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ABSTRACT  

This master thesis has been written for the Karlstad Business School in the 
subject of "Accounting & Control". The research and writing period was from 
April until June 2013. 

Earnings are one of the most vital indicators of the financial position of a 
company. Earnings quality is a perplexing concept. The characteristics that 
make earnings of high quality are various and are a matter of subjectivity. After 
the adoption of IFRS in 2005, the listed real estate companies in Sweden had 
to prepare their financial statements relying on the new standards. IFRS 
introduced fair value accounting to the companies in order to evaluate their 
assets and liabilities.                                                                                       

The aim with this thesis is to investigate if fair value accounting improved 
earnings quality in listed real estate companies in Sweden. 

In order to collect our data, a quantitative research was conducted. Self-
completion questionnaires with open questions were sent to CFOs with the 
purpose of express their opinion about the term "earnings quality", the 
adoption of IFRS and fair value accounting and if the influence of these 
factors on earnings quality. 

The results showed that managers indeed believe that fair value accounting 
improved the quality of earnings in their companies. Moreover, they answered 
that they do not consider IFRS as a barrier in the accounting quality and that 
fair value provides reliable and accurate financial information which support 
the decision-making.  

 

 

Key words: earnings quality, fair value accounting, accounting quality, IFRS 
adoption, IAS 40, real estate, financial reporting. 
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1. Introduction 

This chapter includes an introduction to our topic and our research. We 
present the background and we define the problem and the research question. 
A brief description of the research method and the results are following. The 
last paragraph describes the structure of the paper.  

 

1.1. Background 

Since January 1st, 2005, listed companies on stock exchanges of European 
Union (EU) member states are required to prepare their annual financial 
statements and other reporting applying the International Financial Reporting 
Standards (IFRS) or International Accounting Standards (IAS). IFRS were 
developed and approved by the International Accounting Standards Board 
(IASB), an independent standard-setting body, member of the IFRS 
Foundation. The IFRS Foundation is an independent, not-for-profit private 
sector organization which works in the public interest (IFRS 2013). 

One of IASB's principle objectives was to develop "a single set of high quality, 
understandable, enforceable and globally accepted" accounting standards 
(IFRS 2013). This set of accounting standards poses as a requirement that the 
information of financial statements and other financial reporting must be of 
high quality, transparent and comparable. Thus, IFRS contribute to an 
improved quality of annual reports or accounting quality and further help 
capital market participants and other users to make appropriate economic 
decisions (Armstrong et al. 2010).  

European Commission's main target for adopting and implementing IFRSs 
were publicly listed companies. The goal was the protection of investors and 
the restoration of confidence in financial markets, especially after the outbreak 
of big financial scandals around the world and the increase of competitiveness 
of the European Union economy, globally. Also, European Commission's 
intention was the improvement of the accounting quality of all the financial 
statements of member states of the EU. Accounting quality is a term that 
describes the extent of the value that users give to the accounting information 
and one way to measure accounting quality is the degree of earnings quality 
(Dechow et. al (2010).  

Earnings quality is a multidimensional concept and despite that is widely used, 
there is no consensus about one common definition (Teets, 2002) or a 
generally accepted approach for measuring it (Schipper & Vincent 2003). As 
capital markets rely on relevant and credible financial reporting, everyone (e.g. 
managers, accountants, auditors, standard setters, regulators) in the financial 
reporting process are interested in earnings quality (Teets 2002). Dechow et. al 
(2010) define earnings quality as follows: "higher quality earnings provide 
more information about the features of a firm's financial performance that are 



9 

relevant to a specific decision made by a specific decision-maker". According 
to this definition "quality" is conditional on specific decision context (Dechow 
et. al 2010) and a matter of subjective determination (Siegel 1982).  

Generally, IFRS is considered to be a high quality standard, which contributes 
to the improvement of the quality of annual reports. But, at the same time, 
IFRS is considered to be principle-based standards. That is, considerable 
professional judgment and regulatory guidance is required.  So, the quality of 
annual reports is still a matter of subjective determination. Especially in the 
context of real estate market, the adoption of IFRS is complicated. The IASB 
published two standards that refer to the valuation of real estate companies' 
assets. The first, IAS 16: "property, plant and equipment" and is used to 
evaluate real estate companies' own activities, for example administrative or 
production activities. The second, IAS 40: "investment property" and is used 
to evaluate real estate companies' assets that are acquired with the intention to 
obtain both income and capital gains and not just be used as part of 
companies' fundamental activities.  

Under the IAS 40, companies have the option to choose fair value model or 
historical cost model for reporting investment properties. Fair value 
accounting refers to the practice that companies increase or decrease the value 
of their assets in the financial statements in order to reflect the changes in the 
market prices of these assets (IASB 2003).  

Therefore the purpose of our thesis is to investigate what is the impact of the 
implementation of fair value accounting on earnings quality, as a main 
profitability indicator as well as the main source of financial information in 
capital markets (Schipper & Vincent 2003), in swedish listed real estate 
companies. According to Nordlund (2008) all Swedish listed real estate 
companies chose to apply fair value accounting method and most of the 
valuations are made by using discounted cash flow models. 

When reviewing previous research on this topic, we found that there are 
studies that focus on the effects of the IFRS on earnings quality which provide 
quite mixed results depending on country specific and institutional 
characteristics as well as make conclusions in different contexts. More 
specifically, according to prior research earnings quality is based on the choice 
of reporting standards (Kirschenheiter & Melumad 2002). Barth et al. (2008) 
find that IFRS adoption increases earnings quality, in terms of comparability 
and earnings management. Also, Sun et al. (2011) argue that there is a 
relationship between IFRS and high earnings quality. Moreover, Ewert and 
Wagenhoffer (2005) find that tightening accounting standards reduces 
earnings management and leads to higher reporting quality.   
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1.2. Problem Definition and Research Question 

According to Wild (1994) companies use financial reporting earnings as a 
prime means in order to disseminate firm-specific information to their external 
users as they are a good indicator of future cash flows and are more 
informative about a firm's economic performance than cash flows (Dechow et 
al. 1998). Earnings are considered to be the main profitability indicator as well 
the main source of financial information in capital markets (Schipper & 
Vincent 2003). So, earnings convey information of great significance about a 
company's value. As a result, the issue of earnings quality is of great interest 
for financial market participants, particularly for investors and analysts for 
better assessing firm value and performance and making correct investment 
decisions (Gaio & Raposo 2011). According to Siegel (1982) financial analysts 
use earnings for making forecasts about the securities' future outcomes. In 
addition, institutional investors and corporate boards are interested in earnings 
in order to value the quality of management as well as the overall firm's 
performance (Lev 2003). While, standard setters view the quality of financial 
reports as an indirect indicator and feedback for assessing the quality of 
financial reporting standards (Schipper & Vincent 2003). 

As capital markets rely on financial accounting information, the latter must be 
relevant and credible.  Relevant information means that is capable of making a 
difference when is used by various users and in different users' decision-
making process (Soderstrom & Sun 2007). Credible information means that is 
as much as possible a true representation of a firm's financial situation, as well 
as complete, neutral and free from errors. Basic factors that determine high-
quality financial reporting numbers include each county's legal and political 
environment, financial reporting incentives and applied accounting standards 
(Afaanz 2009). 

In literature there is no consensus about one common definition and one best 
way of measure earnings quality. At times, there have been formulated various 
definitions and have been proposed several measurement tools. Earnings 
quality is determined both by the relevance of underlying financial 
performance to the decision and by the ability of the accounting system to 
measure financial performance (Dechow et. al 2010). In addition, according to 
Penman & Zhang (2002), earnings quality depends not only on accounting 
methods and judgments but also on the interaction between companies' real 
activity and accounting policies, which implies that managers using these joint 
effects can manage earnings. 

So, despite the volume of the literature, the problem is that still there is no 
answer if there are specific accounting procedures that can result in earnings 
of higher quality as research cannot neither adequately evaluate the portion of 
managed earnings from the portion resulting from the fundamental earnings 
process nor to address, if there are certain accounting policies that would 
promote higher quality earnings (Dechow et al. 2010).  
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So, we already are aware of what academics, laws, principles and rules state. 
But, we wonder what might be managers' opinion on topic and if their 
perception of earnings quality is the same with the perception that legislators 
and academic researchers have. 

The purpose of this paper is to discover, if Chief Financial Officers (CFOs) of 
Swedish listed real estate companies, can propose specific policies that can 
lead to high quality earnings based mostly on practice and legislation and not 
on misrepresentations. Also, if they finally believe that the IFRS and fair value 
accounting really helps or is interpreted as an obstacle in reporting earnings of 
high quality. This leads to the following research question: 

“What is the impact of fair value accounting on Earnings Quality in Swedish listed real 
estate companies?” 

Our intention is that this thesis will add to the knowledge about the influence 
of IFRS and fair value accounting on earnings quality and also to provide 
evidence on earnings quality related to policies that companies of the real 
estate industry in Sweden follow (especially the impact of IFRS-based 
accounting standard on earnings quality). 

 

1.3. Research Method and Data Collection 

The method we used for answering our research question is as follows 
(Bryman & Bell 2007): 

The first step was to make a literature review on earnings quality, IFRS and 
fair value accounting in order to be informed about what is already written 
about our topic. Then, our second step was to collect the data. Our first 
intention was to conduct structured interviews, in person, but because of time 
limitation that was not possible. So, we addressed, via mail, to Chief Financial 
Officers (CFOs) of listed real estate companies that operate in Sweden, to 
complete self-completion questionnaires. In total, we sent the questionnaires 
accompanied with a cover letter explaining the purpose of our assignment to 
18 CFOs. We collected five answers, two companies sent us feedback while 
three answered negatively stating that they were not able to complete the 
questionnaires. Our last step was that of analyzing the data.  

 

1.4. Results 

Our basic result is that CFOs believe that fair value accounting improves 
earnings quality in listed real estate companies in Sweden and is effective 
enough in the valuation operations in their companies. They also, think that 
the accounting standards also play an important role as well as the disclosure 
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policy of their companies. It is accepted that sometimes fair value does not 
add to the comprehension of the valuation of a company but they admit that 
has enough advantages in order to present qualitative and reliable information. 

 

1.5. Structure of the study 

The remainder of our paper is structured as follows: in the next chapter, 
background information is provided about earnings quality. Chapter 3 
discusses the IFRS and fair value accounting. Chapter 4 describes the 
methodology that was used and the sample. Chapter 5 describes the results of 
our study. Chapter 6 includes the analysis of our results and the the conclusion 
of this thesis is given in chapter 7. 
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2. Earnings Quality 

This chapter provides information about the theoretical background in the 
field of earnings quality. The history and the usefulness of earnings quality is 
developing. In addition, various definition and ways of measurement of 
earnings quality are mentioned. The last paragraph describes briefly accounting 
policies that lead to earnings quality. 

 

2.1. Background-History of Earnings Quality 

The emphasis on earnings quality, as well as, on earnings management 
increased during the 1990s when the U.S. Securities and Exchange 
Commission (SEC) turned against both managers and auditors. SEC accused 
managers that they started focusing more on opportunistic earnings 
management. Aiming to meet capital market expectations, managers had 
incentives to manage earnings and to show earnings of high quality due to the 
general shift of attention to firms' stock market valuations together with the 
importance of their stock-based compensations (Dechow & Skinner 2000). 
SEC accused auditors that they operated as managers' accomplices in 
deceiving the public. SEC's criticism against managers and auditors made 
researchers more likely to study issues related to how managers respond to 
incentives derived from the need to meet earnings targets and also, issues 
related to the role of audit quality on reporting earnings quality (DeFont 2010).  

Later, in the early of 2000s big financial scandals in the United States and 
Europe broke out (e.g. Enron, Worldcom, Parmalat). During this period, 
earnings quality literature continued to growth. In order to restore investors' 
confidence, the importance of financial reporting quality, with a special 
emphasis on earnings quality (Gaio & Raposo 2011), was highlighted. Finally, 
the result was the publication of the Sarbanes-Oxley Act (SOX) in 2002 
(DeFont 2010).   

More recently, the development and implementation of a set of "high quality" 
Internationally Accounting Standards (IAS) and the adoption of International 
Financial Reporting Standards (IFRS) caused a lot of  interest in international 
accounting research to conduct studies comparing accounting practices across 
countries (DeFont 2010).  

Finally, from a practical point of view, the introduction of new electronic 
databases made easier and possible the conduct of earnings quality studies 
using large sample which previously were limited because of the high costs of 
hand collecting data (DeFont 2010). 
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2.2. Usefulness of Earnings Quality 

Financial reporting earnings are considered to be the main profitability 
indicator as well as the main source of financial information in capital markets 
(Schipper & Vincent 2003). That is, earnings are a good indicator about future 
cash flows and provide more useful information about a firm's economic 
performance than cash flows (Dechow et al. 1998). So, as earnings include 
information of great significance about a company's value, companies use 
them as their main means in order to inform their external users about firm-
specific accounting and financial aspects (Wild 1994).  

The issue of earnings quality is of great interest for market participants in the 
financial reporting process. Investors pay a lot of attention to earnings for 
better assessing firm value and performance and making correct investment 
decisions (Gaio & Raposo 2011). According to Siegel (1982) financial analysts 
use earnings for making forecasts about the securities' future outcomes. Lev 
(2003) states that institutional investors and corporate boards are interested in 
earnings in order to value both the quality of management and the general 
firm's performance. Standard setters view the quality of financial reports as an 
indirect indicator and feedback for assessing the quality of financial reporting 
standards (Schipper & Vincent 2003). Shareholders use earnings "as a direct 
basis for awarding bonuses and indirectly as reference points for triggering the 
award of executive stock options for senior managers" (Peasnell et al. 2000). 

More specifically, from the valuation point of view, as is already mentioned, 
earnings can be seen a summary measure of firm performance and as one of 
most essential accounting information that listed companies disclose to 
investors (Wang & Yang 2013). In financial theory, the evaluation models 
often forecast and analyze a company's value based on accounting earnings. As 
a result, the accounting earnings are one of the most intuitive targets to reflect 
on business' operating results for a certain period, this is why they are widely 
considered as of high information content. However, in different years, in the 
different framework of time and industries, the information content of the 
accounting earning is different, that is there are differences in quality (Jian-hua 
2008). So, as investors rely on the quality of reported earnings when making 
decisions, high quality and transparent financial reporting is vital to value 
securities and inspire their confidence. On the contrary, false reported earnings 
can cause huge losses on their investment and could damage the economy as a 
whole through the undesirable effect of low quality earnings (Pergola 2005). 

As capital markets rely on financial accounting information, those must be 
relevant and credible.  Relevant information means that must have the ability 
to make a difference when are used by various users and in different users' 
decision-making contexts (Soderstrom & Sun 2007). While, credible 
information means that must give, as much as possible, a complete, unbiased 
and free from errors, in other words, a true representation of a firm's financial 
situation. Further, the quality of accounting information is strongly linked to 
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how firm performance is measured. Therefore, any improvement in the quality 
of accounting information should provide better tools for the valuation of the 
firm and, in consequence, increase the efficiency and the reliability of capital 
markets (Bertin & Iturriaga 2010). 

To sum up, earnings quality information can be useful for valuation purposes 
as well as for performance evaluation, contracting or stewardship purposes 
(Kothari et al. 2005).  

 

2.3. Definition of Earnings Quality 

The concept of earnings quality is a critical and controversial issue (Martin 
2002) because, as mentioned above, capital markets rely on relevant and 
credible financial reporting and everyone (e.g. managers, accountants, auditors, 
standard setters, regulators) in the financial reporting process are interested in 
earnings quality (Teets 2002). But, despite its importance and the big volume 
of the literature, yet the concept of "quality of earnings" is not well defined 
(Teets 2002). Also, research cannot satisfactorily analyze and separate the 
portion of earnings that are managed from the portion of earnings that result 
from the fundamental earnings process (Dechow et al. 2010). 

Based on the Statement of Financial Accounting Concepts No.1 (Concepts 
Statement No. 1, FASB 1978, paragraph. 34) which states that "financial 
reporting should provide information about an enterprise's financial 
performance during a period", Dechow et. al (2010) define earnings quality as 
follows: "higher quality earnings provide more information about the features 
of a firm's financial performance that are relevant to a specific decision made 
by a specific decision-maker". According to this definition "quality" is 
conditional on specific decision context (Dechow et. al 2010) and a matter of 
subjective determination (Siegel 1982). Three sets of decisions that might 
affect earnings quality are: (i) decisions made by managers related to which 
accounting methods from a set of alternatives should they choose, (ii) 
judgments and estimates made by managers in order to implement these 
accounting methods and (iii) decisions made by standard setters (Teets 2002). 
So, since earnings quality might affect decision making based on financial 
statements, accountants must be aware of that impact of accounting methods 
on earnings quality (Kamp 2002).  

Earnings quality is determined both by the relevance of underlying financial 
performance to the decision and by the ability of the accounting system to 
measure financial performance (Dechow et. al 2010). In addition, according to 
Penman and Zhang (2002), earnings quality depends not only on accounting 
methods and judgments but also on the interaction between companies' real 
activity and accounting policies, which implies that managers using these 
combined effects can manage earnings. Finally, according to Kamp (2002) 
earnings quality mean more than just meeting the requirements of the 
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accounting standards and he does not agree with the assumption that if 
accounting standards are met, financial statements provide a fair view of 
earnings and financial position. 

Below, we present various definitions of "earnings of high quality" that exist in 
bibliography. Penman and Zhang (2002), Dechow and Schrand (2004) and 
Melumad and Nissim (2008), define as earnings of high-quality those that "are 
persistent and hence the best predictor of future long-run sustainable 
earnings". According to Sloan (1996) and Dechow and Dichev (2002) earnings 
oh high quality are those that "are backed by past, present, or future cash 
flows". Watts (2003a, 2003b) argues that those earnings that "are derived 
under conservative accounting rules or the conservative application of relevant 
rules" are of high quality. Francis et al. (2004) and Dechow and Schrand 
(2004) state that smooth earnings and earnings that do not have special or 
non-recurring items are earnings of high quality. According to DeAngelo 
(1986), Jones (1991), Dechow et al. (1995) and Kothari et al. (2005) earnings 
of high quality are those that "present smaller changes in total accruals that are 
not linked to fundamentals". Schipper and Vincent (2003) characterize as 
earnings of high quality those that "predict future earnings better".  

In addition, some researchers focus on decision usefulness and economic 
income to express a definition of quality of earning. They define earnings 
quality as the extent to which reported earnings faithfully represent Hicksian 
income (Schipper & Vincent 2003). To this point, we clarify that the Hicksian 
income is that income that "corresponds to the amount that can be consumed 
(that is, the paid out dividends) during a period, while leaving the firm equally 
well off at the beginning and the end of the period" (Hicks 1939, p.176 cited 
in Schipper & Vincent 2003, p.97). The practical advantage of using the 
Hicksian income in order to explain the variation in the earnings quality 
constructs and measures that are used in accounting research, is that allows 
researchers to consider reported earnings even in the absence of accounting 
rules and implementation providing this way a neutral benchmark to observe 
earnings quality.  

Others researchers define earnings quality as the relationship between 
profitability and cash generating ability. For instance, according to Green 
(1999) earnings are of "high quality" when the relationship between profit 
generating ability and cash generating ability is supreme. 

In another definition, extreme accruals involve low earnings quality as they 
correspond to a less persistent component of earnings (Dechow & et al. 2009). 
Chasteen et al. (1992, p. 329) mention: "the quality of earnings refers to how 
closely income is correlated with cash flows: the higher the correlation, the 
higher the earnings quality".   

From a different point of view, there is evidence in the literature that financial 
analysts associate high earnings quality with the ability of a company's 
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managers to manage earnings in order to avoid negative earnings surprises. So, 
they consider that a company has high quality earnings when it has 
discretionary reserves, allowances or off-balance-sheet assets (OBSAs), which 
can be modified if actual results are below predictions (Bricker et al. 1995). 

Further, Gibson (1989, p. 515) mentions that "when a firm has conservative 
accounting policies, it is said that its earnings are of high quality''. This is also 
referred in Needles et al. (1990, p.796), who writes "in general, an accounting 
method...that results in lower current earnings is considered to produce better 
quality earnings". The above statements suggest firstly, an accounting meaning 
of earnings quality and secondly, that financial analysts may not value features 
such as "representational faithfulness" and objectivity in the same way as 
accountants. A possible dilemma of these two alternative interpretations of 
accounting earnings quality is reflected by Bernstein (1988, p. 706), who states: 
"generally, the quality of conservatively determined earnings is higher because 
they are less likely to prove overstated in the light of future developments. On 
the other hand, unwarranted or excessive conservatism...actually results in a 
lack of reporting integrity over the long run" (Bricker et al. 1995). 

To sum, there is a plethora of definition of earnings quality in literature. 
According to various studies earnings of high quality are those that are 
sustainable, predictable, smooth, unmanaged, operating or those that 
correspond to cash flows. But, despite the way earnings of high quality are 
defined, there are some factors on which might depend on. Those factors 
include the special characteristics of firms' business model, the characteristics 
of financial reporting system that firms implement, the expertise and the 
incentives of auditors or the goals and the incentives of managers when make 
reporting choices. 

 

2.4. Measurement of Earnings Quality 

Despite that the concept earnings quality is widely used, in literature there is 
no consensus about one common definition (Teets, 2002) or a generally 
accepted approach for measuring it (Schipper & Vincent 2003). As already 
mentioned, earnings quality is a multidimensional concept that make different 
users to interpret quality of earnings in different ways. 

According to Cornell and Landsman (2003) the constructs which measure 
earnings, is important to be presented with clarity in order for investors and 
other users to be allowed to answer fundamental questions such as (i) what 
revenues are generated by companies' operations, (ii) what are the costs 
associated with generating revenues, (iii) how much capital is required to 
generate revenues, in order to forecast future cash flows.  

In literature we find several possible earnings quality constructs, based on a 
range of definitions of earnings quality. Some of them, as already mentioned 
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above, are related to the time-series properties of earnings which include 
persistence, predictive ability and variability (Kormendi & Lipe 1987).  

More specifically, persistence often is discussed in the context of sustainable 
or core earnings. For example, high quality earnings are sustainable, where 
"sustainable" is used as a synonym for "persistent" (Schipper & Vincent 2003). 
Based on theoretically grounded and empirically demonstrated studies which 
show that there is a positive relationship between earnings persistence and the 
association between returns and earnings, earnings that are more persistent are 
viewed as of higher quality and more desirable (Alzoubi & Selamat 2013).  

Lipe (1990) defines persistence in terms of the autocorrelation in earnings. 
That is, persistence captures the extent to which the current period innovation 
becomes a stable part of the earnings series. Persistence of reported earnings 
has been shown, both theoretically and empirically, to be associated with larger 
investor responses to reported earnings (Kormendi and Lipe 1987). Highly 
persistent earnings number is considered by investors as sustainable, that is 
more stable. For instance, as a result a certain comprehension from a 
persistent earnings series is a more easily functional alternative to valuation 
comparing to a price-to-earnings multiple (Schipper & Vincent 2003). 

As far as predictability is concerned, the FASB's Concepts Statement No. 2 
(paragraph 53) refers to predictive ability as a contribution to an undetermined 
predictive process. Predictive ability is the extent of all the financial reporting 
statements, including earnings components and other desegregations of the 
summary earnings number, to improve the ability of the users to forecast these 
characteristics that they are interested in. Bearing this in mind, predictive 
ability is linked to decision usefulness. Analysts usually associate high earnings 
quality with near-term earnings predictability. This predictability is defined in 
an economic sense in terms of a low level of earnings volatility and in an 
accounting sense in terms of management prudence in the establishment and 
adjustment of certain conservative reserves, allowances and off-balance-sheet 
assets (Bricker et al. 1995). Valuation research and practice typically use 
projections of earnings to derive estimates of firm and equity value (Dichev & 
Tang 2008). 

Researchers, however, sometimes refer to predictive ability specifically as "the 
ability of past earnings to predict future earnings" (Lipe 1990). A simple 
method to measure earnings predictability is to use last year's earnings to 
predict next year's earnings (Cornell & Landsman, 2003). By this point of 
view, predictive ability is linked to specific tasks and is a decreasing function of 
the variance of earnings innovations. According to Schipper & Vincent (2003) 
predictive ability is not linked to "the representative accuracy of reported 
earnings to an economic construct". The reason for the disconnection 
between predictive ability and representational faithfulness is the same with 
the case of persistence. Also, researchers observe only the predictive ability of 
the reported earnings series, which, like persistence, is a function of the 
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reporting entity's business model, economic aspects and reporting alternatives. 
The assessment of predictive ability is complicated due to the fact that the 
ability of earnings to predict itself or the ability of some subset of earnings 
such as operating earnings to predict itself, might well increase by management 
involvement to smooth the reported series relative to the unreported 
unmanaged series. 

Variability is often associated with low quality earnings. Smoothness is the 
relative lack of variability. One approach to assessing earnings quality is to test 
for evidence that income is inherently smooth. The reason is that the business 
models and the reporting environment are not volatile or, in other words, that 
management has engaged in smoothing practices. Managers may introduce 
short-term components to the income series, which reduce earnings quality as 
captured by persistence, in order to decrease time-series variability and 
increase predictability. Furthermore, artificially smoothed earnings are not 
representatively realistic to the reporting entity's business model and its 
economic environment (Leuz et al. 2003). 

An alternative perspective on measuring earnings quality is based on 
understanding accounting choices, incentives, expertise and limitation 
posed of auditors and accountants. To this perspective, according to 
Schipper and Vincent (2003) there are two approaches. The first is that 
earnings quality is inversely related to the amount of judgment and forecasting 
that the preparers of financial reports require. That is, when the possibility that 
reported numbers must be estimated by management as part of the 
implementation of reporting standards, an increase, then quality decreases. 
The second approach is that quality is inversely related to the extent that 
accountants' estimations and forecasts have results other than those standards 
target.  

A third earning quality construct is based on various qualitative 
characteristics based on the FASB's Conceptual Framework. The 
Conceptual Framework uses the terms (i) relevance, which emphasizes timely 
accounting recognition of economic phenomena (ii) reliability, which 
emphasizes reducing measurement errors and (iii) comparability, which helps 
for assessing financial reporting quality among firms. When financial reporting 
quality is defined in those terms the challenge for researchers who want to 
assess them separately, is to make them empirically operational. Which is 
difficult because these constructs, which are neither mutually exclusive nor 
necessarily compatible, cannot be separately measured (Barker & Iman 2008). 

For the purpose of our paper, we define earnings of high quality as those that 
are characterized by the following properties: (i) persistence. We use the term 
persistence in the context of sustainable or core earnings, which according to 
Schipper & Vincent (2003), mean that high quality earnings are sustainable, 
where "sustainable" is used as a synonym for "persistent". (ii) predictability. 
We use the term predictable according to Bernstein's (1988) argument that 
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financial analysts view earnings of high quality when it is expected to repeat 
constantly and with a high level of predictability. (Bricker et al. 1995). (iii) 
follow consistent reporting choices in the long-term, (iv) avoid long-term 
estimates, and (v) are backed by actual cash flows (Dechow & Dichev 2002).  

 

2.5. Policies 

Regarding the question if there are policies that promote earnings of high 
quality, in literature we find (Dechow et al. 2010) policies that: (i) rely, as much 
as possible, on historical costs, (ii) focus on minimizing the volatility of the 
reported earnings, (iii) match revenues with expenses, (iv) rely on fair value 
accounting only for financial assets/liabilities but not for operating 
assets/liabilities, (v) follow conservative accounting choices, (vi) minimize, as 
much as possible, long-term forecasts and revaluations. 

To the next section, we focus on fair value accounting and on what impact 
might have on earnings quality as we defined them. 
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3. IFRS & Accounting Quality 

This chapter provides information about the theoretical background in the 
field of IFRS & fair value accounting.  In the beginning, the connection 
between IFRS, accounting quality and earnings quality is described. 
Afterwards, the concept of fair value accounting, the advantages of fair value 
and the connection with the real estate companies are mentioned in the last 
paragraphs. 

 

Ball (2006) states that "IFRS promise more accurate, comprehensive and 
prosperous financial statement information, relative to the national standards 
they replace for public financial reporting in most of the countries adopting 
them, Continental Europe included. To the extent that financial statement 
information is not known from other sources, this should lead to more-
informed valuation in the equity market and hence lower risk to investors". 

Investors might also respond positively to development toward IFRS adoption 
if they suppose that IFRS might increase cash flows. This increase could 
include reduced contracting costs (e.g., Beatty et al. 1996) or reduced degree 
for managerial rent extraction connected with greater financial reporting 
transparency (e.g., Hope et al. 2006). (Armstrong et al. 2010). Also, it is 
possible that investors in European firms would react positively to movement 
toward IFRS if they believe that IFRS would provide convergence benefits. 
For example, Barth et al. (1999) found that there can be positive market 
effects related to convergence. Similarly, Ashbaugh and Pincus (2001) mention 
that previous convergence efforts relating to IAS brought about reductions in 
analyst forecasts errors.  (Armstrong et al. 2010).  

Accounting amounts that better reflect a firm's current financial postition, 
deriving from either principles-based standards or required accounting 
measurements, can increase accounting quality because they provide 
information to investors in order to help them in making investment 
decisions. Following this line of way of thinking, Ewert and Wagenhofer 
(2005) develop a model that shows that accounting standards that limit 
opportunistic discretion bring about accounting earnings that are more 
reflective of a firm's underlying economics and, consequently, are of higher 
quality. Accounting quality could also increase because of modifications in the 
financial reporting system at the same time with firms' adoption of IAS, for 
example, more accurate enforcement. Accordingly, they predict that 
accounting amounts resulting from application of IAS are of higher quality 
than those resulting from application of domestic standards (Barth et al. 2008). 

Ball (2001) mentioned that IFRSs provided high quality accounting 
information in a public financial reporting and disclosure structure, illustrated 
by (i) training of the audit profession in sufficient numbers and high 
professional ability, (ii) independence from managers to certify consistently the 
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quality of financial statements, (iii) separation, as far as possible, of public 
financial reporting and corporate income taxation, so that tax objectives did 
not misrepresent financial information, (iv) transformation of the structure of 
corporate ownership and governance to achieve an open-market procedure for 
reliable public information, (v) establishment of a system for setting and 
maintaining high-quality, independent accounting standards and (vi)  the most 
vital, the  establishing of an effective independent legal system for detecting 
and punishing fraud, manipulation and failure. A system to act in accordance 
with standards accounting and other required disclosure, including provision 
for private prosecution by stockholders and lenders, negatively affected by 
incomplete financial reporting and disclosures. (Houqe et al. 2012).  

Jamal et al. (2010) also comment that launching a global monopoliac standard 
setting with a consistency and comparability purpose will obstruct innovation, 
and the development and examination of better quality standards. 
Furthermore, they argue that the implementation of a single set of global 
financial reporting standards is not an adequate circumstance for the purpose 
of comparability and consistency. That happens because the quality of 
financial reporting is affected by the reporting environment itself such as the 
legal system (Sun et al. 2011). 

 

3.1. IFRS & Earnings Quality 

Higher degree of disclosure in corporate financial reports could affect the 
quality of reported earnings. According to Levitt (1998), the disclosure 
structure that is established on high quality standards makes the investors feel 
confident about the credibility of financial reporting. As more disclosure is 
required, any efforts to manage earnings can easily be detected and reduced by 
internal monitoring mechanisms, such as board of directors and auditors, 
within a company (Alzoubi & Selamat, 2013). Findings in Bradshaw and Miller 
(2007) suggest that the regulatory and legitimate environment plays an 
important role to the application of accounting standards whereas Burgstahler 
et al. (2006) find that strong legal systems are linked with less earnings 
management (Barth et al. 2008). 

Concerning value relevance, it is assumed that firms with higher quality 
accounting have a higher association between stock prices and earnings and 
equity book value because higher quality earnings better reflect a firm's 
underlying economics (Barth et al. 2001). First, higher quality accounting is a 
result from applying accounting standards that require recognition of amounts 
that "are intended to faithfully represent a firm's underlying economics" (Barth 
et al. 2008). Second, higher quality accounting is less affected by opportunistic 
managerial discretion. Third, higher quality accounting has less non-
opportunistic error in estimating accruals. Consistent with these three 
characteristics of higher quality accounting, prior empirical research suggest 
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that higher quality earnings are more value relevant (Lang et al. (2003); Leuz et 
al.(2003); Lang et al. (2006)). Consequently, it is assumed that firms applying 
IAS show signs of high value relevance of net income and equity book value 
(Barth et al. 2008). 

Earnings quality increases for mandatory IFRS adoption where a country's 
investor protection system offers stronger protection for its investors (Houqe 
et al. 2012). Improvement of accounting earnings quality depends mainly on   
two factors: high quality accounting standards and a country's overall investor 
protection (Soderstrom & Sun 2007). This was marked by Ewert and 
Wagenhofer (2005) who found out that high quality accounting standards 
decreased earnings management and increased reporting quality. Barth et al. 
(2008) recommended that firms that adopted IFRS were less likely to engage 
in earnings smoothing and were more likely to recognize losses in a proper 
manner. Schipper (2005) claimed that the adoption of IFRS in the European 
Union (EU) provided a more powerful system in which can be examined the 
determinants and economic consequences of accounting quality for the reason 
that accounting standards across European Union countries were consistent 
(Houqe et al. 2012). 

Besides accounting standards, accounting earnings quality is influenced by 
firm- and country-level investor protection (Leuz et al. 2003; Houqe et al. 
2012). Earlier research indicated that in countries with strong investor 
protection direction there was larger financial transparency (Bhattacharya et al. 
2003; Bushman et al. 2004), and less earnings management - all of which could 
be interpreted as indicators of higher accounting quality (Ball et al. 2000; 
Houqe et al. 2012). Bushman and Smith (2001) suggest that strong country 
level investor protection increases high quality accounting information and 
that the interface of these two variables positively affects economic growth 
(Houqe et al. 2012). Guenther and Young (2000) supported that in countries 
with strong investor protection there was a tough relationship between 
accounting earnings and actual economic events (Houqe et al. 2012). 

Houqe et al. (2012) stated that accounting corruption is likely to go together 
with socio-political corruption. The study above support the findings of other 
cross-country studies: earnings are of comparatively higher quality in countries 
with strong investor protection structure. For example, there is evidence of 
less earnings management (Francis & Wang 2008), larger value relevance 
(Hung 2000) and bigger earnings conservatism (Ball et al. 2000) in countries 
with strong investor protection structure. These results are consistent with La 
Porta et al. (1998; 2000 and 2006); Francis and Wang (2008), and Ball et al. 
(2003) who concluded that adopting high quality standards was a compulsory 
condition for acquiring high quality information, without being sufficient 
enough. 

Landsman et al. (2009) studied the effect of mandatory IFRS adoption on the 
information content of earnings announcements across sixteen countries. 



24 

They used two measures -abnormal return volatility and abnormal trading 
volume- of information content and found that contrasting to eleven countries 
that retained domestic accounting standards, one measure -the abnormal 
return around earnings announcements- increases after countries adopt IFRS 
(Sun et al. 2011). International differences in the require for accounting 
income predictably affect the way it incorporates economic income (change in 
market value) over time (Ball et al. 2000). It is interesting to mention that 
Paananen (2008) investigated whether the quality of financial reporting in 
Sweden increased after the adoption of IFRS and found that the quality of 
financial reporting (measured by the degree of smoothing of earnings) 
decreased after the adoption of IFRS. 

 

3.2. Fair Value Accounting 

IAS 40 defines fair value as "the amount for which an asset could be 
exchanged between knowledgeable, willing parties in an arm's length 
transaction". Fair value reflects market conditions relying on the balance sheet 
date and is referred to a valuation at a specific moment in time. It presumes 
real-time exchange and finishing point, to avoid the variations in price that 
might happen. The fair value of the property is directed, at least in some part, 
by the rental income from tenants and, if appropriate, outflows such as rental 
payments. It is considered that the valuation is based on assumptions that 
would be considered to be rational and acceptable by agreeable and 
knowledgeable parties. The standard states that the best evidence of fair value 
will be provided by comparable transactions in similar properties in a similar 
location and condition. However, the standard allows the fair value to be 
estimated by using other information when market values are not available. 
The other information that an entity may draw on contain, include (IAS 40, 
paragraph 46): "(i) transactions in an active market for dissimilar property (e.g. 
property of a different nature, condition or location, or subject to a different 
type of lease), as adjusted to reflect the differences, (ii) transactions in less 
active markets if they have been adjusted to take account of subsequent 
changes in economic conditions, or (iii) discounted cash flow projections 
based on estimated future cash flows (as long as these are reliable). These 
should be supported by existing leases and current market rents for similar 
properties in the same location and condition. The discount rate should reflect 
current market assessments of the uncertainty and timing of the cash flows." 
(Ernst & Young 2011). 

The expansion of financial markets, investment space and financial 
instruments enforced a redesign of the rules of investment and the financial 
approach of investors. New participants in capital markets include prosperous 
and not so prosperous ones. Stocks and bonds became their major investment 
instruments and the maximization of a securities portfolio their main goal. In 
order to reach this goal they required information about investment 
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opportunities, earnings performance and its prospective growth. Finally, the 
income statement became the most important financial statement. Later, with 
the progress in the field of finance, it became obvious that the income 
statement does not reflect on the quality of earnings and is inadequate for 
investment decision making. The Statement of Cash Flows (SCF) received 
more attention and became a prevailing statement (FASB 1984, 1987; IASC 
1992). Empirical studies, however, show that the information content of the 
Statement of Cash Flows is insignificant (Livnat & Zarowin 1990). The fact 
that the Statement of Cash Flows is prepared on the basis of two consecutive 
balance sheets, an income statement and the notes to the financial statements 
that contain information about ledger accounts (for example, long-term 
liabilities) may give explanation to these findings (Barlev & Haddad 2003). 

 

3.3. General Advantages & Disadvantages of Fair Value 

One of the advantages of using fair value is that fair value accounting reports 
assets and liabilities in the way that an economist would consider them that is 
fair values mirror true economic essence. In addition, as time passes, historical 
prices become irrelevant in evaluating an entity's current financial position. 
Prices provide the latest information about the value of assets. Moreover, fair 
value accounting reports economic income in accordance with the widely 
accepted Hicksian definition of income as a change in wealth, the change in 
fair value of net assets on the balance sheet yields income. Accordingly, fair 
value accounting is a solution to the accountant's problem of income 
measurement and is more preferably chosen out of the hundreds of rules 
underlying historical cost income. Finally, fair value is a market-based measure 
that is not influenced by factors specific to a particular entity. Consequently it 
represents an unbiased assessment that is constant from time to time and 
across entities (Penman 2007). 

Reporting the fair value of assets and liabilities in the balance sheet triggers the 
attention of shareholders to the value of their equity and to periodic 
adjustments in this value, as is reflected by the market mechanism that 
concludes on the price of assets and liabilities. This, in sequence, increases the 
importance of the function of stewardship. Managers will be asked to protect 
and preserve the value of shareholders' equity and give explanations for their 
efforts. In addition, shareholders will be in a position to distinguish between 
two tasks of management: maintaining equity and generating a return on 
equity. As a result, they will be able to judge management activities as well as 
to give up from acting where needed (i.e. hedging) more efficiently. The fair 
value accounting affects, thus, the efficient management of the firm. It 
decreases principal-agent conflicts and agency costs, and boosting the 
efficiency with which the firm is managed (Barlev & Haddad 2003). 
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Dynamic business environment, which characterizes today's local and global 
markets, increases the risk intrinsic in the strategic representation of a business 
entity. Managers are obliged to prepare and to conduct their activities in line 
with a comprehensive strategic planning that takes hedging into consideration. 
This development requires a new mechanism for making decisions within the 
firm that integrates risk estimation which could be a reason for relying on the 
Fair Value Accounting (Barlev & Haddad 2003). 

If fair value accounting for financial instruments or non-financial assets is 
generally applied for financial statement recognition, accounting standard-
setters and securities regulators face the challenge of shaping how much space 
to give managers when they evaluate fair values. They should balance the 
benefit of permitting managers to disclose private information and the moral 
hazard cost of their exercising discretion to manipulate earnings and balance 
sheet ratios that affect contracting affairs with lenders (Landsman 2007). One 
reason accounting standard setters argue in order to support fair value 
measurement is that it diminishes incentives for firms to time asset sales to 
manage earnings (Landsman 2007). Empirical evidence points out that fair 
value rather than historical cost numbers are more highly associated with stock 
returns (Barlev & Haddad 2003). 

In a recent report prepared for a Congressional Committee (SEC 2005) two 
primary benefits of requiring fair value accounting for financial Instruments 
are declared. First, it would alleviate the use of accounting-motivated 
transaction formations intended to take advantage of opportunities for 
earnings management, which are created by the current "mixed-attribute"-part 
historical cost, part fair values-accounting model. Referring to a paradigm, it 
would reduce the motivation to use asset securitization as an approach to 
recognize gains on sale of receivables or loans. Second, fair value accounting 
for all financial instruments would reduce the complication of financial 
reporting arising from the mixed attributed model. For example, when all 
financial instruments measured at fair value, the use of hedge accounting 
model employed by the FASB's derivatives standard would be eliminated. This 
fact will make it pointless for investors to revise the choices made by managers 
to determine what basis of accounting was used for particular instruments, as 
well as the need for management to keep extensive records of hedging 
relationships (Landsman 2007). 

On the other hand Barth (2004) makes the observation that there are three 
main sources of "extra" volatility associated with fair value-based accounting 
amounts related to those settled under historical cost. The first is actual 
underlying economic volatility that is mirrored by changes in the fair value of 
assets and liabilities. The second is volatility forced by measurement error in 
estimates of those fair value changes. The third, induced volatility occurred 
from using a mixed-attribute model would be less of a concern provided that 
instruments are recognized at fair value, or if a firm chooses the fair value 
option that is permitted under IAS 39. It is essential to mention that although 
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fair value estimates of assets and liabilities may contain measurement error 
linked to true economic values, the same happens with historical cost-based 
book value estimates (Landsman 2007).   

Fair values are volatile because any variations in the expectations about future 
cash flows induce changes in fair values. To the extent the volatility in fair 
values correspond to the underlying economic volatility, fair values meet the 
objectives of financial reporting by providing users information relating to the 
uncertainty and timing of future cash flows. The ability of earnings to predict 
future cash flows and future earnings is enhanced by the use of fair value only 
during periods of low market-wide credit risk. Fair values summarize the 
volume of expected future cash flows. Perfectly, under a full fair value based 
accounting system, a fair valued balance sheet will provide entire information 
about the value of the firm's assets and obligations (Fiechter 2011). 

 

3.4.  Fair Value Accounting & Real Estate Companies 

The valuation of property companies and fair value accounting for investment 
properties according to IFRS are strongly associated with each other. This is 
since property companies are usually valued using net asset value as a valuation 
method. The term net asset value represents the fair value of a property 
company's assets less its liabilities and consequently can easily be determined, 
as under IFRS investment property is often reported using a fair value 
approach (Nellessen & Zuelch 2011). 

Property companies play a crucial role in the European real estate industry. 
They represent the prevailing way by which investment property is securitized 
in Europe. With the term "property companies", Nellessen & Zuelch (2011) 
use the definition below according to Rehkugler (2003): "Property companies 
are generally defined as companies whose market capitalization is significantly 
influenced by the value of the underlying property portfolio". As most of the 
property companies in Europe are listed on stock exchange indices, it is 
mandatory to report investment properties according to the institutional 
regulations of IFRS. More explicitly, to the specific regulations of IAS 40-
investment properties, the accounting standard that concerns the main asset of 
real estate companies that is investment properties. In accordance with this 
accounting standard, property companies have the choice to measure their 
main asset at fair value or cost (Nellessen & Zuelch 2011). 

IAS 40 is noteworthy as it indicates the first time the International Accounting 
Standards Board (IASB) introduced a fair value accounting model for non-
financial assets. Additionally, all firms must provide fair values for their real 
estate assets, either directly on the balance sheet under the fair value model or 
in the footnotes under the cost model. However, since only the fair value 
model generates unrealized fair value gains or losses streaming through 
income, the choice between the two models affects reported income and net 
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asset value volatility. Impressively, IAS 40 allows firms to switch from the cost 
to the fair value model to achieve fairer presentation, but effectively prohibits 
switching from the fair value to the cost model (IAS 40.31 2003). Finally, it is 
notable that European Public Real Estate Association's (EPRA) best practice 
policy recommendations recommend that firms reporting under IAS 40 use 
the fair value model (EPRA 2006) (Muller et al. 2008). 

Fair value accounting is extensively adopted within the real estate industry in 
Europe (Christensen & Nikoleav 2009; Muller et al. 2009). Property 
companies thus have their investment property assets revalued occasionally 
and the current comprehensive fair value of these assets is shown in their 
accounts. Thus, property companies provide on an annual basis an assessment 
of their total and Net Asset Value (NAV). Net Asset Value is calculated as the 
market value of properties held by the entity (plus any additional assets) less 
the total liabilities. In real estate finance, Net Asset Value is provided as the 
commonly employed factor in assessing the current market value of a property 
company, as the fair value of a property company should reflect the fair value 
of its major asset, for example investment properties. However, it has long 
been recognized among researchers and investors that the market 
capitalization of property companies generally deviates from Net Asset Value 
as reported in the companies' accounts (Barkham & Ward 1999). 

In addition, real estate valuations are under inspection from regulators, 
investors, analysts as well as auditors. Consequently, the management team 
should more closely arrange in the same line with valuers, to increase the 
transparency of valuations and challenge the appropriate valuation methods. 
They have also to scrutinize the valuation reports. Also, during 2012, many 
listed real estate entities experienced a discount on their stock prices compared 
with their net asset values (i.e., the entity's stock price was lower than its net 
asset values), suggesting that many investors have a negative view of real estate 
valuations. This raised the question whether such discounts are an indication 
of investors' lack of trust in property valuations or a lack of transparency in 
financial statements (Ernst & Young 2013). 

The disclosure of the presumption used to fair value investment properties has 
become increasingly important in the light of the enduring uncertainty in the 
real estate market. This is supplementary explained by the low number of 
transactions, bigger uncertainty in valuations and the bigger demand for 
transparency in valuation assumptions from both the users of financial 
statements and the regulators (Ernst & Young 2013). 
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4. Methodology 

 In this chapter we refer to the method that we used to answer the research 
question. We explain the reasons for choosing the research method as well as 
we describe how the research has been conducted.    

 

4.1. Research Strategy and Design 

Research strategies refer to the general orientation to the conduct of a 
business research and can be classified as quantitative or qualitative ones. 
Research designs provide different structures for collecting and analyzing data. 
Studying the advantages and the disadvantages of our alternatives as well as 
the nature and the definition of the problem we decided to answer the 
research question conducting a qualitative research strategy in a social survey 
research design context (Bryman & Bell 2011).  

Qualitative strategies usually pay more attention to words rather than to 
numbers during the collection and analysis of data. Also, are typically 
employed in an inductive way, that is, are concerned with the generating 
theories rather than testing them (Bryman & Bell 2011). However, for the 
purpose of our thesis we use a qualitative strategy to test the theories that we 
found in literature.  

 

4.2. Research Method  

Research methods describe various techniques for collecting data. We divide 
the research method in two parts: literature review and semi-structured 
interviewing.  

In the first part, a literature review was made on earnings quality in order to be 
informed about what is already written about the topic (factors that affect 
earnings quality, reasons for earnings management and existed policies that 
address earnings quality). Moreover, we focused on articles and reports about 
the implementation of IFRS and the fair value concept as far as earnings are 
concerned and the implication of these factors in the financial reporting.  

In the second part, we decided to conduct semi-structured interviewing. The 
main advantage of this method is that interviewers have a list of questions as a 
guide but at the same time interviewees have a freedom in how to reply. 
Following this way, interviewers can ask questions that are not included in the 
guide but are result of issues that emerge in the course of a successful 
interview. The emphasis is on how the interviewees understand issues under 
consideration and on their own perspective (Bryman & Bell 2011).  
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On the other hand, there some underlying risks and difficulties when applying 
this method. It might be very difficult to arrange a mutually convenient time in 
which to conduct an interview with senior level managers, because of the 
status and power they hold. In addition, interviews' transcription of and the 
analysis of transcripts might be extremely time consuming (Bryman & Bell 
2011). 

 

4.3. Selection of the Sample 

Listed real estate companies, that operate in Sweden and whose shares are 
traded on the Stockholm Stock Exchange Market, is the sample. We have used 
the official site of Bloomberg (Bloomberg 2013) in order to identify the listed 
real estate companies (appendix 1). We were interested to the companies that 
are operating in Sweden, consequently we have excluded those who are 
located abroad (Canada, Russia, Norway). 

In relation to the level of analysis, we focus on specific kinds of individuals, 
that is individuals level, to Chief Financial Officers (CFOs). 

Chief Financial Officers (CFOs) were the persons that we wanted to 
participate to our study, mostly because they are the primarily decision makers 
in companies and the "direct producers" of earnings quality. Often, they have 
a formal background in accounting and are aware of how capital markets 
work. Also, they can evaluate earnings quality as well as what are the 
advantages and the limitations that accounting legislation poses. We found the 
appropriate e-mails by searching in the websites of the companies and by 
calling where the e-mails were not obvious. The last day of our deadline a 
reminding e-mail was sent. 

 

4.4. Interview Guide 

Bearing in mind and having as a guide the research question of this study 
"What is the impact of fair value accounting on earnings quality in Swedish 
real estate companies?" we formulated the questions for the interview guide 
(appendix 2). The first group of questions aim to check how familiar are CFOs 
with the concept of earnings quality and what is their definition of the term in 
relation with the real estate industry characteristics. The second group of 
questions aim to understand how, according to their opinion, the existing 
accounting standards affect earnings quality. 
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4.5. Data Collection:  

We collected both primary and secondary data in order to have a sufficient 
number of input to do the analysis part. 

Our first intention was to conduct semi-structured interviewing, in person for 
collecting the primary data. However, for reasons that we will explain in detail 
below, in the limitation paragraph, that was not possible. So, we decided that 
the most similar way to collect the primary data, given the circumstances, was 
to send via mail self-completion questionnaires with open questions. We 
reformulated the questions of the interview guide to a questionnaire with open 
questions (appendix 3). This alternative method was more convenient for the 
respondents because they could complete them any time and with the pace 
they want to. This was an advantage in our case, as the CFO's schedule was 
busy enough. In our questionnaire we asked them to develop their thoughts 
about various accounting terms and their experience, so they had the time to 
think for their answers. Thus, we tried to avoid the bias caused either by 
anxiety or by the fact that they feel sensitive by replying directly to our 
questions in an interview. Finally, self-completion questionnaires was a cheap 
method to conduct our research since the questionnaires were sent by e-mail 
and physical presence was not obligatory for both parts. 

In total, we sent via mail the questionnaires accompanied with a cover letter 
(appendix 4) explaining the purpose of our assignment to CFOs. We also, 
communicate via telephone directly with most of the CFOs or their assistants. 
We collected five (5) answers out of eighteen (18), two (3) companies sent us 
feedback while three (2) answered negatively stating that they were not able to 
complete the questionnaires.   

For collecting the secondary data we based our searching mostly, on electronic 
databases that we had access to, through Karlstad's university library and we 
used peer reviewed articles published in authorized scientific journals. As 
Bruce (1994) (cited in Bryman & Bell 2011, p.93) states we saw the literature 
review as an investigation of past and present writing or research on a subject 
being finally more descriptive (passive) and less analytical (active). 

 

4.6. Criteria for Quality 

Trustworthiness is criterion that Lincoln and Guba (1985) (cited in Bryman & 
Bell 2011, p.43) propose for evaluating how good a qualitative study is. 
Different aspects of trustworthiness are: (i) credibility, which shows how 
believable the findings are, (ii) transferability, which shows if the findings 
apply to other contexts, (iii) dependability, indicates if it likely that the findings  
apply at other times and (iv) conformability, which shows if the researcher 
allowed his or her values to intrude to a high degree.  
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The credibility in this paper is assured through the fact that, on the one hand 
the literature review is based mostly on peer reviewed articles published in 
approved academic journals. On the other hand, questionnaires were answered 
by CFOs, persons responsible for the accounting in their companies. We think 
that transferability might not be relevant in our case, as the topic that we study 
is quite specific and has little relation with other topics.  

 

4.7. Data Analysis 

Our last step was that of analyzing the data. We tried to answer to our 
research question combining the information that CFOs revealed to us 
through the questionnaires with what we already studied in literature. Despite 
that we were interested in CFO's point of view and we needed relevant, rich 
and detailed answers, this did not happen.  

 

4.8. Limitations  

As we mentioned above, to the collecting data paragraph, our intention was to 
conduct semi-structured interviewing, in person. Being aware of the possible 
large number of requests for information and assistance that most CFOs 
might receive, we followed what Healey and Rawlinson (1993) (cited in 
Bryman & Bell 2011, p.473) recommend:  

 First, we structured a request, made by mail, in which we enclosed a short 
outline of the purpose of our master thesis, for arranging an interview 
meeting. CFOs, because of their busy schedules, either refused to accept us or 
did not respond at all to our proposal. Then, we structured another request, 
made by mail too, for arranging a telephone or a Skype interview meeting. Yet, 
we had the same negative answer. Some of them proposed to mail them the 
questions. So, we reformulated the interview guide to a self-completion 
questionnaire with open questions. But even in this way and despite of our 
expectations and our intensive efforts, we did not receive sufficient level of 
feedback. The majority did not answer at all. This may attributed to the fact 
that the questionnaire was written in English and that may prevent CFO's 
from expressing their opinion about such complex and controversial issues 
(earnings quality & fair value), in a language other than their mother tongue. 
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5. Results  

To this chapter we present the results of the answers that CFO's gave us 
responding to the questionnaires.  

 

 In the first two questions the CFOs were asked if they are familiar with the term 
"Earnings Quality" and if this term is meaningful to them. Participants 
answered positively in these two questions. In the same time, we had only one 
answer that they have never worked with this term before and as a result it is 
not at all meaningful for them. In the second part of the second question it 
was asked what does this term mean for them. They responded that the quality 
in earnings means earnings attributable to normal operations as well as this 
term signifies that accounting gives a real picture of the company and its 
business activities.   

In the third question CFOs were requested to point out what industry 
characteristics they think affect the earnings quality. They mentioned that 
there are not any specific industry characteristics which affect earnings quality 
and that it has to do more with the managing of the operations in order to 
create profits. They added that the most complex part in real estate companies 
is the discrimination between investments and costs and they referred to the 
example of the use of CapEx and OpEx.  

In the fourth question they had to respond if they think that the current 
accounting standard-setting regime in the Sweden limits their ability to report 
high quality earnings. Participants answered negatively implying that the IFRS 
is not considered as a barrier for them in financial reporting. 

In the fifth question, they were requested to choose between policies that use fair 
value accounting only for financial assets/liabilities but not for operating 
assets/liabilities and policies that rely on fair value accounting as much as 
possible, which they think produce high quality of earnings. They replied that 
the most important thing is to have a clear disclosure in the Profit and Loss 
items and stated that fair value is not preferable for assets and liabilities as they 
are not for trading. In addition they responded that policies that rely on fair 
value accounting as much as possible bring quality in earnings. They 
mentioned that cost-based accounting for investment properties does not 
provide an actual and complete view of the assets.  

In the sixth question, the participants were demanded to pick among others 
which alteration in the standard setting produce higher earnings quality. The 
most popular responses were the three below: "Allow reporting choices to 
develop from practice", "Moderate the use of fair value reporting" and "Allow 
firms to choose either Swedish GAAP or IFRS". They commented also that 
fair value is not the solution always and it should be used carefully, otherwise 
can be misleading. In addition they stated that managers should be allowed to 
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use their professional judgment when they prepare financial statements, 
combined with disclosure of the used methods. Also they commented that too 
detailed and conservative rules tend to produce poor accounting. 

In the seventh question the managers were requested to propose any other policy 
that can lead to high quality earnings, based mostly on their practice and 
legislation and not on misrepresentations. In this question none gave us 
sufficient answer, either they did not answer or they did not suggest any.  

In the eighth question the managers were suggested to make their comments 
about earnings quality, anything that they consider is crucial and that they 
would like to point out. They remarked that the most essential is to have an 
extensive disclosure of information for analysts in order to be able to evaluate 
the companies' earnings. Furthermore, they mentioned also that fair value 
does not always add to understanding as a general comment. 

In the ninth and last question, the participants were requested to pick again among 
other options which factors influence the most earnings quality in their 
company and why. The majority had the opinion that the company's 
disclosure policy, the accounting standards, the company's industry as well as 
the internal control have more influence in earnings in their companies. We 
mark that their answers are in a partial consensus as all of them picked almost 
the same options. 
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6. Analysis 

To this chapter the analysis and discussion of the findings is presented. 

 

6.1. Earnings Quality 

Based on the literature already mentioned in the theoretical part of the paper, 
the answers received on how managers define Earnings quality are in the same 
line with Dechow et. al (2010). They define Higher Quality Earnings when 
they provide further information about the features of a firm's financial 
performance as well as are relevant to a specific decision made by a specific 
decision-maker. Also, they are in harmony with the statement of Green (1999) 
that earnings are of "high quality" when the connection between profit and 
cash generating ability is the highest. It can be marked that the characteristics 
the managers mentioned are in the same line with the definition that was 
chosen from the authors in the beginning. Expectations for earnings to repeat 
constantly and with a high level of predictability as well as are supported by 
actual cash flows are in harmony with their claim. As a result, it can be said 
that the definition was close to their perceptions. It seems that earnings are a 
strong indicator of the financial position of a real estate company and great 
importance is given to achieve the highest quality. If the earnings quality of a 
business is mainly based on strong cash flow, then it is possible that the shares 
have sufficient support and that the current price per share is reasonable. 
Although, it should be marked that managers do not mention at all 
persistence. It seems that it is not so important for them. This could be 
explained by the fact that investors may consider that persistent earnings are 
an outcome of earnings management, which decreased their quality. 

In addition it was surprising enough the negative answer we received, that in 
one of the companies they were not familiar with this term at all. It is 
remarkable as earnings, and the quality in earnings as a consequence, is one of 
the most vital indicators in a company. Managers taking advantage of the high 
quality earnings, they can formulate strong trading strategies to act in the 
markets. Targeting earnings quality is also important because it forces the 
investor to focus on the constant growth of business operations.  

Furthermore, the managers indicate the problem that real estate companies 
face with the discrimination between CapEx and OpEx as a specific industry 
distinctive. CapEx (or Capital Expenditure) is a business cost aroused to create 
future benefit, for instance acquisition of assets that will have a useful life 
beyond the tax year or expenditure on assets like building, machinery, 
equipment or upgrading existing facilities so their value as an asset increases. 
On the other hand, those expenditures required for the day-to-day operation 
of the business, like wages, utilities, maintenance and repairs fall under the 
category of OpEx (operational expenditure). OpEx is the money the business 
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pays out in order to turn inventory into throughput. Operating expenses also 
include depreciation of plants and machinery which are used in the production 
process (Diffen 2013). 

The measurement of Capital Expenditures (CapEx) and Operating 
Expenditures (OpEx) is one of the starting points for struggling with the 
complex problem of business valuation. Capital Expenditures contain all of 
the tangible and sometimes intangible assets that are used to generate new 
business and revenues. Operating Expenses contain those expenses which are 
necessary to preserve the capital assets. After subtracting operating expenses 
from operating revenue the figure which is the most interesting of all is 
formed: Earnings Before Interest, Taxes, Depreciation and Amortization, in 
other words EBITDA. EBITDA is an excellent figure which helps with firm 
valuation (Dowalt 2007). 

 

6.2. IFRS & Earnings Quality 

Managers do not consider the new accounting standards as a barrier in the 
financial reporting. Their statement comes to verify what most of the 
researchers have investigated, that IFRS improve earnings accounting quality. 
As it is mentioned in the theoretical part in the chapters above, Ewert and 
Wagenhofer (2005) found out that high quality accounting standards decrease 
earnings management and increase reporting quality. Moreover, Barth et al. 
(2008) stated that accounting quality could create modifications in the financial 
reporting system at the same time with firms' adoption of IAS, for example, 
more precise enforcement. Accordingly, their prediction that accounting 
amounts resulting from application of IAS are of higher quality than those 
resulting from application of domestic standards seems accurate. In addition 
this is in the same line with what Ball (2001) stated, that IFRSs provided high 
quality accounting information in a public financial reporting and disclosure 
structure which is illustrated by many factors. He indicates that the most 
significant is the formulation of an effective independent legal system for 
detecting and punishing fraud, manipulation, and failure. A system to perform 
in accordance with standards accounting and other required disclosure. 

However the above statement is contrast with the findings of Paananen (2008) 
in her research. She examined the assumption that the IFRS can generate 
higher quality than Swedish GAAP and as a result, the quality of the financial 
reporting in Sweden improves and possibly reduces firms' cost of capital. She 
used data from 2003 to 2006 and she found no evidence of any improvement 
of Swedish accounting quality. In contrast, there is some evidence suggesting 
that the quality of Swedish financial reporting has been reduced after the 
adoption of IFRS. She also repeated her survey and she found the same results 
as well and even stronger evidence that the quality in accounting was reduced. 
This can be attributed to the fact that this survey conducted in the beginning, 
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only after one year after the adoption of IFRS. It is possible that if it is going 
to repeat now the results may be different. The managers are more familiar 
with the new standards and any misunderstandings have almost solved as years 
have passed. It is necessary to take into consideration the fact that such large 
changes always bring unstable outcomes. As a result, in order this information 
to seem reliable, a reexamination of the assumption is necessary. 

To summarize, it is worth to mention that as a global industry, real estate 
companies have many global operations and want to expand their international 
influence.  A carefully designed adoption process of IFRS -and fair value 
consequently- will improve the possibility of identifying their value. Since real 
estate industry is global and competitive, it is vital for real estate executives to 
pay more attention to IFRS. Changing to IFRS influenced the recruiting, 
training and compensation practices and strategies of the real estate industry. 
As it usually happens, real estate companies pay their sales representatives 
commissions based on sales or rental revenue. However revenue recognition 
rules are different between IFRS and Swedish GAAP, which means that sales 
or rental revenues under GAAP might be treated in another way under IFRS. 
Additionally, some other compensation in real estate industry may be based on 
net asset value, which had also to be handled in a different way. Finally, many 
real estate companies calculate bonuses for top executives based on profits. In 
many conditions, using IFRS for reporting may change the amounts. The 
Human Resource Department might also need to revise the executive 
compensation plan. 

 

6.3. Fair Value Accounting & Earnings Quality 

The managers implied that the use of fair value accounting produce earnings 
of high quality. Their statement is supported by Landsman (2007) who said 
that one reason that accounting standard setters argue in order to support fair 
value measurement is that it diminishes incentives for firms to time asset sales 
to manage earnings. Moreover, is in the same line of what Penman (2007) 
declared that as time goes by, historical prices become irrelevant in the 
estimation of an entity's current financial position, as prices provide the most 
recent information about the value of assets. In the same line, according to 
Barlev & Haddad (2003) empirical evidence indicated that fair value rather 
than historical cost numbers are more highly associated with stock returns. In 
addition to that, Barlev & Haddad (2003) mentioned that the Fair Value 
Accounting has an effect on the efficient management of the firm by 
decreasing principal-agent conflicts and agency costs, and enhancing the 
efficiency with which the firm is directed. It represents also a new mechanism 
for making decisions within the firm that integrates risk estimation.   

Expressing their opinion on changes that may generate earnings of higher 
quality, managers mention that they would prefer the moderation of fair value 
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accounting and to be able to use their professional judgments in the 
preparation of the annual reports. Their opinion is in harmony with Jamal et 
al. (2010) who stated that using a global monopoliac standard setting with a 
consistency and comparability purpose will obstruct innovation, as well as the 
improvement and examination of better quality standards. The statement of 
moderation of the use of fair value accounting is in the same line with Barth 
(2004) who -as mentioned above in the theoretical part- found that fair value 
create volatility in earnings.  

Considering their answers, we observe that their choices did not include 
options which suggested more rules and regulations. It seems that managers 
feel more confident with the IFRS which are principal-based and they provide 
them with the flexibility in their reporting choices. As the financial world 
becomes more compound, it becomes more and more hard to create 
standardized rules for the whole economy. Principles-based accounting allows 
companies to prepare their financial statements as they consider with the most 
excellent way to ensure accurate disclosure of their current situation. The strict 
design of rules-based accounting demands more effort to disclosure, and 
sometimes makes it less informative. As the managers mentioned, rules and 
regulations generate poor accounting.   

Referring to their general comments about earnings quality, their answers 
signify the importance of the extensive disclosure of information in order 
analysts be able to evaluate the company. Additionally, they point out that fair 
value does not always enhance that comprehension of the financial position of 
a company. Bearing this in mind, we mention Landsman (2007) who writes 
that if fair value accounting for financial instruments or non-financial assets is 
generally applied for financial statement recognition, accounting standard-
setters and securities regulators face the challenge of determining how much 
space to give managers when they evaluate fair values. They should balance 
the benefit of allowing managers to disclose private information and the moral 
risk cost of their prudence to manipulate earnings.  

In addition to that, Landsman (2007) also mentions that fair value accounting 
for all financial instruments would reduce the complexity of financial reporting 
arising from the mixed attributed model. For example, when all financial 
instruments measured at fair value, the use of hedge accounting model forced 
by the FASB's derivatives standard would be eliminated. This fact will make it 
useless for investors to reexamine the choices made by managers in order to 
determine what basis of accounting was used for particular instruments, as 
well as the need for management to keep extensive records of hedging 
relationships. However, we think it would be interesting if the managers had 
proposed any other policy that generates earnings of high quality. We would 
have the chance to investigate what other policies and strategies they consider 
may lead to this target.  
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Coming to the last question, it is important to mention that there is an 
agreement in the factors that affect earnings quality in real estate companies. 
As far as accounting standards are concerned, their judgment is compatible 
with Barth et al. (2001) who taking into consideration value relevance, 
assumed that firms with higher quality accounting have a higher association 
between stock prices and earnings and equity book value. This happens 
because higher quality earnings better reflect a firm’s current financial position.  

Their claim about the disclosure policies in a company and the effect on 
earnings quality is in agreement with Levitt (1998). Levitt puts emphasis in the 
disclosure structure saying that if it is relying on high quality standards, makes 
the investors feel certain about the credibility of financial reporting. The more 
disclosure required, any attempt to manage earnings can easily be detected and 
reduced by internal monitoring mechanisms, such as board of directors and 
auditors, within a company. Findings in Bradshaw and Miller (2007) are in the 
same direction since they suggest that the regulatory and legitimate 
environment plays an important role in the application of accounting 
standards as well as with Burgstahler et al. (2006) who found that strong legal 
systems are linked with less earnings management. Sweden is a typical 
example, as the laws in the country are strict and the protection of investors is 
considered to be high. An important role to this fact plays Corporate 
Governance in companies, which has been developed the last years around the 
world and sets the protection of shareholders and stakeholders as a priority. 

As it seems, managers appraise fair value accounting and they think that it has 
advantages in financial reporting. Although they note that fair value is often 
misleading. Looking on the other side, it is considered that in markets where 
the fair value reporting is higher, there exist bubbles in the prices. The 
adoption of fair value accounting influenced the financial ratios and indicators 
of the real estate companies, which play a crucial role in the decision-making. 
Furthermore, the financial reports of real estate companies could involve a 
sense of objectivity which increases the complexity of the work to be made by 
companies responsible for auditing the financial reports of these companies 
for instance. 
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7. Conclusion 

The last chapter contains the results and the conclusion of the research. In 
addition fields of further research are suggested. 

 

In our thesis we studied issues related to earnings quality, the implementation 
of IFRS and the fair value concept as far as earnings are concerned.  

Related to earnings, those are considered to be a main determinant in capital 
markets as they provide useful information for valuation purposes as well as 
for performance evaluation, contracting or stewardship purposes. Despite the 
big volume of literature to the topic, still there is no consensus about one 
common definition and a generally accepted approach for measuring it. And 
that, because the term "quality" is conditional on specific decision context and 
is a matter of subjective determination. Also, it may be conditional to 
differences in firm level economic circumstances and business models and 
industries. 

In relation to IFRS and fair value accounting, we note once again that the 
formulation of IFRS enhance the quality of annual reports or accounting 
quality and further help capital market participants and other users to make 
applicable economic decisions. The modern business environment, which is 
characterized by challenges in local and global markets, increases the concealed 
risk in the strategic position of a company. Managers are obliged to prepare 
and to conduct their activities in line with a comprehensive strategic planning 
that is implied by the tactics of their companies. In order to face these 
challenges they require a new instrument for making decisions within the firm 
that integrates risk estimation which could be a reason for relying on the fair 
value accounting. 

Our purpose was to examine what is the impact of fair value accounting on 
earnings quality in Swedish listed real estate companies. In order to collect our 
data we sent self-completion questionnaires to the CFOs of the real estate 
companies that operate in Sweden.  

So, taking into consideration the answers of CFOs' we conclude that our data 
answer to our research question: fair value accounting improves earnings 
quality in listed real estate in Sweden. The managers in their answers support 
the fair value accounting and they think that is effective enough in the 
valuation operations in their companies. They think that the accounting 
standards also play an important role as well as the disclosure policy of their 
companies. It is accepted that sometimes fair value does not add to the 
comprehension of the valuation of a company but they admit that has enough 
advantages in order to present qualitative and reliable information. 
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7.1. Future Research  

This paper contributes to the stream of accounting literature that investigates 
fair value accounting in real estate companies, especially to the very sensitive 
issue of earnings quality. Thus, our results should be viewed as just one piece 
of evidence that the readers should consider. We believe that academic 
research has a role to play in the debate of the implementation of fair value 
accounting, its virtues and vices. In addition, our sample size is small and the 
results cannot be considered to present with reliability the current situation in 
the listed real estate companies in Sweden. Future research could analyze on 
the effects of fair value accounting on earnings quality and focus on 
comparative analyses of earnings quality between EU countries. 
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Appendix 

Appendix 1: List of real estate companies 

Table 1: List of real estate companies 

COMPANY EMAIL Contact person 

Alm Equity AB (ALM) 

urban.eriksson@almequity.se 
 

Urban Ericsson 
Atrium Ljungberg AB  albert.olofsson@atriumljungberg.se Albert Olofsson 
Castellum AB  ulrika.danielsson@castellum.se   Ulrika Danielsson 
Catena AB  lars.lindvall@catena.eu Lars Lindvall 
Corem Property Group AB  

  Dios Fastigheter AB  rolf.larsson@dios.se Rolf Larsson 
Fabege AB  karin.rosenthal@fabege.se Karin Rosenthal 

Fastighets AB Balder  magnus.bjorndahl@dinbostad.se 

Magnus 
Björndahl, 

FastPartner AB  daniel.gerlach@fastpartner.se Daniel Gerlach 
Heba Fastighets AB  info@hebafast.se Frank Sadleir 
Hufvudstaden AB magnus.jacobson@hufvudstaden.se Magnus Jacobson 
Hyresfastighetsfonden 
Management Sweden  info@hyresfastighetsfonden.se 

 Kungsleden AB  anders.kvist@kungsleden.se Anders Kvist 
Lundbergforetagen AB   lundbergs@lundbergs.se Lars Johansson 
Sagax AB bear.garat@sagax.se Bear Garat 
SBC Sveriges 
BostadsrattsCentrum AB  karin.iversen@sbc.se Karin Iversen 
Wallenstam AB  ulf.ek@wallenstam.se Ulf Ek 
Wihlborgs Fastigheter AB  arvid.liepe@wihlborgs.se  Arvid Liepe 

 
  

http://www.bloomberg.com/quote/ALM:SS
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Appendix 2: Interview guide  

1. Are you familiar with the term "Earnings Quality"? 
 

2. Is the term "Earnings Quality" meaningful to you?  
 

3. What does the concept of "Earnings Quality" mean, in other words, 
what elements make up Earnings of high quality? 
 

4. What industry characteristics do, in your opinion, affect earnings 
quality (e.g., cyclicality, capital intensive, labor-intensive)? 
 

5. In which way do you think that the current accounting standard-setting 
regime in the Sweden limits your ability to report high quality earnings? 
 

6. Which of the following policies that are likely to produce "high quality 
earnings", do you prefer and why? 
 
• Policies that use fair value accounting only for financial 

assets/liabilities but not for operating assets/liabilities. 
• Policies that rely on fair value accounting as much as possible. 

 
7. What changes in standard-setting produce higher quality earnings? 

 
8. Can you propose another policy that can lead to high quality earnings,  

based mostly on practice and legislation and not on misrepresentations? 
 

9. According to your opinion which factors influence the most earnings 
quality in your company? And why? 
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Appendix 3: Questionnaire 

Karlstad Business School 

Master Programme in Accounting and Control 

 

Master Thesis 

Specific policies that affect Earnings Quality: 

Listed Real Estate companies in Sweden 

 

Questionnaire 

 
Question 1: Are you familiar with the term "Earnings Quality"? 

� yes 
� no 

 

Question 2: Is the term "Earnings Quality" meaningful to you?  

� yes 
� no 

If yes, what does the concept of "Earnings Quality" mean, in other 
words, what elements make up Earnings of high quality? 

 
 
Question 3:  What industry characteristics do, in your opinion, affect 
earnings quality (e.g., cyclicality, capital intensive, labor-intensive)? 

 

Question 4: Do you think that the current accounting standard-setting 
regime in the Sweden limits your ability to report high quality earnings? 
In which way? 

 

 



54 

Question 5: Which of the following policies that are likely to produce 
"high quality earnings", do you prefer and why? 

• Policies that use fair value accounting only for financial assets/liabilities 
but not for operating assets/liabilities. 

• Policies that rely on fair value accounting as much as possible. 

 

 

Question 6: Which of the following changes in standard-setting produce 
higher quality earnings (pick max 3)? And why? 

• Provide fewer new regulations 
• Converge Swedish GAAP and IFRS 
• Allow reporting choices to develop from practice 
• Provide more detailed implementation  recommendations 
• Allow managers more extensive professional judgment in preparing 

financial statements 
• Moderate the use of “fair value” reporting 
• Highlight detailed rules more than concepts and principles 
• Allow firms to choose either Swedish GAAP or IFRS 
• Request more conservative rules   
• Require IFRS 
• Expand the use of "fair value" reporting 
• Provide  more new rules 

 

 

Question 7: Can you propose another policy that can lead to high 
quality earnings, based mostly on practice and legislation and not on 
misrepresentations? 

 

 

Question 8: Writes your comments, if there is something that you think 
is important to mention about Earnings Quality. 
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Question 9: Which of the following factors (pick max 3) influence the 
most earnings quality in your company? And why? 

• Your company's board of directors   
• Your company's internal controls   
• Your company's reporting choices   
• Your company's audit committee   
• Your company's disclosure policy   
• Analysts that follow the company    
• Accounting standards   
• Company's industry   
• Macro-economic conditions   

 
 

 

Thank you very much! 
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Appendix 4: Cover Letter 

 

Karlstad Business School 

Master Programme in Accounting and Control 

Master Thesis 

Specific policies that affect Earnings Quality: 

Listed Real Estate companies in Sweden 

Cover letter 

Dear Sir /Madam 

Our names are Foteini Tsitsoni & Despoina Markou and we are Master 
students at Karlstad Business School.  

The purpose of our thesis is to study the existing policies that lead to earnings 
of high quality -mostly focused on IFRS- and to discover if Chief Financial 
Officers (CFOs) of Swedish listed real estate companies can propose specific 
policies that can lead to high quality earnings based mostly on practice and 
legislation and not on misrepresentations. 

We chose to ask Chief Financial Officers (CFOs) or any person who is related 
in the process of the completion of the financial statements. That is because 
you have a formal background in accounting and you are aware of how capital 
markets work. Moreover you can evaluate earnings quality as well as what are 
the advantages and the limitations that accounting legislation poses. We invite 
you to participate in this research study by completing the attached file.  

The following questionnaire will require maximum 10 minutes to complete. If 
you choose to participate in this project, please answer all questions as 
honestly as possible.   Participation is strictly voluntary and you may refuse to 
participate at any time. It is important for us to participate in this survey as you 
will help us investigate this important factor and make our analysis. We would 
appreciate it if you could send us feedback till Monday 13/05/2013. Your 
answers are precious. 

Thank you for taking the time to assist us in our educational endeavors. If you 
require additional information or have questions, please contact us.  

Foteini Tsitsoni: foteini_tsitsoni@hotmail.com 

Despoina Markou: markoydepi@gmail.com 

Supervisor: Johan Lorentzon : johan.lorentzon@kau.se 
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