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Purpose: This study aims to assess the impact of adopting IFRS standard on the
equity cost of Brazilian open capital companies in the period of 2004-2013.
Originality/gap/relevance/implications: The adoption of International Financial
Reporting Standards aims to increase the quality of accounting information. Stu-
dies performed in Europe suggest that, after the adoption of the IFRS standard,
there was a reduction in the equity cost of companies due to the reduction of
information asymmetry and risk.

Key methodological aspects: The equity cost was calculated using the capital
asset pricing model (CAPM) adapted to the Brazilian case. The empirical strategy
was the difference analysis in differences, comparing the results of companies
that voluntarily adopted the IFRS with companies that adopted IFRS after the
mandatory adoption period.

Summary of key results: The results indicate that the adoption of the IFRS stan-
dard does not contribute to reduce the equity cost in Brazil.

Key considerations/conclusions: Suggesting that the process of adopting the
international accounting standard may take more time to impact the equity cost
of Brazilian open capital companies, since the impact of IFRS is not related only
with the adoption, but also with its use by companies and users.

Cost of equity. CAPM. IFRS. Quality of accounting information. Brazil.

The IFRS is a set of accounting standards issued by the International Accoun-
ting Standards Board (IASB), aiming to create a unique high quality model of
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international accounting standards for information users. The standards propo-
sed by this committee present a greater and greater coverage. Nowadays, more
than 120 countries use the international accounting standards for disclosing the
content of accounting information (Deloitte, 2012).

According to Ball (20006), the adoption of the IFRS, over individual stan-
dards, presents traits of greater reliability for investors, given to the fact that the
standards of the IFRS are of easy understanding by international analysts and
investors, enabling the reduction of information asymmetry.

In Brazil, the change for the new accounting standards was carried out in
two stages: partial adoption from January 2008 on and, after January 2010, the
mandatory international standards adoption for open capital companies in Brazil.
The study of Santos and Calixto (2010) indicates improvement in the quality
of accounting information in the Brazilian capital market after the adoption of
international accounting standards.

Recent studies in other countries show that the adoption of internatio-
nal standards has reached the aim of improvement in information quality, as
demonstrated by Barth, Landsman and Lang (2008) and Jiao, Koning, Mertens
and Roosenboom (2011). Within the research line of accounting information
quality improvement, studies assess the impact of the adoption of international
standards on equity cost of companies, because, according to the paper of Lee,
Walker and Christensen (2010), the international standards would be related to
the increase of informational content disclosed by companies and the prevalence
of essence over form tends to reduce the information asymmetry and the conse-
quent reduction of shareholder risk.

The study of Li (2010) points that the adoption of the IFRS in Europe has
reduced the equity cost of companies listed in the capital market. The studies of
Daske, Hail, Leuz and Verdi (2008) indicate that the reduction of capital cost can
be explained by the institutional differences between the countries. However,
Gao (2010) points out that the IFRS adoption and the improvement of informa-
tional content cannot lead to the reduction of equity cost, since the new disclo-
sures of information can alter the investment assessment by the shareholders.

For the Brazilian case, the results may not follow the ones found for the
European case for different reasons: 1. the adoption of international standards
took place in a period of impact of the 2008 international financial crisis; 2. grea-
ter difference between the former Brazilian accounting standards and the IFRS;
3. influence of tax accounting in drafting accounting reports; 4. capital market
less developed, and 5. institutions with lower enforcement power.

The papers in this research line are still recent in Brazil. Nardi and Silva
(2014) point out a small reduction on equity cost of Brazilian companies after
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the adoption of international accounting standards, but with the results of papers
being influenced by the impact of the 2008 international financial crisis and
concerning only to the IBRX-100 companies in the period of mandatory IFRS
adoption period in Brazil.

Due to what was said and, aiming to contribute to elucidate the effects of
the IFRS adoption on equity cost in Brazil, the research problem of this paper is
presented: Does the IFRS adoption contributes for the reduction of equity cost of
open capital companies in Brazil?

Thus, when answering the research problem presented, this work has as
main purpose to assess whether the IFRS adoption has reduced the equity cost
of open capital companies in Brazil.

The data used in this work were obtained from the Economatica®, Damoda-
ran On line platform and the financial reports disclosed by the companies in the
sample. The data were collected for the period from 2004 to 2013 and divided in
three parts: 1. prior to the IFRS adoption, before 2008; 2. period of partial, not
mandatory adoption, 2008 and 2009; and 3. period of mandatory adoption, from
2010 to 2013.

The equity cost of companies was calculated by the model capital asset pri-
cing (CAPM) presented by (Sharpe, 1964) and adapted to the Brazilian case, as
presented by Assaf Neto, Lima and Araujo (2008). For analyzing the impact of
the IFRS adoption on equity cost of companies, the methodology of panel data
and differences in differences were used. In order to control the impact of other
factors on the cost of equity cost, the dummy variables of profitability, indebted-
ness, voluntary disclosure, basic interest rate of Brazil, national capital return
and capital market volatility index were used.

The results of this paper indicate that contrary to the findings in the studies
for European countries, the IFRS adoption has still not contributed significan-
tly for the reduction of equity cost of open capital companies in Brazil.

Nonetheless, the paper presents the importance of the use of economic
variables in the models of IFRS impact assessment in the equity cost of Brazilian
companies since the 2008 financial crisis affected significantly the profitability
of fixed and variable income market in Brazil and in the world.

Besides this introductory part, this paper presents a literature review on
the IFRS adoption, accounting information quality, and the impact of the IFRS
adoption on the equity cost of companies.

Following, there is the presentation of the research methodology and the
results found and, finally, the final considerations and benchmarks used in
the research are presented.
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The IFRS is a set of international accounting standards aiming the improve-
ment of information quality and the standardization of accounting statements in
the world (Deloitte, 2012).

According to Iudicibus and Lopes (2008), the main change the adoption of
international standards has brought for the informational set was the preferen-
ce of the essence over the form, which enables the record of economic transac-
tion of the operations by the company.

According to Ball (20006), the IFRS adoption, over the individual standards,
presents traits of greater reliability for investors, since the IFRS is of easy unders-
tanding among international analysts and investors, enabling the reduction of
information asymmetry.

The IFRS adoption presents specific traits in the different countries which
have already concluded the convergence to international standards, as the coun-
tries still in the period of IFRS adoption.

In Europe, the convergence process to international standards was carried
out earlier. In 2002, there was the announcement of the IFRS adoption which
forced the European companies with shares traded in the stock market to disclo-
se their accounting information in the new international standards from 2005
and on (Deloitte, 2012).

Just like Europe, Australia carried out a rapid action of international accoun-
ting standards adoption. In the beginning of 2005, Australian companies began
disclosing the information according to the IFRS. According to Cotter, Tarca and
Wee (2012), the local standards of Australia had great adhesion to international
standards, making the adoption process easier.

The convergence to international standards in China, according to Ding and
Su (2008), followed the slow process of Chinese opening economy. Thus, the
authors believe that Chinese companies and the local government are still not
prepared for the IFRS adoption. Also, the transition process continues slowly
in the United States. The Securities Exchange Commission (SEC) announced
the proposal of convergence to the international accounting standards in 2010;
however, the adoption should be carried out from 2015 and on (Deloitte, 2012).

In Brazil, the convergence process to the international standards started in
2005 with the determination of Conselho Federal de Contabilidade (CFC) and
Comité de Pronunciamentos Contabeis (CPC), aiming to unify the process deci-

RAM, REV. ADM. MACKENZIE, 77(4), 85-108
SAO PAULO, SP ® JUL/AGO. 2016  ISSN 1518-6776 (impresso) ® ISSN 1678-6971 (on-line)



RAFAEL CONFETTI GATSIOS » JOSE MARCOS DA SILVA
MARCELO AUGUSTO AMBROZINI « ALEXANDRE ASSAF NETO « FABIANO GUASTI LIMA

sions of the IFRS adoption. Moreover, in the same period, Bolsa de Valores, Mer-
cadorias e Futuros de S3o Paulo — BM&F Bovespa made the accounting infor-
mation disclosure mandatory for companies of level 2 corporate governance. In
2000, Banco Central do Brasil (BCB) determined that the financial institutions
disclosed the information according to the IFRS from 2010 and on.

After this period of initial preparation, the IFRS adoption was carried out in
two phases in Brazil: 1. approval of Law n. 11.638/07, allowing the partial adop-
tion from 2008 and on, and 2. the mandatory adoption from 2010 and on to
Brazilian open capital companies (Lima, 2011).

After the adoption of the international accounting standards, several studies
were carried out to assess the impact of such adoption on the capital market.
Aiming to check whether the IFRS adoption had changed the accounting infor-
mation, Barth et al. (2008) studied the information disclosed by companies in
different countries before and after the convergence to the international accoun-
ting standards. The authors found evidences of improvement in the informatio-
nal content after the IFRS adoption.

According to Lee et al. (2010), the adoption of the international accounting
standards increases the quality of information disclosed, thus reducing the infor-
mation asymmetry and, consequently, the costs for analysis and decision-making
by investors, reflecting directly in the reduction of capital cost of companies.

Glaum, Baetge, Grothe and Oberdorster’s (2013) paper assesses the impact
of the IFRS adoption in Germany on the accuracy of analysts’ forecasts from
1997 to 2005. The results indicated a significant increase in analysts’ accuracy
after the international accounting adoption, suggesting that greater information
disclosure affects the quality of forecast performed.

The study of Daske et al. (2008) assesses the market value and liquidity of
companies of 26 countries, totaling 3,100 observations, after the IFRS adoption.
The results found pointed out a significant increase in market liquidity of com-
panies in the sample, in the share turnover and in the market value of companies
analyzed, since the reduction of equity cost is related to institutional aspects.

On the other hand, Li (2010) analyzed a sample of 6,456 data of European
companies to assess the impact of international accounting adoption on the equi-
ty cost of open capital companies. The study found evidences of 47-base-point
reduction in the capital cost of companies from 1996 to 2005. Nonetheless, the
studies indicated that the reduction in capital cost is related to the enforcement
for applying the standards.

Nevertheless, it is important to point out that the IFRS adoption may have
a contrary effect on accounting information quality as presented in the study of
Barth et al. (2008) which can lead to the increase in the capital cost of companies
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due to the possibility of greater discretion of information disclosed. As presen-
ted by Gao (2010), the adoption of the international accounting standards can
increase the equity cost of companies, since it alters the informational content
assessed by investors. Nonetheless, as highlighted by La Porta, Lopez de Silanes
and Shleifer (1998), the institutional aspects are important for the final result
on accounting information quality and equity cost.

It is important to point out that, according to Soderstrom and Sun (2007),
the impact of the adoption of international standards in accounting information
quality is related to the institutional aspects of adopting countries. Among these
characteristics, the development of capital market and the enforcement for the
execution of such standards are highlighted. However, the study of Markov and
Tamayo (2000) reveals that the effect of the IFRS adoption may require a lear-
ning period both for companies and information users.

Therefore, the effects of the IFRS adoption in Brazil may be different from
those found in studies carried out for the European case, due to institutional
and economic differences between Europe and Brazil, as well as the fact that the
international accounting standards have been recently adopted in Brazil and
the strong impact of the 2008 financial crisis.

In Brazil, the paper of Nardi and Silva (2014) analyzed the impact of the
IFRS on capital cost of open capital companies only in the period of manda-
tory adoption of the IFRS. The studies used the companies from the IBRX-100
index and the Differences in Differences methodology (DD), being the capital
cost calculation based on Li’s (2010) methodology and without the use of control
variables for the macroeconomic alterations of the period, besides assessing the
effects only in the period after the mandatory IFRS adoption for companies of
the IBXRX-100. The results indicated a small 7-base point reduction for capital
cost in the period.

This paper aims to expand the assessment of the impact of partial and man-
datory IFRS adoption on equity cost in Brazil since the results found indicate a
low relation between the IFRS adoption and equity cost of Brazilian open capital
companies. Therefore, this paper proposes to assess the equity cost by the CAPM
adapted to the Brazilian reality, since this model works with the ex post variables
and thus, does not depend on market analysts’ future expectations for its assess-
ment. Nonetheless, the use of CAPM is highlighted due to its wide use in the
Brazilian capital market.

Finally, this paper aims to contribute to the assessment of the impact of eco-
nomic variables on the equity of open capital companies in Brazil in the period
of IFRS adoption because it was in this period that great volatility of fixed income
and variable income markets took place in Brazil and in the world due to the
effects of the 2008 financial crisis.
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After presenting the theoretical frame and based on evidences presented, the
following research hypothesis was elaborated and it will be investigated through
the methodology proposed in Section 3.

« Ho: The adoption of international accounting standards decreased the equi-
ty cost of Brazilian open capital companies.

This paper used data of Economatica®, Damodaran On line platform and
financial reports disclosed by the companies in the sample.

The period of analysis is from 2004 to 2013 with companies listed at the
BMF&EF-Bovespa, with exception of companies of the financial sector. The deci-
sion for excluding the data of financial companies was because of the difference
in accounting standards and the specific regulation for this sector. For the data
analysis and the construction of models, the STATA® statistics program was used.
The definition of the analysis period is justified when comprehending the period
prior to the IFRS adoption, partial or mandatory adoption. Nonetheless, the choi-
ce for the beginning of the series in 2004 aimed to reduce the impact of the
effects of the Brazilian presidential election in the variables used in the paper.

The variable used to estimate the equity cost of companies was built through
the CAPM, presented by Sharpe (1964) and adapted to the Brazilian reality.
According to Assaf Neto et al. (2008), the use of CAPM in Brazil show the need
of adaptation because, due to the volatility of the national capital market and the
high Brazilian basic interest rate, the model loses validity for the calculation of
the premium by the market risk and the calculation of beta company. Thus, the
same authors suggest a model adapted to the Brazilian reality.

In equation (1) the model used in this research for the calculation of equi-
ty cost of Brazilian open capital companies is presented. This paper uses the
methodology presented by Assaf Neto et al. (2008), and the CAPM was adapted
for the Brazilian case.

The choice for the use of CAPM is due to the fact it is widely used in calcu-
lating equity cost in processes of opening and closing of capital of Brazilian open
capital companies, bringing the methodology used close to the Brazilian reality.
It is important to highlight that the use of CAPM is justified despite all the limi-
tations, since, as presented by Assaf Neto et al. (2008), CAPM continues being
the most used model in the calculation of equity cost. This statement is also

RAM, REV. ADM. MACKENZIE, 77(4), 85-108
SAO PAULO, SP ® JUL/AGO. 2016  ISSN 1518-6776 (impresso) ® ISSN 1678-6971 (on-line)



IMPACT OF ADOPTING IFRS STANDARD ON THE EQUITY COST OF BRAZILIAN OPEN CAPITAL COMPANIES

endorsed by the studies of Graham and Harvey (2002) and Copeland, Koller and
Murrin (2002).

Even so, other methodologies of equity cost calculation use the market
analysts’ forecast (Li, 2010). Thus, its mediation is impacted by the predictive
ability of analysts. In Brazil, according to Martinez (2007), the market analysts’
forecasts show positive bias, that is, the estimates of earnings carried out by
market analysts are greater than the results disclosed by the companies. The-
refore, the calculation of equity cost through this methodology could suffer an
impact from the bias of market analysts’ forecast.

Ke= Rf (EUA) +  (Rm (EUA) — (Rf (EUA)) — American Inflation
+ Brazilian Inflation + Brazil’s country risk

Ke Brasil, = equity cost for the Brazilian market

Rf = USA risk-free rate

B = beta coefficient of Brazilian companies

Rm = USA market return rate

(Rm — Rf) = difference between market return and risk-free return.
American Inflation = inflation forecasted for the next 12 months in the USA
Brazilian Inflation = inflation forecasted for the next 12 months in Brazil
Brazil Risk = Brazilian country risk

The risk-free rate (Rf) was calculated by the annual average of returns gen-
erated by the American government bonds, the Treasury Bills (T-bill) of 20-year
maturity. The market return was calculated by the return average of the last 20
years of the Dow Jones share index.

The values of the beta (f) coefficient of companies of the sample were calcu-
lated following the methodology presented by Assaf Neto et al. (2008) and Assaf
Neto (2007), having as basis, the unleveraged beta of American companies of the
same economic sector and leveraged by the level of indebtedness of companies
in the sample, onerous liabilities (Net income tax) divided by the market value.
The unleveraged betas of USA companies were obtained at Damodaran On line.

The American inflation was calculated by the mean of the CPI forecasted
for the next 12 months. The Brazilian inflation was measured by the mean IPC-
FIPE forecasted for the next 12 months. The Brazil risk used was the mean of the
average of the EMBI+ BR of the period, according to J.P. Morgan’s methodology.

The sample was divided in three periods: 1. prior to the IFRS adoption, from
2004 to 2007; 2. period of partial non-mandatory adoption, from 2008 to 2009;
and 3. period of mandatory adoption, after 2010. The division of the sample
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was carried out by mean of the dummy variables which represent each of the
moments mentioned: PRIOR, PART and COMPL.

In the paper, the panel data methodology with fixed and random effects was
used. Panel data refers to the observation of different units in different moments
of time (Wooldridge, 2008). The general model for this methodology is repre-
sented by Equation (2).

=B, +Bx,,+Bx, +e, (2)

In Equation (2), the subscript i represents the different individuals and the
subscript t denoted the time period analyzed. Y,, represents the dependent
variable, B_,, refers to the intercept value, f, the angular coefficient of the k
covariate of the model and e, the forecast error.

According to Wooldrldge (2008), the panel data models are used because
they present a possibility of working with a greater number of data, combining
cross-section and time series analysis methodologies, with a greater number of
freedom level and efficiency of estimators.

In this paper, the differences in differences (DD) methodology was used due
to the fact that, through the panel data analysis and despite the controls used, it
is possible that omitted variables influence the relation between the interest
variable and the dependent variable.

For this analysis, the company sample was divided into two groups: the
control group, formed by companies that adopted the IFRS before the manda-
tory adoption of the international accounting standards in Brazil, due to the fact
they disclosed information in other accounting standards, and the companies
that adopted the IFRS in a mandatory way, after the adoption of international
accounting standards in Brazil (OBR).

According to Wooldridge (2008), the model is defined by a control group A
and a treatment group B, dB is the dummy that takes value 1 for the treatment
group and o for the control group, and d2 is the dummy that represents the
period of the study. Thus, the model is presented in Equation (3).

Y, =Q + Qldzﬂ + deBj,z + Q}dz X dBj,z +e, (3)

In Equation (4), the Q. coefficient represents the interest value since it cap-
tures the joint effects of the period and the control group, thus, allowing to assess
the difference between the control and treatment groups in the period of interest.
The Y, variable represents the independent variable, the Q_coefficient shows the
individual effect of the period, and the B, coefficient indicates the isolated effect
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of the difference between the groups. Finally, the 8 coefficient represents the
constant of the model and e, represents the error of the model.

This methodology was used in Nardi and Silva’s (2014) paper. However,
this paper includes control variables for the economic scenario and risk, besides
using the CAPM for the calculation of equity cost and measuring the effect of
the IFRS adoption in Brazil. Thus, the DD model for this study in presented in
Equation (4).

Ke, = B,+ B PARCJ.J + B, COMPLJ.J + [33 OBR” + [34 PARCJ.J
x OBR,, + p, COMPL x OBR + ff, CONTROLE, + 1 )

In Equation (4), the B, and B, coefficients reflects the relationships between
equity cost and the periods prior to the adoption, partial adoption and after the
IFRS adoption, 3, represents the impact of the control variables on analysts’ accu-
racy, u,, represents the random error of j company in the ¢ period, ¢, represents
the difference between the voluntary and mandatory adopting groups and the j,
and i, coefficients indicates the cross impact between the adoption periods and
the companies that adopted the IFRS mandatorily, being these the variables of
interest of the model.

Following the studies of Daske et al. (2008), Li (2010) and Nardi and Silva
(2014), control variables were used in the model aiming to mitigate the institu-
tional and market effects on the equity cost of companies. The variables used are
presented next:

« LNATIVO - Represents the natural logarithm of total assets of j company
calculated in the t period;

«  DIVPL - Variable that represents the gross debt on the NE of j company in
the t period;

«  ROE - Return on Equity (annual) for j company in the t period;

« LNIBOV - Natural logarithm of IBOVESPA in the t period;

«  RISCOBRASIL - EMBI+ BR, according to the J.P. Morgan methodology in
the t period;

« LNSELIC - Average of SELIC rate in the period;

« LNVIX - Average of VIX®, “fear index”, calculated by the Chicago Board
Options Exchange (CBOE), the volatility index implied of sales option of the
S&P 500 index in the period;

«  OBR - Dummy variable that takes value equal to 1 in case j company has
adopted the IFRS after 2010 and o in case it had disclosed the accounting
information in standards different from the BR-GAAP before 2010.
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Nevertheless, the dummy variables of the sector were included in the model
to control the effect of activity difference on equity cost. The corporate gover-
nance variables were not included in the model due to their high multicollinea-
rity with the OBR variable since companies that disclosed information in other
accounting standards have a greater level of corporate governance.

After the presentation of the theoretical frame of the research, the results of
the paper will be presented in the part that follows. In this part, the descriptive
statistics of variables used in the models and the results found for the assess-
ment model of the impact of the international accounting standards adoption on
the equity cost of Brazilian open capital companies are presented.

This research sample is composed by open capital companies listed at the
BM&F-BOVESPA, other than financial institutions, along the period from 2004
to 2013, with data available in the period. Data of companies that did not present
values for different variables along the period analyzed were excluded. Compa-
nies from the financial sector were excluded due to the difference of the stan-
dards of information disclosed by those companies, as well as the difference in
regulation of these companies in the Brazilian market. Table 1 shows the total
sample and the subsamples of this paper. In the period, the data of 185 compa-
nies of the Brazilian capital market, divided in branch of industry according to
the Economatica® ranking, were analyzed.

SAMPLE PERIOD ADOPTION PROFILE
TOTAL - DATA PRIOR PARTIAL ~ COMPLETE = MANDATORY  VOLUNTARY
DATA 1325 471 341 513 963 362

Elaborated by the authors.

Aiming to assess the capital cost more completely, the descriptive statis-
tics of variables used for the Ke calculation by CAPM is presented. In Table 2,
the average values, standard deviation, minimum and maximum of capital cost
variables, (Ke), risk free (Rf), companies beta (), market return (Rm), USA infla-
tion, Brazil inflation and Brazil risk are presented.
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IMPACT OF ADOPTING IFRS STANDARD ON THE EQUITY COST OF BRAZILIAN OPEN CAPITAL COMPANIES

In Table 2, it is seen that the equity cost of Brazilian open capital com-
panies