IFRS, FINANCIAL REPORTING
APPROACH, EARNINGS ATTRIBUTES
AND VALUE RELEVANCE OF
INTANGIBLE ASSETS: EMPIRICAL
EVIDENCE FROM THE U.K.

SHARIFAH NORHAFIZA SYED IBRAHIM



IFRS, Financial Reporting Approach, Earnings
Attributes and Value Relevance of Intangible
Assets: Empirical Evidence from the U.K.

By
Sharifah Norhafiza Syed Ibrahim

University of k%s

Strathclyde
Glasgow

Strathclyde Business School

Department of Accounting and Finance

A thesis presented in fulfillment of the requirements
for the degree of Doctor of Philosophy

August 2012



This thesis is the result of the author’s original research. It has been
composed by the author and has not been previously submitted for

examination which has led to the award of a degree.

“The copyright of this thesis belongs to the author under the terms of the
United Kingdom Copyright Acts as qualified by University of
Strathclyde Regulation 3.50. Due acknowledgement must always be

made of the use of any material contained in, or derived from, this

thesis.’

Signed:

Date:



Acknowledgement

I am very grateful to the AlMighty, the Most Gracious and the Most Merciful for
having an opportunity to further my study at the University of Strathclyde. It is an
exciting journey but it demands a lot of hard work and sacrifices. | am fortunate to
finally reach the end of the journey.

I would like to express my thanks and appreciation to special individuals who are
very helpful, considerate and supportive during my postgraduate study. First and
foremost, 1 would like to thank Professor Andrew Marshall, my supervisor for all his
support, advices and encouragement throughout my study. At times, | feel and
unsure but he always there to guide me.

Second, | would like to express my gratitude to my funder, Universiti Teknologi
MARA, Malaysia, particularly my previous Dean of Faculty of Accountancy,
Professor Dr. Ibrahim Abdul Rahman, for supporting my application for the staff
scheme. His confidence in my ability motivates me to keep doing my best to
complete the thesis.

Third, on a personal note, | am very grateful to my dear husband, who accompanies
me for the last one and a half year of my study. | am also indebted to my beloved
parents who are always there to support me by all means; their loves and prayers are
my pillars of strength. The same goes to my siblings, my dear brothers and sisters.

Fourth, I would like to thank all panels during my presentations at the BAA doctoral
colloguiums both in 2009 and 2010, during the Scottish doctoral colloquium and the
IAFS 2011 at the University of Salamanca, especially Professor Allan Hodgson.
Their comments, feedbacks, ideas and other inputs are very much appreciated.

Last, | like to thank the staff at the department, particularly Lorna Carlaw, for being
very helpful throughout my study at the University of Strathclyde, my second
supervisor, Dr Julia Smith, and all relatives and friends for their moral support.



ABSTRACT

This study might interest academics, researchers, accounting regulators, practitioners and
investors. Its main objective is to provide empirical evidence on how IFRS has affected
earnings, intangible assets, financial reporting approach and the value relevance of intangible
assets. This study hypothesises that the IFRS adoption would; increase earnings and
intangible assets; have further shifted financial reporting approach towards a valuation
approach; increase earnings volatility (reduce earnings persistence) and consequently
increase the value relevance of intangible assets. The main methods of investigation are
regression analysis. In accounting, reporting intangible assets remain controversial and
challenging. IFRS to some degree would benefit U.K. investors if it increases reporting of
intangible assets, particularly of different classes of intangible assets. However, existing
research offers very little empirical evidence as most value relevance studies focus on
earnings and book value of equity. This study reveals several key findings. First, earnings are
significantly greater under IFRS but not at all different profit levels, which suggests that
IFRS brings offsetting effects on earnings. However, IFRS produces mixed effects on
earnings volatility and earnings persistence. Earnings are slightly more volatile but no
significant impact on earnings persistence. Second, intangible assets are higher under IFRS
and reporting of different classes of intangible assets is increasing. Third, this study
documents broadly classified intangible assets are not value relevant which signifies the
importance of specific classifications of intangible assets. Fourth, IFRS has minimal impact
on the value relevance of intangible assets but intangible assets have significantly greater
predictive value under IFRS. This study contributes to the existing literature by providing
new findings on the impact of IFRS on accounting information in general and on intangible
assets in specific. This study differs from prior study by several aspects. First, financial
companies were not excluded but were separately analysed. Second, it further investigates
the impact of IFRS on the two primary qualities for relevant information (informative and
predictive values). Third, this study contributes to the literature by providing new empirical
evidence on the value relevance of intangible assets and different classes of intangible assets.
In the future, researchers can investigate the impact of adopting IFRS on the reliability of
accounting information as reliability is the other specific quality for producing decision-

useful information.



