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Abstract: This paper aims to explore the impact of the 2010 accounting change in Algeria 

on accounting quality. The study included 20 non-financial companies during the period 

2005-2009 before and the period 2011-2016 after the accounting change. The first sub-period 

included 81 firm-year observations, while the second included 94 firm-year observations. 

Accounting quality was measured by the three known proxies: accounting earnings 

management as the discretionary accruals (Dechow et al., 1995), real earnings management 

as the abnormal cash flows from operations (Dechow et al., 1998; Roychowdhury, 2006), 

and accounting conservatism (Ball and Shivakumar, 2005). According to the results, 

accounting change impacted accounting quality in the Algerian companies, with 

inconsistency regarding the improvement of accounting quality between different measures, 

where the results recorded an insignificant decrease in accounting earnings management, 

significant decreases in both real earnings management and accounting conservatism. 

Keywords: Accounting change, Accounting quality, Accounting earnings management, Real 

earnings management, Accounting conservatism 

JEL Classification: M41, M48 

1. INTRODUCTION

High quality of financial information plays a decisive role and is a 

fundamental guarantee for the resources allocation since it represents a means of 

transparency and fair disclosures, and thus reducing information asymmetry 

(Anchev, 2018). Even though the necessity of regulations to strengthen the market 

supervision and improve the financial communication, accounting quality as the true 

and fair financial information is important to achieve an ideal allocation of resources 
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(Liu and Long, 2016; Atuilik and Salia, 2018). For that, the determinants of 

accounting quality have been the subject of many studies in different disclosure 

environments with its specifics. In this context, the accounting standards system and 

accounting regulations can be considered the main source for the high quality of 

financial reporting. 

Legenzova (2016) identified three broad areas of research about accounting 

quality: accounting quality in the context of international and local accounting 

harmonization, firm-specific factors influencing accounting quality, and institutional 

factors that impact changes in accounting quality. This paper interests in the first 

area, which is concerned with the accounting regulatory changes as a determinant of 

accounting quality. For policymakers, regulators, and standard setters, such research 

stream may offer confirmations of whether accounting regulatory changes or reforms 

are having the intended impacts. Empirical findings may offer evidence about the 

consequences of the adopted reforms and can even serve as a justification for the 

implementation of further future reforms (Leuz, 2018). 

Accounting reform is a wide concept that can be used to describe any changes 

in accounting regulations or the procedures that generate it. The first concept is 

frequent and employed to describe the evolutions in accounting standards or rules 

used by companies to prepare and present their financial statements. Accordingly, 

accounting reform is the process that intends to improve accounting practices, and 

thereby, increase accounting quality, in order to achieve the transparency and reduce 

the information asymmetry contributing to a better function of financial markets 

(Legenzova, 2016). The second concept refers to the procedures and mechanisms of 

generating accounting standards or rules and their implementation including several 

institutional aspects. Consistent with this concept, we can distinguish between two 

common models, the Continental European under which the accounting reform has 

completely controlled by the government bodies, and imposed by the law. However, 

the accounting reform under the Anglo-American model has been controlled by the 

professional bodies. 

On the other side, the concept of accounting reform is similar to the concept 

of harmonization or standardization at the international level, where the International 

Financial Reporting Standards (IFRS) constitute a base of accounting reforms for 

many countries. This can be achieved through the voluntary adoption of the IFRS, 

the mandatory adoption of the IFRS, or through the development of an accounting 

system depending on the international accounting reference as is the case in Algeria. 

Accounting rules or standards are important regulatory tools of accounting 

practice (Sunder, 2002) since they provide a comprehensive guide on how 
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accounting information should be prepared, reported, and interpreted (Khanagha et 

al., 2011). Thereby, the quality of rules or standards can substantially affect the 

accounting quality (Bartov et al., 2005). High quality of accounting standards or 

rules and their appropriate enforcement are expected to provide consistent, relevant, 

and reliable financial statements (Yahaya et al., 2015). Consequently, any 

accounting regulatory changes or reforms are expected to play a major role in 

improving accounting quality (Christensen et al., 2013). 

Algeria is a transitory economy that known deep economic and institutional 

reforms since the early of 90s, which required accounting reforms to respond 

effectively to the requirements of the new environment. With the end of the 90s, 

Algeria was commenced studying the accounting environment for the horizon of 

introducing accounting reforms. In 2007 Algeria adopted the Financial Accounting 

System (SCF), which abstracted from the IFRS 2003 version, where most of its 

policies and methods reflect the international reference. The SCF was issued in 2008, 

whereas its effective application was delayed until the beginning of 2010 (Saidi, 

2013; Kimouche, 2016). 

The SCF adoption in Algerian was a revolutionary change in accounting 

regulation, since the National Accounting Plan (PCN) that adopted before 2010 was 

rules-based, whereas the SCF is more principles-based, which can change the form 

and content of financial statements of the Algerian companies, and thus impact 

substantially its quality. Therefore the aim of this paper is to explore whether the 

accounting reforms in Algeria affect the quality of financial information of 

companies. The remainder of this paper is structured as follows: Section 2 

summarizes the literature review; Section 3 presents the Hypotheses development; 

Section 4 describes the data and methodology; Section 5 discuses the results; and 

finally, Section 6 contains the conclusion. 

2. LITERATURE REVIEW 

Although the literature about the consequences of accounting regulatory 

changes is expansive, consensus on its effectiveness in enhancing the accounting 

quality is not yet decisive. Even studies use the same measure of accounting quality, 

they found opposite and contradict results (Trimble, 2018). The emergence of studies 

in this stream was coincided with the increasing trend towards international 

standardization, especially in the European countries before 2001. Other transitory 

environments have also known the emergence of these studies as a response to the 

reforms introduced including the accounting regulations in order to shift from 

socialism to capitalism. 
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In this context, Giner and Rees (1999) explored the value relevance of 

accounting information before and after the 1989-1990 Spanish accounting reforms, 

using a sample of non-financial companies listed on the Madrid Stock Exchange 

during the period 1986-1995. The results demonstrated a modest improvement in the 

value relevance of accounting information following the adoption of accounting 

reforms. Khanagha et al. (2011) studied the value relevance of accounting 

information in Iran during the period 1996-2008, before and after the 2001 

accounting reform. The results showed that the value relevance of accounting 

information after the accounting reform was declined. 

The real widespread of literature in this stream have mainly been motivated 

by the IFRS adoption in Europe, and extended later to include most countries in the 

world. Consistent with this mutation, Ames (2013) studied the IFRS adoption effects 

on the accounting quality in South Africa, using a sample of 3950 firm-year 

observations during the period 2000-2011. The study showed that earnings quality 

is not significantly improved after the IFRS adoption. 

Bahloul and Ben Arab (2014) investigated whether the IFRS regulation 

provides better earnings quality than the local GAAP. The study included 1901 listed 

companies from 17 countries during the period 2001-2010. The results showed that 

the IFRS adoption improved the predictability of cash flows and earnings, and the 

persistence and the timeliness of earnings. The results showed also that earnings are 

less manipulated under the IFRS regulation, but they are more value relevant and 

more conservative under the local GAAP regulation. 

Müller (2014) investigated the impact of the IFRS mandatory adoption on the 

quality of consolidated financial reporting. The study included the largest and the 

most traded 100 companies on the EURONEXT during the period 2003-2008. The 

results suggested an increase in the quality of the consolidated statements after the 

IFRS adoption. 

Bryce et al. (2015) investigated whether the IFRS adoption improved the 

accounting quality in Australia and whether audit committees are more effective in 

promoting accounting quality. The results suggested that accounting quality is not 

significantly enhanced after the IFRS adoption in Australia. 

Yurt and Ergun (2015) explored the impact of the IFRS adoption on the 

accounting quality in Turkey using the financial statements of the 19 largest 

companies listed in Borsa Istanbul during the period 2005-2011. The results 

indicated that the IFRS implementation in Turkey improved the accounting quality. 

Nnadi and Nwobu (2016) found a mixed effect of the IFRS adoption on earnings 

management, but a significant decrease in earnings management in the post Central 
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Bank of Nigeria reforms. They concluded that the IFRS adoption was wrongly timed 

in Nigeria. 

Garza Sánchez et al. (2017) examined whether the accounting regulatory 

changes in Mexico improved the quality of financial information reported by the 

listed companies. The study included 141 companies during the period 2000-2013 

and suggested that the change from the local regulations to international reference 

increased the value relevance of accounting information, and therefore increased its 

quality. 

Rodríguez García et al. (2017) analyzed whether the changing from the local 

to the international reference improved the accounting quality for Latin American 

companies in terms of value relevance and earnings timeliness. The study was 

conducted during the period 2000-2014 using a sample of 923 companies from 

Argentina, Brazil, Chile, and Mexico. The findings showed that the changing from 

the local to the international reference increased the value relevance of accounting 

information and the earnings timeliness. 

Perafán Peña and Benavides Franco (2017) assessed the impact of the IFRS 

adoption on the financial information quality, using 3677 firm-year UK and 2941 

firm-year French observations during 1991-2014. The findings revealed influences 

of size on the impact of the IFRS adoption in the UK, where the financial information 

quality of larger firms has improved after the IFRS adoption. However, the findings 

do not show any improvement in the financial information quality after the IFRS 

adoption in France. 

Li et al. (2018) examined the impact of the accounting reforms known by 

China in 2001 and 2007 on earnings conservatism, using 24186 firm-year 

observations during the period 1998-2013. The results indicated the existence of 

conservatism in the financial statements of companies since the 1998 accounting 

reform, with different impacts of two accounting reforms. The 2001 accounting 

reform improved the conservatism, while the 2007 accounting reform reduced the 

conservatism. The results suggested also that the two accounting reforms restricted 

the managers’ abilities to practice earnings management. 

Hwang et al. (2018) analyzed whether the effects of IFRS adoption on 

accounting quality have changed over time in countries with different legal systems, 

enforcement, and level of external investor protection. The study employed 26148 

firm-year observations during 2005, 2007, and 2001 from Korea, China, France, 

Germany, UK, and Australia. The findings showed that the effects of the IFRS 

adoption continue over time in the companies listed in countries with common law 

systems, contrarily the companies listed in Asian countries with statutory law 
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systems. The results recorded differences in the continued effects of IFRS on 

accounting quality due to the social, economic, and cultural characteristics of 

countries. 

Hao et al. (2019) examined how accounting quality affected after China 

converges towards the IFRS. The study was carried out during the period 2001-2010 

indicating that, in general, the convergence to IFRS is associated with an increase in 

aggressive reporting of accruals for Chinese companies, which means a decrease in 

the accounting quality. 

Fuad et al. (2019) examined whether the IFRS adoption process enhances the 

accounting quality proxies, including accruals quality, earnings smoothing, 

conservatism, and earnings persistence. Using 3861 firm-year observations during 

the period 2008-2014, the results did not indicate conclusive evidence that all 

accounting quality dimensions increased in the post-IFRS adoption. 

Alshyoukh et al. (2019) examined the impact of the IFRS mandatory adoption 

on the accounting quality (value relevance, conservatism, earnings persistence, and 

earnings management). The study included 1941 observations that concern 180 

listed companies on the Amman Stock Exchange during 2001-2015. The findings 

showed that there was no change in the value relevance of earnings, whereas the 

value relevance of book value of equity, conservatism, and earnings management 

were significantly lower after the IFRS adoption. Finally, earnings persistence was 

increased after the IFRS adoption. 

Key and Kim (2020) investigated the accounting quality (earnings 

management and conservatism) after the transition of Korean companies in 2011 

from domestic to IFRS. Using a sample of 439 companies during the period 2006-

2015, the results showed that IFRS affected positively Korea’s capital markets. 

Depending on a sample of 5135 firm-year observations from Datastream 

Worldscope and Bisnode Firmendatenbank, Gros and Nevrela (2020) did not found 

any significant evidence regarding the effect of the accounting reforms enforcement 

on the earnings quality and market valuation. 

As a summary of our review, we note that the majority of existing literature 

about the impact of accounting reforms on accounting quality have interested in the 

accounting reforms resulting from the IFRS adoption or from the adaptation of the 

local accounting regulation with the IFRS. The findings are inconsistent and 

contradict sometimes. Brüggemann et al. (2013) suggested that studies examining 

the effects of accounting regulatory changes on earnings quality in Europe provide 

mixed and inconclusive findings. According to Alshyoukh et al. (2019), “this could 

be associated with poor compliance with IFRS among adopters, lack of reporting 
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incentives in some countries, and studies’ adoption of different accounting 

information quality proxies, different time periods, and different variables to control 

firms’ incentives and economic environments”. 

Most studies about the accounting reforms were based on the developed and 

emerging economies, with little attention given to the developing countries (Chen et 

al., 2014; Nnadi and Nwobu, 2016). For that, this study provides a significant 

contribution to accounting literature and professional practice, since it was carried out 

in a developing country like Algeria, which is rules-based and characterized by 

accounting practices that tend towards the Continental European model. Therefore, the 

reform of Algerian accounting regulation through the adaptation with IFRS which is 

principles-based can be considered an interesting case study. Additionally, in the limits 

of our review, we did not find any study in the Algerian context, except for some 

studies that were confined to qualitative analyses without any empirical evidences. 

3. HYPOTHESES DEVELOPMENT 

Accounting quality is a multidimensional concept that can be expressed by 

many attributes or figures of financial statements. Cohen (2003) expressed 

accounting quality by the faithful representation, indicating that accounting quality 

is the extent to which components of financial statements accurately prescribe the 

financial position and performance of a company and the level for which they 

reflected in the future cash flows. Most literature expressed accounting quality 

through earnings as the widely used to measure financial performance. According to 

Schipper and Vincent (2003), earnings quality is the level to which accounting 

earnings approaches from the Hicksian income. 

Due to the lack of a specific definition of accounting quality, studies used 

many measures as proxies since there is no one measure of accounting quality for all 

decision models (Dechow et al., 2010), so accounting quality varies according to the 

users of financial information (Ball and Shivakumar, 2005). In the literature, 

accounting quality is generally associated with a lower earnings management, a 

higher conservatism, higher value relevance of accounting information, and a lower 

cost of capital (Barth et al, 2008). 

The improvement of accounting quality is a high target for standard setters, 

which can be achieved through many mechanisms, among the most prominent is the 

accounting reform. Simply, accounting reform determines the accounting policies 

that should be used by companies to prepare and present their financial statements, 

so it can affect substantially accounting quality. Accounting reform can follow 
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different approaches, the most known are the auto development of local rules or 

standards, the IFRS adoption, or the adaptation with IFRS. 

In this paper, we interested in the first and second approaches, which consider 

the most common in the three last decades under the tendency towards the 

international standardization, especially after the reform of the International 

Accounting Standards Committee (IASC) in 2001. The IFRS adoption or the 

adaptation with IFRS are expected to impact substantially accounting quality due to 

the remarkable differences between the IFRS and the local GAAP, whereas the 

points of view are not consistent. In this context, we can distinguish between two 

major streams; the first expect a positive effect of the IFRS adoption on accounting 

quality, unlike the second, which assumes a negative effect. 

The argument that the IFRS adoption will improve accounting quality is 

started from the assumption that, since IFRS are internationally accepted as high-

quality standards, the quality of accounting information prepared depending on them 

would be higher. The primary expected benefit of the IFRS adoption has strongly 

increased the comparability, and ideally, improved capital allocation. Additionally, 

IFRS are seemed to be more principles-based than local GAAP. This can be 

considered as an advantage, since principles-based standards provide higher 

flexibility for different situations (Ames, 2013). 

Barth et al. (2008) attributed the improvement in accounting quality 

associated with the IFRS adoption to three primary factors: the hard work of IASB 

to develop high-quality standards, the attempt of IASB to remove available 

accounting alternatives limiting the opportunistic of discretion for managers, and the 

use of fair value that seen to be more relevant and the best to reflect economic 

conditions of a company and its performance. 

The IFRS adoption has differential impacts on accounting quality, depending 

on cultural variables and the specifics of each country's environment (Rodríguez 

García et al., 2017). Even the widespread use of IFRS over countries is expected to 

increase the transparency and accounting quality, many do not agree with that 

supposition due to the differences existed between environments. The adoption of a 

single set of standards across different legal, cultural, economic, and political 

environments is complicated (Ames, 2013). Therefore, the local GAAP are expected 

to be more suitable for and compatible with the local business conditions (Bryce et 

al., 2015). 

Primary arguments against the supposition that the IFRS adoption enhances 

the accounting quality can be summarized in three items; the first is that in some 

situation IFRS do not specify accounting policies for particular economic events as 
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they are principles-based, which provide wide flexibility in their application. The 

second is that IFRS limit overall accounting policies, which can exclude the policies 

that reflect better a company’s financial position and its performance. Finally, the 

interpretation of IFRS or the possibility of any enforcement and litigation could 

affect accounting quality. 

Many other studies stated that the IFRS are principles-based, which provides 

more flexibility for managers to engage in earnings management practices, and 

hence decreasing accounting quality (Barth et al., 2008). In this context, Hellman 

(2011) demonstrated that Sweden’s voluntary adoption of IFRS gave managers 

discretion to conduct earnings management. 

Concerning Algeria, it followed the last approach through the adaptation with 

IFRS; it adopted the Financial Accounting System (SCF) that inspired from the 

2003's IFRS version since the beginning of the fiscal year 2010. As a result, the 

major accounting policies of the SCF are similar to those of IFRS, except for some 

cases, where the specificity of the Algerian environment was taken into the 

consideration. Before 2010, Algerian companies were applying the National 

Accounting Plan (PCN), which was compatible with the Algerian economic 

environment in the previous three decades. 

The Algerian accounting culture is rules-based since the regulation imposes 

more requirements and does not leave a wide room for discretion, which contradicts 

with the IFRS that is principles-based, so they provide a guide but require more 

judgments in their application. In addition, The Algerian accounting culture tends 

towards conservatism without referring to any aggressive accounting practices like 

the fair value. Consequently, we expect a negative effect of accounting reforms in 

Algeria on accounting quality, as the adoption of SCF can motivate earnings 

management practices and decrease the level of conservatism. These expectations 

can be expressed in the following hypotheses: 

Hypothesis1: Accounting reforms in Algeria increase the level of accounting 

earnings management. 

Hypothesis2: Accounting reforms in Algeria increase the level of real earnings 

management. 

Hypothesis3: Accounting reforms in Algeria decrease the level of 

conservatism. 
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4. DATA AND METHODOLOGY 

4.1. Data collection 

This study included 20 non-financial companies during the period 2005-2016. 

This period has been divided into two sub-periods, the first from 2005 to 2009 and 

the second from 2011 to 2016, the study did not include the fiscal year 2010 because 

it is the transitory year. The first sub-period contained 81 firm-year observations, 

while the second contained 94 firm-year observations. The only criterion employed 

to select the studied companies is the availability of and the accessibility to their 

financial statements, due to the secrecy and caution that characterize corporate 

governance in the Algerian companies. Additionally, it is difficult to obtain the 

financial statements of the Algerian companies since the majority of them are public 

or family companies and they are not listed in the Algiers Stock Exchange, so they 

do not have many reporting requirements. 

4.2. Measurement of accounting earnings management 

The measure of accounting earnings management is based on the discretionary 

accruals using the Modified Jones model (Dechow et al., 1995) as shown in Equation 

(1). 

TACіt /Aіt-1 = α1 (1/Aіt-1) + α2 [(ΔREVіt - ΔRECіt)/Aіt-1] + α3 (PPEіt /Aіt-1) + 

eіt            (1) 

Where TACіt is the total accounting accruals; Aіt-1 is the total assets; ΔREVіt 

is the variation in sales; ΔRECіt is the variation in customers; PPEіt is the property, 

plant, and equipment; α1, α2, and α3 are the regression coefficients; eіt is the error 

term, which measures the un-expectable (abnormal) accounting accruals or 

discretionary accruals. 

The variables of the Modified Jones model have been obtained directly from 

the financial statements, whereas the total accounting accruals have been calculated 

depending on Equation (2). 

 TACit = ΔWCNit + CPit – DOTit           (2) 

Where ΔWCNit is the variation in working capital needs during the period; 

CPit is the non-cash expenses; DOTit is the amortization and impairment expenses 

for the period. 

First, it must estimate the non-discretionary accounting accruals (NDACіt) 

depending on Equation (3) and using the estimated parameters of the Modified Jones 

model. 

 NDACіt /Aіt-1 = α1 (1/Aіt-1) + α2 [(ΔREVіt - ΔRECіt)/Aіt-1] + α3 (PPEіt / Aіt-1)          (3) 
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Second, it must calculate discretionary accruals (DACіt) using Equation (4). 

 DACіt /Aіt-1 = TACіt /Aіt-1 – NDACіt /Aіt-1           (4) 

Finally, accounting earnings management (AEMіt) was calculated depending 

on Equation (5). 

 AEMіt = |DACіt| /Ait           (5) 

4.3. Measurement of real earnings management 

The measure of real earnings management is based on the abnormal cash flows 

from operations (Dechow et al., 1998; Roychowdhury, 2006), as shown in Equation 

(6). 

 CFOit /Ait-1 = β0 + β1 (1/Ait-1) + β2 (Sit /Ait-1) + β3 (ΔSit /Ait-1) + δit           (6) 

Where CFOit is the net cash flows from operations for the period; Sit is the 

sales for the period; β0, β1, β2, and β3 are the regression coefficients; δit is the error 

term, which represents the abnormal cash flows and used as a proxy for real earnings 

management. (Cash-based earnings management). 

4.4. Measurement of conservatism 

The measure of conservatism is based on Ball and Shivakumar’s (2005) model 

shown in Equation (7), which is suitable for the Algerian companies, as it includes 

only variables from the financial statements and does not require any market 

variables, where the majority of the Algerian companies are not listed. 

 TACіt /Aіt-1 = λ0 + λ1 CFOit /Ait-1 + λ2 DCFOit + λ3 CFO/Ait-1*DCFOit + εit     (7) 

Where DCFOit is a dummy variable takes 1 if CFOit is negative, otherwise 0; 

λ0, λ1, λ2, λ3 are the regression coefficients; εit is the error term. 

Accounting conservatism level can be accessed through the value of the 

incremental coefficient λ3, the higher the value of the incremental coefficient λ3, the 

high the level of accounting conservatism. 

5. RESULTS AND DISCUSSION 

5.1. The impact of accounting reforms on accounting earnings management 

In the first step, we estimated the accounting earnings management proxy 

using the Modified Jones model, which is based on the discretionary accruals. Table 

1 shows the Model (1) estimation results, which has been employed to calculate the 

non-discretionary accruals (NDACіt /Aіt-1) using Equation (3), then the discretionary 

accruals (DACіt /A іt-1) using Equation (4), and finally, the accounting earnings 
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management (AEMіt) using Equation (5). Model (1) was estimated depending on 

pooled regression before and after the accounting change in Algeria separately, to 

avoid the problem of the small sample. 

The estimation of Model (1) gave substantially different results, although the 

model is significant at 1% level both in the period preceding and the period following 

the accounting change, the explanatory power was higher in the post-period, where 

it reached 0.390 comparing with the pre-period, where it reached 0.239. The 

intercept and the regression coefficients of plant, property, and equipment (PPEіt 

/Aіt-1) are significant at 1% level in the two periods with higher values in the pre-

period of the accounting change. However, the regression coefficient of total assets 

(1/Ait-1) is not significant and the regression coefficient of the variation in cash sales 

((ΔREVіt - ΔRECіt)/Aіt-1) is significant at 5% level only in the post-period of the 

accounting change. 

Concerning the validity of Model (1), we based on the Ordinary Least Squares 

(OLS) criteria including the Collinearity, the Autocorrelation, the Normality, and the 

Homoscedasticity. According to the Variance Inflation Factor (VIF), which did not 

exceed 1.60 in the two periods; there is no sign of Collinearity between the 

independent variables. On the other side, the calculated Durbin-Watson value 

reached 2.087 and 1.806 in the pre-and post-period of the accounting change 

respectively and they are situated between the upper critical value dU (= 1.604) and 

the value 2.396 (= 4 – dU), thus the residuals of Model (1) are not autocorrelated in 

the two cases. Finally, Shapiro-Wilk and Breusch-Pagan are not statistically 

significant, so the residuals of Model (1) are normality distributed and 

homoscedastic, whether before or after the accounting change. 

Table- 1: The Modified Jones model’s (Dechow et al., 1995) estimation results 

Independent 

Variables 

Before accounting change After accounting change 

Coefficienta VIF Coefficienta VIF 

Intercept 0.092** 

2.761 
- 

0.041** 

2.760 
- 

1/Ait-1 22229.26 

0.362 
1.059 

-100303.65 

-1.437 
1.060 

(ΔREVіt - ΔRECіt)/Aіt-1 -0.005 

-0.327 
1.001 

0.077* 

4.080 
1.012 

PPEіt /Aіt-1 -0.121** 

-4.581 
1.058 

-0.061** 

-5.377 
1.055 

F 7.744** 14.645** 

Adjusted R2 0.239 0.390 

Durbin-Watson 2.087 1.806 

Shapiro-Wilk Stat.(0.099) Sig.(0.057) Stat.(0.992) Sig.(0.961) 

Breusch-Pagan LM(6.458) Sig.(0.129) LM(0.231) Sig.(0.972) 
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a   Dependent Variable: TACCit /Ait-1. 

** Significant at 1% level. 

*   Significant at 5% level. 
Source: Based on SPSS 

In the second step, a difference test must be employed to determine whether 

the difference between the pre-and post-period of the accounting change in terms of 

accounting earnings management is significant. For that, we can use the T-test as a 

parametric test if the data are normally distributed or Mann-Whitney Test as a 

nonparametric test if the distribution of data is not normal. Starting from Table 2, it 

appears that the Shapiro-Wilk test is statistically significant at 1% level, so the data 

related to accounting earnings management (AEMit) are not normally distributed, 

and thus it is necessary to use Mann-Whitney Test. 

As it is shown in Table 2, even though the mean of accounting earnings 

management level in the pre-period of the accounting change (AEMit(0) = 0.026) is 

higher comparing with the post-period of the accounting change (AEMit(1) = 0.020), 

the Mann-Whitney Test is not statistically significant since the significance level 

reached 6.9% and it was more than 5%. Consequently, the difference between the 

two periods in terms of accounting earnings management level is not statistically 

significant, which contradicts with Hypothesis1, and thus accounting reforms in 

Algeria did not impact accounting earnings management level in the Algerian 

companies. 

Table- 2: Normality test and difference test for accounting earnings management 

Variable 

Descriptive Shapiro-Wilk Mann-Whitney Test 

Mean 
Standard 

deviation 
Statistic df Sig. 

Mann- 

Whitney 

U 

Wilcoxon 

W 
Z 

Asymp. 

Sig. 

(2-tailed) 

AEMit(0) 0.026 0.037 
0.774 175 0.000 1748.50 3828.50 -1.821 0.069 

AEMit(1) 0.020 0.045 
Source: Based on SPSS 

5.2. The impact of accounting reforms on real earnings management 

The followed approach is similar to that followed in the precedent sub-section; 

firstly, it must estimate the real earnings management depending on Model (6), 

which was also estimated depending on pooled regression before and after the 

accounting change separately. The results in Table 3 suggest a differentiation 

between the pre-and post-period of the accounting change. Generally, the model is 

statistically significant at 1% level both before and after the accounting change, and 

the explanatory power is medium and it is convergent between the two periods 

(0.346 and 0.328 respectively). 
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Regarding the coefficients, the results are inconsistent in terms of significance 

and value; the only consistent existed between the regression coefficients of sales 

(Sit /Ait-1) in terms of significance (at 1% level), while they differ in terms of value. 

The intercept is statistically significant at 1% level only in the post-period of the 

accounting change, whereas the regression coefficients of assets (1/Ait-1) and the 

variation in sales (ΔSit /Ait-1) are statistically significant at 1% level only in the pre-

period of the accounting change. 

Concerning the validity of Model (6), Table 3 indicates that the highest value of 

the Variance Inflation Factor (VIF) reached 2.691, which means that any sign of 

Collinearity exists between the different independent variables of Model (6). 

Additionally, the calculated Durbin-Watson value reached 2.123 and 1.748 in the pre-

and post-period of the accounting change respectively and they are situated between 

the upper critical value dU (= 1.604) and the value 2.396 (= 4 – dU), so we can easily 

estimate that the residuals of Model (6) are not autocorrelated. Lastly, it appears from 

Table 3 that Shapiro-Wilk and Breusch-Pagan are not statistically significant 

suggesting the Normality and Homoscedasticity of residuals of Model (6). 

Table- 3: The estimation results of the model of abnormal operating cash flows 

Independent 

variables 

Before accounting change After accounting change 

Coefficienta VIF Coefficienta VIF 

Intercept -0.012 

-0.247 
- 

0.058** 

3.984 
- 

1/Ait-1 -503079.25** 

-2.895 
1.069 

149227.76 

1.487 

1.016 

Sit /Ait-1 0.330** 

5.018 
2.691 

-0.053** 

-5.410 

1.047 

ΔSit /Ait-1 0.418** 

5.734 
2.624 

0.034 

1.282 

1.042 

F 12.108** 11.093** 

Adjusted R2 0.346 0.328 

Durbin-Watson 2.123 1.748 

Shapiro-Wilk Stat.(0.109) Sig.(0.057) Stat.(0.988) Sig.(0.806) 

Breusch-Pagan LM(4.216) Sig.(0.297) LM(7.198) Sig.(0.66) 
a   Dependent Variable: CFOit /Ait-1. 

** Significant at 1% level. 

*   Significant at 5% level. 
Source: Based on SPSS 

After estimating the real earnings management during the pre-and post-period 

of the accounting change as the residuals of Model (6), it is required to test the 

significance of the difference between the two periods. However, it must first test 

the normality of data to determine whether the parametric (T-test) or the 
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nonparametric (Mann-Whitney) test is adequate. According to the results 

summarized in Table 4, the Shapiro-Wilk Test is statistically significant at 1% level, 

and therefore the distribution of data related to real earnings management (REMit) is 

not normal, so the Mann-Whitney Test must be used. 

Table 2 shows that the abnormal cash flows from operations reached 6.7% 

from the total assets on average (REMit(0)) during the pre-period, and decreased to 

3.2% from the total assets on average (REMit(1)) during the post-period of the 

accounting change. Taking into consideration that the Mann-Whitney Test is 

statistically significant at 1% level, the decrease in real earnings management that 

was previously recorded as a decrease in the abnormal cash flows due to the 

accounting change is statistically significant. Therefore, Hypothesis2 must be 

rejected; hence accounting reforms in Algeria impacted negatively the level of real 

earnings management in the Algerian companies. 

Table- 4: Normality test and difference test for real earnings management 

Variable 

Descriptive 
Tests of 

Normality 
Mann-Whitney Test 

Mean 
Standard 

deviation 
Statistic df Sig. 

Mann- 

Whitney 

U 

Wilcoxon 

W 
Z 

Asymp. 

Sig. 

(2-tailed) 

REMit(0) 0.067 0.269 
0.595 175 0.000 1444.00 3722.00 -3.223 0.001 

REMit(1) 0.032 0.153 
Source: Based on SPSS 

5.3. The impact of accounting reforms on accounting conservatism 

Table 5 presents the descriptive statistics for the conservatism model 

variables, which indicates an increase in the total accounting accruals level (TACCit 

/Ait-1) from 0.9% to 2.3% of total assets and a decrease in the operating cash flows 

level (CFOit /Ait-1) from 7.6% to 6.8% of total assets. Table 5 indicates also that all 

variables are more dispersal in the pre-period, where the dummy variable (DCFOit) 

is more dispersal than cash flows from operations, total accounting accruals, and 

conservatism variable (CFOit /Ait-1*DCFOit) respectively. According to the minimum 

and maximum values, it appears that cash flows from operations and total accounting 

accruals contain positive and negative values. 

Table- 5: Descriptive statistics for data used to estimate the conservatism model 
 Before accounting change After accounting change 

 
TACCit 

Ait-1 
 

CFOit 

Ait-1 
 

DCFOit 
CFOit * DCFOit 

Ait-1  
 

TACCit 

Ait-1 
 

CFOit 

Ait-1 
 

DCFOit 
CFOit * DCFOit 

Ait-1  
 

Observ. 81 81 81 81 92 92 92 92 

Mean -0.009 0.076 0.220 -0.059 -0.032 0.068 0.180 -0.025 

Median -0.028 0.092 0.000 0.000 -0.019 0.042 0.000 0.000 
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Std. Deviation 0.360 0.386 0.414 0.280 0.217 0.258 0.390 0.120 

Minimum -1.446 -2.084 0.000 -2.084 -1.446 -1.064 0.000 -1.063 

Maximum 2.160 1.943 1.000 0.000 1.041 1.943 1.000 0.000 

Source: Based on SPSS 

The preliminary results of descriptive statistics indicate that the mean of the 

conservatism variable was decreased after the accounting change. However, it must 

estimate the model of Ball and Shivakumar (2005) to determine the statistical 

significance of that decrease. As shown in Table 6, the results obtained from the 

Model (7) estimation are convergent between the pre-and post-period of the 

accounting change. The model is statistically significant at 1% level, and its 

explanatory power is very strong in the two cases, reaching 0.912 and 0.872 

respectively, suggesting that Ball and Shivakumar (2005) provides a good estimate 

for accounting conservatism in the Algerian environment. 

In addition, the intercept is statistically significant at 1% level before and at 

5% level after the accounting change. Contrarily, the regression coefficient of cash 

flows from operations (CFOit /Ait-1) is statistically significant at 1% in the two cases 

with convergent values (-0.783 and -0.767). Regarding the regression coefficient of 

the dummy variable (DCFOit) it is not significant neither before nor after the 

accounting change. Finally, the regression coefficient of conservatism (CFOit /Ait-

1*DCFOit) is significant at 1% in the two cases, while its value was decreased from 

0.249 to 0.202 suggesting a decline in the coefficient of conservatism, which 

confirms Hypothesis3 that the Algerian accounting reforms decrease the level of 

conservatism in the financial statement of companies. 

Similarly to the previous, Table 6 indicates the absence of Collinearity due to 

the low values of Variance Inflation Factor (VIF), and the no autocorrelation of 

residuals since the calculated Durbin-Watson value is situated between the upper 

critical value dU (= 1.604) and the value 2.396 (= 4 – dU) in the two cases. The 

results indicate also the Normality and Homoscedasticity of residuals of Model (7) 

due to the no significance of both the Shapiro-Wilk Test and Breusch-Pagan Test. 

Table- 6: Conservatism model’s (Ball and Shivakumar, 2005) estimation results 

Independent 

variables 

Before accounting change After accounting change 

Coefficienta VIF Coefficienta VIF 

Intercept 0.039** 

4.980 
- 

0.016* 

2.465 
- 

CFOit /Ait-1 -0.783** 

-30.360 
3.019 

-0.767** 

-30.067 
1.459 

DCFOit -0.017 

-1.053 
1.304 

-0.006 

-0.410 
1.273 
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CFOit /Ait-1*DCFOit -0.249** 

-7.28 
2.786 

-0.202** 

-3.571 
1.545 

F 1295.26** 499.33** 

Adjusted R2 0.912 0.872 

Durbin-Watson 1.696 2.131 

Shapiro-Wilk Stat.(0.969) Sig.(0.055) Stat.(0.986) Sig.(0.486) 

Breusch-Pagan LM(4.323) Sig.(0.229) LM(0.208) Sig.(0.976) 
a   Dependent Variable: TACCit /Ait-1. 

** Significant at 1% level. 

*   Significant at 5% level. 

Source: Based on SPSS 

5.4. Discussion 

This study indicates contradictory results between different measures of 

accounting quality in terms of accounting change consequences, which confirm the 

conclusions of Brüggemann et al. (2013), Trimble (2018), and Alshyoukh et al. 

(2019). This because the change in accounting policies has different effects on the 

items used to estimate the measures of accounting quality. The study shows that 

accounting change in Algeria affected negatively accounting earnings management, 

but this effect is not statistically significant, which reflects the managers' avoidance 

of this practice as it is easy to detect. 

The study suggests a significant and negative effect of accounting change in 

Algeria on real earnings management reflecting a positive effect on accounting 

quality. On the other side, the effect of the Algerian accounting reforms on the level 

of conservatism is significant and positive reflecting a negative effect on accounting 

quality, due to the introduction of new measurement bases that are not consistent 

with conservatism and tend towards aggressiveness like the fair value. 

6. CONCLUSION 

Accounting quality is a focus of interest in financial accounting whether for 

the suppliers or demanders of financial information, as well as for accounting 

standards setters. In this context, accounting standards or rules play critical role in 

accounting since it is the framework in which the form and the content of the 

financial statements are determined. Therefore, any change in the accounting 

regulations is expected to affect the financial statements, and thus affect their quality. 

Starting from this idea, the present study asks the question about the impact of the 

2010 accounting change in Algeria on the accounting quality, knowing that Algeria 



Kimouche Bilal 50 

has known a revolutionary change in the accounting practices of companies that have 

been adapted with the IFRS. 

The study included 20 non-financial companies during the period 2005-2009 

before and the period 2011-2016 after the accounting change. The first sub-period 

included 81 firm-year observations, while the second included 94 firm-year 

observations. Accounting quality was measured by the three known proxies: 

accounting earnings management (Dechow et al., 1995), real earnings management 

(Dechow et al., 1998; Roychowdhury, 2006), and accounting conservatism (Ball and 

Shivakumar, 2005). 

The results suggested the existence of impacts for accounting regulatory 

change on accounting quality in the Algerian companies. However, these impacts 

were not consistent regarding the improvement of accounting quality, where the 

results recorded an insignificant decrease in accounting earnings management, hence 

no significant impact on accounting quality. On the other hand, the results recorded 

significant decreases in the real earnings management and accounting conservatism 

indicating a positive impact on accounting quality in terms of real earnings 

management and a negative impact on accounting quality in terms of conservatism. 

The results of this study have practical implications and they are beneficial for 

related parties whether they are suppliers or demanders of financial information. 

They provide confirmations for the Algerian regulator to assess the feasibility of 

accounting reforms, and the required corrections and modifications. However, future 

studies must use large samples and they must focus on specific practices. 
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