about information disclosures,
according to IAS 12. Independent variables and corresponding signs are broadly
supported by agency theory, legitimacy theory, contingency theory, and institu-
tional theory (Demski, 1980; Dowling and Pfeffer, 1975; Thomas, 1991; DiMag-
gio and Powell, 1983, Reid and Smith, 2000; Guthrie et al., 2004; Chapman et
al., 2009). The literature review also supports our assumptions and variables
signs, in particular, Cooke (1998), Bushee and Noe (2000), Barako et al. (2006),
Lopes and Rodrigues (2007), Dragu and Tudor (2011), Mutawaa and Hewaidi
(2010), Broberg et al. (2010), and Oliveira et al. (2010).
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Table 2
Variables description and framework

VARIABLE PREDICTED
VAR. DESCRIPTION
TYPOLOGY Economic SiGN
DEPENDENT ICI Information compliance index for IAS 12
DIM Natural logarithm of total assets +
ROA Return on assets (Net Income/Total -
Assets)
ROE Return on equity (Net Income/Equity) -
Natural logarithm of earnings before
EBITDA interests, taxes, depreciation and +
amortization
INDEPENDENT )
DEB Debt ratio (Debts/Total Assets) -
Business growth between 2011 and 2012
9
BGROW and between 2007 and 2008 ’
Net income growth between 2011 and
9
NIGROW 2012 and between 2007 and 2008 ’
AUDIT Auditing company (1 - Audited by a Big, +
company and0 otherwise)
SEC Activity sector

The dummy variable AUDIT assumes 1 if annual management report was certified
by a Big4 auditing company and O otherwise. Companies are aggregated in seven
activity sectors as follows: 1. Consumer services and transportation; 2. Equipment
and industry; 3. Construction and infrastructures; 4. Technologies and communica-
tions; 5. Consumer materials; 6. Petrol and energy; and 7. Media and advertising.

The predictive model
In order to identify which variables (X;; i=1,...k) best contribute to explain the

variance of dependent variable, the model stated below has been regressed for the
income taxes compliance index.

[C] =B, + BDIM,, + B,ROA4,, + B,ROE;, + B,EBITDA, )
+ BsDEB;; + B BGROW, + B, NIGROW, , + p AUDIT; , + B,SEC,; + ¢
(j=1b...n)

Thus, all variables were simultaneously introduced in the model in order to iden-
tify which ones can predict (rejection of H: B =p,=...=p,=0; p<a) the infor-
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mation compliance index on income taxes, for non-finance listed companies, in

2008 and 2012.

Results and discussion

In 2012, the sector of consumer services and transportation integrates 11 compa-
nies (23.4%) while the sector of basic equipment and industry represents 21.3%
(10) of total companies. These two sectors represent, in 2008, 55% of the total
companies. The overall distribution by sector is evidenced in the graph below, for

2008 and 2012, respectively.

Graph 1

Activity sectors (2008/2012)

Media and advertising

Petrol and energy

Consumer materials

Tecnologies and communications

Construction and infrastructures

Equipments and industry

Consumer services and transportation

6.4%
I 7.5%

12.8%
I 15.0%

6.4%
I s.0%

14.9%
I 10.0%

14.9%
I 7.5%

0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0%
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In order to provide an integrated overview about the variables included in the re-
search, we summarize in table 3 the basic descriptive measures such as minimum,
maximum, mean, and standard deviation.
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Table 3
Descriptive measures (2008/2012)

Minimum Maximum Mean Std. Dev.
VLS 2008 | 2012 | 2008 | 2012 | 2008 2012 2008 2012
ICI 0.07 0.00 0.93 0.98 04574 | 0.5470 0.3282 | 0.29016

DIM 6.9636 | 7.1432 {10.2770|10.3192| 8.7203 | 8.7398 | 0.7786 | 0.71919

ROA -62.19 | -78.16 | 891 1500 | -4.9728 | -1.6832 | 15.2425 | 13.3165

ROE -586.61 |-190.87| 2023 | 56.10 [-26.4870| -2.8264 | 101.7094 | 36.6475

EBITDA |7.76228 |5.64870|9.36780 | 9.1427 | 4.6821 | 7.3775 | 5.8840 | 0.88732

DEB 4346 | 27.93 | 305.02 | 533.85 | 87.9682 | 98.9568 | 51.1667 | 89.8898

BGROW | -53.86 | -52.60 | 87.29 | 1622 | 8.7223 | -9.0311 | 30.5759 | 17.4445

NIGROW | -823.98 [-306.60 | 165.68 | 601.46 |-71.6570 | 38.8798 | 160.6501 |145.9948

The Information Compliance Index (ICI) on income taxes has improved approx.
20% between 2008 and 2012, as evidenced by variable mean (0.4574 and 0.5470,
respectively). However, the mean of business growth variable (BGROW) has de-
creased about 200%. This evolution is probably related to the financial crises (in-
cluding sovereign debts crises) which have started in the latest 2008. In fact, the
last years were marked by uncertainty and risk, reflected in an economic downturn
as a result of the recession in many European economies, including Portugal. The
negative change in GDP has affected the stock market’s volatility which has requi-
red companies the implementation of strategies towards the mitigation of negative
effects (latridis, 2012; CMVM, 2014).The systemic risk of the financial system is
strongly associated with the risk of the banking sector as a whole. Thus, the con-
tagion with all companies, in particular companies driven by stock markets, has
generally leveraged that systemic risk, currently affecting the companies’ perfor-
mance indicators.

In relation to auditing services, the companies’ annual accounts were certified by a
Big4 auditing company in 24 (60%) cases, in the year 2008. In 2012, Big4 reinfor-
ce their position, certifying the annual accounts 72% of total cases. Complemen-
tarily, we found a positive and significant association between this variable and
the information compliance index on income taxes for both years under analysis
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(X*=22.361; df=13; p=0.000 and X*=22.361; df=13; p=0.000, respectively). This
evidence is consistent with the results achieved by latridis (2012) and Oliveira et
al.(2006). Firms that are audited by a Big4 auditing company are likely to be more
familiar with the requirements and content of IFRSs, and hence are able to provide
a higher compliance level with accounting standards.

Table 4
Significant association measures

. . Asymp. Sig. Person’s
2
Variable X | Variable X X df (2-sided) Correlation
ICL,, AUDIT 22.361 13 0.048 (%f)z)f)’)
0.403"
ROA 125333 | 1232 0.006 (0.005)
EBITDA 1316.00 1288 0.013 0.360
0.013)
e DEB 131600 | 1288 0.002 0431
' ' (0.002)
0474
AUDIT 42.00 28 0.001 (0.001)

*<0.01 ¥*¥<0.05 ***<0.1

Other significant associations were identified between ICI and other variables such
as ROA, EBITDA, and DEB (table 4), even affected by economic systemic risk
observed in the Portuguese economy during the period under analysis (CMVM,
2014). The persistence of the sovereign debt crisis in some European countries,
including Portugal, has pressured the monetary devaluation, however, less intense
in the last two years of the analyzed period. Although not statistically significant,
DIM is positively associated with the index which corroborates the literature (Lo-
pes and Rodrigues, 2007; Mutawaa and Hewaidi, 2010; Dragu and Tudor, 2011;
latridis, 2012; Devalle and Rizatto, 2013). Broadly, larger companies tend to dis-
close higher levels of information, in accordance with IAS 12, in order to respond
to the increase in the stakeholders information needs. This evidence is consistent
with the results achieved by Oliveira et al. (2006), Lopes and Rodrigues (2007),
and Devalle and Rizatto (2013), however, in the context of IAS 38, IAS 32 and
IAS 39, and IFRS 3 and IAS 36, respectively. EBITDA, as a sustainability key
performance indicator, is significantly associated with ICI only for the year 2012
(X*=1316.00; df=1288; p=0.013).This evidence is aligned with findings obtained
by Devalle and Rizatto (2013), however, in the scope of IFRS 3 and IAS 36.
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The regression model

One of the main objectives in this research is to identify a set of variables that best
explain the variance in the information disclosure level by the companies listed
in the Euronext Lisbon. Furthermore, it also aims to provide the literature with
additional insights in this scientific topic. Ordinary Least Squares (OLS) multiple
regression were used to test the relationships between the various independent
variables and control variable, and ICI. Outliers were removed from the analysis.

Table §
Regression models summary
VAR. ICIZ(N)S ICIZOIZ
B Sig. B Sig.
(Constant) -0.669 0.285 -0.954 0.044™
DIM 0.106 0.150 0.165 0.435
ROA -0.008 0.143 -0.089 0.652
ROE 0.001 0.086™" -0.044 0.720
EBITDA 0.003 0.813 0.278 0.195
DEB 0214 0.335 -0.344 0.074"
BGROW 0.049 0.748 0.046 0.720
NIGROW -0.125 0.590 -0.357 0.003"
AUDIT 0.368 0.001" 0.405 0.001"
SEC 0.190 0.231 0331 0.007"
R?=0.534 R?=0.632
F=3.694 F=6.437
Sig. 0.003" Sig. 0.000

*<0.01 ##<0.05 ***<0.1

As expected, information disclosure on income taxes is positively correlated with
company size (DIM), EBITDA, BGROW, AUDIT and sector of activity (SEC),
however, not significantly. Audit company and activity sector evidences are con-
sistent with evidences provided by Oliveira et al. (2006) and Lopes and Rodrigues
(2007), both applicable to the Portuguese stock market, however, in our research
not significantly correlated with company size. Otherwise, it is negatively corre-
lated with ROA (p-value < 0.05), debt ratio and business growth rate, but it isonly
significant for debt ratio. Corroborating the evidence provided by Dragu and Tudor
(2011), an increase in debt rate (DEB), in return on equity (ROE) and in return on
assets (ROA), it is associated to lower quantities of information disclosure and
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normative compliance. As already mentioned, this evidence can be associated with
the economic systemic risk volatility (CMVM, 2014). A positive association was
also found between disclosure compliance level and company size, and sector of
activity. According to latridis (2012), firms would provide IFRS-related informa-
tion in order to reduce uncertainty and give assurance to domestic and foreign
stakeholders about the quality of their financial reporting. Furthermore, the sector
of activity signs positively with the level of information compliance. Lower com-
pliance indexes rates are observed in consumer services and transportation sector,
and in basic equipment and industry activities.

The regression models are statistically significant for a 1% for 2008 and 2012
(R?>=0.534; F=3.694; Sig.0.003 and R?=0.632; F=6.437; Sig.0.000, respectively).
Although several variables are not statistically significant, the regression equation
for 2012 is evidenced towards an integrated predictive outlook.

ICI =-0.954 +0.165 DIM —0.089ROA—0.044ROE +0.278 EBITDA
—0.344DEB +0.046 BGROW —0.357TNIGROW +0.40514AUDIT + 0.331SEC

The above equation can be used as a proxy to predict the compliance level of in-
formation disclosure on income taxes.

Most of the evidences achieved with current research corroborate other insights
emerged from the literature review. However, the adoption of IFRSs is driven by
multiple factors and affects the markets efficiency (Morais and Fialho, 2008; Gu-
ggiola, 2010; Iatridis, 2012). Hence, those evidences arise as new knowledge in-
sights in the scope of financial information disclosure levels, particularly in the
scope of IAS 12.

Conclusions

Several insights about information disclosure have been produced over the last de-
cades. However, in globalized and volatile markets the topic relevance increases as
a result of the businesses complexity and more decentralized stakeholders. Despite
the complexity of the accounting harmonization process, strongly driven by mar-
kets uncertainty and risk, the compliance of information disclosure with interna-
tional accounting standards is the most visible way to provide an outlook whether
companies comply with their legal information disclosures obligations. Broadly,
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liabilities are potentially the most important inhibitor as far as stakeholders usually
associate those liabilities to an overall risk level indicator. In the context of sovereign
debts crises and inherent economic systemic risk, companies tend to manage their
information disclosures in order to mitigate the market volatility effects.

Through a content analysis, an information compliance index on income taxes was
computed for years 2008 and 2012. From an economically perspective, year 2008
points out the beginning of the sovereign debts crises in most European countries,
including Portugal. The persistence of the sovereign debt crisis in some European
countries, in particular in Portugal, has pressured the monetary devaluation in the
last years, however, less intense since 2011 (CMVM, 2014). This intense volatility
in stock markets has affected the companies’ performance and consequently, the
accounting harmonization process, in particular the flow of information disclo-
sure. Thus, the information compliance index was subsequently regressed as the
dependent variable with a set of independent variables such as size, profitability
indicators, debt ratio, auditing, and activity sector. The models computed for both
years are statistically significant, contrary to what occurs with some isolated vari-
ables. Positive associations were obtained between compliance indexes and some
variables such as EBITDA, Return on Assets, Debt Ratio, Net Income Growth
Rate, Auditing Company, and Activity Sector. Thus, the compliance level with IAS
12 is driven by financial and non-financial indicators. Extending the sample size,
especially to other regulated markets (Morais and Fialho, 2008), could refine, on a
reliable basis, those evidences and provide additional insights on the topic.

As further research, a disclosure index should be computed for a large range of
time, in order to evaluate the trend in the intensity disclosure procedures. Thus,
with years acting as a control variable, some economic effects could be observed
and economically interpreted. Furthermore, specific detractors and enablers in the
information disclosure behaviour can also be found if the analysis could be carried
out for particular regions and countries.
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