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SUMMARY

Financial reporting quality plays a key role in promoting transparency, accountability, and trust
within capital markets. Over the years, countries have made substantial efforts to improve the
financial reporting quality. Notably, exactly 20 years ago, on January 1, 2005, the European Union
mandated the adoption of international financial reporting standards for listed companies. We can
also mention the Sarbanes-Oxley Act in the United States, which introduced significant changes,
particularly in strengthening internal controls over financial reporting. These events and others
have led to extensive research in academic literature. International financial reporting standards
adoption, institutional settings, country characteristics, and culture emerge as key determinants of
financial reporting quality. However, several shortcomings persist in the literature that need to be
addressed. For example, Daske et al. (2023), acknowledge that we still do not know what strong
accounting enforcement means in practice. Furthermore, Quagli et al. (2021), emphasize that the
literature on accounting enforcement is predominantly dominated by empirical studies, which
provides limited practical insights for other stakeholders beyond regulators. The extensive research
on the key determinants and consequences of adoption of international financial reporting
standards has resulted in limited attention given to the post-adoption period and the factors
influencing international financial reporting standards compliance. The extensive focus on the
United States regarding financial reporting quality in the context of uncertainty has resulted in
limited cross-country evidence. This thesis addresses these shortcomings by proposing a new
accounting enforcement measure for European Union member states. We review the accounting
enforcement sanctions, topics, and most examined and most frequently sanctioned accounting
standards in the European Union. We empirically test the role of accounting enforcement in the
context of uncertainty, and we investigate international financial reporting standards compliance

in the post-adoption period, highlighting accounting enforcement as a key country determinant.

The results of this thesis are valuable for different types of stakeholders. For researchers and future
research, we propose a new proxy for accounting enforcement relevant to the European Union's
institutional context. The availability and transparency of the data used will allow future updates,
testing, and analysis. For the accounting profession, we provide an overview of topics subject to
enforcement sanctions, which can assist them in preparing higher-quality financial statements. For

policymakers, we emphasize that accounting enforcement is a critical tool for strengthening



financial reporting quality in times of uncertainty and ensuring international financial reporting
standards compliance in the post-adoption period. For investors, the present thesis shows the
current issues in the sphere of financial reporting and how important the strength of institutions is

in ensuring financial reporting quality.

This thesis began with a review of 85 articles focusing on the determinants of financial reporting
quality (Chapter 1). Based on this review, we categorized the determinants into three main groups:
IFRS adoption, institutional settings and country characteristics, and cultural factors. The findings
in the literature were mixed, some studies reporting a positive association between financial
reporting quality and these determinants, while others founding negative associations. We
concluded that there are several opportunities for further contributions in this area, particularly
concerning institutional settings, which present notable gaps in the literature. For instance, there
remains an ongoing debate regarding the appropriate proxy for accounting enforcement and how
to accurately measure and isolate it from overall institutional quality. Another area for contribution
lies in the study of uncertainty, as most existing research has focused on the context of the United
States. More cross-country evidence is needed to enrich the understanding of this issue.
Additionally, we observed that much of the literature on IFRS adoption overlooks the compliance
aspect in the post-adoption period. These are the key findings from the literature reviewed in this

thesis, which helped us draw the path of research for this thesis.

In the second chapter, we reviewed the institutional architecture of the European Union, which
presents a unique setting with a nearly uniform regulatory environment for listed entities. These
entities are required to adhere to the same financial reporting rules. This distinct setting allowed
us to develop a new accounting enforcement proxy that is more robust and suitable than those
previously proposed in the literature, such as those of Brown et al. (2014) and Quagli et al. (2020).
We collected data from 22 member states using the annual reports of institutions responsible for
examining IFRS financial reporting and overseeing auditors of listed entities. The new proxy
specifically addresses the population of listed entities and was determined for the period 2017—
2023. To facilitate future research, we prepared an excel file containing direct links to the sources
of information and the pages from which data were collected. This allows researchers to extend
the analysis period or conduct a deeper investigation of the new proxy. We compared the new

proxy with the aforementioned measures and found that it is relatively low correlated with them.



Additional tests against Isidro et al. (2020) measure of overall country institutional quality,
computed from 25 institutional quality indicators used in prior research, revealed that the new
proxy has additional explanatory power. Notably, it isolates accounting enforcement from overall
institutional quality. These findings are particularly relevant for policy-makers, as the proposed
framework highlights which countries need to improve their accounting enforcement to achieve
the objectives set by the European Union when adopted IFRS and issued the audit directives with
the objective of improving financial reporting quality. The results are also of interest to investors,
as they can identify countries with strong accounting enforcement for which they can rely on the
quality of financial reports published by listed entities. In the second part of the chapter, we
analyzed inspections, sanctions, and enforcement topics related to IFRS enforcement. We gathered
information from ESMA annual reports for 2014-2023, about the accounting standards
investigated and the errors identified during inspections. The results revealed that IAS 1, IAS 36,
and IAS 7 are the most frequently sanctioned standards in the European Union. Furthermore,
enforcement actions predominantly focus on disclosure issues rather than recognition and
measurement. We also compared sanction mechanisms in the European Union with those in other
jurisdictions, such as the United States, Australia, and Canada, and found that EU sanctions are
generally lighter. These findings are valuable for the accounting profession, as they provide
insights into common areas of non-compliance, enabling practitioners to prepare higher-quality

financial statements and enhance the reliability of their reports.

In the third chapter, we examined the association between uncertainty and financial reporting
quality and the moderating role of accounting enforcement. This investigation was conducted for
the European Union, and we extended the analysis to a global context, including countries both
within and outside the European Union. We used five measures of uncertainty: the European
Sentiment Indicator, the Business Confidence Indicator, a dummy variable representing years with
significant uncertainty-raising events, Economic Policy Uncertainty, and election years, and a
dummy variable representing years with significant uncertainty-raising events. The first three
measures applied to the European Union context, while the last two were utilized for the worldwide
context. Regression analysis revealed that uncertainty is negatively associated with financial
reporting quality in both the European Union and the broader global sample. These results were
robust to an alternative measure of financial reporting quality. Furthermore, the analysis

demonstrated that accounting enforcement moderates the relationship between uncertainty and



financial reporting quality. We used three measures of accounting enforcement: the strength of
auditing and reporting standards, regulatory quality, and the measure proposed by Isidro et al.
(2020). These measures were selected for their practical applicability, as they cover the entire
period of analysis, and the countries investigated. The findings were consistent across all measures.
These results highlights the critical importance of accounting enforcement in mitigating the
negative impact of uncertainty on financial reporting quality, particularly in the current
environment characterized by heightened uncertainty. Our findings reaffirm that accounting
enforcement remains a cornerstone of financial reporting quality and highlight the need to

strengthen enforcement mechanisms.

The thesis also provides a valuable connection between chapters. In the first chapter, we identified
countries that perform in accounting enforcement. Building on this, the findings in Chapter 3
suggest that other countries can adopt best practices from high-performing institutions to enhance
their own enforcement frameworks and policies. This insight is particularly relevant for
policymakers aiming to improve financial reporting quality in uncertain times. In conclusion, this
thesis offers valuable insights for policymakers by demonstrating the significance of accounting
enforcement and its role in ensuring high-quality financial reporting amidst uncertainty. It also
provides a roadmap for strengthening enforcement mechanisms by learning from the best practices

of high-performing countries.

In the final chapter of this thesis, Chapter 4, we investigated a relatively underexplored area of the
literature: IFRS compliance during the post-adoption period. While most prior research has
focused on the determinants and consequences of IFRS adoption, the crucial topic of IFRS
compliance has remained largely unexplored. From our review, we identified only two studies that
examine this issue specifically for the European Union. We defined IFRS compliance as the
percentage of companies that have adopted IFRS among those required to do so. Building on the
literature, we connected our research to the factors influencing the decision to adopt IFRS and
tested whether these factors could explain variations in [FRS compliance during the post-adoption
period. Our findings reveal that IFRS compliance is far from being fully achieved. Out of the 85
countries analyzed, only three demonstrated full compliance throughout the period of analysis
(2007-2019). Among the factors influencing IFRS compliance, accounting enforcement emerged

as the most significant determinant, once again underscoring the critical role of enforcement in the



financial reporting field. To highlight the practical importance of IFRS compliance, we conducted
an application that demonstrated its relevance. We showed that the financial reporting quality of
companies using IFRS is less adversely affected by uncertainty compared to those that do not fully
comply. This analysis was conducted on a large dataset and further reinforces the importance of
ensuring compliance with IFRS standards. In conclusion, this chapter emphasizes the persistent
gap in achieving IFRS compliance and highlights the key role of accounting enforcement in
closing this aspect. The findings provide a valuable contribution to the literature and offer insights
for policymakers and regulators aiming to enhance financial reporting quality. By demonstrating
how IFRS compliance can mitigate the adverse effects of uncertainty, this chapter also highlights

the broader implications of effective accounting enforcement.

This thesis is not without its /imitations. The first limitation concerns the models used to estimate
financial reporting quality. While these models have been subject to criticism in the literature, we
mitigated some of these concerns by employing multiple models and finding consistent results
across all of them. This consistency enhances the credibility of our findings despite the limitations
of the models. In the first chapter we used information from annual reports of European Union
member states, and as most of the annual reports are in the national language, we faced some
difficulties in understanding the content of the annual reports. However, we believe that through
the tests performed, our enforcement proxy is a valid one and a strong candidate for future research.
Another limitation lies in the measures used for uncertainty and accounting enforcement. As
highlighted in the first chapter, many existing measures are general in nature and not directly linked
to the specific institutions responsible for these activities. To address this, we adopted a strategy
of using alternative measures, and our results remained robust across all of them. This consistency
suggests that the results may retain their validity when applied to other measures as well. With
respect to IFRS compliance, limitations arise in the estimation process. We relied on the country
status as reported by the IFRS Foundation. However, some information may require further
investigation. For example, in the European Union, shares listed on secondary markets are not
required to adopt IFRS, which may also be the case in other countries. We took steps to account
for this by refining the database used in our analysis, but some errors may still persist. Despite
these limitations, we believe the results of this thesis provide valuable insights while

acknowledging the need for further refinement and investigation in future research.



Future research in this field offers several opportunities for exploration. For instance, the new
accounting enforcement proxy developed in this thesis could be applied to replicate existing
studies from literature. This could yield different findings that would enrich the existing body of
literature. Additionally, using the model proposed in this thesis, future research could expand the

sample to include more countries beyond the European Union, providing a broader perspective.

Future research could explore alternative measures of financial reporting quality in relation to
uncertainty and financial reporting quality. Textual analysis could also be a valuable approach to
examining the content of annual reports during periods of high uncertainty. Such studies could
investigate how companies present information in these reports and how the content varies
between countries with strong versus weak accounting enforcement. This would provide a deeper
understanding of reporting practices during uncertain times and the role of enforcement in shaping

the information disclosed by management.

Future research on IFRS compliance could focus on understanding why some companies choose
not to adopt IFRS and how these reasons differ between countries with strong and weak accounting
enforcement. Analyzing this decision-making process could shed light on compliance challenges

and potential barriers to adoption.

Another interesting avenue for research would be to study the sanctions imposed on companies
that breach IFRS regulations. This could include examining whether the nature or severity of
sanctions varies between countries with strong versus weak accounting enforcement. Such
findings would enhance understanding of how accounting enforcement operates and its

effectiveness in ensuring compliance.

Overall, these areas of future research would build on this thesis's contributions and provide further

insights into financial reporting quality.
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