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Abstract  
The concept of “value relevance” was identified in many 
studies as a significant quality parameter that provides 
usefulness to investors and other stakeholders regarding 
the financial and non-financial information to assess the 
companies’ value. Based on empirical results in the case 
of the audit-listed companies in emerging countries, the 
purpose of this study is to analyze the value relevance of 
the “other comprehensive income” in the context of the 
business ethics correlated with the type of audit opinion 
disclosed to the users, with the focus on the investors’ 
behavior and the impact on the share price. 

Key words: other comprehensive income; value 
relevance; share price; business ethics;  
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1. Introduction 

The concept of “value relevance” contributes significantly 
to the companies’ value assessment, which can be 
analyzed through the share price evolution. The concept is 
identified as an important quality parameter that brings 
usefulness to the investors through relevant information 
(Barth et al., 2001). In addition, the value relevance 
concept was identified as also connected to the non-
financial information, such as relevant information 
regarding the ethical aspects that may have an impact on 
the accounting information. In order to have a proper 
image of the companies’ actual economic condition and 
future strategies, the quality of financial information proves 
to be important to the stakeholders (Tucker, 2015). 

The disclosure of other comprehensive income (or “OCI”) 
in the financial statements was identified as value relevant 
due to the added value brought to the users in the 
decision-making (Yurniwati et. al, 2017). OCI includes the 
impact from foreign currency translation, gains or losses 
related to postretirement benefits, gains and losses 
generated by derivative instruments, and unrealized gains 
or losses from available-for-sale securities. Therefore, OCI 
elements’ assessment involves management's 
assumptions and judgments related to classification, 
timing, and type of valuation methods, including key 
assumptions (Lee and Park, 2013). Depending on the type 
of OCI element, the assessment of OCI involves a high 
level of estimations that could challenge auditors (Cannon 
and Bedard, 2017). Therefore, the audit opinion could 
include modifications in case the supporting computation 
and information regarding the OCI assessment are not 
sufficient and appropriate (Pannese and DelFavero, 
2010). Thus, a modified opinion will draw the investors’ 
attention and the impact will be seen in the share price 
behavior. 

Additionally, different external factors are influencing the 
international stock exchange markets by creating 
economic instability in certain circumstances, and thus the 
value relevance of other non-financial parameters such as 
ethics rating, and corporate sustainability assessment 
proved to be helpful in decision making. A business ethical 
behavior disclosed and followed in the companies’ 
activities and decisions, builds up the link between other 
non-financial parameters and investor behavior (Landi and 
Sciarelli, 2019). The concept of value relevance related to 
ethical aspects was addressed in different studies 
including aspects related to reputation (e.g., in areas such 
as sustainability leadership) demonstrating a significant 

correlation with the market valuation (Lourenco et al., 
2013).  Also, it was concluded that the ethical norms are 
positively correlated with the shareholder value (Kaspereit 
and Lopatta, 2016). Business Ethics is currently 
considered more than just compliance with laws and 
regulations, influencing the opinion of the stakeholders 
over the quality of financial reporting. It becomes more 
important to disclose the company’s strategy regarding 
implementing ethical and socially responsible behavior 
(Curtis,1998). 

The hypotheses tested in the current research are 
whether (in the context of the policy of code of business 
ethics and other relevant ethical scores correlated also 
with the type of the audit opinion disclosed to users) the 
other comprehensive income has value relevance for 
users, respectively investors, impacting the share price. 

2. Literature review 

Part of the existing studies concluded that there is a 
significant connection between the companies’ 
performance and the companies’ vision on the code of 
ethics. The disclosure of both financial and non-financial 
information became more value relevant in the context of 
the capital markets, considering the evolution trend. Thus, 
the need for comparable financial information, prepared 
based on homogeneous quality standards, such as 
International Financial Reporting Standards (IFRS), 
started to be important for the stakeholders such as 
investors or creditors in making the investment decision or 
assessing the credit risk. Thus, understandable and 
comparable information will give investors visibility over 
the companies’ value and will help in assessing the future 
cash flow projections (Suprayogi and Barokah, 2019). The 
comprehensive income provides relevant information 
regarding the company's performance, simultaneously 
with the assets used in the activity, with the sales margins, 
and also expected price changes (Chambers, 1994). 
Financial information is providing value relevance for 
investors and a comparison can be performed by users of 
the financial information between the book values and the 
capital market values (Felthman and Ohlson, 1995). 

Based on different research, depending on the type of 
stakeholders, the relevance of the information can variate, 
thus managers are more interested in comprehensive 
income, investors will focus their interest on return on 
investment, while creditors will be more interested in the 
company's performance correlated with their solvency. 
(Firescu, 2015). Comprehensive income is considered an 
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important indicator of companies' performance (Gazzolaa 
and Ameliob, 2014; Frendzel and Szychta, 2013) and, 
based on studies, prove to be more relevant for the users 
compared to the net result. The existing research 
disclosed the need of investors to be able to assess the 
future financial performance of the companies and the 
projection of the companies’ capability to generate future 
cash flows (Van Z. and Whittington, 2006). 

In addition to the key financial indicators and the overall 
companies’ performance, the non-financial information 
such as the focus and dedicated resources to ethics was 
concluded as being important for the users. In the 
research of Caserio C. and Napoli F. (2017) empirical 
results for the Italian listed companies were obtained 
proving that the code of ethics, considered a set of 
elements related to ethics, is value relevant for potential 
and actual investors thus influencing the share price. In 
addition, the quality of the code of ethics was identified as 
a relevant characteristic, bringing an added value to the 
companies’ market value. In other studies, it was identified 
that the matter and the variables related to ethics are not 
taken significantly into consideration in the investors’ 
decision, even if the focus on corporate social 
responsibility developed significantly in the last years 
(Landi and Sciarelli, 2019). 

The influence of the companies’ vision over the matters 
related to environmental, social, and ethical aspects and 
the correlation with the companies’ performance is 
detailed in the recent literature. Thus, companies that in 
their annual reports offer users details on their strategies 
relating to the above, prove to have a higher focus and 
quality related to environmental, social, and ethical 
matters (Clarkson et al., 2011). 

3. Research methodology 
The analyzed sample includes listed companies in 
emerging European stock exchange markets (Romania, 
Bulgaria, Poland, Hungary, Estonia, and Lithuania) with 
reported financial statements for the period 2017 - 2021. 
The financial information for 2021 is limited to those 
companies that issued their financial statements by 31 
May 2022. 

The companies included in the sample are only the 
companies that are preparing financial statements in 
accordance with International Financial Reporting 
Standards (IFRS), have disclosed in the financial 
statements the other comprehensive income elements 
and have available the audit report for users.  

In addition, a part of the companies included in the sample 
reported consolidated financial statements. 

The collection of data was performed using the Thomson 
Reuters (Refinitiv) platform for the period 2017 - 2021.  

The sample consists in: 

 Companies listed on emerging European stock 
exchange markets: 781 company-year observations. 

 The share price, that is the latest available closing 
price of each financial period. 

 Earnings per share reported for each financial period. 

 Net income or net result of each financial period 

 Policy Business Ethics:  If the company i at the end of 
the financial year t has a “code of conduct that it 
strives to maintain the highest level of general 
business ethics including information on respecting 
general business ethics or integrity and information 
from the code of conduct section.” (Refinitiv, Thomson 
Reuters database) 

 Policy Business Ethics Score and Improvement Tools 
Business Ethics: “based on Percentile rank scoring 
methodology. This methodology enables Refinitiv/ 
Thomson Reuters to produce a score between 0 and 
100” (Refinitiv, Thomson Reuters database); 

 Type of the audit report: unmodified audit report or 
modified (qualified/ declaimer/ adverse audit report). 

The current research hypotheses of the study are whether 
the other comprehensive income in the context of the 
code of business ethics and other relevant ethical matters, 
including scores, has value relevance for investors. 

Based on the Ohlson (1995) pricing model used to 
analyze the relationship between the independent 
variables and the dependent variables (book value and 
earnings), we customized, and the following hypotheses 
were tested: 

Pit = α₀ + α₁EPSit + α₂ BVPSit+ α₃NetIncomeit+ α₄OCI + ɛit  
                                                                      (1) 

Where:  

Pit = the share price of company i which is the latest 
available closing price of each year t. 

EPSit = earnings per share of company 𝑖 at year end 𝑡 

BVPSit = book value per share of company 𝑖 at year end 𝑡 

NetIncome = Net income of company i at the end of 
financial year t. 
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OCIit = the other comprehensive income of company i at 
the end of financial year t. 

ɛit = other value relevant information of company i at the 
end of financial year t. 

In the tested hypothesis it was included the Policy 
Business Ethics (PBE) variable considering that it is a 
relevant information for investors: 

Pit = α₀ + α₁NetIncomeit + α₂OCI it + α₃ PBE it + ɛit (2) 

Where:  

PBE= Policy Business Ethics – is a dummy variable. The 
value of the variable is 1 – yes/true if the company i at the 
end of the financial year t disclose in its “code of conduct that 
it strives to maintain the highest level of general business 
ethics”, otherwise the value of the variable is 0 – no/false. 

Pit = α₀ + α₁NetIncomeit + α₂ OCI it + α₃ PBE Score it +       
         α₄ARit + ɛit                                               (3) 

Where:  

PBE Score = Policy Business Ethics Score – the variable 
assesses the percentage (up to 100) how the company i at 
the end of the financial year t describes in the “code of 
conduct that it strives to maintain the highest level of general 
business” (Refinitiv, Thomson Reuters database definition); 

ARit = Auditor report is a dummy variable. If the company i 
at the end of financial year t has an unmodified audit 
report, then is 1 – yes/true or otherwise 0 – no/false for the 
audit report modified. 

Pit = α₀ + α₁NetIncomeit+ α₂ OCI it +α₃ ITBE Score +  
α₄ ARit+ ɛit                                 (4) 

Where:  

ITBE Score = Improvement Tools Business Ethics Score: 
“the variable assesses the percentage (up to 100) how the 

company i at the end of the financial year t has 
appropriate communication tools (whistle blower, 
ombudsman, suggestion box, hotline, newsletter, website, 
etc.) to improve general business ethics” (Refinitiv, 
Thomson Reuters database definition). 

4. Empirical study  

The purpose of this research is to analyze, based on 
evidence from emerging European Stock Exchange 
markets (Romania, Bulgaria, Poland, Hungary, Estonia 
and Lithuania) for the period 2017 to 2021, the value 
relevance of the financial performance (net income, 
other comprehensive), companies’ ethical indicators 
corroborated with the audit results concluded in the audit 
reports and the impact in share price, respectively 
companies value. We used STATA to perform the 
research and to test the hypotheses. 

The companies with no audit report disclosed or 
auditor were excluded from the population 
analysis. Also, the companies with no net income/ 
result or share price reported were excluded from 
the population. For the companies with share price 
disclosed, but no earning per share or book value 
disclosed we allocated the value zero. 

In case the variable Policy Business Ethics was 
with no values allocated: true or false in the 
extracted database, we considered as being “false” 
thus allocating 0, considering that the company i 
has no policy business ethics disclosed. 

Table no. 1 discloses descriptive statistics at the 
level of each variable included in the research, the 
standard deviation of each variable, the maximum, 
the minimum, and the mean. 

 

Table no. 1. Descriptive statistics for variables used in the analysis 
Variable Obs Mean Std. dev  Min Max 

YEAR 781 2,019.21 1.37 2017 2021 
AR 781 0.94 0.23 0.00 1.00 
OCI 781 664,884 70,800,000 -1,250,000,000 581,000,000 
Net_Income 781 77,200,000 227,000,000 -570,000,000 2,230,000,000 
Share_Price 781 18.65 101.67 0.00 2,073.75 
EPS 781 0.93 3.29 -22.72 69.60 
BVPS 781 9.25 24.41 -1.24 412.34 
PBE 781 0.15 0.36 0.00 1.00 
PBEscore 781 9.16 21.67 0.00 68.42 
ITBEScore 781 5.74 18.64 0.00 75.00 

Source: Authors’ projection 



Ethics in Reporting of the Other Comprehensive Income:  
The Case of Listed European Companies in Emerging Countries 

 

No. 4(168)/2022 637 

  

Table no. 2. Value Relevance of Other comprehensive income, net income, book value per share and earning 
per share 

Source SS df MS  Number of obs 781 

     
F (4, 776) = 753.01 

Model 6,410,724.8 4 1,602,681.21 
 

Prob > F = 0.000 

Residual 1,651,615.71 776.00 2,128.37 
 

R-squared 0.7951 

     
Adj R-squared 0.7941 

Total 8,062,340.55 780.00 10,336.33 
 

Root MSE 46.134 

SharePrice Coefficient Std. err. t P>|t| [95% conf.  interval] 
EPS -0.70 0.62 -1.13 0.26 -1.93 0.52 

BVPS 3.78 0.08 45.44 0.00 3.62 3.95 

Net_Income -2.69E-08 7.41E-09 -3.63 0.00 -4.15E-08 -1.24E-08 
OCI -3.87E-08 2.35E-08 -1.65 0.10 -8.48E-08 7.39E-09 

_cons -13.58 1.84 -7.38 0.00 -17.1960 -9.9710 
Source: Authors’ projection 
 

Table no. 2 shows the model summary in equation (1) 
using linear regression. 

F is 753.01, which means the independent variables: EPS, 
BVPS, OCI and Net Income, explain significant the share 
price (the dependent variable). 

The model proves to be statistically significant at all levels 
concluding based on 99% confidence level obtained by 
having Prob > F = 0.0000. The null hypothesis can be 
rejected, and thus that the share price is dependent to the 
independent variables listed above. 

The correlation with the variables is: positive with BVPS 
and negative with EPS, OCI and Net Income. 

The model explains the dependency in a percentage of 
79.31% considering the value of R-squared, thus the 

remaining difference of 20.49% is not explained by the 
model. 

According to the results, the most significant 
coefficient is BVPS, and thus a one-unit increase in 
share price will lead to an increase of 3.78 units in 
BVPS. OCI and Net Income are having a 
coefficient of -0.000, but are included in the 
confident interval, resulting that are significant 
variables in the model. 

Considering the values obtained for P>|t|, the 
BVPS, Net Income and OCI are below 10% which 
means that all three variables are having a 
significant effect on the share price compared with 
EPS which is having less effect on the share price, 
resulting in 0.26. 

 

Table no. 3. Value Relevance of Other comprehensive income, net income and Policy Business Ethics 
Source SS df MS 

 
Number of obs 781 

     
F (3, 777) = 0.07 

Model 2,079.45 3.00 693.15 
 

Prob > F = 0.9775 

Residual 8,060,261.09 777.00 10,373.57 
 

R-squared 0.0003 

     
Adj R-squared -0.0036 

Total 8,062,340.55 780.00 10,336.33 
 

Root MSE 101.85 

SharePrice Coefficient Std. err. t P>|t| [95% conf.  interval] 
Net_Income 6.24E-09 0.000000019 0.33 0.743 -3.11E-08 4.36E-08 

OCI 1.34E-08 5.20E-08 0.26 0.796 -8.87E-08 1.16E-07 

PBE 0.0727707 11.94042 0.01 0.995 -23.3665 23.5121 

_cons 18.14635 3.991764 4.55 0 10.3104 25.9823 
Source: Authors’ projection 
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Table no. 3 shows the model summary in equation (2) 
using linear regression. 

F is 0.07, which means the independent variables: OCI, 
Net Income and PBE (Policy Business Ethics) do not 
significantly influence the share price (the dependent 
variable). 

The model proves to be in a way statistically significant at 
all levels considering the 2.3% confidence level obtained 
by having Prob > F = 0. 9775. Thus, we can reject the null 
hypothesis that the share price is not dependent on the 
independent variables mentioned above. 

The model explains the dependency in a percentage of 
0.03% considering the value of R-squared, thus the 

remaining difference of 99,97% is not explained by the 
model. 

The correlation with the variables is positive. 

Based on the results, the most significant coefficient is 
PBE, and thus a one unit increase in share price will lead 
to an increase of 0.72 units in PBE. OCI and Net Income 
are having a coefficient near 0.000, but are included in the 
confidence interval, resulting that are significant variables 
in the model, but less than PBE which has a coefficient of 
0.72, included in the confidence interval and is influencing 
significantly the share price. 

Considering that the values obtained for P>|t| for all three 
variables are over 10%, thus the variables are not having 
a significant effect on the share price. 

 
 

Table no. 4. Value Relevance of Other comprehensive income, Net Income, Policy Business Ethics Score, and 
type of the audit report 

Source SS df MS 
 

Number of obs 781 

     
F(4, 776) = 0.17 

Model 6,968.30 4 1,742.08 
 

Prob > F = 0.9548 

Residual 8,055,372.24 776 10,380.63 
 

R-squared 0.0009 

  
    

Adj R-squared -0.0043 

Total 8,062,340.55 780 10,336.33 
 

Root MSE 101.89 

SharePrice Coefficient Std. err. t P>|t| [95% conf.  interval] 
Net_Income 4.94E-09 1.88E-08 0.26 0.793 -3.20E-08 4.19E-08 

OCI 1.28E-08 5.20E-08 0.25 0.806 -8.93E-08 1.15E-07 

PBEscore 0.01 0.20 0.07 0.941 -0.37 0.40 

AR 10.67 15.67 0.68 0.496 -20.10 41.44 

_cons 8.07 15.21 0.53 0.596 -21.80 37.93 
Source: Authors’ projection 

 
Table no. 4 shows the model summary in equation (3) 
using linear regression. 

F is 0.17, which means the independent variables: OCI, 
Net Income, PBE Score (Business Ethics Score) and the 
type of audit report (AR) do not significantly explain the 
share price (the dependent variable). 

The model proves to be in a way statistically significant at 
all levels considering the 4.52% confidence level obtained 
by having Prob > F = 0.9548. Thus, we can reject the null 
hypothesis that the share price is not dependent to the 
independent variables mentioned above. 

The model explains the dependency in a percentage of 
0.09% considering the value of R-squared, thus the 
remaining difference of 99,91% is not explained by the 
model. 

The correlation with the variables is positive. 

Based on the results, the most significant 
coefficient is AR – audit report type, and thus a 
one unit increase in share price will lead to an 
increase of 10.67 units in AR. OCI and Net 
Income have a coefficient near 0.000 and the 
PBE score coefficient is 0.01, but all are included 
in the confidence interval except for Net Income, 
resulting that are significant variables in the 
model, and are significantly influencing the share 
price. 

Considering that the values obtained for P>|t| for all three 
variables are over 10%, the variables are not having a 
significant effect on the share price. 
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Table no. 5. Value Relevance of Other comprehensive income, Net Income, Improvement Tools Business 
Ethics Score and type of the audit report 

Source SS df MS 
 

Number of obs 781 

     
F(4, 776) = 0.17 

Model 7,085.90 4.00 1,771.47 
 

Prob > F = 0.9534 

Residual 8,055,254.65 776.00 10,380.40 
 

R-squared 0.0009 

     
Adj R-squared -0.0043 

Total 8,062,340.6 780.0 10,336.0 
 

Root MSE 101.88 

SharePrice Coefficient Std. err. t P>|t| [95% conf. interval] 
Net_Income 5.06E-09 1.68E-08 0.3 0.764 -2.80E-08 3.81E-08 

OCI 1.35E-08 5.18E-08 0.26 0.795 -8.83E-08 1.15E-07 

ITBEScore 0.03 0.20 0.13 0.897 -0.37 0.43 

AR 10.69 15.67 0.68 0.495 -20.07 41.46 

_cons 8.02 15.21 0.53 0.598 -21.84 37.89 
Source: Authors’ projection 

 
Table no. 5 shows the model summary in equation (4) 
using linear regression. 

The P value is 4.66%, thus 4.66% confidence, hence the 
hypothesis null is rejected, our variables OCI, Net Income, 
ITPBE Score (Improvement Tools Business Ethics Score) 
and AR (audit report type) are in a way determining the 
share price. 

The R- squared is 0.09%, thus having certain explanatory 
power, hence 0.09% of the variables are explaining the 
share price, and the remaining 99.91% is not explained. 

The relation between the share price and OCI, Net 
Income, ITPBE and AR is a positive correlation with each 
other. The main significant coefficient is AR which is 10.69 
and thus if one unit increases in AR it determines a 10.69 
increase in share price and if one unit increases in ITPBE 
Score it determines a 0.03 increase in share price.  

5. Conclusions 

The study disclosed the correlation between the investors’ 
behavior reflected in the evolution of the share price and 
the companies’ financial performance linked with an 
assessment of the ethical environment and the results of 
the audit reflected in the type of the audit opinion. The 

results evidence the probability, thus not a strong 
correlation, that investors will find value relevant the net 
income and other comprehensive income correlated with 
the Companies’ awareness to the code of ethics and other 
variables related and also correlated to the results of the 
audits. 

The existing studies are centered on single ethic-related 
variables and their value relevance while, in the current 
study we analyze the value relevance provided by the 
association between Policy Business Ethics and variables 
related and financial performance: net income, other 
comprehensive income and the audit results. 

Future research may be extended to companies listed on 
significant European stock exchange markets. In order to 
conclude whether the above tested independent variables 
are significant and provide relevant information for 
investors on European capital markets, research from a 
quantitative perspective should be prepared based on 
value relevance by using different econometric models. 
The data that will be used for the future research will be 
extracted from the international databases (e.g., Thomson 
Reuters Eikon, Orbis, etc.) or manually collected from the 
annual financial statements. 
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Abstract 

This article aimed to determine the implications of the 
Exposure Drafts (ED) IFRS S1 and S2, especially for 
financial reporting. The novelty of these sustainability 
standards is the attempt to regulate sustainability and 
climate-related financial information. Therefore, the article first 
presents the key aspects of the ED IFRS S1 and S2, and 
their practical implications. As both EDs represent an 
ambitious proposal of standard-setters, the author attempted 
to determine whether companies in Poland are prepared for 
these changes. For this reason, the EDs were confronted 
with (1) Poland’s legal and soft sustainability regulations, and 
(2) empirical research results. An empirical part was 
performed based on the selection of 177 companies, listed 
on the Warsaw Stock Exchange (WSE). The evidence 
represents the collection of their responses to the selected 
ESG sections of “The Best Practice 2021” WSE Code.  

The study provides numerous conclusions and observations. 
ESG undoubtedly became a factor considered by multiple 
companies in their businesses. However, preparing for the 
ED IFRS S1 and S2 means a complete ESG integration into 
a business strategy, processes, and reporting. Only sixty 
companies (34%) in the examined sample declare ESG 
integration into a business strategy, and thirty-two companies 
(18%) claim they disclose the strategic data, including 
defined goals, measures, and progress (also ESG-related). 
Considering the progress of the ESG revolution, it will mean 
reporting transformation for most companies, i.e., building 
sustainability-related financial reporting from scratch. The 
biggest challenge will be quantifying the impact of 
sustainability and climate-related risks and opportunities on 
financial statements. Such quantification will require 
advanced risk management tools and the building of an 
integrated reporting system. The article, with its findings, may 
be of high interest to standard-setters, companies, and other 
researchers contributing to ESG and financial reporting.    

Key Words: ESG; financial statements; sustainability 
reporting; IFRS S1; IFRS S2; 
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Introduction 

Sustainability reporting is a topic that nowadays receives 
intense attention. It aims to provide a non-financial 
statement that assures the general public that the 
company’s operations are fair, reasonable, and credible. 
However, it is insufficient to inform the general public that 
a company respects the surrounding environment and 
society. The current trend in sustainability reporting is to 
provide measurable and comparable information which 
proves the statement. Measurement of non-financial 
information is challenging as it raises questions about 
what to measure and how. It becomes even more 
complicated if we attempt to express the impact of non-
financial factors in financial terms. Thus, it is worth 
exploring this topic in light of recent proposals promoted 
by regulators and standard-setters.  

Sustainability reporting is usually discussed from the 
perspective of values that this reporting creates, for 
example: (1) it acts as a communication channel about the 
benefits that the company creates for society (cf. Herzig, 
Schaltegger, 2006), (2) it promotes greater transparency 
which should result in improved credibility; hence, it brings 
reputational benefits (cf. Kolk, 2004), or (3) may be 
correlated with particular corporate characteristics like 
board gender diversity (cf. Al-Shaer & Zaman, 2016), 
location, profit margin, and growth rate (cf. Dilling, 2010). 

In many cases, sustainability reporting is associated with 
the reporting of environmental footprints, but it should be 
underlined that the whole concept is much broader. In 
terms of corporate social responsibility (CSR), the 
standard ISO 26000 distinguishes seven critical areas, 
which are: (1) organizational governance, (2) human 
rights, (3) labour practices, (4) the environment, (5) fair 
operating practices, (6) consumer issues, and (7) 
community involvement and development (ISO 
26000:2010, p.9). The same relates to the reporting of 
ESG, which stands for Environmental matters, Social 
matters, and Corporate governance.   

Sustainability reporting is often used interchangeably with 
non-financial, CSR, and ESG reporting. For sure, all of 
them are similar in making businesses accountable for the 
consequences in a comprehensive view: not only for the 
financial ones, but also for those related to, e.g., climate 
change, carbon emissions, water pollution, human rights, 
labour standards, and corporate governance.  

However, there are subtle differences between each 
reporting type. ‘Non-financial reporting’ is a term mainly 

used in the context of mandatory reporting requirements 
imposed, for example, by the Non-Financial Reporting 
Directive (discussed later in this article).  

On the other hand, CSR reporting is perceived as a form 
of soft law which is voluntary, but strongly desirable. 
Generally, it may act as a communication channel and 
support decision-making for different stakeholders (cf. 
Moravcikova, Stefanikova, & Rypakova, 2015). Value-
driven CSR should correspond to corporate responsibility, 
transparency, and an ethical mindset (cf. Tan, 2013). 
However, it is challenging to ensure comparability 
between CSR reports as different factors may shape their 
scope, including differences in developed and developing 
countries (cf. Ali, Frynas, & Mahmood, 2017). 

It is commonly stated that CSR reporting makes 
businesses socially accountable, whereas ESG focuses 
on a practical measurement and an integrated business 
strategy. Some observers even talk about the evolution 
from vague CSR to more specific ESG. Such reasoning is 
justified if we consider many aspects of ESG, such as 
ESG standards and frameworks, ESG investing, ESG 
scores, or ESG assurance (cf. Indyk, 2022). 

One of the main challenges ESG faces is to ensure 
meaningful and measurable reporting. For this reason, 
various organizations attempt to standardize ESG 
disclosures (e.g., the Global Reporting Initiative, the Task 
Force on Climate-related Financial Disclosures, 
Streamlined Energy, and Carbon Reporting). However, 
from the financial reporting perspective, the critical 
question is about the economic consequences of ESG 
activities.  

Thus, the International Sustainability Standards Board 
(ISSB) has proposed two Exposure Drafts: IFRS S1 – 
General Requirements for Disclosure of Sustainability-
related Financial Information and IFRS S2 – Climate-
related Disclosures. Both Exposure Drafts are risk-based, 
meaning that a reporting entity should disclose its 
exposure to significant sustainability and climate-related 
risks and opportunities, followed by how these risks and 
opportunities have affected the most recently reported 
financial position, financial performance, and cash flows 
(ED IFRS S1, pp.22-27; ED IFRS S2, pp. 32-37). 

The Exposure Drafts mentioned above will mean 
particular reporting requirements, which raises multiple 
potential questions about: (1) the reporting entities in 
scope; (2) a separate reporting system; (3) linkages with a 
financial statement and potential integration with financial 
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reporting; (4) the role of auditors; and (5) possible 
overlapping with existing accounting and sustainable-
related reporting requirements. For this reason, the central 
hypothesis of this article is formulated as follows: 

[H] The sustainability standards IFRS S1 and IFRS S2 will 
lead to meaningful changes in financial reporting. 

To verify the hypothesis, I proposed both theoretical and 
empirical parts. The theoretical part includes an analysis 
of the critical aspects of the ED IFRS S1 and S2 (Sections 
1-2) and a comparison with Poland’s legal and soft 
regulations regarding sustainability reporting (Section 3). 
The empirical part has been presented in Sections 4-5. I 
selected 177 companies, listed on the Warsaw Stock 
Exchange (WSE), and collected their responses to the 
ESG sections of “The Best Practice 2021” WSE Code. 
Finally, Section 6 presents Conclusions, whereas Section 
7 - Discussions.   

Both ED IFRS S1 and S2 are risk-based, meaning they 
assume identification of the sustainability- and climate-
related risks and opportunities, followed by assessing their 
impact on a business model, strategy, and financial results 
in the short, medium, and long term. In reality, it is not all 
about disclosure requirements but, most importantly, 
about business organization changes, such as solid ESG 
risk management, appropriate reporting system, policies, 
and procedures. Both EDs are part of the current 
sustainability trend, represented by initiatives like the 
Corporate Sustainability Reporting Directive (CSRD) 
proposal or standards promoted by the European 
Financial Reporting Advisory Group (EFRAG).       

ESG undoubtedly became a factor considered by multiple 
companies. In many cases, it has been proved that we are 
talking about meaningful and value-driven activities. 
However, ESG often seems to be additional to the core 
business. Only sixty companies (34%) declare ESG 
integration into a business strategy, and thirty-two 
companies (18%) claim they disclose the strategic data, 
including defined goals, measures, and progress (also 
ESG-related). It may be concluded that these groups are 
ready to consider and implement the proposals of the ED 
IFRS S1 and S2. 

Other groups represent different attitudes toward ESG 
matters. Some companies do not have a formalized 
strategy in this aspect, but they are highly involved in 
various ESG activities. On the contrary, a group of 
companies may be classified as ESG-neutral. Some 
companies declare a minor climate impact due to (1) a 

size or a business type, (2) exemption from the non-
financial reporting under the Non-Financial Reporting 
Directive (NFRD), or (3) other priorities, such as financial 
difficulties. Moreover, multiple companies are reluctant to 
disclose sensitive, strategic or competition-related 
information.  

Finally, the ED IFRS S1 and S2 will lead to meaningful 
changes in financial reporting. Considering the progress of 
the ESG revolution, it will mean reporting transformation 
for most companies, i.e., building sustainability-related 
financial reporting from scratch. The biggest challenge will 
be quantifying the impact of sustainability and climate-
related risks and opportunities on financial statements. 
Such quantification will require advanced risk 
management tools and the building of an integrated 
reporting system. 

1. The critical aspects of the ED IFRS 

S1 and S2  

The International Sustainability Standards Board (ISSB) 
issued its first two Exposure Drafts (ED), IFRS S1 and S2, 
in March 2022. Both Drafts were open for comments by 29 
July 2022, and their final version will evolve. However, 
considering work progress, it is worth investigating the 
critical aspects of the ED IFRS S1 and S2 in their current 
form, i.e., as of August 2022. 

The ED IFRS S1 and S2 will be essential milestones in 
sustainability reporting as they address sustainability and 
climate-related financial information. Such information 
may be crucial for various stakeholders interested in a 
better assessment of an enterprises’ value and looking for 
other reasonable arguments in making decisions. The 
idea behind the standards is to create a combination of 
financial statements and sustainability-related financial 
disclosures, contributing to the so-called general-purpose 
financial reporting.  

According to the ED IFRS S1 and S2, sustainability and 
climate-related financial disclosures should focus on four 
vital areas (Figure no. 1). The first disclosure relates to 
“Risk Management”, which means disclosing the 
processes which are designed and implemented in a 
company to (1) identify sustainability- and climate-related 
related risks and opportunities, (2) assess their likelihood 
and potential effects, and (3) prioritize the most important 
ones relative to other types of risks and opportunities (cf. 
ED IFRS S1, p.28; ED IFRS S2, p.39).       
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Figure no. 1. The critical aspects of the ED IFRS S1 and S2 

 

 
*S/C-RELATED – Sustainability and Climate-related 

Source: Own elaboration, 2022 
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Finally, the fourth area is devoted to “Metrics and 
Targets”. While the previous disclosures were mainly 
narrative, this one relates to the selection of particular 
targets and measurable indicators which should reflect the 
entity’s performance in terms of a business model, a 
strategy, and identified sustainability-related risks and 
opportunities. It should be noticed here that climate-
related risks and opportunities are specific. The ED IFRS 
S2 refers, for example, to greenhouse gas emissions, 
vulnerability to transition and physical risks, or internal 
carbon prices (cf. ED IFRS S1, pp. 29-30; ED IFRS S2, 
pp. 40-43).           

2. The implications of the ED IFRS S1 

and S2 for companies and 

auditors 

Both Exposure Drafts were open for comments by 29 July 
2022, and the ISSB received 731 responses and 
suggestions. The ISSB published comment letters (CL) 
from various companies, financial institutions, universities, 
accounting, and consulting firms, and individuals on its 
website. It is worth considering a few of them to anticipate 
how the Standards will evolve and what consequences 
they may bring. In general, the Exposure Drafts were 
strongly welcomed and supported by commentators. 
However, there are areas that were repeatedly mentioned 
for reconsideration.  

Firstly, the standard-setters were asked for more 
clarification. They attempted to be general and flexible 
enough, but the Exposure Drafts lack precision, especially 
regarding: 

 the integration with the existing IFRS Accounting 
Standards and Conceptual Framework for Financial 
Reporting (cf. EY CL);  

 ambiguous terms like “Materiality”, which is currently 
determined by selecting “significant” risks and 
opportunities, or “Value Chain”, which may have various 
interpretations in a business model (cf. Deloitte CL);   

 the industry-based approach to sustainability-related 
matters, especially in the case of companies operating 
in multiple industries and geographies (cf. Shell 
International CL);  

 not mandating a specific location for the disclosures 
(such as a separate sustainability-related report); 
otherwise, sustainability-related information may be 

published anywhere or just spread across a financial 
statement (cf. EY CL); 

 the proper interpretation of climate-related disclosures, 
transition plans, and carbon offsets (cf. Deutsches 
Aktieninstitut CL). 

Secondly, it should be underlined that the proposed 
disclosures will be challenging for many entities. They may 
not have the knowledge, methodology, systems, processes, 
data, and human resources to (1) report sustainability and 
climate-related information based on the risk assessment, 
and (2) integrate this information with financial reporting (cf. 
EY CL). As pointed out in AICPA & CIMA CL, sustainability 
risks can be more challenging to quantify than traditional 
risks. Therefore, organizations must ensure that sound risk 
management procedures are in place. On top of that, there 
should be an adequate balance between the need for greater 
transparency and the level of detail, also considering other 
material business risks and opportunities. Entities shall not be 
forced to disclose sensitive information that might lead to a 
competitive disadvantage (cf. Deutsches Aktieninstitut CL). 

Considering all the above, the proposed timing of the 
sustainability-related financial disclosures (i.e., the same as 
financial statements) is currently strongly criticized. A 
publication of a financial report takes place based on robust 
and long-established processes, including dedicated IT 
systems. Requiring the exact timing for sustainability 
reporting will put unnecessary pressure on companies, may 
generate additional costs, and be detrimental to the quality of 
the disclosures (cf. Schneider Electric CL).   

Finally, the Exposure Drafts do not consider the role of 
auditors whose contribution is perceived as valuable. 
Auditors currently perform assurance engagements over 
ESG information. Like financial statement audits, third-
party assurance may enhance the reliability of ESG 
information. However, the starting point is a well-defined 
standard, which should act as guidelines for both entities 
and auditors. Obtaining any level of assurance involves 
evaluating particular processes, systems, and data in 
place (cf. CAQ CL, AICPA & CIMA CL, Aviva CL).  

3. Legal requirements and soft 

regulations regarding 

sustainability reporting in Poland 

The proposals of the ED IFRS S1 and S2 seem to be 
revolutionary. It is worth considering whether these 
proposals might be compared to similar solutions in 
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practice. Considering Poland’s example, the general 
concept of sustainability reporting is not new. First of all, 
Poland, as a member state of the European Union (EU), 
must comply with the legal requirements imposed at the 
EU level. In 2014, the EU regulators enacted the EU 
Directive 2014/95/EU, called the Non-Financial Reporting 
Directive (NFRD). The Directive imposes an obligation of 
non-financial reporting for public-interest entities (i.e., 
listed companies, banks, insurance companies, and other 
companies designated by national authorities as public-
interest entities) which meet a criterion of 500 employees.  

According to Articles 19a and 29a of the NFRD, a non-
financial statement (both at statutory and group levels) 
should include a brief description of a) a business model, b) 
implemented policies, c) the outcome of those policies, and 
d) the principal risks which may affect business operations. A 
non-financial statement should be supported by non-financial 
key performance indicators relevant to the particular 
business. Non-financial reporting should address 
environmental matters, social matters, human rights, anti-
corruption activities, and diversity on company boards. 

The enacted Directive was vital in discussing non-financial 
reporting and its outcomes. Its aim was to: (1) establish 
minimum legal reporting requirements, (2) enhance the 
consistency and comparability of non-financial information, 
(3) ensure investors’ access to non-financial information, and 
(4) consider non-financial information from the perspective of 
risks which may affect business activity (cf. NFRD, 2014, pp. 
1-4).  

However, the NFRD faced criticism. The Directive contains 
several vague wordings (e.g., in terms of key performance 
indicators or materiality), which leads to the company’s 
subjective assessment and, de facto, not enough relevant 
information disclosed to stakeholders. Ultimately, it raised the 
question of data comparability and reliability (cf. Björklund, 
2021).  

The regulators considered these practical drawbacks, and 
the NFRD will evolve into the Corporate Sustainability 
Reporting Directive (CSRD). The current proposal, which will 
become effective for financial years starting 1st of January, 
2023, extends the scope to all large and listed companies 
(except listed micro-cap). Moreover, the range of 
sustainability reporting will be broader and, according to the 
replaced Article 19a, will include an extended descriptive 
part. A reporting entity will have to describe briefly, i.a., the 
resilience of the undertaking's business model, the 
opportunities related to sustainability matters, how the 
strategy concerning sustainability matters has been 
implemented, the role of the dedicated administrative, 
management, and supervisory bodies, and the targets about 

sustainability matters. The descriptive part should be 
supported by qualitative and quantitative information, both 
forward-looking and retrospective information, with 
references to the management report and the annual 
financial statements, where appropriate. The CSRD proposal 
also requires obtaining the assurance of reported data from 
an independent assurance services provider. 

To support sufficient sustainability disclosures in line with the 
CSRD requirements, the European Financial Reporting 
Advisory Group (EFRAG) works on reporting standardization. 
As of August 2022, the EFRAG closed its public consultation 
on the Exposure Drafts of the European Sustainability 
Reporting Standards (ESRS). The ESRS architecture 
consists of: (1) cross-cutting standards (ESRS 1-ESRS 5), 
which cover the general provisions applying to sustainability 
reporting under the CSRD and the ESRS; (2) topical 
standards related to three areas: Environment (ESRS E1-
E5), Social (ESRS S1-S7), and Governance (ESRS G1-G3); 
and (3) sector-specific standards to be drafted in stage 2. 

Finally, regarding soft regulations in Poland, the Best Practice 
2021 for the companies listed on the Warsaw Stock 
Exchange (the Main Market) is worth mentioning here. The 
document came into force on 1 July 2021. Generally, it 
represents corporate governance disclosure requirements 
with the ‘comply or explain’ approach. It means that the 
companies must comment on whether they comply with the 
corporate governance rules or provide exhaustive justification 
if not. Among different requirements, the first section, 
‘Disclosure Policy, Investor communications’, addresses 
ESG matters (the Best Practice, 2021, p.3).  

In conclusion, sustainability reporting is a concept in 
Poland that evolves in line with the proposals raised by 
different standard-setters, especially in the EU. There 
are visible similarities between the ED IFRS S1 and S2 
and the CRSD proposal. Despite the general applause 
for these initiatives, they also face criticism (as 
presented in Section 2) and lead to other questions, for 
example, about mandatory assurance engagements 
mentioned in the CSRD proposal (cf. Accountancy 
Europe, 2022). In all, financial reporting will experience 
the ESG revolution. The pace of progress is enormous, 
and the scope of requirements is substantial as it is not 
all about disclosures but about changes in the business 
organizations (e.g., to ensure sound risk management). 
In the end, it means significant investment, involving 
expenditures, time, talented human resources, and 
building an integrated reporting system supported by a 
reporting methodology, policies and procedures. In the 
turbulent times we live in, the question is whether 
companies are ready to adapt to these rapid changes.        
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4. The empirical research 

methodology 

To investigate whether companies are prepared for the 
ESG reporting revolution and the changes it may bring, I 
decided to analyze companies’ responses to ESG matters 
included in “The Best Practice 2021”, i.e., the Code of 
Corporate Governance for companies listed on the 
Warsaw Stock Exchange (WSE) the Main Market. The 
Code addresses ESG matters in Section 1.3. and 1.4. as 
follows (the Best Practice, 2021, p.3):  

“1.3. Companies integrate ESG factors in their business 
strategy, including in particular:  

1.3.1. environmental factors, including measures and risks 
relating to climate change and sustainable 
development;  

1.3.2. social and employee factors, including, among 
others, actions taken and planned to ensure equal 
treatment of women and men, decent working 
conditions, respect for employees’ rights, dialogue 
with local communities, and customer relations.  

1.4. (…) companies publish on their website information 
concerning the framework of the strategy, and measurable 
goals, including, in particular, long-term goals, planned 
activities, and their status, defined by measures, both 
financial and non-financial. ESG information concerning 
the strategy should, among others:  

1.4.1. explain how the decision-making processes of the 
company and its group members integrate climate 
change, including the resulting risks;  

1.4.2. present the equal pay index for employees (…).”  

Compliance with the Code is voluntary. Nevertheless, the 
companies must disclose whether they comply with the 
principles or not (together with the justification why). It is 
not only about compliance but also about the companies’ 
comments which, in many cases, demonstrate companies’ 
attitudes toward ESG matters.    

As of August 2022, there were 419 companies listed on 
the Main Market of the WSE. To ensure the proper 
selection and balance, I decided to select the companies 
which represent: 

 Group A – the riskiest sectors according to the ESG 
Risk Atlas (2019, p.3): Oil and Gas, Metals and Mining 
(Risk Score 11), Power Generation (coal) (Risk Score 
10), Refining and Marketing, Chemicals (Risk Score 
9), Technology Hardware and Semiconductor, Power 
Generation (excl. coal), Autos and Auto Parts, 
Agribusiness and Commodity Foods (Risk Score 8);  

 Group B – innovative sectors such as: Biotechnology, 
Land and Water engineering, New Technologies, 
Recycling, and Renewable Energy; 

 Group C – other potentially related: Paper and 
Packages, Plastics, Construction, Construction 
Materials, IT Software, IT systems. 

The final sample included 177 companies, as presented in 
Table no. 1. For these companies, I collected responses 
from their Compliance Statements, particularly from 
sections 1.3.1, 1.4., and 1.4.1. of  “The Best Practice 
2021” Code. I did not consider the social and employee 
factors as they were not crucial for this article.    

 

Table no. 1. The structure of  selected sample 
Sector No. of companies 

Group A 
Agribusiness and Commodity Foods  17 
Automotive and Transport 14 
Chemicals 12 
Metals and Mining 23 
Oil and Gas 2 
Power Generation 9 
Technology Hardware and Semiconductor 9 

Group B 
Biotechnology 10 
Land and Water engineering 6 
New Technologies 3 
Recycling 4 

Renewable energy 3 
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Sector No. of companies 
Group C 

Construction 19 

Construction materials 15 

IT Software 17 

IT Systems 9 
Plastics 3 

Paper and Packages 2 

Grand Total 177 
Source: Own elaboration, 2022 
 

5. The empirical research results 

5.1. Integrating ESG factors into a business 
strategy (Principle 1.3.1.) 

Based on the collected evidence, sixty companies 
(34%) declare that they entirely apply Principle 1.3.1, 
i.e., the integration of ESG factors into a business 
strategy, particularly those related to climate change 
and sustainable development. Regarding sector 
specification, forty companies belong to group A, five 
to Group B, and fifteen to Group C. Six companies 
provide additional explanations for particular  

ESG-related decisions and actions, for example, a 
long-term strategy by 2030, a focus on renewable 
energy sources, environmental management 
confirmed by ISO 14001:2004, ecological policies, 
training, pro-ecological initiatives, recycling, or 
cooperation with local communities and customers. 

Forty-six companies (26%) comply partially with the 
Principle. Even though they do not have a formalized 
business strategy that includes ESG goals and 
measures, they are highly involved in various 
meaningful ESG activities specific to their sector 
(Table no. 2).  

 

Table no. 2. Examples of sector-related ESG activities 

Sector Examples 
Group A 

Agribusiness 
and 
Commodity 
Foods  

Monitoring of the generated air pollution, water intake, and energy consumption; quantitative and qualitative 
records of waste turnover; dedicated environmental protection section; an Integrated Management System which 
combines quality with ecological protection; certification regarding Global Standard for Food Safety; installation of 
photovoltaic panels; reduction in the use of preservatives and palm oil; ensuring that fish are from sustainable 
fisheries. 

Automotive 
and Transport 

Ecological solutions for cars and looking for alternative energy sources; monitoring the company's environmental 
impact by taking measurements and analyzing the results above its limits; monitoring ecological metrics, 
including energy intensity and consumption of energy utilities; using air protection equipment; tailored 
specifications, policies, procedures, and instructions.   

Chemicals 
Reduction in emissions of pollutants and greenhouse gases; investment in environmentally friendly technologies; 
development of low-emission and biodegradable products; involvement in hydrogen projects; waste 
management; Integrated Management System (IMS) certified by the Polish Centre for Testing and Certification. 

Metals and 
Mining 

Compliance with system standards (quality, environment, health and safety, and energy management); 
compliance with industry standards for the district heating, gas, water and sewerage, and construction sectors; 
environmental policy; climate policy; dedicated sustainability strategy. 

Biotechnology 
The search for technologies related to the reuse of waste materials from various industries; technology used for the 
reclamation of contaminated land; technology to process waste hydrogen and reuse it as a fuel to generate energy.  

Power 
Generation 

Measures to change the primary power source of the CHP plant to a low- or zero-emission source; an energy 
transformation project. 

Technology 
Hardware and 
Semiconductor 

Certification ISO 14001 (environmental management); Certification ISO 50001 (energy management); separate 
pro-ecological foundation. 
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Sector Examples 
Group B 

Land and 
Water 
engineering 

Certification ISO 14001 (environmental management); environmental policy; documented procedures for identifying and 
evaluating ecological aspects; operational control and monitoring of environmental activities; waste management; 
handling of substances hazardous to the environment; ensuring compliance with legal requirements; recording the 
fuels, materials used or factors causing emissions into the air; testing and measurement. 

Plastics 

Certification ISO 14001 (environmental management); introducing new technologies; reducing material 
consumption; implementing secondary materials in production; reducing waste generation; recycling of 
technological surpluses in a closed production process; transfer of waste generated from operations to 
specialized business units.   

Recycling 
Transforming a nuisance waste into a high quality, easily degradable product; optimization of the resources used 
(electricity, material consumption). 

Group C 

Construction 
Certification ISO 9001 (quality management systems); Certification ISO 14001 (environmental management); 
Certification ISO 45001 (safety management); modern technological solutions; environmentally friendly measures; 
investments in renewable energy sources; construction services in the area of renewable (wind) energy.  

Construction 
materials 

Optimizing the use of resources and the environment; participation in the renovation of rail transport 
infrastructure; investments based on renewable energy sources; due diligence policies or procedures dealing 
with social, labour, environmental, human rights, and anti-corruption issues; reduction of pollutants emitted to the 
air; protection of water and soil; monitoring and recording of utility consumption, emissions, waste generated and 
packaging put into circulation; water saving; looking for emission-free heat sources; achieving the highest 
possible energy efficiency for new products; usage of photovoltaic solutions. 

IT Software 
Installation of photovoltaic panels; encouraging employees to use bicycle transport; waste segregation; training; 
considering reputation and approach to environmental issues in selecting business partners and suppliers.  

IT Systems 
Certification ISO 14001 (environmental management); reducing fuel consumption and water demand; using 
alternative energy sources; implementing and certified quality management system; developing and 
implementing modern information technologies that use environmentally friendly solutions. 

Source: Own elaboration, based on the collected evidence, 2022 

 

Twenty-eight companies (16%) may be classified as at a 
planning stage, as they declared future consideration of ESG 
matters in a formalized business strategy. Thirteen 
companies (7%) did not apply the Principle due to other 
business priorities, such as dealing with financial difficulties 
or, conversely, with other strategic investment opportunities. 
Twenty-five companies (14%) assessed their environmental 
impact as insignificant. These companies characterize 
themselves as non-manufacturing, office-based, or 
administrative businesses with a minor effect on climate. Five 
companies (3%) were not obliged to publish non-financial 
information under the NFRD; therefore, they felt excluded 
from the discussion about ESG.            

 

5.2. Disclosure of strategic information, 
measurable goals, planned activities, 
financial and non-financial measures, and 
ESG (Principle 1.4. and 1.4.1) 

Principles 1.4. and 1.4.1. are problematic as they include 
multiple requirements: (1) disclosure of a business 
strategy, (2) defined goals, measures, and progress, and 

(3) ESG, especially climate-related aspects. It led to 
different attitudes toward these Principles, depending on 
practices existing in a company.        

Thirty-two companies (18%) declare they entirely comply 
with both Principles. Five companies provided additional 
information about particular actions and decisions, such as:  

 monitoring of the regulatory environment (Legal 
Department) and regular analysis of packaging, energy 
and raw material prices (Purchasing Department); 

 verification and identification of risks arising from 
external and internal factors twice a year, together with 
an analysis of the likelihood of their occurrence and 
possible impact on the company, followed by the 
preventive or mitigating actions for individual risks; 

 several steps to build a modern sustainability 
management system within the company. The 
company’s approach to implementing Sustainability 
into its business strategy was described in the ESG 
Strategy and Sustainability Report 2021, together with 
critical pillars, targets, and metrics; 
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 publication of a long-term strategy by 2030; 

 publication of detailed information on the assumptions 
of its strategy, the measurable objectives, including 
long-term goals, the planned activities, the progress in 
its implementation, and metrics (financial and non-
financial) in the management reports and the annual 
financial statements; 

 certification ISO 14001 (environmental management); 
a certified auditor confirms the compliance of this 
certification. 

Twenty-six companies (15%) make their strategy public. Still, 
in most cases, they do not consider ESG matters formally; 
however, they will or are in the progress of revising and 
implementing new strategic objectives, including ESG. 
Similarly, in their comments, twenty-two companies (12%) 
focus on their plans to develop a new business strategy or 
documents that consider ESG themes.    

Twenty-eight companies (16%) do not publish details 
regarding their long-term strategy on their websites. As 
explained, it happens due to the nature of their 
businesses, the protection of sensitive data, and their 
competitive position.  

Sixteen companies (9%) have not adopted a document 
constituting a long-term strategy. They usually set annual 
financial targets, whereas the measures for achieving them 
are determined annually in the company's budget plan.  

Twenty-nine companies (16%) declare their 
communication with stakeholders regarding strategy and 
achievements through current and periodic reports. Some 
companies refer to non-financial reporting under the 
NFRD regarding ESG matters. 

Twenty-four companies (14%) may be classified as ESG-
neutral. Some declare a minor climate impact due to a 
size or a business type. The same relates to entities that 
are not obliged to publish non-financial information under 
the NFRD. Some companies were not involved in ESG 
matters due to other priorities, such as financial difficulties. 

  6. Conclusions 

This article aimed to verify whether the companies in 
Poland are prepared for changes resulting from new 
sustainability standards. The author formulated the 
following hypothesis: [H] The sustainability standards 
IFRS S1 and IFRS S2 will lead to meaningful changes in 
financial reporting. The article consists of a theoretical part 
(sections 1-3) and a research study (sections 4-5) to verify 
this hypothesis. As of July-August 2022, both standards 

were not formally implemented and represented the 
Exposure Drafts (ED) for public consultations.   

The idea behind the ED IFRS S1 and S2 is to create a 
combination of financial statements and sustainability and 
climate-related financial disclosures, contributing to the 
so-called general-purpose financial reporting. Both EDs 
are risk-based, meaning they assume identification of the 
sustainability- and climate-related risks and opportunities 
followed by assessing their impact on a business model, 
strategy, and financial results in the short, medium, and 
long term.  

In reality, it is not all about disclosure requirements 
but, most importantly, about business organization 
changes. Traditional financial reporting is a workflow 
with an accounting system, double-entry bookkeeping, 
supporting documentation, reporting standards, 
financial statements, and multiple procedures and 
policies. To identify and quantify the effects of the 
sustainability and climate-related risks and 
opportunities, the companies must ensure they have a 
similar workflow for sustainability reporting (not to 
mention very demanding risk assessment). In the end, 
it means significant investment, involving expenditures, 
time, talented human resources, and building an 
integrated reporting system supported by a reporting 
methodology, policies, and procedures.  

Both EDs are part of the current sustainability trend, 
represented by initiatives like the Corporate Sustainability 
Reporting Directive (CSRD) proposal, or standards 
promoted by the European Financial Reporting Advisory 
Group (EFRAG). As they represent the EU initiatives, 
these proposals also relate to Poland.   

Therefore, considering all the above-mentioned theoretical 
discussions, the author decided to confront the theoretical 
assumptions with reality based on the companies’ 
experience in Poland. The empirical research focused on 
the responses to ESG principles included in “The Best 
Practice 2021”, i.e., the Code of Corporate Governance 
for companies listed on the Warsaw Stock Exchange 
(WSE) (the Main Market). The final sample included 177 
companies listed on the WSE. 

Principle 1.3.1. related to the integration of ESG factors 
into a business strategy. I wanted to capture the general 
attitude towards ESG. This part of the research study 
brought the following conclusions.  

Firstly, ESG matters are essential for the companies listed 
on the WSE. 60% of companies in the examined sample 
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may be classified as advanced regarding ESG integration 
into a business strategy (34%) or involvement in 
meaningful ESG activities (26%). The companies 
mentioned their activities in reducing emissions of 
pollutants and greenhouse gases, investing in 
environmentally friendly technologies or complying with 
the standards issued by the International Organization for 
Standardization (ISO) (e.g., Certification ISO 14001 
Environmental Management). To obtain and maintain this 
certification, the companies must demonstrate 
documentation and processes which an accredited auditor 
audit.   

Secondly, twenty-eight companies (16%) may be 
classified as at a planning stage as they declared future 
consideration of ESG matters in a formalized business 
strategy. They demonstrated awareness and a general 
interest in ESG.  

Thirdly, thirty companies (17%) assessed their 
environmental impact as insignificant due to their office-
type business or lack of obligation for non-financial 
reporting. These are examples of a reduced ESG 
interpretation that should be avoided. ESG is not only 
about climate, it is about achieving sustainable growth in 
financial and non-financial terms. Businesses (including 
office-based ones) are not exempt from taking care of 
employees, corporate governance mechanisms, and even 
small achievable climate-related activities (e.g., energy-
saving solutions). The same relates to thirteen companies 
(7%) that declared other strategic priorities. Apart from the 
cases of financial difficulties, strategic decisions 
undoubtedly may be perceived as part of ESG as they 
create value (especially in the case of innovations) and 
more jobs.             

Principles 1.4. and 1.4.1. related to the disclosure of (1) a 
business strategy, (2) defined goals, measures, and 
progress, and (3) ESG, especially climate-related aspects. 
While companies are eager to engage in ESG activities, 
revealing strategic data and reporting on ESG is 
problematic. Only thirty-two companies (18%) declare they 
entirely comply with both Principles, whereas forty-eight 
companies (27%) work on a new strategy, including ESG.  

The remaining companies present attitudes that may be 
problematic from the perspective of the ED IFRS S1 and 
S2. Firstly, twenty-eight companies (16%) treat strategic 
data as a company secret. Therefore, they may be 
reluctant to reveal any information, targets, or metrics they 
consider sensitive (including ESG-related). If such 

companies are forced to disclose data, there is a risk that 
they will present very general and “safe” information.  

Secondly, forty-five companies (25%) got used to means 
already implemented in reporting and communication, 
including current and periodic reports, internal meetings 
with the supervisory board, or annual meetings with 
shareholders. In terms of ESG, it is often associated with 
non-financial reporting under the NRFD.  

Finally, twenty-four companies (14%) may be classified as 
ESG-neutral. Some companies declare a minor climate 
impact due to (1) a size or a business type, (2) exemption 
from the non-financial reporting under the NRFD, or (3) 
other priorities, such as financial difficulties.   

The performed theoretical and empirical parts lead to the 
following conclusions: 

1. ESG undoubtedly became a factor considered by 
multiple companies. In many cases, it has been proved 
that we are talking about meaningful and value-driven 
activities; 

2. However, ESG often seems to be additional to the 
core business. Sixty companies (34%) declare the 
ESG integration into a business strategy, whereas 
thirty-two companies (18%) declare they disclose the 
strategic data, including defined goals, measures, and 
progress (also ESG-related). It may be concluded that 
these groups are ready to consider and implement the 
proposals of the ED IFRS S1 and S2; 

3. From the perspective of the ED IFRS S1, ED IFRS S2, 
and the CSRD proposal, the ESG revolution will be a 
challenge, especially considering the pace of work 
progress. Unfortunately, this pace is not in line with the 
speed of ESG changes happening in many companies 
currently revising their strategic goals. It does not 
mean resigning from proposals offered by the 
standard-setters. However, adaptation to changes 
requires time and effort;            

4. ESG is a concept of sustainable growth which 
happens while considering Environmental, Social, and 
Governance factors. Unfortunately, some companies 
associated the ESG concept mainly with climate-
related factors. Such an attitude is risky as it may 
create a ‘grey area’ of companies feeling exempt from 
any ESG disclosures because of their size or business 
type;  

5. Moreover, some companies are reluctant to 
disclose sensitive information and may not be 
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willing to reveal more than is necessary. It raises 
a question of how these disclosure requirements 
will correspond with the reporting quality; 

6. Finally, when applied, the ED IFRS S1 and S2 
will lead to meaningful changes in financial 
reporting. Considering the progress of the ESG 
revolution, it will mean reporting transformation 
for most companies, i.e., building sustainability-
related financial reporting from scratch. An 
isolated sustainability reporting is currently less 
and less of a problem, considering companies 
already reporting carbon footprint or non-financial 
information under the GRI standards. The biggest 
challenge is quantifying the impact of 
sustainability- and climate-related risks and 
opportunities on financial statements. Such 
quantification will require advanced risk 
management tools and the building of an 
integrated reporting system.  

This research study is subject to some limitations. 

Firstly, it relates to 177 stock-listed companies 

considered the most sensitive to ESG matters. The 

sample extension to other sectors may shed light on 

different aspects or implications. Secondly, the 

stock-listed companies are classified by regulators 

as public-interest companies meaning they are under 

solid regulatory pressure regarding various legal 

requirements and disclosures. They may exhibit a 

more disciplined reporting culture than other entities 

(e.g., private companies); therefore, the attitude 

towards ESG could be different if we consider 

entities for whom non-financial reporting is voluntary. 

7. Discussions  

Implementation of a new standard or a regulation is 
not easy. Despite the good intentions of standard-
setters and regulators, transferring theory to practice 
can be troublesome, especially regarding international 
initiatives. It is worth mentioning here that the EU 
Directives apply to member states with different 
national jurisdictions and experience in various 
matters.  

Implementing the ED IFRS S1 and S2 is, per se, 
nothing new. In the past, we have already experienced 
the adoption of International Financial Reporting 

Standards. This adoption triggered a discussion in 
various areas, such as: 

 benefits (De George, Li, and Shivakumar, 2016; 
Horton, Serafeim, and Serafeim, 2013); 

 lack of experienced benefits (Jeanjean and Stolowy, 
2008); 

 market reactions (Armstrong and others, 2010); 

 comparison with the US GAAP (Barth and others, 
2012); 

 audit fees (Kim, Liu, Zheng, 2012).    

Regarding the ED IFRS S1 and S2, we should expect ex-
post contribution in similar areas. The problem is that the 
standards are not yet implemented (as of August 2022), 
and the number of ex-ante publications is limited. An in-
depth analysis of both EDs concerning regulatory 
requirements in Italy has been proposed by Maria Silvia 
Avi (Avi, 2022a; Avi, 2022b). In turn, Cavlak (2022) 
identified a gap between global initiatives (IFRS S1 and 
S2) and reporting on climate-related aspects in Turkey. 
The author proposed a conceptual framework to fill this 
gap.  

One empirical study on companies’ readiness to adopt the 
IFRS S2 was prepared by Baboukardos and others 
(2022). The authors concentrated on the 100 companies 
with the highest average GHG emissions over 2018-2020 
in the construction materials and chemicals industries. 
They found that companies in both sectors exhibit a 
moderate overall level of climate-related disclosures 
prescribed by the ED IFRS S2, which resulted from the 
majority of sample firms adopting the Recommendations 
of the Task Force on Climate-Related Financial 
Disclosures.     

Finally, this article leaves room for future research studies. 
Considering top initiatives such as the European Green 
Deal, ESG will still be a dynamic factor affecting many 
companies. Their involvement in ESG matters will change 
due to rising awareness and external pressure from 
regulators and standard-setters. Therefore, it is possible to 
distinguish the following future research areas: (1) ESG-
related changes and initiatives happening in the 
companies, (2) the impact of the CSRD proposal, the ED 
IFRS S1, and S2, (3) the quality of ESG and non-financial 
reporting, (4) the role of assurance engagements over 
ESG information, and (5) the evolution of financial 
reporting.          
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Abstract 

Due to the increasing confidence of the population in 
tradable instruments and the opening of horizons towards 
investment policy, the Bucharest Stock Exchange (BVB) is 
recording a steady increase in market capitalization, 
similar to developed capital markets (New York, London, 
Paris, Tokyo etc.).  

The financial auditor plays an increasingly active role in 
the sustainable development of a company, and its 
opinion is able to influence to a large extent the ability of 
audited companies to attract capital. 

The goal of this research is to determine the role of the 
audit opinion in the sustainable development of a 
company listed on the Bucharest Stock Exchange and to 
determine its degree of insolvency using statistical 
procedures.  

The results of the research show the importance of 
financial audit in increasing the financial performance of a 
company and in the quality of financial reporting, together 
with determining the influence of audit opinion on the 
future risk of insolvency. 

Key words: auditor; insolvency; inability to pay; logistic 
regression; insolvency risk model; 
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Introduction 

As the complexity of business increases, the financial 
auditor faces more and more diverse challenges in 
reasonably ensuring the accuracy of annual financial 
statements. 

In a free market environment, the Stock Exchange is the 
body that governs and supervises the economic activity of 
listed companies. Through its own analysis, the Stock 
Exchange indirectly sends important signals to auditors 
about possible fraud or blatant errors, impairment of 
accounting principles or material misrepresentation in the 
financial statements of companies. 

Among the general accounting principles, the going 
concern principle, the periodicity principle and the 
prudence principle are of particular importance for 
potential investors to substantiate their investment 
decisions (Mironiuc, 2012).  

Given the fact that access to and trading of financial 
instruments is becoming easier and that, in this context, 
the auditor’s responsibility is essential, through this study 
we seek to provide investors with a model that allows the 
determination of future insolvency risk based on current 
data. 

Thus, at a time when the online world is increasingly 
making its mark on the economic activity of entities, when 
economic fraud is becoming more and more diversified, 
and when business development is beginning to depend 
on the attractiveness on the stock market, the financial 
auditor must respond to the expectations and needs of 
several categories of users of financial and accounting 
information, in particular financial and commercial 
creditors, existing or potential shareholders, employees, 
management, the public, and so on. 

Literature review 

Dobre & Brad (2015) conclude that the financial auditor’s 
role together with the IT auditor is constantly growing in 
importance for the sustainable development of a 
company, providing a guarantee that there is no significant 
risk of fraud or error, together with an objective 
assessment of a company’s risks and opportunities at a 
given point in time. 

Mironiuc & Robu (2012) use a sample of one hundred 
NYSE and RASDAQ-listed companies to analyze the 
potential existence of a profile of financially distressed 

companies, concluding that distressed entities exhibit 
stock market indicators below the limits recommended by 
the economic literature. Applying this reasoning to the 
economic and financial analysis of listed companies is a 
relatively recent process developed by economic analysts 
in determining the true value of a listed company, based 
mainly on market capitalization. 

Ţurlea & Dobre (2015) correlate financial audit quality with 
corporate governance elements and conclude that entities 
that have better guidelines towards corporate governance 
principles are more inclined to delegate Big-Four 
(hereinafter referred to as B4) auditors to the detriment of 
local or international non-Big-Four (hereinafter referred to 
as nB4) auditors. Also, for companies with good corporate 
governance, audited annual financial statements present 
the auditors’ recommendations as best practice standards 
and provide a more detailed picture of the company’s 
economic situation. 

With the development of the market economy in former 
communist states, Wyrobek and Stanczyk (2015) analyze 
the manipulation of financial statements of companies 
listed on the Polish Stock Exchange using a B4 and nB4 
auditor classification. Thus, using a questionnaire type 
qualitative research, the study findings show that errors 
and frauds leading to manipulation of financial statements 
were more frequent and of higher intensity and scope in 
Big-Four companies than in companies audited by non-
Big-Four (local or international) auditors. 

At the same time, Moazedi & Khansalar (2016) find that 
for companies audited by B4 the net result reported at the 
end of the period is usually lower than for companies 
audited by nB4. The study also reveals an exponentially 
higher increase in qualified opinions in the case of B4 due 
to non-recording of income/expenses in the current period 
(accruals), a longer duration of non-collection of trade 
receivables and overdue debts than in the case of nB4 
audit. Mironiuc & Robu (2012) conclude that for 
companies obtaining an unqualified audit opinion, the 
stock price is positively influenced by the reported net 
income. 

Georgescu & Carp (2019) analyze the influence of audit 
opinion on the degree of manipulation of operating 
earnings, concluding that, for companies listed on the 
Bucharest Stock Exchange, auditing financial statements 
reduces the risk of sales manipulation, however without 
assessing the influence of B4 or nB4 auditors on the 
quality of financial reporting. 
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Since most of the works dealing with auditing topics 
mainly refer to the audit-performance relationship, 
respectively audit-governance and less to the audit-
insolvency relationship, the authors’ study proves its 
relevance by contributing to the development of the 
scientific literature in this less analyzed research area. 

Research hypotheses 

The mainstays of this research are the works of Mironiuc 
& Robu (2012), who profiled insolvent companies using a 
sample of listed US companies, and Georgescu & Carp 
(2019) respectively, who test the influence of audit opinion 
on the manipulation of financial-accounting information. In 
a similar vein, through this study we aim to identify a 
profile of companies with a high degree of uncertainty 
regarding compliance with the going concern principle. 
Thus, there is a possibility of reducing the risk of fraud and 
insolvency by omitting data and misleading existing and 
potential investors.  

The model applied in this article is inspired by the models 
tested by the abovementioned researchers and adapted to 
the specifics of the Romanian market and the information 
relevant to the users of accounting information. 

The data panel used is extracted from the Bucharest 
Stock Exchange’s main trading segment, based on 
classical financial indicators, broken down by categories of 
firms grouped by type of opinion. 

The research hypotheses we establish at the beginning of 
this study are: 

H1: Audit opinion is able to directly influence the ability of 
companies to grow in the capital market by increasing 
attractiveness and investor confidence with the help of 
economic and financial indicators.  

H2: Audit opinion influences market capitalization over 
time, determined as the ratio of market share price to 
earnings per share. 

H3: Starting from the relevant indicators in the going 
concern assessment, a probabilistic equation can be 
derived to assess the financial performance of an 
economic entity and hence the risk of insolvency to 
which it is exposed. 

Principal component analysis is used to validate the 
research hypotheses. After identifying the financial 
dimensions of the research hypotheses, logistic 
regression analysis was used to estimate the profile of 
companies with a high risk of insolvency in the analyzed 
sample. The data was processed using the SPSS 20.0 
computational tool. 

Research methodology  
At the time of writing, 83 companies were trading on the 
main segment of the Bucharest Stock Exchange. Of 
these, we excluded financial credit institutions and 
insurance brokers (8 companies), companies under 
judicial reorganization (3 companies) and companies 
without available data for one or more of the financial 
years we analyzed (13 companies). The reasoning for 
excluding companies under judicial reorganization from 
the sample is that this study aims at a predictive analysis 
of current and future insolvency risk (prospective analysis) 
and not a post-factum or post-operative analysis. The 
sample analyzed totals 59 companies and its structure is 
divided into industry (45 companies), trade (8 companies) 
and services (6 companies).  

The sample analyzed in this study is divided according to 
audit opinion and auditor types, as shown in Tables no. 1 
and 2. 

 

Table no. 1. Type of auditor opinion, 2017-2021 period 
 

An Opinion type: Total 
Unqualified Qualified Adverse 

2017 36 17 6 59 

2018 41 14 4 59 

2019 39 17 3 59 

2020 38 18 3 59 

2021 39 17 3 59 

Total 193 83 19  

 

Source: Own processing 
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Note that the number of unqualified opinions is 
relatively constant over the analyzed period, with 
a minimum in 2017 (36 unqualified opinions) and 
a maximum in 2018 (41 unqualified opinions). 

Similarly, there is also a constant number of 
qualified opinions, with a minimum in 2018 (14 

qualified opinions) and a maximum in 2020 (18 
qualified opinions). 

In the case of adverse opinions, their number 
decreases progressively between 2017 and 
2019, then remains constant from this year 
onwards (3 adverse opinions). 

 

Table no. 2. Auditor type, 2017-2021 period 
 

Year Auditor type: Total 
B4 nB4 

2017 41 18 59 

2018 43 16 59 

2019 43 16 59 

2020 39 20 59 

2021 40 19 59 

Total 206 89   
 

Source: Own processing 
 

Depending on the type of auditor (Big Four, hereinafter 
B4, and non-Big Four, hereinafter nB4), the number of 
nB4 auditors increased during the period under review at 
the expense of B4 auditors, mainly due to the high audit 
fees charged by B4 and the attempt by nB4 auditors to 
corner the market. 

Structuring the sample according to audit 
opinions is necessary in establishing the first 

research hypothesis of the study, namely that the 
type of opinion may influence the quality of 
financial and accounting reporting. Therefore, 
compliance with the going concern principle is 
better understood. 

Similar to the study of Istrate & Robu (2019), it is 
important to delineate the main elements underlying the 
qualified opinions, as shown in Table no. 3. 

 
 

Table no. 3. Basis for qualified opinion, 2017-2021 period 

Basis for qualified opinion Number of opinions Share of total 
Stocktaking (auditor’s non-participation in the stocktaking process) 29 28% 

Depreciation of trade receivables 24 24% 

Amortization and reversible depreciation of tangible and financial fixed assets 13 13% 

Other justifications 36 35% 

Total 102   
Source: Own processing 

 
We note that the top qualified opinions (28% of the total) 
feature the lack of auditor participation in the stocktaking 
process and the auditor’s inability to confirm audit 
assertions such as the existence of assets (existence), the 
accuracy of the stocktaking procedure (accuracy) and the 
valuation of stocks (valuation). As a rule, the auditor’s 
non-participation in the annual stocktaking process is 
already a basis for a qualified opinion, with very rare 
exceptions where the auditor, even if not participating in 

the stocktaking, gives an unqualified opinion. The 
relatively high proportion of qualified opinions on this basis 
may be the result of several factors, endogenous or 
exogenous to the auditor, such as lack of communication 
with audit clients to set the stocktaking date, completion of 
the engagement letter after the annual stocktaking, 
auditors’ lack of availability to carry out stocktaking 
procedures, stocks held by third parties that cannot be 
checked during the audit engagement, etc. 
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The depreciation of trade receivables accounts for 24% of 
all qualified opinions. The large volume of qualified 
opinions with this explanation is mainly due to the 
underestimation of the collection period for receivables 
and implicitly the recording in the “491 – Adjustments for 
depreciation of client receivables” account of an amount 
that is below the levels prescribed by the rules in force. 
Six of the audit letters analyzed also call into discussion 
the treatment of stocks on consignment (known among 
practitioners as consignment stock), which entails a 
differentiated accounting treatment and the transfer of risk 
is carried out in different stages compared to a normal 
acceptance. Along with this, we also mention the transfer 
of risk on the purchase of stocks from non-EU countries 
where international INCOTERM rules apply. 

Depreciation (group 28) and adjustment for depreciation 
or loss of value of fixed assets (group 29) also account for 
13% of the total qualified opinions during the 2017-2021 
period. The explanation for this type of qualified opinion 
refers to a change in the depreciation policy during the 
year, implicitly affecting the depreciation expense in the 
period (class 68). Along the same lines we also find the 
understatement of expenditure on decommissioning or 
amortization of a fixed asset, even if it has been fully 
amortized, if the value of the expenditure exceeds the 
materiality threshold set by the auditor. In this case, the 
auditor finds deficiencies which, cumulatively, may affect 
the table of Note 1 in the annual financial statements, 
implicitly distorting the basis of the assets that create more 
value in the long term.  

A total of 10 scale variables are proposed for analysis in 
this study. The independent variables required to achieve 
the objective of the analysis have been selected taking 
into account the need to analyze both balance sheet 
assets, debt and equity, and financial and stock market 
performance ratios in order to get an overview of each 
significant category in the annual financial statements. 

In order to validate the working assumptions, the reporting 
technique was used to obtain financial indicators. In terms 
of profiling companies at risk of insolvency, simple and 
multinomial logistic regression analysis is used in the 
study, together with principal components analysis. 

Principal component analysis is a multivariate descriptive 
analysis procedure that aims to reduce the number of 
variables analyzed in a logistic function to the point where 
two or three variables can lead to the interpretation of a 
similar result as in the analysis of eight or ten variables by 
eliminating collinearity. The computation by this procedure 
takes the form:  

Cj (j = 1  m), where Cj = bj1X1 + bj2X2 + (...) + bjnXn, 
and m ≤ n,  

the resulting factors (or components) being independent of 
each other. Introduced in 1901 by Karl Pearson, this 
method of analysis is still widely used today because of its 
practicality and efficiency.  

We suggest several testing methods for validating the 
hypothesis of independence of the main factors, including: 

1. X2 test statistic – for validating the existence of a 
significant connection between variables; 

2. KMO testing – for checking the intensity of the 
connection between variables. 

Once these factors are determined, logistic regression 
analysis (LRA) can be used to determine the parameters 
of the regression model. LRA considers regression 
models with alternative dependent factors and is 
calculated as: 

Y = β0+β1V1+β2V2+β3V3 + ε, where Y = 0 if the company 

is at risk of insolvency and Y ≥ 1 if the company is not at 
risk of insolvency.  

In the proposed model, Ci with (i=1,3) represents the 
independent component (factors/indicators identified via 
principal component analysis), and βi (i=0,3) are the 

coefficients of the logistic regression model, with ε 

representing the standard error. Last but not least, Y is a 
Bernoulli-type dichotomous variable that groups values 
one and zero according to the probability of occurrence: p 
if Y = 1 and q if Y = 0.  

Thus, the proposed logarithmic equation will have the 
form: 

Li = ln (pi/(1-pi)) = β0 + β1•X1 + β2•X2 + β3•X3 + εi, 

Where:  

pi = probability that a company has no associated risk; 

β0 = constant; 

β1, β2, β3 = weighting coefficients; 

X1, X2, X3 = independent variables considered. 

Based on the study of Mironiuc & Robu (2012) 
conducted on the N.Y.S.E. (New York Stock Exchange), 
Georgescu & Carp (2019) on the Bucharest Stock 
Exchange, and the study conducted by Moazedi & 
Khansalar (2016), the variables presented in  
Table no. 4 were chosen as representative, together 
with the justification of the choice. 
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Table no. 4. Variables selected for the study 

Independent variables Computation method Choice significance and justification 

W1  - Economic 

profitability  

(ROI – return of 

investment) 

 

 
 

the possibility for a company to finance its 
current activity from its own resources without 
having to resort to external sources of 
financing, which is important in determining the 
degree of autonomy of the entity; 

W2  - Financial 

profitability  

(ROE – return of 

equity) 

 
 

the viability of the entity before commercial or 
financial creditors. It is useful in shaping the 
attractiveness of the entity to investors and 
creditors in case the entity is facing insolvency; 

X1 - Payment ability 

ratio 

 

 

 
 

due to the importance of determining the 
company's ability to immediately repay its 
short-term debts, whether commercial 
(payment of suppliers due in less than one 
year) or financial (short-term loans); 

X2 - Cash conversion 

cycle 

 

 
 

 
 

choosing this indicator takes into account the 
positive conversion cycle (when supplier debts 
are paid before collection from clients) or 
negative conversion cycle (the  opposite  
situation,  unfavorable to  the  relevant 
company); 

Y1 - Financial leverage 

 

 
 

to determine the ratio between the contribution 
made by the company shareholders and the 
contribution made by lenders. It is important for 
determining the risks of the company if the 
lenders' contribution is higher than that of the 
shareholders; 

Y2 - General solvency 

ratio 

 

 
 

because the degree of financial autonomy in 
terms of the total assets to total liabilities ratio 
is also an important indicator for shareholders 
and potential investors; 

Z1 - Dividend per share 
 

due to the investors' interest in making a profit 
on their investment in the company; 

Z2 - Global financial 

autonomy ratio  

it is important in the investors' assessment of 
the financial independence of the company 
they want to capitalize on; 

Z3 - Dividend payout 
ratio  

indicates the extent to which dividends are 
distributed from the net profit. It is important in 
determining the return on investment and in 
deciding whether to invest in a particular 
company; 

Z4 - Net asset book-to-
market ratio  

shows the price that existing or potential 
investors are ready to pay for the net earnings 
per share. It is necessary in determining a 
company's potential to attract investment. 

Source: Own processing 
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Although recent studies deal exclusively with stock market 
indicators in the analysis of insolvency, we believe, 
however, that classical indicators are still a viable basis of 
analysis for capital markets. Because the information 
conveyed by classical economic and financial indicators 
gives an overall picture of a company’s performance, they 
can form the basis for a predictive analysis of financial 
development over a defined time span in a stable market 
economy (only stable because there is a risk that the 
effects of economic hazards – financial, health, human 
crises, etc. – cannot be determined). 

Results and discussions 

Following the processing of the sample data, the study 
presents the resulting information in the form of a series of 
descriptive statistics, necessary to outline the research 
hypotheses, and to test the first research hypothesis, the 
auditor’s opinion and the degree of performance recorded 
through the indicators analyzed were taken into account.  

The methodological approach is oriented towards a 
positivist, logical approach, based on a mathematical and 
statistical testing of hypotheses, in order to confirm or 

refute the established hypotheses in a valid and 
conclusive manner. 

The analysis by auditor type (B4 and nB4) could not 
reveal any significant differences in terms of working with 
an established or a developing auditor. As national and 
international regulations are binding regardless of the size 
of the auditor, there are no different reporting quality 
standards. 

Thus, Table no. 5 presents descriptive statistics in the 
form of mean and standard deviation, function of the 
auditor’s opinion. It can be noted that entities with qualified 
audit opinions have values of the analyzed indicators well 
below those recorded by companies with unqualified 
opinions, all the more so as the threshold values set by 
the literature are not reached. 

Since the descriptive analysis of the sample determined a 
significant influence of the auditor’s opinion in the 
attractiveness and implicitly the financing capacity of listed 
companies, it is possible to validate the research 
hypothesis and implicitly the possibility of creating on a 
sustainable basis the premises for business continuity for 
companies whose audit opinion was unqualified, thus 
validating hypothesis H1. 

 
 

Table no. 5. Descriptive analysis of categorical variables, 2017-2021 period 

Categorical variable 
considered 

Average Standard deviation 

Unqualified 
opinions 

Qualified 
opinions 

Adverse 
opinions 

Unqualified 
opinions 

Qualified 
opinions 

Adverse 
opinions 

W1 – Economic profitability 
(ROI – return of investment)  

0.0502 0.0247 0.041 0.04922 0.0086 0.05232 

W2 – Financial profitability 
(ROE – return of equity)  

0.08834 0.05328 0.05582 0.09252 0.07554 0.08158 

X1 – Payment ability ratio  0.7532 0.6834 0.7638 1.4898 0.838 0.8626 

X2 – Cash conversion cycle 30.4 90.6 115.4 164.4 142.6 53 

Y1 – Financial leverage 0.3804 0.2852 0.2368 0.396 0.33602 0.1476 

Y2 – General solvency ratio  8.772 10.688 6.072 9.898 12.404 2.618 

Z1 – Dividend per share  0.1768 0.06854 0.0392 0.0836 0.0346 0.0498 

Z2 – Global financial autonomy 
ratio 

0.6624 0.63602 0.7128 0.2286 0.2324 0.178 

Z3 – Dividend payout ratio 0.371568 0.1772 0.3092 0.6894 0.54526 0.5086 

Z4 – Net asset book-to-market 
ratio 

0.48416 0.1598 0.0361 1.25472 1.07178 1.39432 

Source: Own processing in SPSS 20.0 

 
With small exceptions, the categorical variables analyzed 
show a continuously upward trend, regardless of the 

category in which they were classified, with the exception 
that in the case of companies with unqualified audit 
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opinions, the value of the indicators is higher than for 
qualified opinions. One explanation for the upward trend is 
that during the period under analysis (2017-2021) the 
positive development of the Romanian economy, the 
increase in living standards and the growth in the size of 
exports had a significant favorable impact on the 
development of listed companies on a sustainable basis, 
together with the increase in the level of private 
investment on the stock exchange. 

The link between the auditor’s opinion and the level of 
economic development is visible in Table no. 5, noting the 
level of development of companies function of the 
auditor’s opinion. 

Based on the averages calculated during the period under 
analysis, we can note an improved business management 
capacity of companies with unqualified audit opinions. 

Following the descriptive analysis of the selected sample 
components we can conclude that the audit opinion plays 
an active role and positively influences the investment 
decision on the capital market, increasing attractiveness 
and significantly decreasing the future risk of insolvency. 
Using the principal component analysis (PCA), we will 
identify the main components that need to be considered 
in the analysis of a company’s overall performance. The 
basis of calculation in this case will be the overall average 
of each descriptive coordinate analyzed above. 

Table no. 6 illustrates the correlation matrix of the 
analyzed indicators, highlighting the positive and negative 
associations between indicators. Highly correlated 
associations (above 0.8 equivalent to 80%) suggest a 
strong connection between the analyzed components, 
allowing for logical inferences in the analysis of the main 
components. 

 

Table no. 6. Categorical variables correlation matrix 

Correlation Matrixa 
  W1 W2 X1 X2 Y1 Y2 Z1 Z2 Z3 Z4 
Correlation W1 1.000 .837 .796 -.400 -.565 .669 -.563 .294 .920 .330 

W2 .837 1.000 .674 -.150 -.260 .274 -.020 -.229 .933 .170 

X1 .796 .674 1.000 -.713 -.884 .618 -.464 .464 .584 -.137 

X2 -.400 -.150 -.713 1.000 .821 -.273 .562 -.664 -.093 .587 

Y1 -.565 -.260 -.884 .821 1.000 -.708 .668 -.795 -.220 .196 

Y2 .669 .274 .618 -.273 -.708 1.000 -.786 .722 .429 .550 

Z1 -.563 -.020 -.464 .562 .668 -.786 1.000 -.896 -.261 -.279 

Z2 .294 -.229 .464 -.664 -.795 .722 -.896 1.000 -.089 .015 

Z3 .920 .933 .584 -.093 -.220 .429 -.261 -.089 1.000 .422 
Z4 .330 .170 -.137 .587 .196 .550 -.279 .015 .422 1.000 

a. Determinant = ,000 
Source: Own processing in SPSS 20.0 

 
With the help of the correlation matrix, we can make a 
number of logical inferences about the cross-influence of 
the analyzed vectors. Thus, as far as economic 
profitability is concerned, we can note a very strong 
positive association with financial profitability of about 
84%, leading to the hypothesis that an increase in 
economic profitability intrinsically leads to an increase in 
financial profitability, which is to be expected. However, in 
terms of the dividend payout ratio, we can conclude that 
the increase in the two profitability ratios translates almost 
automatically (through the coefficient of 93%) into an 
increase in dividends distributed to shareholders. 
Conversely (negative association), an increasing payout 
ratio leads over time to a decrease in leverage, mainly 
through a decrease in total debt.  

Due to the fact that the correlation matrix does not show 
any significant association with the other indicators, we 
can conclude that the market capitalization index does not 
only take into account the classical indicators of 
profitability, liquidity and leverage, but rather considers, 
among others, the company’s publicity, its development 
promises and leadership charisma as influential factors of 
the total value of the indicator.  

By analyzing the main components, it is possible to 
assess the main economic and financial indicators that are 
relevant in determining the risk level of a company. In 
Table no. 7, we can note the influence of the most 
important components in the point cloud variance. 
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  Table no. 7. Analysis of main components of categorical variables 
Total Variance Explained 

Component Initial Eigenvalues Extraction Sums of Squared Loadings Rotation Sums of 
Squared Loadings 

Total % of Variance Cumulative % Total % of Variance Cumulative % Total 
1 5.287 52.867 52.867 5.287 52.867 52.867 4.398 

2 2.591 25.906 78.774 2.591 25.906 78.774 3.994 

3 1.757 17.568 96.341 1.757 17.568 96.341 2.249 
4 .366 3.659 100.000     

Extraction method: Principal component analysis. 
Source: Own processing in SPSS 20.0 

 

Thus, the Xi vectors of the equation for determining the 
best performing companies are established based on 
principal component analysis. 

In order to obtain the scores for the components with the 
highest point cloud variance, the component matrix was 
determined on each vector analyzed. Therefore, Table 

no. 8 summarizes the weighting coefficients βi, which are 
necessary in establishing the equation for determining 
companies at risk. Determining the significant influence of 
each vector on the three components requires the 
extraction of the significant vectors in modelling the weight 
of the components in the total variance of the point cloud. 

 

  Table no. 8. Matrix of main components’ coefficients 
 Component 

1 2 3 
W1 – Economic profitability (ROI – return of investment) .877 .455 -.063 

W2 – Financial profitability (ROE – return of equity) .551 .731 -.402 

X1 – Payment ability ratio  .901 .031 -.369 

X2 – Cash conversion cycle -.674 .545 .457 

Y1 – Financial leverage -.875 .393 .144 

Y2 – General solvency ratio .830 .014 .501 

Z1 – Dividend per share -.783 .311 -.435 

Z2 – Global financial autonomy ratio .686 -.642 .341 

Z3 – Dividend payout ratio .622 .755 -.109 
Z4 – Net asset book-to-market ratio .149 .564 .811 

Extraction method: Principal component analysis. 
Source: Own processing in SPSS 20.0 

 
As regards the main determining vectors of the principal 
components in the total variance, it is possible to 
determine the influence exerted by the main indicators. 
The first component is positively influenced by economic 
profitability (0.877 vector points), together with financial 
profitability (0.551 vector points) and payment ability ratio 
(with 0.901 vector points), negatively influenced by 
financial leverage (-0.875 vector points). 

In the case of the second component, the overall solvency 
ratio (Y2 with 0.731 vector points) can be significantly 
influenced in a positive direction and the overall financial 
autonomy ratio (Z2 with -0.642 vector points) in a negative 
direction. 

Due to its smaller influence in explaining the total 
variance, component 3 is positively influenced only 
by the market capitalization ratio of net book 
assets. 

The value of the KMO statistic (Table no. 9) for 
testing the independence of the vectors takes the 
value of 0.616, showing the existence of a 
significant link between the initial components that 
entered the structure of the main vectors analyzed. 
Thus, for a sig = 0, the test results show that the 
hypothesis of independence of the selected 
coordinates is accepted. 
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Table no. 9. Bartlett test and KMO statistics in assessing the suitability of selected vectors 

 
KMO and Bartlett’s Test 

Kaiser-Meyer-Olkin Measure of Sampling .616 

Adequacy 
 

  
Bartlett’s Test of Sphericity Approx. 1639.95 

Chi-Square   

df 96 

Sig. .000 
Source: Own processing in SPSS 20.0 

 

Accordingly, three probabilistic equations for determining 
the degree of performance of an entity are derived from 
principal component analysis, as follows: 

 C1: 0,877*W1 + 0,551*W2 + 0,901*X1 – 0,875*Y1 + 
0,83*Y2 + 0,686*Z2 + 0,149*Z4; 

 C2: 0,455*W1 + 0,731*W2 + 0,031*W1 + 0,303*Y1 + 
0,014*Y2 – 0,642*Z2 + 0,564*Z4; 

 C3: -0,063*W1 – 0,402*W2 – 0,369*X1 + 0,144*Y1 + 
0,501*Y2 + 0,341*Z2 + 0,811*Z4. 

The proposed equations show that in the case of 
component 1, a directly proportional influence is exerted 
by the economic rate of return, the financial rate of return 
and the payment ability ratio, but financial leverage has an 
inversely proportional relationship in the influence of the 
component as a whole. The influence of leverage can be 
seen as a decrease in the attractiveness of a company in 
the capital market, especially if the total debt structure is 
predominantly short-term debt. As regards component  

no. 2, a positive (or directly proportional) association of the 
overall solvency ratio and a negative (inversely 
proportional) association of the overall financial autonomy 
ratio can be inferred. If we refer to the third component, a 
significant positive association of the market capitalization 
vector is noted, thus highlighting the importance of 
assessing these types of indicators in the overall 
assessment of an business entity, together with the 
classical economic and financial indicators. 

In order to assess the insolvency risk level associated with 
each entity among the three sectors of activity, the 
calculation equation considers the splitting of the sample 
and the determination of the risk level by taking into 
account each main component. 

Thus, we were able to determine the probability 
coefficients for each component, as shown in Table no. 
10, using the Gaussian distribution which requires the 
assessment of the mean and standard deviation in the 
distribution of selected vectors. 

 

Table no. 10. Determination of risk probability coefficients 

  Activity sector  Component 1 Component 2 Component 3 Constant 
Coefficient Industry 0.786 -0.968 0.386 0,218 

Trade 3.557 0.025 0.889 

Services 21.452 189.626 -174.592 

Error Industry 0.545 0.356 1.225 0,899 

Trade 17540.255 24999.526 4295.663 

Services 12.793 2.295 0.732 

Exponent Industry 0.052 1.958 0.056 0,124 

Trade 0.001 0.000 0.006 

Services 0.372 0.999 1.684 
Source: Own processing using SPSS 20.0 

 
Consequently, given the scope of activity of the 
companies in the sample, the equations for determining 
the risk of insolvency will take the following form: 

1. for industry: 0.218 + 0.786*C1 - 0.968*C2 + 0.386*C3; 

2. for trade: 0.218 + 3.557*C1 + 0.025*C2 + 0.889*C3; 
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3. for services: 0.218 + 21.452*C1 + 189.626*C2 - 
174.592*C3. 

In order to test the validity of the proposed models, it is 
necessary to test them based on the sample analyzed. 
Thus, taking into account the previous descriptive 
statistical analysis, the working sample was broken down 
according to the two criteria stated in the first part of the 
study, namely qualified opinions and unqualified opinions. 

Testing and validation  

of proposed models 
The validity testing of the proposed models aims to verify 
the functionality of the statistical model determined on the 
Bucharest Stock Exchange sample. 

Given that this stage of the study only seeks to verify 
the statistical probability of detecting a company at 
risk of insolvency, the risk determination equations 

will be applied on data extracted from the year 2021, 
as the last reference year of the study. The year 
2021 was chosen due to the fact that in the 
validation of research hypotheses H1 and H2 a similar 
trend and ratio was observed in terms of the types of 
opinion analyzed, and we consider it inappropriate to 
validate all the periods analyzed since the result 
cannot undergo notable changes. At the same time, 
the validation of the last available year in terms of 
data extracted at the time of writing this study 
provides an increased veracity of the proposed 
model. 

In order to validate the proposed econometric models, the 
sample has been divided according to audit opinions and 
business sector.  

According to Table no. 11, the result of the calculation 
equations shows the values taken by each sampled 
category, function of business sector. 

 
 

Table no. 11. Result of the insolvency risk detection equations for 2021 

Business sector  Opinion type Value Variance (abs) Variance (rel) 
Trade Unqualified 6.768 3.153 47% 

Qualified 3.615 

Industry Unqualified 11.281 3.765 33% 

Qualified 7.516 

Services Unqualified - 862.056 -234.519 27% 

Qualified - 627.538  
Source: Own processing 

 

The application of probabilistic equations to determine the 
future risk of insolvency shows a significant difference 
between the two sampled categories. 

In the trade sector, the calculated value is 6.678 for 
unqualified opinions and 3.615 for qualified opinions. 
Thus, a 47% higher risk of insolvency can be estimated for 
companies with qualified audit opinions only in terms of 
the type of opinion issued by the auditor. 

In the industry sector, the calculated value of 11.281 for 
unqualified opinions compared to 7.516 for qualified 
opinions shows a 33% increase in future insolvency risk if 
the trend remains similar.  

The value calculated for the services sector takes 
negative values due to the parameters estimated by the 
regression model, but this is not an impediment to the 
calculation and interpretation of the equation. Also, as 

regards the interpretation of the data obtained, we note 
that the difference between unqualified and qualified 
opinions leads to a 27% increase in the risk that a 
company with a qualified opinion will declare insolvency in 
future financial years. 

The test values resulting from the application of the 
logistic regression model can be estimated for the trade 
sector as {5; ∞} for the interpretation of a low insolvency 
risk and {-∞; 5} for a high insolvency risk. In the case of 
industry, test values of {9; ∞} are accepted for interpreting 
a low insolvency risk and {-∞; 9} for an increased 
insolvency risk. For the services sector, due to the very 
low representativeness of the sample, it is not possible to 
assess thresholds for interpreting the outcome of the 
probabilistic equation, but it is possible to assess that 
values tending towards zero show a higher risk of 
insolvency. 
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The logistic regression model test value determination 
shows that when the value decreases by 1 (from 5 to 4, 
from 9 to 8 etc.), the risk of insolvency increases on 
average by 15-17%. 

However, interpreting the regression model parameters in 
a more simplistic way, it is possible to appreciate that a 
calculated value of the probabilistic model that tends 
towards zero indicates an increased probability that an 
entity will experience periods marked by payment inability 
in future financial years. 

The analysis of a company’s insolvency risk using audit 
opinion is able to provide a reasonable investment to 
current and potential investors, mainly due to the fact that 
qualified audit opinions are awarded for failure to comply 
with the auditor’s recommendations, thereby increasing 
the risk of financial fraud through omission or manipulation 
of financial information. 

Conclusions 

In this study, the hypotheses were validated through 
empirical results, thus meeting the research objectives. 

The first research hypothesis helped to establish the 
auditor’s role in the overall performance of a company, 
using profitability, liquidity, leverage and stock market 
indicators to validate the effect of the audit opinion both on 
the sustainability and sustainable development of a 
company and in terms of stock market attractiveness and 
ability to attract capital market funds. 

In line with the first research hypothesis, we were able to 
establish that the type of audit opinion influences stock 
market capitalization, but could not establish a collinearity 
link between the stock market capitalization ratio and the 
other economic and financial indicators analyzed. Thus, 
we can appreciate that an increase in market 
capitalization does not only take into account the analysis 
of financial performance through hard data, but is also 
linked to series of non-financial data (social or 
environmental – as part of the overall performance). 

Establishing a probabilistic model for determining a 
company’s future risk of insolvency was the third research 
hypothesis. Thus, it is possible to assess the degree of 
solvency of a company via a multinomial logistic 
regression model that provides an indication of a 
company’s financial performance. By testing the validity of 
the third research hypothesis, it was possible to establish 
threshold ranges for classifying a company as carrying a 

risk of insolvency and establishing that values tending 
towards zero show the highest degree of insolvency. As 
the footprint of small investors in the capital market is 
experiencing an upward trend, this study helps current 
and potential investors by offering an alternative model to 
the traditional means of assessing the attractiveness of a 
company. 

Continuing the analysis of the reviewed literature, the 
authors have succeeded in adding to the current state of 
knowledge in the field, promoting a working methodology 
that addresses the ability of a company to add value to its 
shareholders and that creates the prerequisites for 
compliance with the going concern principle. 

We believe that the results of our research are relevant 
because we managed to determine a commensurable 
procedure of statistical analysis of a company’s likelihood 
to declare insolvency in future financial years. By 
establishing the auditor’s role in compliance with 
accounting principles, the findings of the study show that 
the investment policy should also take into account the 
audit opinion, a distinct criterion in the choice of financing 
for an economic entity. This analysis is also aimed at 
auditors who wish to use statistical procedures to assess 
the probability of insolvency of the audited company, thus 
complementing the already standardized fraud (forensic) 
analyses. 

The limitations of the study are the impossibility to determine 
a more representative sample, as data for 13 companies 
could not be found in the current research. Furthermore, the 
insolvency risk assessment also took into account the last 
two financial years (2020 and 2021), characterized by a 
cascade of crises (health, humanitarian, economic, armed 
conflicts at the Romanian border) and record inflation, 
therefore the research findings may be influenced by factors 
exogenous to the analyzed companies, and the natural 
response of most of the entities analyzed is investment and 
development prudence. 

The current trend among economic practitioners and 
researchers alike is that crises caused by economic crime 
and the absurdity of greed should be, if not abolished, at 
least significantly reduced in order to avoid major financial 
crises as much as possible. 

Future research directions in the field of insolvency seek a 
constant refinement of the procedures for testing and 
validating valid models, with continuous modifications and 
updates of current models being necessary in a fluctuating 
market facing new and diverse challenges. 
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Abstract 

Investors' strategic decisions are based on information 
reported in financial statements. In order to be valid, 
according to national and international accounting 
regulations, the reported financial information must be of 
quality, a fact that can also be ensured by the opinion 
expressed following the completion of a quality mission. 
The purpose of this paper is to present the importance of 
financial audit quality to users of financial information. 
Several factors influence the quality of the financial audit. 
They can be structured according to several criteria and 
were represented by auditor size, audit fees and their 
evolution, and auditor rotation. To validate the research 
hypothesis, the authors tested the correlation between 
these factors based on data collected from 81 audit 
reports of 17 companies listed on the Bucharest Stock 
Exchange, the main market, from 2016-2020. To test the 
probability of issuing an unchanged opinion depending on 
the determinants, the population was tested using logistic 
regression and correlation tests. The results show that 
there is a correlation between the various researched 
variables. However, of a different intensity depending on 
the chosen factor, the econometric model was statistically 
significant, and specific high odds ratios were observed 
with the auditor's fees variable. The quality of the audit 
was measured by variables that refer to the auditor's 
characteristics starting from public information, without 
considering the internal factors of each auditor. 

Key words: quality; audit mission; audit opinion; 
influencing factors; financial statements; 
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Introduction  

The quality of the services provided by financial auditors 
has started to become an increasingly researched and 
discussed topic in recent years, especially on the occasion 
of the financial scandals that appeared in the media (e.g., 
the Enron case). Audit services themselves play a very 
important role in increasing confidence in companies' 
financial statements. These services will bring added 
value to reported situations, which will continue to play an 
important role in decision-making. However, cases such 
as the Enron scandal, mentioned above, can lead to a 
decrease in the trust of users of financial statements in 
auditing companies. 

The effect that the quality of the financial audit has on the 
client is largely due to the credibility of the audited 
financial statements, if the stakeholders consider the audit 
performed to be of a suitable quality. 

In order to be able to improve the quality of audit services, 
it is important to first understand what are the factors that 
influence audit services and to what extent they can 
influence the quality of the financial audit. They can 
positively or negatively influence the auditor's opinion. 
(Haţegan et al., 2015). 

The subject has been addressed in countless researches, 
but nevertheless there is no final and clear definition of the 
quality of the financial audit. However, the researches of 
some prominent authors presented in the text of the paper 
help us to understand the main aspects related to the 
subject of our study. 

DeAngelo (1981) points out one of the main definitions of 
financial audit quality, which is the auditor's ability to 
detect misstatements of financial statements and to report 
the observed misstatements. The definition highlights the 
need for competence and professional behavior during the 
audit process, but also the auditor's independence and 
objectivity, to ensure that the result (Audit Opinion) reflects 
an opinion as appropriate as possible. 

ISA 200 "General Objectives of the Independent Auditor 
and the Conduct of an Audit in Accordance with 
International Standards on Auditing" issued by the IAASB 
(The International Auditing and Assurance Standards 
Board) specifies: "the purpose of an audit is to increase 
the degree of confidence of the targeted users in the 
financial statements ". As a basis for the auditor's opinion, 
ISAs require the auditor to obtain reasonable assurance 
about the extent to which the financial statements as a 

whole are free from material misstatement, whether due to 
fraud or error." 

The objective pursued in this paper is to present the 
importance of financial audit quality for users of financial 
statements, mostly investors, accounting experts and 
auditors. Through this objective we aim to answer the 
following research question: What is the correlation 
between the audit opinion and the influencing factors of 
financial audit quality to be identified throughout this 
study? 

The study will be carried out based on the information 
identified in 84 audit reports of 17 companies listed on the 
Bucharest Stock Exchange, from 2016-2020. We will 
apply econometric analyzes to the data identified in this 
way. All the presented results will be obtained through 
own processing in the statistical software SPSS 28.0.1.1 
and Microsoft Excel 2019. 

The paper is structured as follows: the first part will refer to 
the specialized literature, definitions and concepts of some 
Romanian and foreign authors, with the help of which we 
will try to formulate a theoretical conceptual base as 
extensive as possible on the subject of financial audit 
quality. The paper continues with the presentation of the 
methodology used and the description of the analyzed 
sample. The results are presented and discussed in the 
third section. The final section summarizes the main 
findings of the study, with a brief discussion of its 
implications for future research, as well as the limitations 
of this study. 

1. Literature review 

The quality of the financial audit is a subject, among 
others, often debated in the specialized literature and the 
economic environment (Francis, 2004, Choi et al., 2008). 
Its importance is all the greater as its impact is a direct 
one on the level of confidence in the audited financial 
statements, also regarding from the ethical point of view 
(Mironiuc, Chersan & Robu, 2013). 

Arens et al. (2012) emphasize that the main purpose of an 
audit mission boils down to increasing stakeholders' 
confidence in the accuracy of information from financial 
statements reported by companies. 

At the level of international regulations, as specified, we 
found ISA 200 "General objectives of the independent 
auditor and conducting an audit in accordance with 
international auditing standards", issued by the IAASB. 
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All these previously highlighted theories, regardless of 
their relevance to each other, create the general need for 
a high quality of financial audit services. 

The quality of the financial audit is a frequently 
encountered topic recently, all the more relevant in the 
context of the dynamics with which we are developing. 
Even if the subject of the quality of the financial audit has 
been addressed countless times and there are a lot of 
studies and legislative norms implemented, a generally 
accepted definition is not recognized. 

One of the most well-known and often mentioned 
definitions in the specialized literature is offered by 
DeAngelo (1981), who considers the quality of the audit as 
resulting from the common probability evaluated in the 
market that an auditing company will identify and report in 
its opinion a violation of the norms in force in audited 
accounting systems. The discovery of the misstatement 
depends on the quality and volume of 
experience/knowledge acquired and the skills of the 
auditor, and on the other hand the reporting of the 
misstatement depends on the auditor's motivation to 
disclose it. 

According to DeAngelo (1981), a distinction must be made 
between different levels of audit quality that have been 
voluntarily changed and opportunistic changes in audit 
quality. A different level of audit quality is provided when 
the joint market-estimated probability that an auditor will 
observe and report an error or misstatement in a client's 
records changes. Significant quality assessment costs 
give auditors the opportunity to promise a certain level of 
audit quality before the audit begins and opportunistically 
reduce it at audit completion, for example by reporting 
fewer discovered violations than promised. This 
opportunity arises because it is costly to discover the 
auditor's "cheat". 

From DeAngelo's (1981) definition, we emphasize that the 
definition revolves around the notion of "market- assessed 
joint probability” i.e., the common probability evaluated in 
the market. Watkins, Hilison and Morecroft (2004) 
highlight that audit quality thus depends on the market's 
perception that a particular auditor will perform the audit 
competently. The level of perceived independence of the 
auditor also depends on market perception. Bringing 
market perceptions of audit quality into the picture of audit 
quality, DeAngelo (1981) emphasize an important element 
of audit quality, namely auditor reputation. This element 
also refers to the auditor's ability to enhance the credibility 
of the financial statements. The literature often uses the 

term auditor reputation as a synonym for financial audit 
quality, thus there is a blurred distinction between actual 
and perceived auditor competence and independence. 

Colbert and Murray (1995) highlight the fact that it is 
experience and continuous practice that qualifies an 
auditor to be able to detect material errors. Of particular 
note, independence is the catalyst for reporting observed 
discrepancies, a conclusion we also draw from DeAngelo 
's (1981) definitions cited earlier. 

DeFond and Zhang (2014) come up with an updated 
definition of financial audit, namely: "greater assurance 
that the financial statements faithfully reflect the 
underlying economics of the firm, conditioned by the 
financial reporting system and its inherent characteristics." 

Haţegan (2019) emphasizes the factors most often 
mentioned in the specialized literature as having a specific 
influence on the quality of a financial audit. Among them 
are: the level of specialization of the auditor in relation to 
the analyzed information, the size of the audit firm that 
performs the audit mission, the size of the audit fees, the 
level of certification of the auditors, the level of 
collaboration with specialists from other areas of the audit, 
the collaboration period. 

Hosseinniakani, Inacio and Mota (2014) also specify the 
factors that significantly influence the quality of the 
financial audit, these being the auditor's independence, 
professional competence, specialized knowledge, his 
responsibility and work expertise. These factors strongly 
influence professional judgement, from which we deduce 
the quality of the audit. 

A very important topic with reference to the quality of the 
financial audit is the differentiation between the actual 
quality of the audit and its perceived quality. 

Palmrose (1988) defines the actual quality of an audit as 
the probability of reducing the risk of reporting a material 
discrepancy in the financial statements. In contrast, 
perceived audit quality is the beliefs of users of financial 
statements about the auditor's ability to reduce material 
misstatement. We can thus conclude that a higher 
perceived quality will contribute to the improvement of the 
investment process in auditing clients. 

The study carried out by Accountancy Europe in 2022 
regarding the main indicators of the quality of the financial 
audit highlights various initiatives regarding the indicators 
of the quality of the audit (AQI - Audit quality indicators). 
The study highlights the lack of a globally accepted 
definition of financial audit quality and emphasizes that 
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quality indicators cannot be limited to quantitative 
dimensions, but qualitative dimensions should also be 
taken into account. 

In this regard, some countries have come up with 
individual proposals regarding models of financial audit 
quality indicators, such as governance, expertise, 
involvement, human and technical resource capacity, 
communication with management, involvement of an 
external audit, culture, auditor rotation, ESG, client 
satisfaction, employee turnover, number of hours per 
project, quality control results, non-audit versus audit fee 
ratio (IFAC, 2022), partner workload, independence, 
reputation, and more. 

 

1.1. Auditor size  
The main correlation between the demand for audit 
services and audit engagements within larger offices or 
companies is based on Agency Theory. Thus 
Hosseinniakani, Inacio and Mota (2014) emphasize the 
aspect by which clients tend to choose an auditor of 
higher quality to obtain the best audit results. We can 
easily conclude that clients are much more interested in 
large companies with a higher reputation compared to a 
smaller auditor. Also, the authors mention that a higher 
reputation is perceived in terms of less motivations to 
lower audit quality, i.e., a greater motivation to issue fair 
and accurate reports in order to preserve one's reputation, 
since an inaccurate report can lead to the decline of the 
current reputation. Declining reputation can lead to fewer 
clients and lower audit fees. At the same time, the 
consequences of reporting an inaccurate and incorrect 
audit report may affect a larger auditor much more 
strongly than a relatively small auditor. 

DeAngelo (1981) notes that because audit technology is 
characterized by significant client-specific upfront costs, 
incumbent (contract) auditors possess cost advantages 
over potential competitors in future audits of a given client. 
Even in the situation where the market for audit services is 
perfectly competitive, so that all auditors possess identical 
technologies, the advantages of holding the audit mandate 
imply the absence of perfect substitutes in the future. The 
absence of such substitutes motivates auditors to set 
future audit fees above the level of avoidable costs of 
producing audits. Another motivating factor for increasing 
audit fees so that it is more profitable for clients to switch 
auditors is the transaction cost of switching auditors. 

The presence of such factors can be called a bilateral 
monopoly. In the presence of such a phenomenon, both 

parties have incentives to maintain the present 
relationship, in the absence of a perfect replacement 
auditor that would not require some additional costs. In 
case of termination of this relationship, the auditor will lose 
the equivalent value of the economic rent specific to the 
client. At the opposite extreme, clients will have to endure 
additional auditor switching costs and will be put in the 
position of doubling their initial costs. In the conditions 
where the economic rent is specific to a certain client and 
it has no use for other auditors, the incumbent auditor will 
be stimulated to lower the quality of the audit in order not 
to lose the client in the future. For this reason, clients 
would theoretically be able to obtain a lower quality audit 
from the auditor by threatening the auditor with termination 
of the contract, which would create significant expenses 
for the auditor. 

Rational consumers understand that by extending the 
mandate of a titular audit, its independence vis-à-vis the 
client is significantly reduced, so they resort to reducing 
the price they would risk investing in the companies' 
shares, thus leading to the phenomenon where a reduced 
degree of independence it is reflected in the decrease in 
the value of the company. In this context, consumers 
choose to reduce this risk by choosing auditors with higher 
perceived quality and independence, which would mean 
less incentive to "cheat" so that the auditor can retain the 
client. 

DeAngelo (1981) points out that a general view is that an 
auditor with a larger number of clients has less incentive 
to lower audit quality. In the event that a client decides to 
terminate the services of the auditor because the auditor 
reports a discrepancy observed in the financial 
statements, we can assume that the loss of the auditor 
with a considerably large portfolio of clients will be less felt 
than in the case of an auditor with fewer customers, where 
the income obtained depends largely on the presence of a 
particular customer. 

When we talk about auditors with a certain status and 
level of independence perceived in the market, a prime 
example is the BIG 4 audit companies. They fall into the 
category of firms that we referred to in the example above. 
However, it is necessary to consider that most often, the 
audit missions within these companies are operated at the 
level of local offices, which have some independence from 
the other offices. Local offices contact clients, manage 
audit missions and issue audit reports signed at local 
office level. In this context, Francis and Yu (2009) specify 
that all their expertise and experience is entirely specific to 
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clients and local offices. Thus, the authors conclude that 
the Big 4 companies are not able to achieve uniform audit 
quality across all offices and that a certain proportion of 
overall audit expertise is office specific. 

From the previously described situation, Francis and Yu 
(2009) draw the opinion with reference to the fact that a 
larger audit office has more experience and, respectively, 
more collective human capital in the office. Thus, a larger 
office with a greater number of hours on audit 
engagements provides its auditors with more opportunities 
to gain the necessary expertise in detecting discrepancies 
and material problems in the financial statements. As a 
result, auditors in larger offices are more prone to detect 
discrepancies and material errors in the financial 
statements. 

Dehkordi and Makarem (2011) refer to DeAngelo 's (1981) 
previously mentioned definition of audit quality, namely the 
likelihood that an auditor will identify and report the 
identified error. The author specifies that DeAngelo's 
(1981) definition refers to two aspects: independence and 
competence. Thus, both aspects are directly correlated 
with the size of the auditor. On the one hand, any client 
does not have such a high reputation that an auditor with 
a high reputation would risk the client's independence by 
doing favors for the client. On the other hand, larger 
companies have higher technology and highly trained 
employees, which help them achieve higher audit quality. 

An important element in assessing the impact of auditor 
size on audit quality is represented by certain factors such 
as professional competence, auditor qualification and level 
of technology development, which are much more 
developed and present within a larger audit firm. 

Several authors have tried over time to evaluate the 

correlation between the size of the audit office and 

the quality of the financial audit: Francis and Yu 

(2009), Colbert and Murray (1995), DeAngelo (1981). 

Most of them concluded that larger auditor size has a 

positive correlation with financial audit quality. On the 

other hand, authors such as Bauwhede and 

Willekens (2004), Jackson et al. (2008) and Larn and 

Chang (1994) argue that there would be no 

difference between large auditors and small auditors 

in terms of the impact of size them on audit quality, 

both having an equal chance of achieving an 

acceptable level of audit quality. However, we cannot 

deny the fact that larger firms are more qualified and 

motivated to obtain a higher quality audit. 

1.2. Expertise in the client's field of activity 
The specialized literature often mentions the importance 
that the auditor's expertise in the client's field of activity 
has on the quality of the financial audit, namely in its 
improvement. According to Hosseinniakani, Inacio and 
Mota (2014), requiring an audit specialization in a certain 
industry leads to a higher level of competence and 
technical knowledge. Arrunada (2000) highlights the 
probability of the auditor detecting errors in the financial 
statements. In the case of the correlation of this mention 
with the influence of the auditor's expertise in the client's 
field of activity on the quality of the financial audit, we 
draw the idea that in this case the audit industry will work 
as a catalyst to increase the probability that an auditor will 
discover significant errors in financial statements and, 
respectively, the likelihood that the auditor will report the 
material errors found. Craswell et al. (1995) emphasize 
the fact that companies that choose to invest in the 
development of the auditor's expertise in the client's field 
of activity and respectively that regularly use auditors with 
expertise in the client's field of activity are much stronger 
in achieve a much higher level of audit quality than those 
who use non-expert auditors. 

The auditor's expertise in the client's field of activity 
positively influences the audit in the case of contracting 
new clients. The lack of client-specific experience in the 
first years of the mandate may be compensated by the 
auditor's expertise and knowledge of the specific industry. 
Thus, due to the demand in the market for auditors with 
special auditor expertise in the client's field of activity, 
audit companies are motivated to invest in its 
development, this phenomenon also leading to an 
increase in the quality of the financial audit. Lowensohn et 
al.'s study (2007) create the direct positive impact that the 
auditor's specialization and expertise in the client's field of 
activity has on the quality of the financial audit. Dunn and 
Mayhew (2004) specify that specialist auditors have 
increased auditor expertise in the client's business area 
that helps them achieve higher quality audits. Their 
expertise comes from serving other clients in the same 
industry and learning and offering best practices across 
the field. 

Due to the increased investments in the development of 
the auditor's expertise in the client's field of activity, we 
can also logically relate the increase in audit fees, thus 
increasing the probability of performing a financial audit of 
a higher quality. In this way, an increase in audit expertise 
will automatically lead to a higher market demand for the 
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audit services of companies, i.e., an increase in 
reputation, which also has a positive correlation with a 
higher quality of financial audit. 

Cohan and Sun (2014) identified in their study a positive 
correlation between the experience of partners signing 
audit opinions and audit fees. Under this aspect, we can 
conclude that a higher level of expertise, both general and 
specific, can lead to an increase in audit fees. 

Dunn and Mayhew (2004) developed the topic of market 
demand by clients for auditors with high specialization and 
auditor expertise in the client's field of activity. According 
to them, clients demand auditors specialized in the client's 
field of activity for the value-added benefits provided by 
specialized auditors, including lower fees, increased audit 
quality and reporting advice. Also, choosing a specialized 
auditor serves as a signal to potential investors that the 
client intends to provide enhanced disclosures. 

 

1.3. Audit mandate 
There are two views regarding the effects of the audit 
mandate on audit quality. One view state that as the 
auditor-client relationship becomes one of increasing 
duration, the auditor may develop a close relationship with 
the client and be more open to performing favors from 
management or knowingly lowering audit quality to a client 
in response to the developed "friendship" relationship. 
This view comes in favor of supporting the mandatory 
rotation of auditors. Lenox, Wu and Zhang (2014) confirm, 
through research results, that auditor rotation contributes 
to better audit quality. Another point of view claims that as 
the auditor's mandate lengthens, the auditor gains a better 
understanding of how the client company operates, thus 
also developing a more rigorous specific expertise. 
Tepalag and Lin (2014) conclude in their study that, in 
general, a long audit mandate does not negatively 
influence audit quality. 

Bamber and Iyer (2007) highlight the fact that a longer 
audit mandate contributes to increasing the probability that 
the auditor will accommodate the preferences and 
specifics of the client and the fact that the mandate of 
audit companies can be most often associated with a 
decrease in the probability that the auditor to resort to 
concessions. 

The literature often favors mandatory auditor rotation. 
Arguments supporting this theory state that auditor 
rotation contributes to decreasing auditors' dependence 
on clients and thus reduces possible motivations to 

perform a lower quality audit. On the other hand, 
Tepalagul and Lin (2014) specify that the efforts to plan 
audits are considerably higher in the period following a 
rotation. Other opinions mention the need for retraining as 
a result of rotation, thus doubling the auditor's effort. We 
can observe that indirectly the rotation of auditors can also 
have some negative impact on the quality of the financial 
audit. 

Tepalag and Lin (2014) specify that an important role in 
defining the correlation between audit mandate and audit 
quality is also played by the size of the client. Studies 
have concluded, according to the authors, that for large 
clients, the audit mandate is not at all associated with a 
decrease or increase in financial audit quality, while a 
negative correlation can be observed for small clients. 

Johnson et al. (2002) point out that the quality of audit 
reports is lower for clients with a short audit mandate. The 
specialized literature specifies that an auditor needs a 
longer period to obtain a full understanding of the specifics 
of the client, thus the quality of the audit reports may be 
lower in the first years of the mandate. 

 

1.4. Audit fees  
Audit fees play almost as important a role as the size of 
the auditor, and they are often interrelated. Often audit 
fees have been used in studies specifically to study the 
correlation between auditor size and financial audit quality. 
Despite the higher fees, clients often choose to use the 
services of a larger audit firm. They believe that larger size 
firms have higher monitoring and organizational capacity 
to capture higher audit quality. With regard to the 
competence of auditors and their specialization, including 
technical training and continuous learning, large 
companies most often hire professionals of higher 
professional competence compared to smaller companies 
or invest much more in their training. Thus, we can 
conclude that if the audit company is larger, the 
specialization and respectively the quality of the services 
is assumed to be higher and respectively the fees required 
for the audit services will be higher, according to 
DeAngelo (1981). Hogan (1997) points out that the 
reputation of larger audit firms is much more negatively 
influenced by clients with a high risk of non-compliance, 
so firms will resort to charging higher fees to protect 
themselves from this risk. 

Additionally, Bell et al. (2001) claims that a high-risk client 
results in additional hours of work for the auditor. This 
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suggests that the auditor compensates for client risk with 
a greater investment in organization and monitoring power 
to reduce client risk, which will result in higher auditor 
performance fees. 

Since larger auditors demand higher fees, we can 
understand that they will be more motivated to perform 
higher quality work in order to maintain their reputation. 
Thus, we can arrive at the hypothesis that higher audit 
fees lead to higher audit quality. 

2. Research methodology 

Our case study is based on research into the factors that 
influence the auditor's opinion on financial statements. The 
population consists of 81 audit reports collected from the 
financial statements of 17 companies listed on the main 
market of the Bucharest Stock Exchange, reported in the 
period 2016-2020. The sample and the period of selection of 
the reports are limited due to limited time and capacity 
possibilities, but also as a result of the lack at the time of the 
research of the related reports for the year 2021. The period 
has been selected to include only audit reports reported since 
2016, the first year after the change in reporting structure. 

The data used in the analysis were collected from the 
annual financial statements, the reports of the 
administrators and the independent auditors. 

The auditor's opinion on the financial statements can be 
influenced by several factors, which have been tested at 
an econometric level in the form of the relationship 
between the dependent variable – the Opinion expressed 

and the independent variables – the auditor's rotation, the 
size of the auditor, the evolution of audit fees, the 
evolution of the share of fees in the turnover, share of fees 
in turnover. Table no. 1 specifies the description of the 
variables used. 

The choice of the dependent variable is supported by 
studies conducted by Haţegan (2019) and Carey and 
Simnett (2006), the authors using the variable "Expressed 
Opinion" in correlation with the other independent 
variables to validate the statistical regression model. 
Carey and Simnett (2006) use the variable "Expressed 
opinion" to study the correlation between the auditor's 
opinion on the going concern topic and audit fees. Even if 
the audit opinion cannot be directly correlated with the 
quality of the audit performed, the auditor has a greater 
motivation to perform a high-quality audit when reporting 
an unqualified opinion, according to DeFond, 
Raghunandan and Subramanyam (2002). 

To test the probability of issuing an unchanged opinion, 
depending on the determining factors, we will test the 
population using a logistic regression and correlation 
tests. The population will be validated by a multicollinearity 
test. Multicollinearity is the condition where one or more 
independent variables are in a linear contribution with 
other independent variables, in other words one or more 
independent variables are directly correlated with other 
independent variables. Multicollinearity is tested using the 
VIF indicator (variance inflation factor), namely by the fact 
that the VIF indicator is lower than 10, there are no 
multicollinearity situations, according to Suyono (2012). 

 
Table no. 1. Description of the variables 

Variable Description 

QO- 
Quality opinion 
0 - Modified opinion (qualified, adverse, disclaimer); 
1 - Unmodified opinion  

CA 
Change of auditor 
0 - No change compared to the previous year  
1 - Change of auditor compared to the previous year 

BO 
Big 4 – Opinion 
0 - NonBig 4  
1 - Big 4 

IS 
Increase of Share Fees in Turnover 
0 - There is no increase compared to the previous year  
1 - There is an increase compared to the previous year 

SAFT Share of audit fees in turnover  
(% - Audit fee/Turnover) 

Source: Authors' processing, 2022 
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The regression equation is a logistic one, as follows: 

 
QO = β 0 + β 1 CA + β 2 BO + β 3 IS + β 4 SAFT + ε         (1) 

 

In order to understand how the proposed model is 
explained, hypothesis testing will be performed using 
models that include all independent variables, as well as 
testing only with variables whose statistical significance 
will be more relevant. All the presented results will be 
obtained through own processing in the statistical software 
SPSS 28.0.1.1 and Microsoft Excel 2019. 

3. Research results 

From the total of analyzed reports, 91.4% are represented 
by audit reports with an unqualified opinion. The high 

percentage leads us to the hypothesis that the audit 
opinion is little influenced by the other analyzed factors, 
only 9.6% of the reports having a qualified or unexpressed 
opinion. Approximately 59% of the reports were issued by 
auditors who are part of the Big 4 companies (PWC, EY, 
Deloitte, KPMG). The ratio, even if quite high, is still very 
close to the average, with 41% of the reports being 
expressed by a non-Big 4 company. This ratio confirms 
our hypothesis that customers tend to prefer larger 
companies, companies Big 4 being part of this category. 

Only 5% of the reports were expressed by a different 
auditor compared to the previous year, and regarding the 
evolution of audit fees, we can see that approximately 60% 
of the reports did not have increases in the size of the fees 
compared to the previous year and respectively the share of 
fees in the company's Turnover (Figure no. 1). 

 

Figure no. 1. Descriptive analysis – frequencies 

 

 
Source: Authors' processing, 2022 
 

In Table no. 2 we can see the correlation matrix of 
all the analyzed factors. We highlight two very 
important correlations. First, audit opinion is 
positively correlated with auditor size (0.371). In 
this way, the expression of an unmodified audit 
opinion is positively correlated with the auditor's 
membership of the Big 4 group of companies. 
Additionally, we observe a significant positive 
correlation between the Type of audit opinion and 
the share of audit fees in turnover (0.227). Thus, 
the probability of expressing an unmodified audit 
opinion is positively correlated with the increase in 

audit fees, something that endangers the 
independence of the auditor, as he could be 
motivated to perform a non-qualitative audit but in 
favor of the client. 

Similar results were confirmed by Hategan (2019), the 
author highlighting in her study a correlation of 0.61 
between the audit opinion and the size of the auditor. We 
also mention the negative correlation between the size of 
the auditor and its turnover (-0.16) as well as a negative 
correlation between the audit opinion and the turnover of 
the auditor (-0.13), but we emphasize that the degree of 
correlation is very low. 
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Table no. 2. Correlation matrix 

 CA BO IS QO- SAFT 
CA 1,000     

BO -0.159 1,000    

IS 0.049 -0.049 1,000   

QO- -0.133 0.371 ** -0.201   

SAFT -0.122 -0.075 0.093 0.227 * 1,000 
** Correlation is significant at 0.01 level 
* Correlation is significant at 0.05 level 

Source: Authors' processing, 2022 

 

From an econometric point of view, the model is 
statistically significant (Table no. 3): 

χ 2 (2, N=81) = 17.13, p = 0.002, 

suggesting that the model is able to distinguish between 
the coefficients related to a modified opinion and an 
unchanged opinion. 

 

Table no. 3. Regression – Omnibus tests of the coefficients 
 Chi 2 df Sig 
 17,132 4 0.002 

Source: Authors' processing, 2022 

 
The model explains between 19.1% (Cox & Snell R2 Test) 
and 42.9% (Nagelkerke R2 Test) of the variation in the 

dependent variable and correctly classified 90.1% of the 
cases (Table no. 4).  

 

Table no. 4. Regression – Summary 
Step Probability -2 log Cox & Snell R 2 Nagelkerke R 2 

1 30,525 0.191 0.429 
Source: Authors' processing, 2022 

 
As can be seen in Table no. 5, the cases 
represented by an unmodified opinion significantly 
influenced the model. It correctly classified 73 of the 

cases represented by the unmodified opinion and 
incorrectly classified only one case of the unmodified 
opinion cases.  

 
 

Table no. 5. Regression – Classification 
   QO- % Correct 
 noticed  0 1 

Step 1 QO- 0 0 7 0.0 

  1 1 73 98.6 

 % general    90.1 
Source: Authors' processing, 2022 

 
The logistic model is statistically significant, but only 
overall. This occurs because the model includes only 
a small number of variables in the analysis. The only 

variable with a statistically significant regression 
coefficient is the constant variable (p>0.05), which 
leads us to the conclusion that none of the factors  
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included in the model is relevant for the audit opinion. 

We observe a significance threshold below p>0.10, a 
higher threshold than we usually find in the literature, but 
which nevertheless underlines a high significance of the IS 
variable. This level of significance reveals that the 
chances of an audit opinion becoming modified from 
unmodified is negatively influenced by the share of audit 

fees in the company's Turnover. In other words, the higher 
the audit fee, the greater the chance that the audit opinion 
will remain unchanged. 

These results highlight a danger to the independence of 
the auditor, as the analysis carried out shows us that the 
auditor could be influenced by the level of audit fees 
(Table no. 6). 

 

Table no. 6. Regression - Variables 
 Wald Chi  

square 
df Sig 

CA (1) 0.447 1 0.504 

BO (1) 0,000 1 0.998 

IS (1) 2,782 1 0.095 

SAFT (1) 0.076 1 0.783 

Constant 7,934 1 0.005 
Source: Authors' processing, 2022 

 

Additionally, we performed an analysis of differences 
(T statistic) to observe the implications of audit opinion 
and auditor size on the differences between the 
variables.  

From the results obtained, we notice that audit reports 
made by a Big 4 related company were present in the 
absence of a change of auditor and especially in the case 
of obtaining an unmodified audit opinion (Table no. 7). 

 

Table no. 7. Analysis of differences - BO 
Ranks 

BO N Mean  
Rank 

Sum  
of Ranks 

CA 0 33 42.68 1408.50 

1 48 39.84 1912.50 

Total 81     

IS 0 33 42.18 1392.00 

1 48 40.19 1929.00 

Total 81     

QO- 0 33 35.91 1185.00 

1 48 44.50 2136.00 

Total 81     

SAFT 0 33 43.12 1423.00 

1 48 39.54 1898.00 

Total 81     
Source: Authors' processing, 2022 

 

We also observe a high statistical significance of the 
differences in the case of the QO variable (Table no. 8). 
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Table no. 8. Analysis of differences - results 
  CA IS QO SAFT 

Mann-Whitney U 736,500 753,000 624,000 722,000 

Wilcoxon W 1912,500 1929,000 1185,000 1898,000 

Z -1,421 -0.443 -3,318 -0.673 

Asymp. Sig. (2-
tailed) 

0.155 0.658 0.001 0.501 

a. Grouping Variable: BO 
Source: Authors' processing, 2022 

 
Regarding the analysis of differences at the level of 
the QO variable, we observe the presence of an 
unchanged opinion in the case of an increase in 

audit fees, thus confirming the previous conclusion 
regarding the danger to auditor independence  
(Table no. 9). 

 

Table no. 9. Analysis of differences - QO 
QO- N Mean Rank Sum of Ranks 

CA 0 7 44.79 313.50 

1 74 40.64 3007.50 

Total 81     

IS 0 7 53.93 377.50 

1 74 39.78 2943.50 

Total 81     

SAFT 0 7 23.71 166.00 

1 74 42.64 3155.00 

Total 81     
Source: Authors' processing, 2022 

 
A high statistical significance can be observed in the case of the SAFT variable (Table no. 10). 
 

Table no. 10. Analysis of differences - results 
 CA IS SAFT 

Mann-Whitney U   232,500   168,500 138,000 

Wilcoxon W 3007,500 2943,500 166,000 

Z      -1,187      -1,796    -2,034 

Asymp. Sig. (2-tailed)       0.235       0.072     0.042 

a. Grouping Variable: QO 
Source: Authors' processing, 2022 

  
The purpose of this study was to analyze the probability of 
issuing an unmodified opinion and the influence of the 
identified factors on issuing such an opinion.  

After testing the regression model above, we found that 
the econometric model was statistically significant and we 
could observe certain high odds ratios (Odds Ratio), but 
none of the variables selected by us presented a high 
significance on the change of the model of regression, 
with the exception of IS variables that presented a 

significance threshold slightly above the 0.05 level found 
in the specialized literature. 

In the population studied, companies experienced 
fluctuations, i.e., increases in audit fees, which were often 
correlated with an increase in turnover. An increase in this 
indicator is accompanied by a higher risk of distorting the 
financial statements, which is why auditors are forced to 
perform more complex audit tests to reduce this risk, an 
action accompanied by an increase in audit fees that 
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compensates for the effort invested additionally, according 
to Haţegan (2019). 

Based on the study carried out, we can underline the 
effect of higher audit fees from two points of view: on the 
one hand, an intensification and increase in the quality of 
audit procedures, aimed at reducing the risk of significant 
distortion, is also accompanied by an increase in audit 
fees audit, but on the other hand, an increase in fees 
contributes to increasing the motivation of auditors to 
perform an audit of increased quality. 

4. Conclusions 
The subject of the quality of the financial audit remains an 
essential one for the users of the financial statements, 
namely in the case of decisions regarding the investments to 
be made or other strategic decisions. The auditors' reporting 
of opinions based on a high level of professionalism 
contributes to increasing stakeholders' confidence in the 
company's financial statements and activities. 

The purpose of this study was to present the importance 
of financial audit quality to users of financial statements. 
We tried to achieve this objective by corroborating the 
main factors that influence audit quality and identifying the 
correlation between them and the impact that each of 
them has on the opinion expressed. 

We have identified, based on the specialized literature, 
some of the factors that could influence, positively or 
negatively, the opinion expressed. These generally relate 
to the size of the auditor, audit fees, the auditor's 
experience and expertise in the client's field of activity, 
client dependence, independence, audit fees, and others. 

In the second part of the research, we aimed to identify 

the odds ratio between the dependent variable "Opinion 
expressed" and the selected independent variables 
(Auditor size, auditor rotation and audit fees, their share in 
the turnover and the evolution of the share). To achieve 
this objective, a statistical approach was followed. The 
studied sample was made up of 81 reports of 17 
companies registered at the Bucharest Stock Exchange, 
from 2016-2020. To analyze the odds ratio, namely the 
probability of issuing an unchanged opinion, depending on 
the determined factors, we used a logistic regression, with 
the help of the maximum likelihood and the Wald test. 

The results of the econometric processing show us a positive 
correlation between the audit opinion and the size of the 
auditor (0.37). Additionally, we found that the audit fees 
variable, expressed by the share of audit fees in the highest 
fee identified, is positively correlated, to a very high degree, 
with the size of the auditor. Thus, with the increase in the size 
of the auditor, the audit fees will also increase. 

Regarding the statistical regression model, it was not 
validated for any of the selected variables. However, high 
odds ratios can be observed for the IS variable. We thus 
conclude that the probability of issuing an unmodified 
opinion is not significantly influenced by one or more 
identified factors, but we can observe a minor influence in 
the presence of high audit fees. This conclusion reveals a 
danger to auditor independence. 

Some of the shortcomings of this study consisted in: the 
limited size of the studied sample as well as the limited 
number of variables, but this was justified by the limited 
research capabilities. In future studies, the expansion of 
the sample can be considered by increasing the number 
of companies studied and the period analyzed, as well as 
the use of more representative variables for a greater 
correctness of the analyzes performed. 
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Abstract 

In a global financial crisis, access to various investment 
resources becomes inevitable. Stable economic growth is 
possible under maximum use of accumulated savings for 
investment purposes. 

Ensuring favorable conditions for investing the 
population's savings in national investment assets 
remains an urgent problem. Citizens' savings, constituting 
their private property, should be used in the investment 
process, considering the differences between their 
individual preferences, the economic development of 
regions etc. 

In countries with developed market economies, individual 
investors are the main participants in the market for 
investment resources. By occupying a certain part of the 
investment market, individual investors serve as an 
important stabilizing force in times of crisis. 

Thus, this study aims to evaluate the impact of ROI and 
EPS indicators on the investment strategy of natural 
persons on the Bucharest Stock Exchange and to predict 
the behavior of investors according to the variation of 
these variables. 

Key words: return on investments; earning per share; 
stock market; investment; 
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1. Introduction 

The importance of individual investors for the development 
of the economy and the stock market is highlighted by the 
fact that the investment activity of citizens is seen as an 
indicator of the development of market relations. From the 
point of view of the development of the financial market as 
a whole and the stock market, its component, the massive 
attraction of investors - natural persons is considered a 
necessary condition. 

On the Romanian stock exchange, individual investors 
can form an investment portfolio in different ways. The first 
is with the help of a professional participant in the 
securities market (broker, trustee), which in turn involves 
either transferring funds for the administration of the trust 
to a broker, or making independent decisions on the 
purchase and sale of securities, while the broker only 
provides technical access to the exchange market. The 
second way is with the help of collective investment 
institutions. 

In the current context, the volatile economic 
environment forces any investor in a stock market 
to have considerable funds and financial-
accounting skills to make a profit/income as high 
as possible and reduce the losses related to the 
trading activity. Thus, by imposing some "minimum 
trading requirements" to achieve the objective, the 
need to study the important factors that contribute 
to shaping the investment strategy of natural 
persons appears. 

Taking into account the universal character of the ROI and 
EPS financial indicators in the stock market investment 
strategies of individual and institutional investors, the 
following objectives were formulated: 

 Evaluation of the impact of ROI and EPS on the 
investment strategy of individuals on the Bucharest 
Stock Exchange; 

 Forecasting the investment strategy according to the 
variation of the ROI and EPS indicators. 

The proposed study was developed in five sections: the 
first part presents the context of the research, the second 
section is dedicated to the review of the specialized 
literature existing up to the present moment, and the 
following two sections include the research methodology 
together with the results obtained. The final section, fifth, 
highlights the conclusions resulting from the econometric 
analysis. 

2. Specialized literature overview 

In a concise, selective way, the current state of 
knowledge, in a national and international context, will be 
highlighted in what follows. 

The primary objective of investors to make investment 
decisions is to obtain a maximum level of financial 
benefits. For most investors active on the stock market, 
the profitability of companies is an important criterion in 
determining the investment strategy. The specialized 
research carried out by Meythi and Hartono (2012) at the 
level of the Indonesian Stock Exchange, came to the 
conclusion that ROI and EPS information had a more 
significant impact on investors' decisions, compared to 
other financial performance indicators. Besides this, 
Qodriyah (2018) in his study on companies in the 
manufacturing industry showed that information on return 
of investment can be used to evaluate the performance of 
entities and has a major importance on the level of stock 
market capitalization  

Vasilescu (2011) highlighted the importance of using 
indicators such as value added (EVA), return on capital 
employed (ROCE), return on investment (ROI), earnings 
per share (EPS) and market value added (MVA) that could 
influence the process decision-making and investment 
plan remodelling. 

Badruzaman (2020) is of the opinion that a high EPS 
reflects the level of effectiveness and efficiency of the 
company's operations in managing the company, thus 
influencing investors to invest in the company. 

Hassanzadeh and Bigdeli (2019) believe that ROI and 
EPS indicators are helpful because they allow to examine 
options and make a more informed choice. They are also 
an essential component of an investment strategy, as they 
become "proof" that investing money in a project is a 
sound business decision. 

Susetyo (2013) conducted research to determine how the 
market reacted to the disclosure of earnings per share by 
various food and beverage companies. The study found 
that earnings information can help investors make better 
decisions. Several studies have shown this to be true, 
such as Praono and Christian (2004), Dimitros et al. 
(2013) and Nord Allah (2011). Different research found 
that earnings per share (EPS) had no significant impact on 
stock returns. This was discovered by Setivironi (2011), 
Tiswanu (2011) and Rahim (2013), who all came to this 
conclusion. 
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3. Research methodology 

3.1. Structure of the analyzed sample 

The econometric analysis of the impact of ROI and EPS 
indicators on the investment strategy of individual 
investors is carried out at the level of a sample of 65 
companies listed on the Bucharest Stock Exchange. The 

temporal interval on which the study was carried out is 
2017-2021, including a number of 1,950 observations. 

The distribution of companies by type of activity is 
described in Figure no. 1. There is a concentration of 
observations that show that most companies operate in 
the production & materials industry (40%), utilities & 
services (22%), respectively, heavy industry (12%), 
totaling over 70% of the analyzed sample. 

 

Figure no. 1. Structure of the sample by type of activity 

 

 
Source: Author's projection 

 

3.2. Empirical data analysis 

The first part of this study focuses on analyzing the extent 
to which ROI and EPS indicators influence the strategic 

decisions of individual investors on the Bucharest Stock 
Exchange. 

To test the existence of a link between these three 
variables, at the BVB level, we opted for an econometric 
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analysis based on the method of least squares (OLS). 
Thus, the econometric function related to the stated 
hypotheses is presented as follows: 

Yt = α + β*Xt + εt, 

where: 

Yt – the dependent variable: the individual investor's 
decision; 

α – the coefficient of the free term;  

β – the coefficient of the independent variable;  

Xt – the independent variables: ROI and EPS indicators;  

εt – residual error;  

t – period of time (2017 - 2021). 

In the second part of the study, the forecasting of the 
investment strategy according to the variation of the ROI 
and EPS indicators was carried out based on a VAR 
model, which can be written in the form of the following 
equation: 

The investor's decision = 

+ * + * +  

where: 

- the coefficient of the free term; 

,   - are the coefficients of the endogenous 

variables; 

 - denotes the residual error. 

Carrying out the VAR econometric analysis involved the 
use of specialized software (for example, Eviews) to 
complete the following stages: 

I. Application of stationarity tests 
A series is stationary if a shock to it is temporary and 
absorbed over time. If there is a non-stationary series, a 
stationary series is obtained by differentiation. At the level 
of this study, we tested the stationarity of the series based 
on the Augmented Dicley-Fuller and Philips-Peron tests. 

II. Performing the Granger test 
Using the Pairwise Granger causality test allows checking 
the proportion in which the current level of a variable is 
due to previous levels. At the same time, by adding 
independent variables, the explanation can be improved. 

 

III. Selecting the appropriate VAR model and lag 
To select the VAR model and the appropriate lag, the 
"VAR Lag Order Selection Criteria" test was used, the 
results of which present decision-making information 
regarding the criteria LR (sequential modified LR test 
statistic), FPE (Final prediction error), AIC (Akaike 
information criterion), SC (Schwarz information criterion), 
HQ (Hannan-Quinn information criterion). 

IV. Checking the stability condition of the model 
Checking the stability condition of the VAR model is done 
by using the AR Root functions. 

V. Identification of impulse functions 
The evaluation of the effect of a shock of the current or 
future variation of the independent variables on the 
investor's decision was made based on the graphical 
illustration of the results obtained after performing the 
Cholesky test. 

4. Results and discussions 

4.1. Assessing the extent to which ROI and EPS 
indicators influence the strategic decisions of 
individual investors 

Analyzing the data presented in Table no. 1, the following 
conclusions can be drawn: 

1. The probabilities attached to the test are lower than 
the 5% relevance level; therefore, the coefficients are 
considered statistically significant; 

2. The correlation coefficients (R-squared) confirm that 
throughout the analyzed period, there is a significant 
statistical link between the dependent variable – the 
individual investor's decision, and the independent 
variables – the ROI and EPS indicators, the changes 
in investors' decisions being reflected in the change in 
ROI and EPS ( for example, in the case of 2021, a 1 
pp increase in the ROI indicator causes an increase in 
the private placements of individual investors by 0.17 
pp, and in the case of an increase in the EPS indicator 
by the same value, the investments of natural persons 
in the analyzed sample increase by 0.49 pp). 

Therefore, it can be appreciated that the built model can be 
considered representative to describe the link between ROI, 
EPS indicators and the individual investor's decision at the 
Bucharest Stock Exchange level in the period 2017-2021. 
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Table no.1. The results of the regression equation of the influence of ROI and EPS on the individual investor's 
decision 
Year (2017) Regression coefficient Prob. 

ROI 0,147009 0,003212 

EPS 0,327305 0,023261 

R-squared 0,229161 

Year (2018) Regression coefficient Prob. 
ROI 0,116349 0,017352 

EPS 0,454488 0,003561 

R-squared 0,207898 

Year (2019) Regression coefficient Prob. 
ROI 0,119746 0,038251 

EPS 0,430971 0,012581 

R-squared 0,338442 

Year (2020) Regression coefficient Prob. 
ROI 0,223548 0,014791 

EPS 0,450259 0,001597 

R-squared 0,266966 

Year (2021) Regression coefficient Prob. 
ROI 0,173447 0,012561 

EPS 0,498425 0,008935 

R-squared 0,208540 

Source: Own processing using Eviews 10 

4.2. Forecasting the investment strategy according 
to the variation of the ROI and EPS indicators 

In the first stage of the VAR analysis, the results of the 
Augmented Dicley – Fuller test showed that the series are 

not stationary, being represented by a unit root. As a result, 
we proceeded to the first-order differentiation of the series, 
and the results indicated that the first-order integrated series 
are stationary1 (see Table no. 2, Philips-Peron test). 

 

Table no. 2. Testing the stationarity of the series based on the ADF and PP tests 
Test results - Augmented Dickley - Fuller Test results - Philips - Peron 

Null Hypothesis: The investor's decision has a unit root 
Exogenous: Constant   
Lag Length: 0 (Automatic - based on SIC, maxlag=10) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -0.935561  0.7707 

Test critical values: 1% level  -3.534868  
 5% level  -2.906923  
 10%level  -2.591006  
     
      

Null Hypothesis: D(The investor's decision) has a unit root 
Exogenous: Constant   
Bandwidth: 0 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -0.103745  0.0341 

Test critical values: 1% level  -3.536587  
 5% level  -2.907660  
 10% level  -2.591396  
     
      

Null Hypothesis: ROI_2021 has a unit root 
Exogenous: Constant   
Lag Length: 0 (Automatic - based on SIC, maxlag=10) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -0.081089  0.9466 

Test critical values: 1% level  -3.534868  
 5% level  -2.906923  
 10% level  -2.591006  
      

Null Hypothesis: D(ROI_2021) has a unit root 
Exogenous: Constant   
Bandwidth: 0 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic  0.370709  0.0202 

Test critical values: 1% level  -3.536587  
 5% level  -2.907660  
 10% level  -2.591396  
      

1 Probability >0.05 represents non-stationary series 
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Test results - Augmented Dickley - Fuller Test results - Philips - Peron 

Null Hypothesis: EPS_2021 has a unit root 
Exogenous: Constant   
Lag Length: 9 (Automatic - based on SIC, maxlag=10) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic  0.611708  0.9889 

Test critical values: 1% level  -3.552666  
 5% level  -2.914517  
 10% level  -2.595033  
     
     

 

Null Hypothesis: D(EPS_2021) has a unit root 
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -3.974865  0.0028 

Test critical values: 1% level  -3.536587  
 5% level  -2.907660  
 10% level  -2.591396  
     
     

 

Source: Own processing using Eviews 10 

 
Based on the Pairwise Granger causality methodology, 
presented in Table no. 3, it was verified whether the 
changes in the ROI and EPS indicators led to the 
remodeling of the investment strategy of natural 
persons. A value of less than 0.05 for the probability 

displayed by Eviews implies rejection of the null 
hypothesis. For a level of significance greater than 5%, it 
follows that the variation in the values of the financial 
indicators is a cause of the change in the investor's 
decision. 

 

 Table no. 3. Results of the Pairwise Granger test 
 Pairwise Granger Causality Tests 
 Date: 07/30/22   Time: 13:30, Sample: 1 67, Lags: 2     

    
 Null Hypothesis: Obs F-Statistic Prob.      

    
 ROI_2021 does not Granger Cause The Investor's Decision _2021  64  0.13528 0.8737     

    
 EPS_2021 does not Granger Cause The Investor's Decision _2021  64  0.03065 0.9698 

Source: Own processing using Eviews 10

The results of the VAR Lag Order Selection Criteria test, 
presented in Table no. 4, indicate that for the eight 
theoretical lags, the selection indicators (FPE, AIC, SC, 
HQ) recommend a lag equal to 0 for the VAR model 

"Investor Decision – ROI – EPS". The appropriate choice 
of this lag is also confirmed by checking the degree of 
stability of the VAR model through the AR Root function 
(see Table no. 5). 

 
  Table no. 4. Criteria for selecting the order of the VAR lag 
 VAR Lag Order Selection Criteria    
 Endogenous variables: The Investor's Decision _2021 ROI_2021 EPS_2021   
 Exogenous variables: C      
 Date: 07/30/22   Time: 13:32, Sample: 1 67, Included observations: 60    

       
        Lag LogL LR FPE AIC SC HQ 
       
       0 -323.4714 NA*   10.68413*   10.88238*   10.98710*   10.92334* 
1 -316.5685  12.88541  11.46441  10.95228  11.37115  11.11613 
2 -312.5501  7.099233  13.57062  11.11834  11.85136  11.40506 
3 -309.6835  4.777680  16.75285  11.32278  12.36996  11.73239 
4 -306.9804  4.234869  20.90490  11.53268  12.89400  12.06517 
5 -305.0180  2.878098  26.93073  11.76727  13.44274  12.42264 
6 -292.7016  16.83247  24.79684  11.65672  13.64635  12.43497 

       
        * indicates lag order selected by the criterion   

Source: Own processing using Eviews 10 

 



Influence of the Indicators Return on Investment and Earning per Share on the Decision  
of the Individual Investor – an Econometric Approach 

 

No. 4(168)/2022 687 

  

  Table no. 5. Verification of the stability condition of the model 
 Roots of Characteristic Polynomial 
 Endogenous variables: 
 The Investor's Decision _2021 ROI_2021 EPS_2021 
 Exogenous variables: C  
 Lag specification: 1 2, Date: 07/30/22   Time: 13:37 

  
       Root Modulus 
  
   0.990879 - 4.119421i  4.236918 

 0.990879 + 4.119421i  4.236918 
 0.347840 - 0.320326i  0.472865 
 0.347840 + 0.320326i  0.472865 

  
 No root lies outside the unit circle.   VAR satisfies the stability condition. 

 No root lies outside the unit circle. 
Source: Own processing using Eviews 10 

The processing of financial data according to the 
requirements of performing a VAR regression model 
allowed us to identify two impulse responses, illustrated in 

Figure no. 2, which evaluate the effect of a shock on the 
current or future variation of the variables ROI, EPS and 
the decision of the individual investor. 

 

Figure no. 2. Results of the VAR model using the Cholesky test 

 

 
Source: Own processing using Eviews 10 

 

Therefore, the application of the Cholesky test generated 
the following conclusions: 

1. A shock of +1% of the ROI indicator at the level of the 
studied sample of 65 companies traded on the 

Bucharest Stock Exchange will generate in the first 
forecasted year an increase of 0.18% in the investments 
made by individuals, followed by a decrease in the pace 
of attracting financial placements by the fourth year and 
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recovery of growth at the level of the third year by the 
end of the forecasted year seven; 

2. A shock of +1% of the EPS indicator at the level of the 
studied sample of 65 companies traded on the 
Bucharest Stock Exchange implies an approximate 
evolution to that found in the case of the ROI indicator, 
therefore, it will generate a 0.60% increase in 
investments made by natural persons, followed by a 
decrease in the pace of attracting financial placements 
until the fifth year, maintaining this level until the end of 
the forecasted time interval. 

5. Conclusions 

The obtained results confirm that the strategy of the 
individual investor is influenced by the EPS and ROI 
indicators. The application of the two econometric 
methods, the OLS method (the least squares) and the 
VAR method, regarding forecasting the evolution of the 

studied variable according to the change of the 
independent variables at the level of the studied sample 
highlights the fact that the EPS indicator has a more 
significant weight compared to the ROI indicator, in the 
case of determining the strategy of investment of natural 
persons. Therefore, this aspect tells us the tendency of 
the individual investor to orientate financial placements 
within companies that register a considerable profit per 
share, classifying the criterion of recovery of investments 
over time as a secondary place. 

The limits of the research consisted in the fact that there is 
no certified database, the data and indicators were 
extracted and calculated manually, being taken from the 
set of financial statements published by companies on the 
website of the Stock Exchange. 

Future research directions aim to expand the sample both 
nationally and internationally, analyzing in addition to 
financial indicators and cultural/social criteria. 

 

BIBLIOGRAPHY 
 

1. Badruzaman, J., (2020). The impact of earning per 
share and return on equity on stock price, Journal 
Syst Rev Pharm, Vol. 15, No. 2, pp. 245-256; 

2. Bigdeli, T., Hassanzadech, M. (2019). Return of 
Investment (ROI) in Research and Development 
(R&D): Towards a framework, Journal of The 
International Conference COLLNET, Vol. 3, No. 4, 
pp. 42-47; 

3. Dimitros. I., (2006). The Introduction of Economic 
Value Added (EVA) in The Greek Corporate Sector, 
The South European Review of Business and 
Accounting, Vol. 4, No.2, pp. 23-29; 

4. Meythi.P, Hartona. H., (2012). The effect of earnings 
and cash flow information on stock prices, Scientific 
Journal of Accounting, Vol. 7, No. 2, pp. 87-93; 

5. Nurdillah, M. (2011), Analysis of the Effect of Earning 
Per Share, Debt to Equity Ratio and Return on 
Equity on the Stock Price of PT Unilever Indonesia, 
Journal of Management and Accounting, Vol.12, No. 
1, pp. 151-158; 

6. Praono, P., Christian, H. (2004), Effect of Economic 
Value Added, Residual Income, Earning, and 
Operating Cash Flow on Return Received by 
Shareholders (Study on manufacturing companies 
listed on the Jakarta Stock Exchange), Journal of 
Accounting and Finance, Vol. 6, pp. 140-166; 

7. Qodriyah, R., (2018). Earnings per share - a 

parameter of the company's performance based on 

the life cycle (value relevance study), Journal of 

Accounting and Auditing, Vol.1, No.1, pp. 9-16; 

8. Rahim, Y.D. (2013). The effect of earning per share, 

operating cash flow, economic value added, and 

market value added on stock return, Journal of 

Economics, Vol.13, No. 9, pp.38-46; 

9. Setivironi, P.I. (2011). Effect of Comparison of 

Economic Value Added and Profitability Ratios on 

Stock Returns, Journal of Economics and Business, 

Vol.27, No. 3. pp. 191-208; 

10. Susetyo, A. T. (2013). The Effect of Economic Value 

Added, Earning Per Share and Price Earning Ratio 

on Stock Returns, Journal of Management Science, 

Vol.1, No. 1., pp. 11-24; 

11. Tiswanu, W. (2011). The effect of economic value 

added, residual income, earnings and operating cash 

flows on returns received by shareholders, Research 

Journal of Jambi University, Vol.13, No.1, pp. 41-46; 

12. Vasilescu, L., (2011). Assessing the firm 

performance through the financial ratios, Analele 

Universităţii “Constantin Brâncuşi” from Târgu Jiu, 

Seria Economie, Nr. 3/2011, pp. 159-166. 



Accounting Students' Predilection Toward Digitalisation: A Qualitative Approach 

 

No. 4(168)/2022 689 

  

 

Accounting 

Students' 

Predilection 

Toward 

Digitalisation:  

A Qualitative 

Approach 

Univ. Assist. Sînziana-Maria RÎNDAŞU, Ph. D.,  
Bucharest University of Economic Studies,  

e-mail: sinziana.rindasu@cig.ase.ro 

Univ. Prof. Victoria STANCIU, Ph. D.,  
Bucharest University of Economic Studies,  

e-mail: victoria.stanciu@cig.ase.ro  

 
 

Abstract 

The digitalisation of the accounting profession is leading to 
changes in the accounting education by integrating more 
IT-related topics in response to the business 
environment's shifting needs. The relevant literature 
regarding accounting education currently focuses on 
introducing more IT-related subjects into the curricula; 
however, less attention has been paid to the 
undergraduates' predilection toward digitalisation.  

As in Romania the accounting faculties offer the 
specialisation accounting and management information 
systems, the present study aims to examine the 
accounting students' attitude toward management 
information system subjects and provide a glimpse 
regarding the preference of choosing the research field. A 
qualitative approach has been selected, organising semi-
structured interviews, focusing on the undergraduates' 
experience with IT-related subjects.  

The findings indicate that the students' experience has 
been determined by various factors, such as previous 
education, the online context, personal preferences 
regarding the professors, sense of connectedness, and 
English fluency. Although the participants appreciate the 
importance of the management information systems 
subjects, they seem to have a limited understanding of the 
practical use in an accounting context. The study 
contributes to the understanding of the accounting 
students’ predilection toward digitalisation and its findings 
can be leveraged by both educators and management to 
improve the future practitioners' experience. 

Key words: accounting education; management 
information systems; digitalisation; 
undergraduates' perception. 
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Introduction 

Digitalisation plays a vital role in the international 
accounting profession and the professional bodies 
along with the academic environment readapted their 
curricula, so that future accounting practitioners will 
have a solid knowledge base and continue to provide 
valuable information to the management, 
stakeholders and shareholders in a highly digitalised 
environment. While the need for awareness 
regarding the digitalisation of accounting processes 
is a continuous concern in the relevant literature 
(Apostolou, Dorminey and Hassell, 2022), up to now, 
far too little attention has been paid to the 
predilection of accounting students toward 
digitalisation. Although previous studies focused on 
the students’ perception regarding the digitalisation 
of the profession (Iordan et al., 2022; Stanciu and 
Pugna, 2020), the factors affecting the predilection 
toward IT-related subjects have not been analysed. 

The term digitalisation, used frequently throughout this 
paper, refers to the process in which the accounting-
related activities are accomplished mainly with the use of 
IT solutions and technologies. Therefore, this paper does 
not aim to analyse the impact of the pandemic on the 
academic education from the point of view of using IT 
solutions in the context of carrying out activities in an 
online format and the predilection of students about this 
format. The purpose of this paper is to explore the 
predilection of accounting students toward Management 
Information Systems (MIS) subjects available in the 
bachelor program curricula.  

In Romania, as regulated by the Ministry of Education, 
within the field of undergraduate studies in Accounting, 
there is only one specialization: Accounting and 
Management Information Systems, where the curricula 
are focus mainly on accounting and MIS subjects. This 
aspect represents an opportunity to investigate 
students’ predilection toward MIS and understand the 
factors that determine future accountants to engage 
more in building sufficient digital skills to respond to 
the requirements of an already highly digitalised 
profession in a continuous transformation supported by 
the adoption of disruptive emerging technologies.  

This study uses a qualitative approach to investigate 
students’ predilection toward digitalisation by examining 
the factors that determine students’ preference regarding 
IT-related topics. As this research is exploratory in nature, 
it investigates, with the help of semi-structured interviews, 
the predilection toward digitalisation. 

This paper has been divided into four parts. The first part 
examines the relevant literature on the accounting 
students’ predilection toward digitalisation, while the 
second part focuses on the methodology used to conduct 
this research. In the third part we analyse the information 
obtained from the interviews and in the last part we 
present our conclusions, limitations, and future research 
directions. 

1. Literature review 
The digitalisation of the accounting profession continues 
to represent a current concern of researchers as in almost 
(if not all) the accounting processes, IT solutions are being 
used to automate the tasks, decrease the time spent, 
eliminate redundancies, and reduce errors (Agostino, 
Saliterer and Steccolini, 2022; Bhimani, 2021).  

Given the large volume of information produced that 
must be processed in a timely manner, companies 
started to adopt new solutions to harness the data and 
as a response to the market needs, the academia and 
professional bodies adjusted their curricula to include 
new technologies that will prepare the future 
practitioners to respond to the business needs (Berikol 
and Killi, 2021; Stancheva-Todorova and Dimitrova, 
2021).  

Previous literature has highlighted that despite the fact 
that universities have updated their curricula and 
integrated more IT-related subjects, the undergraduate 
accounting degree programs are still not completely 
helping students to develop the required competencies 
(Bayerlein and Timpson, 2017). This aspect might be 
caused by the fact that despite the inclusion in the 
curricula of some subjects, the information presented 
and the skills developed are sometimes superficial 
(Guşe and Mangiuc, 2022). 

Notwithstanding the students’ acknowledgement of the 
importance of digitalisation in the accounting profession 
(Felski and Empey, 2020; Jackson, Michelson and 
Munir, 2022), researchers have uncovered some 
differences of opinion regarding the desirable 
competencies that future accountants should master 
(Aryanti and Adhariani, 2020), which leads to the idea 
that the undergraduates may not have sufficient 
information regarding the market requirements. 

Most current undergraduate students are considered 
members of Generation Z, which has been surrounded by 
rapid technological changes and advancements from a 
young age. Therefore, they are considered “authentic 
digital natives who are a hyper cognitive generation with 
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different student profiles than before” (Hernandez de 
Menendez, Escobar Día and Morales Menendez, 2020, p. 
1) and are increasing the need for change in an 
environment with global competition between universities. 

Compared with other undergraduate accounting 
programs from other countries that provide some 
IT-related subjects, in Romania all accounting 
faculties have the unique specialisation Accounting 
and Management Information Systems, where the 
students are trained in both fields. The purpose of 
these programs is to create a solid foundation of 
knowledge for the graduates in an attempt to 
address the market’ expectations. This context 
allows us to examine students’ predilection toward 
digitalisation in a more detailed manner. 

2. Research methodology 

This study sought answers to the following research 
questions: 

RQ1: What are the main challenges encountered by 
students regarding MIS subjects? 

RQ2: What determines accounting students to avoid 
writing their graduation paper in the MIS field? 

RQ3: Do the students have sufficient knowledge of the 
importance of the skills developed during MIS 
courses? 

 

2.1. Institutional context: a description of the MIS 
curricula 

In order to provide the institutional context, we first 
describe the curricula of the faculty of Accounting 
and Management Information Systems from the 
Bucharest University of Economic Studies and the 
choices that students have to make regarding the 
bachelor paper. As in the case of other faculties in 
Romania that offer this specialisation, in the 
curricula, there are seven mandatory and one 
optional subject in the MIS field, starting from basic 
digital skills, such as the MS Office package, 
especially Excel – one course, then focusing on 
Relational Databases - two courses, along with 
Programming Languages- one course, Web Design 
– one course, System Design – one course and 
Business Intelligence – one course. For the optional 
subjects, the students can select one of the three 
available courses, such as Accounting Information 
Systems, Technologies for Accounting Software 

Development, and Management of Virtual Enterprise. 
The last two mandatory courses are scheduled for 
the final year of the program, while all the others, 
including the optional course, are planned for the first 
two years.  

At the end of the second year, according to 
the procedures in place, the students have to 
select or propose a bachelor paper title and 
select, if desired, one coordinator. If no 
coordinator is selected, one will be provided. 
There are three departments that propose the 
titles for the bachelor papers: Accounting, 
Management Information Systems, and 
Financial and Economic Analysis and 
Valuation; the students are completely free to 
select any of the departments and title for the 
future paper.  

 

2.2. Participants' selection 
Considering the purpose of the research, namely to 
analyse students’ predilection toward digitalisation, 
when selecting the participants, we chose from the 
initial list of students, available on the faculty 
website, 41 possible participants who have opted to 
write their graduation paper in the accounting field, 
all with different coordinators. Selecting exclusively 
students that have decided to write their graduation 
paper in the accounting field, given the fact that they 
also received training in the MIS field, provides a 
better understanding on the challenges encountered 
and the factors that affect the predilection toward 
digitalisation. We contacted the participants by email, 
and 14 students accepted to participate in the 
research. They have previously been informed about 
the subject of the study; however, the questions 
have not been provided prior to the discussion. The 
interviews took place online, during March 9-18, 
2022.  

All participants are students of the Bucharest 
University of Economic Studies (BUES), within the 
Bachelor's program Accounting and Management 
Information Systems (Table no. 1). The choice of the 
educational institution was made according to the 
World Ranking of universities, published by Times 
Higher Education (2022), where, according to the 
ranking, BUES is, in terms of performance, the first 
university in Romania that offers study programs in 
the field of Accounting and Finance. 
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Table no. 1. Participants’ profile 

Participant ID Gender Age High School profile 
Work 

experience 
(accounting) 

Interview  
length (min.) 

Interviewee 1 F 22 Mathematics-Informatics - 16 

Interviewee 2 F 21 Economics - 24 
Interviewee 3 M 22 Economics - 19 

Interviewee 4 M 22 Mathematics-Informatics 1 year 49 

Interviewee 5 F 22 Philology 1 month 30 

Interviewee 6 F 22 Mathematics-Informatics - 37 

Interviewee 7 F 27 Mathematics-Informatics 5 years 30 

Interviewee 8 F 22 Natural Sciences - 19 

Interviewee 9 F 22 Economics 6 months 22 

Interviewee 10 F 23 Economics - 27 

Interviewee 11 F 22 Economics - 28 

Interviewee 12 M 26 Theology 1 year 38 
Interviewee 13 F 21 Mathematics-Informatics 1 year 21 

Interviewee 14 M 22 Social Sciences - 23 
Source: Authors’ own projection 

 
2.3. Interview design and data analysis 
To respond to the research questions, we conducted 
semi-structured interviews with the 14 students who 
accepted the invitation. By using this approach, the 
participants were able to provide elaborate responses and 
thus increase the understanding of the investigated topic 
using qualitative narratives (Gendron and Spira, 2010). In 
qualitative research, the objective is to “tap into the 
knowledge of those who have the requisite experience, 
first-hand knowledge, and understanding to provide 
meaningful insight into the issue being investigated” 
(Malsch and Salterio, 2016, p. 6); therefore, the literature 
regarding sample sizes varies, focusing on the fact that 
the sample “should therefore include as many cases as 
are needed with a view to the research question, but it 
should not model itself on quantitative standards” 
(Schreier, 2018, p. 90) and the researchers should use 
saturation as a criterion. To determine the appropriate 
sample size required, we applied the algorithm proposed 
by Francis et al. (2010), thus establishing a minimum 
number of 10 participants for the initial analysis and three 
more subsequent interviews, from which no additional 
information would result from those previously collected. 
Thus, in this study, saturation was reached at the 11th 
participant, continuing with three more interviews from the 
time saturation was identified. During the interviews, the 
respondents were asked 12 questions, probes being used 
when necessary. The categories on which the interview 

focused were the following: general demographic 
information, reasons for selecting the bachelor program, 
the main challenges regarding the MIS curricula, reasons 
for not selecting the graduation paper in the MIS field, and 
proposed changes to the curricula.  

All the interviews have been recorded, as the participants 
accepted this approach, and afterwards the audio files 
were transcript to reduce the time and assist the 
researchers analyse the obtained information through a 
recursive process of category identification and open 
coding, with the purpose of capturing the respondents’ 
ideas. 

3. Results and discussions 

The results will be discussed in terms of the major themes 
presented in the research questions. 

 

3.1. Challenges encountered while studying MIS 
subjects 

Although the analysed curricula assume no previous 
exposure of the students to MIS-related subjects, 
sometimes the undergraduates felt the need to have an 
additional background regarding the topics, mostly in 
terms of the MS Office package. As prior literature 
highlighted (Lee et al., 2018), this represents one of the 
most required digital skills in the accounting profession, 
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especially proficient skills with spreadsheet programs. 
Given the fact that some participants were more exposed 
in high school to IT-related subjects, depending on the 
profile graduated, some of them managed to adapt easier, 
while for others the topics were perceived as relatively 
difficult, as highlighted during the interviews: 

 Although in high school we had some IT subjects, the 
information provided were too general so the first 
serious practice I had was during the undergraduate 
program. It was quite difficult for me and I think it 
would have been easier to have a solid background 
from high-school. (Interview 2); 

 During the tutorials, I often fell behind and, instead of 
focusing on the logic, I was paying more attention to 
write the syntax correctly. (Interview 8); 

 It was extremely hard to adapt as I did not have 
previous knowledge regarding these topics, the logic 
was somehow hard to follow. (Interview 12).  

Another aspect that created challenges for the participants 
was the transition from face-to-face classes to online, as 
an impact of the pandemic. This context allowed students 
to work on their own devices and be more productive (I 
have worked much better in the online context as I was 
able to use a decent computer. If during courses we had 
no access to computers, online I was able to work even 
during courses as the professor explained the subjects. – 
Interview 3), while others were negatively impacted, 
mostly because they did not manage to stay focused 
during the activities (In the first year, while we had the 
activities in person, I felt no need to check my phone 
during the classes; however, at home, I was continuously 
distracted. – Interview 10). 

Most subjects included in the MIS curricula use some 
syntaxes in English, and while some participants consider 
having sufficient skills to understand the code behind some 
applications, for other students this created some 
challenges (sometimes following a syntax in English was 
difficult as I was not familiar with some of the terms. I think 
that if I had a better level of proficiency in English, I would 
have perceived the subjects as being easier. – Interview 2).  

Even though the program has a dual specialisation, most 
of the activities are allocated for accounting topics, having 
a much more limited number of activities for the MIS 
subjects. Due to this context, the students sometimes 
perceived the volume of information provided during MIS 
activities as being considerably higher compared to the 
accounting-related subjects, as highlighted in the following 
interviews: 

 I felt like there were not enough activities allocated, 
there were many requirements during MIS subjects in 
a relatively short period of time, I personally needed 
more information to be able to develop the proper 
skills. – Interview 3; 

 Sometimes the professor explained some concept 
while we were also working on developing some 
applications, I preferred to have more laboratory 
activities allocated as there was not enough time to 
understand the theoretical background and to also 
apply those concepts in practice. – Interview 4. 

One more recurrent challenge highlighted by the 
participants was related to the lack of a sense of 
connectedness, especially in the online context. Although 
the respondents appreciated that the level of support 
provided was sufficient (MIS professors were always 
happy to help. – Interview 1; The professors always asked 
us if the information provided were clear enough – 
Interview 8; I felt free to ask anything, no matter how trivial 
the topic was – Interview 13), some of them perceived the 
online context as unsuitable (The professors were 
relatively distant - Interview 5; I selected this faculty after 
graduating from another specialisation [Theology] as I 
wanted to have a secure place of work and despite the 
fact that jobs in the IT field are better paid, some of the 
professors created a tense atmosphere during the 
activities and thus determined me to pay less attention to 
the topics – Interview 12). 

 

3.2. Selection of the field for the graduation paper  
Analysing the students’ distribution according to the field 
chosen for their graduation paper, available on the 
faculty's website, it was possible to see that slightly more 
than 10% of the graduates (73 out of 714) chosen a 
bachelor's thesis in the IG field; therefore, we considered 
appropriate to investigate whether this aspect can provide 
more meaningful information regarding students’ 
predilection toward digitalisation. All the participants are 
writing their graduation papers in the accounting field and 
they were asked to provide some reasons why they 
decided not to have their paper in the MIS field, as the 
majority assessed the experience with MIS subjects to be 
more than acceptable, also having participants that 
selected the undergraduate program, especially for the 
MIS subjects (I analysed the curricula regarding the MIS 
subjects and I applied for this faculty. – Interview 3; I 
opted for this specialisation more for the MIS part as I 
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liked these topics in high-school. – Interview 4; Initially I 
was thinking to apply for a program with more IT-related 
subjects; however, from a pragmatic point of view I opted 
for this program as it provided both IT-related topics and 
accounting, which is a vital part for all economic activities. 
– Interview 6). 

After analysing the data collected during the interviews, 
the following themes emerged regarding the selection of 
the field: 

 Peers' experience with a particular professor – 
some of the students stated that when selecting the field 
and the coordinator they relied more on the experience of 
their older peers: I have not worked in the past with the 
coordinator, but some colleagues from the students’ 
association I am part of advised me to ask this professor 
to coordinate my paper as she provided them with the 
support needed. – Interview 1; During the online context 
we created study groups and my peers had a great 
opinion about their coordinator, so I decided to ask her. – 
Interview 5; 

 Personal experience with a particular professor – 
when selecting a title for the graduation paper and a 
professor, the students are not restricted to collaborate 
only with certain professors; they can ask for anyone on 
the list of available coordinators. Nevertheless, it seems 
that the professors that managed to create a greater 
sense of connectedness are preferred by the students: I 
selected first the coordinator as during the activities we 
had, she always presented the concepts in a practical 
manner and demonstrated a persistency regarding the 
requirements during the semester. – Interview 6; I wanted 
to work with this coordinator as during the activities he 
managed to create an engaging environment and I 
consider that he contributed greatly to both my personal 
and professional development. – Interview 12; 

 Relevance of the field regarding the (future) 
profession – as some of the students are already working 
in the accounting field, they considered it appropriate to 
select a paper in this field in order to increase their 
professional skills (I selected a topic that will help with my 
professional development, although I work in accounting 
for about a year, I felt like I do not have sufficient 
knowledge regarding this topic (taxation). – Interview 4; I 
wanted something that will help me at my job, although I 
think that a paper in the MIS field would have been 
interesting, I had to focus first on the actual professional 
needs. – Interview 7). In other cases, the participants 
selected the topic having in mind their future profession (I 

want to get a job after I graduate and I think this topic will 
help me develop new skills [non-financial reporting]. – 
Interview 10; 

 Perceived level of proficiency in the MIS field – even 
though the respondents have successfully passed the MIS 
exams, some of them consider having a limited set of 
skills in this field: There were too many skills for me to 
develop if I have opted for a paper in this field. – Interview 
2; I think that the graduation paper is something that 
shows your proficiency in a particular field, to be honest, I 
think that a paper in the MIS field will require more 
compared with my set of skills. – Interview 9; I did not 
even consider the MIS field as the online context made 
me feel that I was not prepared enough. – Interview 11;  

 Lack of information regarding the requirements of a 
graduation paper in the MIS field – although the students 
can inquire the professors for additional information 
regarding a topic, the majority do not engage in this 
approach, thus leading to uncertainty: No one in my group 
had their paper in the MIS field, I am not quite sure what a 
topic from this field would require. – Interview 8; I think 
that there is much more information that I can leverage in 
the accounting field. The other students said that a paper 
in the MIS field would require more effort, and I did not 
have a clear understanding of the demands for such a 
paper. – Interview 14. 

 

3.3. MIS skills' relevance 
As presented in the objectives, the MIS subjects are 
designed to help future practitioners have a sufficient level 
of understanding of the technologies with which they will 
more likely work with. As previous literature has 
emphasised, subjects such as Relational Databases 
where the students are trained to use SQL – a structured 
querying language, have practical applications in the 
accounting field (Lawson and Street, 2021; Tojiboyev et 
al., 2022) and subjects such as Programming Languages 
and Business Intelligence are helping students to create a 
solid base in terms of data analytics. The other two 
subjects, Systems and Web Design, have the purpose of 
facilitating the undergraduates' understanding regarding 
the development of accounting information systems. 
Nevertheless, some of the students have highlighted 
during the interviews that the most useful MIS-related 
subject for their career as future practitioners will be 
mostly MS Office (Although at this moment I am in a 
training program, I used Excel daily, I should have been 
more focused on this subject as I now realise its 
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importance. They will teach you some accounting 
concepts if needed, but they expect that you already know 
how to use a computer. – Interview 5; I am using Excel on 
a daily basis and I think the curricula should be extended. 
– Interview 7).  

Despite the fact that the competencies of spreadsheet 
programs represent the most common requirement in the 
accounting field, regardless of the level of experience 
(Rîndaşu, 2021), the other subjects play a vital role in a 
highly digitalised environment. Students’ understanding 
regarding the importance of a particular topic may be 
limited due to the fact that the relevance of the skills 
developed in the context of the accounting profession is 
not clear enough (I don’t think that I will use programming 
languages in this profession. – Interview 9). Moreover, 
some of the students have highlighted the fact that they 
would have preferred to use more accounting information 
systems AIS programs during their undergraduate studies 
as currently the only AIS is represented by some of the 
modules available in SAP.  

Based on the information received from the participants, it 
seems that there is a current need for more collaboration 
between the accounting and MIS departments so that the 
students have a better understanding of the relevance of 
the IT skills developed in the accounting field.  

Conclusions 

The aim of the present research was to examine the 
accounting students' predilection toward digitalisation due 

to the constant changes determined by the continuous 
adoption of IT-related solutions meant to improve the 
accounting processes. By conducting a series of 
interviews with senior accounting undergraduates, the 
findings indicate that despite having a reasonable 
understanding of the importance of MIS subjects in an 
accounting context, the students tend to consider these 
courses as being relatively difficult than other subjects, the 
preference being determined mostly by the previously 
developed skills, sense of connectedness with the 
lecturers, perceived relevance of the topic in the future 
profession and self-assessed level of proficiency.  

The findings of this study have several important 
implications for future practice, as they provided valuable 
insights for a better understanding of the main challenges 
that future practitioners might face in a highly digitalised 
profession, thus allowing the academic environment to 
address the issues emphasised. Furthermore, the results 
lay the groundwork for future research on the factors that 
can determine changes of preference regarding IT-related 
subjects for accounting practitioners. 

Since the study was limited to participants from only one 
university, it was not possible to evaluate the predilections of 
students from other universities enrolled in similar programs; 
however, this study should be replicated by interviewing 
students from more faculties offering this bachelor degree 
program. Moreover, further research could determine 
whether the findings of this study can be generalised and 
thus determine the effectiveness of this dual specialisation 
approach in the context of digitalised accounting.  

 
REFERENCES 

 
1. Agostino, D., Saliterer, I. and Steccolini, I. (2022), 

Digitalization, accounting and accountability: A 
literature review and reflections on future research in 
public services, Financial Accountability & 
Management, vol. 38(2), pp. 152-176. 

2. Apostolou, B., Dorminey, J. W. and Hassell, J. M. 
(2022), Accounting education literature review 
(2021), Journal of Accounting Education, vol.  59, 
https://doi.org/10.1016/j.jaccedu.2022.100781 

3. Aryanti, C. and Adhariani, D. (2020), Students’ 
perceptions and expectation gap on the skills and 
knowledge of accounting graduates, The Journal of 
Asian Finance, vol. 7(9), pp. 649-657. 

4. Bayerlein, L. and Timpson, M. (2017), Do Accredited 
Undergraduate Accounting Programmes in Australia 

Meet the Needs and Expectations of the Accounting 
Profession?, Education & Training, vol. 59(3),  
pp. 305-322. 

5. Berikol, B. Z. and Killi, M. (2021), The effects of 

digital transformation process on accounting 

profession and accounting education. In Ethics and 

Sustainability in Accounting and Finance, Edirne: 

Springer Nature Singapore Pte, pp. 219-231. 

6. Bhimani, A. (2021), Accounting Disrupted: How 

Digitalization Is Changing Finance. New Jersey: 

John Wiley & Sons. 

7. Felski, E. A. and Empey, T. B. (2020), Should 

Blockchain be added to the Accounting Curriculum? 

Evidence forma Survey of Students, Professionals 



 Sînziana-Maria RÎNDAŞU, Victoria STANCIU 

AUDIT FINANCIAR, year XX 696 

  

and Academics. The Accounting Educators' Journal, 

Vol. 20, pp. 201-218. 

8. Francis, J.J., Johnston, M., Robertson, C., Glidewell, L., 
Entwistle, V., Eccles, M.P. and Grimshaw, J.M. (2010), 
What is an adequate sample size? Operationalising data 
saturation for theory-based interview studies. 
Psychology and health, 25(10), pp.1229-1245. 

9. Gendron, Y. and Spira, L. (2010), Identity narratives 
under threat: A study of former members of Arthur 
Andersen, Accounting, Organizations and Society, 
vol. 35(3), pp. 275-300. 

10. Guşe, G. R. and Mangiuc, M. D. (2022), Digital 
Transformation in Romanian Accounting Practice 
and Education: Impact and Perspectives, Amfiteatru 
Economic, vol. 24(59), pp. 252-267. 

11. Hernandez de Menendez, M., Escobar Díaz, C. A. and 
Morales Menendez, R. (2020), Educational experiences 
with Generation Z, International Journal on Interactive 
Design and Manufacturing, p. 847-859. 

12. Iordan, M., Burcă, V., David, D. and Nicoara, Ş. A. 
(2022), Perception of Students and Master Students from 
the Western Part of Romania over the Digitalization 
Process in the Accounting Education, Studies in 
Business and Economics, vol. 17(1), pp. 55-72. 

13. Jackson, D., Michelson, G. and Munir, R. (2022), 
Developing accountants for the future: New 
technology, skills, and the role of stakeholders, 
Accounting Education, pp. 1-28. 

14. Lawson, J. G. and Street, D. A. (2021), Detecting 
dirty data using SQL: Rigorous house insurance 
case, Journal of Accounting Education, vol. 55. 

15. Lee, L., Kerler, W. and Ivancevich, D. (2018), Beyond 
excel: Software tools and the accounting curriculum, 
AIS Educator Journal, vol. 13(1), pp. 44-61. 

16. Malsch, B. and Salterio, S. E. (2016), “Doing good 
field research”: Assessing the quality of audit field 
research, Auditing: A Journal of Practice & Theory, 
vol. 35(1), pp. 1-22. 

17. Rîndaşu, S. M. (2021), IT required skills in 
accounting: A comparative analysis across European 
labour markets, Accounting and Management 
Information Systems, vol. 20(3), pp. 494-515. 

18. Schreier, M. (2018), Sampling and Generalization. 
In: The SAGE Handbook of Qualitative Data 
Collection. London: SAGE Publications, pp. 84-98. 

19. Stancheva-Todorova, E. and Dimitrova, M. (2021), IT 
Solutions, PLC.: Introducing a Big Data Case in the 
Accounting Curriculum, In: Proceedings of CBU in 
Economics and Business Prague, pp. 88-94. 

20. Stanciu, V. and Pugna, I. B. (2020), New coordinates 
of accounting academic education. A Romanian 
insight, Accounting and Management Information 
Systems, vol. 19(1), pp. 158-178. 

21. Times Higher Education (2022), World University 
Rankings 2022, available on-line at: https://www. 
timeshighereducation.com/w%C3%B2rld-university-
rankings/2022, accessed September 5, 2022 

22. Tojiboyev, N., Appelbaum, D., Kogan, A. and 
Vasarhelyi, M. A. (2022), Basics of SQL for audit 
data retrieval and analysis, Journal of Emerging 
Technologies in Accounting, vol. 19(1), pp. 237-265.

 



Financial Reporting Quality in a Crisis Period 

 

No. 4(168)/2022 697 

  

 

 

Financial 

Reporting 

Quality in a 

Crisis Period 

Radu-Daniel LOGHIN, Ph.D., 
e-mail: radu.loghin@lognet.ro 

Lecturer Luminiţa-Mihaela DUMITRAŞCU, 
Ph.D.,  

The Bucharest University of Economic Studies,  
e-mail: mihaela.dumitrascu@cig.ase.ro 

 

 

 

 

Abstract 

The Covid Pandemic has this far been a devastating event 
for the world economy, but it wasn’t the only crisis of the 
2020 financial period. Despite the health emergency, 
military conflict has not halted since the dawn of the 
coronavirus plague. In the current paper the authors try to 
analyze the combined impact of the COVID pandemic and 
war for a sample of 352 Turkish and Azeri equities during 
the 2019 and 2020 financial periods. Their findings 
suggest that the Nagorno-Karabakh war enforced 
timeliness for Azeri and Turkish issuers while overall the 
relevance of financial statements has dropped during the 
crisis period of 2020. IFRS compliance became a 
significant moderating factor during the crisis period. 
Overall, the year 2020 has been a turning point for 
accounting practice. 

Key words: financial reporting; Turkey; relevance; war; 
pandemic; crisis; 
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Introduction 

From its onset, COVID-19 global pandemic has led to 
profound mutations in social and economic systems 
worldwide. Social and political systems already strained to 
the limit collapsed, altering the lives of billion people. 
Containment measures such as social distancing and 
closed borders became the new reality. As the days turn 
into weeks, weeks into months and months into years, the 
pandemic was changing the reporting framework in 
surprising ways. 

While globalization has fostered the entrenchment of 
cooperation across accounting jurisdictions for 
convenience mainly through supranational organizations 
such as the European Union, there are jurisdictions who 
engage in economic and social contacts for the sake of 
shared ethnicity. As the European Union was established 
a new financial order on the Old Continent (Shiller, 2009) 
an alternative power bloc developed in the Middle East 
and Central Asia around Turkey (Matej et al., 2021), 
based around the loose ideology of pan-Turkism.   

Since the fall of the Soviet Union, Turkey has engaged in 
diplomatic, cultural, and economic ties with all Turkic 
states and autonomous regions. The most successful of 
these has been with Azerbaidjan, under the slogan „One 
Nation, Two States” (Progonati & Gashamlı, 2021). These 
renewed ties have extended into accounting research as 
well. Mansurov (2019) compares the Turkish and Azeri 
accounting systems development. Varici and Hasanov 
(2019) compare the Azeri experience in IFRS adoption 
with the Turkish one. Both papers serve to tie the Turkish 
and Azeri accounting profession, furthering the „One 
Nation, Two States” ideal. 

The impact of the COVID Pandemic on the accounting 
systems has been a major topic of interest for the 
accounting profession in multiple jurisdictions, including 
emerging markets. Aljawaheri et al. (2021) find that in Iraq 
the value relevance of financial reporting has decreased 
due to the COVID lockdown and other related 
phenomena. Badawy (2021) finds that adding a key audit 
matters paragraph during the COVID pandemic didn’t 
bring informational value for the Egyptian investors. Pham 
et al. (2021) discover that the predictive value of the 
financial statements during the COVID pandemic has 
decreased.  

Our exploratory study is the first which deals with both 
accounting jurisdictions from the perspective of financial 
reporting quality during the COVID pandemic and the 

Nagorno-Karabakh conflict. While Turkish accounting 
professionals have studied the impact of the Covid 
pandemic, their focus has thus far been channeled into 
global markets (Güngör, 2021). The only similar study to 
our own we could identify was the one performed by 
Iatridis (2012), which dealt with the impact of the terrorist 
attacks on Istanbul.  

The paper is structured in three parts. The first part deals 
with the shared economic and accounting history of 
Azerbaidjan and Turkey. The second chapter presents a 
basic value relevance model for the 2019 and 2020 
financial periods. 

1. Accounting history in the two 

accounting jurisdictions and 

sampling 

Turkey and Azerbaijan are Turkish nations sharing part of 
the Caucasus plateau and thus common borders.  While 
Turkey has developed independent institutions as the core 
of the Ottoman Empire Azerbaijan has had to develop in 
the shadow of the Soviet Union until its independence on 
18th of October 1991.  

At the beginning of the 19th century Azerbaijan was 
annexed by the Russian empire through the Treaty of 
Turkmenchay (Axworthy, 2008). Thus, the early Azeri 
accounting system developed closely in tandem with the 
Russian and later Soviet one. In the Russian Empire the 
first accounting firms emerged in 1874, with accounting 
experts such as F.V. Ezerskii providing training and 
guidance to aspiring Azeri accountants. While in the pre-
revolutionary Russian Empire there were attempts to 
establish an independent accounting profession, such 
efforts ware ultimately futile (Bailey, 1992). 

   The first certified Azeri accounting profession joined the 
IGBE (Institute of State Accounting Experts) in 1924. After 
the fall of the Soviet Union, Azerbaijan began a lengthy 
war with Armenia over the disputed region of Nagorno-
Karabakh (Cheterian, 2011), which lasted until 1994. Such 
disturbance inhibited the development of a natural 
accounting system, yet nevertheless a legal framework 
was established for the Accounting and Audit systems in 
1995 (Asian Development Bank, 2002). 

The Baku Stock Exchange became fully established by 
2000 (Tofig, 2020) and in the same year the audit and 
accounting professions ware fully legislated (Asian 
Development Bank, 2002).  
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In the case of Azerbaijan accounting convergence started 
with the Accounting Law of 2004 which states that IFRS 
are adopted in their entirety for use by credit 
organizations, insurance companies, investment funds, 
non-state (private) social funds, entities with securities 
traded on the stock exchange, and commercial 
organizations exceeding specific levels concerning 
revenue, employees’ number, and total balance sheet 
(Hüseynli, et al., 2015). Such measures have created a 
surprisingly vibrant and dynamic financial market for a CIS 
economy, with Azerbaijan scoring high in investor 
protection along Kyrgyzstan (Huseynov, 2010). 

Unlike Azerbaijan, in the case of Turkey the evolution of 
accounting can be best described as a string of gradual 
reforms. The accounting reforms begin with Sultan 
Mahmud II (1808-1839), whose reign signaled the 
beginning of westernization for the Ottoman administrative 
apparatus (Yayla, 2011). Further economic developments 
in the Late Ottoman Empire include the Istanbul Stock 
Exchange which emerged between 1853-1866 as a 
response to the Crimean War (Toprak, 2016).  

The overthrow of the Ottoman Empire and the beginning 
of the Turkish republic marks a new era for the 
development of Turkish accounting practices, with the 
gradual assimilation of German and French accounting 
practices as well as their broader legal frameworks into 
the national economy (Arzova & Arsoy, 2010). The 
Association of Expert Accountants and Organizers of 
Enterprises, in 1949, passed a German-based Tax Law, 
which introduced accounting principles into law (Balsari & 
Varan, 2014).  

Accounting practices ware standardized in 1992 with the 
passage of “The Uniform Accounting System” (Bahadir & 
Tolga, 2013) and in 1994 the IFAC-affiliated Accounting and 
Auditing Standards Commission of Turkey was established, 
publishing unsanctioned accounting standards in line with the 
IAS (Balsari & Varan, 2014). A new Turkish Accounting 
Standards Board (TASB) was established in 1999. It held its 
first meeting in 2002 and in 2004 it issued its first regulatory 
guidelines, named “The Regulation on the Principles and 
Procedures on the Operations of the Turkish Accounting 
Standards Board” (Alp & Ustundag, 2009). 

European Directives requiring the mandatory 
implementation of IFRS into the consolidated accounts of 
listed European equities, became a catalyst for accounting 
change and IFRS-harmonized TFRS (Turkish Financial 
Accounting Standards) came into effect January 1 2005 
(Bahadır et al., 2016). The TASB regulatory process 
involves translating the official IASB pronouncements into 
the Turkish language (Alp & Ustundag, 2009). Thus, the 
difference between the IFRS and TFRS is merely a 
translation lag. A Turkish listed company can opt between 
the original English language IFRS guidelines or the 
translated counterpart (Deloitte, 2021). 

Despite operating in an emerging market, the Istanbul 
stock exchange is a dynamic stock market with multiple 
accounting studies revolving around value relevance and 
timeliness being published in the recent decades, as seen 
in Table no. 1. No meaningful study was discovered from 
published Azeri financial data and as such it is difficult to 
assess the extent of value relevance and timeliness 
studies produced for the Azeri accounting ecosystem. 

 

Table no. 1. Selected value relevance and timeliness, involving Turkish equities 

Study Period Sample size Model 
Aksoy et al (2021) 2010–2018 1683 firm-year observations Timeliness 

Ertugrul (2020) 2009-2018 2226 firm-year observations Value Relevance 

Suadiye (2019) 2016 286 firm-year observations Timeliness 

Özcan (2019) 2014-2017 90 firm-year observations Timeliness 

Vuran & Adiloğlu (2013) 2009 178 firm-year observations Timeliness 

Sudaiye (2012) 2000-2002 579 firm-year observations Value Relevance 

Gümrah & Adiloğlu (2010) 2005-2008 58 firm-year observations Value Relevance 

Türel (2009) 2007 211 firm-year observations Timeliness 

Kirkulak & Balsari (2009) 2003 140 firm-year observations Value Relevance 

Balsari & Serdar (2009) 1992-2003 1619 firm-year observations Value Relevance 
Source: Own research, 2022 
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The 2020 financial year was an extraordinary period for 
both accounting jurisdictions as the dual crisis of the 
COVID-19 pandemic and the Second Nagorno-Karabakh 
war provided both risks and opportunities to Turkish and 
Azeri companies. 

The COVID-19 virus was first isolated on 7 January 2020 
and the COVID pandemic was officially declared on 30 
January 2020 (Cucinotta & Vanelli, 2020). Following a 
rapid spread through neighboring Iran the first COVID 19 
case was recorded in Azerbaijan on 28th February 2020 
(Xinhua, 2020), followed closely by the first clinical case in 
Turkey on 9th March 2020, mandating the imposition of 
customary quarantine and social distancing measures 
(Demirbilek et al., 2020). Studies performed in the context 
of the Turkish capital markets for this period reveal that 
the performance of the Istanbul stock exchange equities 
was negatively impacted by the COVID-19 pandemic 
(Özen & Özdemir, 2021) 

The Nagorno-Karabakh conflict started in 1988 within the 
framework of the USSR, between the forces of the 
Azerbaijan SSR and Armenia SSR (Melander, 2001). It 
continued as a low-intensity conflict for thirty years until 
the Second Karabakh war, which lasted for 44 days, 
between September 27, 2020 and November 10, 2020 
(Rozkošová, 2021). While the Turkish Armed Forces were 
not directly involved in the armed conflict, Turkey emerged 
as a key international backer of Azerbaijan, providing 

assistance such as military equipment and diplomatic 
support (Khan, 2021).  

The Nagorno-Karabakh conflict of 2020 ended 
with an Azeri victory and ceasefire terms favoring the 
Azeri side of the conflict. The signing of the ceasefire 
paved the way for reconstruction work in the disputed 
Nagorno-Karabakh region (Pegolo, 2021).  

Our sample was derived0 from the Refinitiv Eikon 
database on 7th December 2021 using the Advanced 
Search function. The selected equities ware drawn from 
the database based on the following criteria:  

a) Primary quotes only 

b) Primary issues only 

c) Active only 

d) Ordinary Shares 

e) Country of issuer was either Turkey or Azerbaijan 

Following this filtering an initial sample of 442 unique 
Turkish and Azeri equities was created for the study 
(Table no. 2). The Baku Stock Exchange was not 
included in the Reuters Refinitiv database at the time of 
the data extraction and thus only one Azeri equity could 
be found, listed on the London Stock Exchange. Also, 
while some Turkish equities and the Azeri equity ware 
listed on other stock exchanges, they nevertheless are 
affected by socio-political conditions which affect their 
respective homelands. 

 

Table no. 2. Initial Sample 

Stock Exchange Equities 
London Stock Exchange 1 

BORSA ISTANBUL 439 

US 'Other OTC' and Grey Market 1 

Canadian Securities Exchange - CSE Listed 1 

Total 442 
Source: Own research, 2022 

 

2. Data relevance models 

Value relevance has been a hot topic ever since 
Feltham and Ohlson  (1995) published their 
landmark model. Such studies were conducted for 
the Australian equity market  (Dahmash et al., 2009), 
the Portuguese stock exchange  (Craig et al., 2010) 
and the Stockholm stock exchange  (Hamberg & 
Beisland, 2014). Each of these expanded and 
adjusted the basic 1995 model.  

Although other studies remove equities belonging to 
financial institutions (Tahat et al., 2016), our study did not 
discriminate between the equities based upon their GICS 
or TRBC code. All equities, regardless of economic sector 
ware considered for inclusion in the study. 

Following the initial data extraction, the data in Table no. 
3 was extracted for all the relevant equities in the sample, 
using the Eikon Refinitiv Excel add-in called Function 
Builder. 
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Table no. 3. Extracted raw data for the equities 

Data Item Currency Financial Years Reporting State Align Type 
TotalEquity EURO 2019/2020 Original PeriodEnd 

NetIncomeAfterTaxes EURO 2019/2020 Original PeriodEnd 

CompanyMarketCap EURO 2019/2020 - - 

TtlCmnSharesOut - 2019/2020 Original PeriodEnd 

IsShariah - - - - 

BSAuditorCode - 2019/2020 Original PeriodEnd 

BSPeriodEndDate - 2019/2020 Original PeriodEnd 

BSSourceDate - 2019/2020 Original PeriodEnd 

BSAccountingStandard - 2019/2020 Original PeriodEnd 
 Source: Own research, 2022 

This subsequent data extraction protocol caused our 
sample to further narrow down as we eliminated the 
equities with missing data, outliners, and anomalous 
data. The outliners were eliminated using a top 

10/bottom 10 trimming criteria applied on the market 
value of one outstanding share for the financial year 
2019. Thus, the sample was further reduced as 
illustrated in Table no. 4. 

 

Table no. 4. Sampling filtration 
Original Sample 442 equities 
Incomplete/missing data for 2019/2020 67 equities 
Equity with 2019/2020 figures released the same day 3 equities 
Outliers 20 equities 
Remaining sample 352 equities 

Source: Own research 

The derived Feltham and Ohlson (1995) 
model is illustrated below, where KB is 
CompanyMarketCap/TtlCmnSharesOut, KP is 
TotalEquity/TtlCmnSharesOut, PR is 
NetIncomeAfterTaxes/ TtlCmnSharesOut and 
ST is a Boolean value with 1 for IFRS 
financial reports and 0 for non-IFRS financial 
reports. 

 

Net income after taxes was used in accordance with the 
model The CompanyMarketCap is calibrated to the day of 
the the original final financial reports, unlike Vázquez et al 
(2007) who uses the price of a share three months after fiscal 
year-end. The ST dummy variable is used to differentiate 
between the entities which use full IFRS and those which use 
other financial standards, including TFRS. The model was 
generated for both FY2019 and FY2020. The software 
package used is Microsoft Excel 2007 with the free 
RealStatistics add-in (www.realstatistics.com). 

 

Table no. 5. Pearson correlation coefficients for 2019/2020 

2020 
2019 

KB KP PR ST 

KB 1 0.466** 0.228** 0.083 

KP 0.604** 1 0.226** -0.019 

PR 0.532** 0.722** 1 -0.012 

ST 0.014 -0.049 -0.032 1 
Source: Own research, 2022 
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In Table no. 5 we can see the two-tailed Pearson 
correlation coefficients for 2020 above and 2019 
below. The typical significant correlations for the 
Feltham and Ohlson model (1995) are observed, 

such as the positive and significant correlations 
between equity, net income and capital. What is 
surprising for the year 2020 is a weakening of the 
correlations. 

 

Table no. 6. Key OLS metrics from the data relevance models 

Metrics 2019 2020 
Multiple R 0.6212 0.4914 

R Square 0.3859 0.2414 
Adjusted R Square 0.3806 0.2349 

Standard Error 1.7458 3.8140 

Observations 352 352 

F 72.9105 36.9305 

p-value 1.31 x 10-36 9.61 x 10-21 

D-stat 2.0635 2.0057 

D-lower 1.8079 1.8079 

D-upper 1.8423 1.8423 
Source: Own research, 2022 

As we can see from Table no. 6, which indicates 
the OLS metrics derived for a multiple linear 
regression, the 2020 metrics are worse than those 
derived from the previous financial period, 

indicating a drop in financial data relevance. The 
D-stat does not indicate auto-correlation between 
the residuals. The F-stat indicates that both models 
are statistically significant. 

 

Table no. 7. Coefficients and statistical significance of the regressors 

2019 Coeff std err t stat p-value Lower Upper vif 
Intercept 0.0857 0.3730 0.2299 0.8182 -0.6478 0.8194 0 

ST 0.3909 0.3770 1.0369 0.3005 -0.3505 1.1324 1.0024 

KP 2019 1.0328 0.1357 7.6091 0 0.7658 1.2997 2.0915 

PR 2019 2.0333 0.6188 3.2859 0.0011 0.8162 3.2503 2.0885 

2020 Coeff std err t stat p-value Lower Upper vif 

Intercept -0.4245 0.8116 -0.5230 0.6012 -2.0208 1.1717 0 

ST 1.6438 0.8227 1.9979 0.0465 0.0256 3.2621 1.0004 

KP 2020 2.3385 0.2557 9.1444 0 1.8355 2.8414 1.0541 
PR 2020 2.0841 0.7707 2.7039 0.0071 0.5681 3.6001 1.0539 

Source: Own research, 2022 

As we can observe in Table no. 7, in 2020 the 
net income after taxes and equity retain 
statistical significance. The ST variable, a 
moderating variable, became significant in 2020 
at 5%, meaning investors found the updated full 
IFRS more relevant than other convergent 
financial reporting standards in the previous 
financial period. Also, the Vif coefficients do not 
indicate collinearity, being below the 10 cut-off 
value, also used in recent studies such as 
Gharbi & Othmani (2022).  

Conclusions and further research 

Our model consistently validated the research hypothesis 
and was proposed to analyze the dual impact of the 
COVID outbreak and the Nagorno-Karabakh war on the 
quality of financial reporting in the Turkish and Azeri 
framework. Our value relevance study results hint at 
deteriorating financial environment during the COVID 
pandemic. However, without a wider data panel it is 
uncertain if this is part of a trend or a localized event 
resulting from the COVID pandemic. Of particular note is 
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the growing importance of the full IFRS adoption as a 
moderating factor for the Feltham and Ohlson (1995) 
model during the pandemic, when the IASB had a growing 
reliance on practical expedients in International Financial 
Reporting Standards (IFRS) to maintain the IASB's output 
legitimacy (Moscariello & Pizzo, 2022). The lag between the 
IASB pronouncements and that of other national standard-
setting bodies engaged in a convergence process with the 
IASB could only widen during the pandemic due to translation 
delays and other unfortunate events. 

Regarding the impact of the second Nagorno-Karabakh war 
on the timeliness of financial statements, our approach 
considered a scenario where the management of an Azeri or 
Turkish company primarily listed on their native stock 
exchanges would see the upcoming operational success 
during the earliest stages of the conflict and prepare assets 
for the eventual reconstruction process and expansion of 
their business activities in the controlled areas. 

Previous research performed in the Islamic world by 
Shamy and Al-Qenae (2005) showed that IAS/IFRS 
implementation could lead to an increase in value 
relevance. The added value of our research showed that 
during the uncertain pandemic period of 2020 experienced 
by reporting entities, Shariah compliance significantly 
impacted timeliness, thus hinting at the necessity to 
increase convergence between Islamic accounting 
practices and principles with the IFRS. 

Our model could have benefitted from a better tuning of 
the variables to adjust for lockdown-related effects. Future 
research might perhaps shed light on other aspects, such 
as the impact of vaccination policies on audit quality and 
financial performance or financial reporting quality. Thus, 
a wider panel for the data relevance model, such as the 
one developed by Ionaşcu et al. (2018), might be required. 

Our database could have been augmented a lot by 
the inclusion of more Azeri equities for a more 
balanced sample. While focusing on both Azeri and 
Turkish reporting equities, our sample is skewed in 
favor of the Turkish data. The Baku Stock Exchange 
data could not be processed for a more accurate 
picture of the confusing context during the COVID-19 
pandemic and the Second Nagorno-Karabakh War. 
At the time of the data extraction process there were 
more listed Armenian equities on Reuters Eikon 
Refinitiv than Azeri ones so more accurate 
conclusions should be drawn from a greater sample. 

Finally, while other human tragedies such as terrorist 
attacks had a short-term impact on the performance of the 
Turkish equities (Christofis, et al., 2013) the Second 
Nagorno-Karabakh war is likely to influence the 
accounting and regulatory environment for years, 
providing an opportunity for other accounting researchers 
to test their assumptions in volatile and extraordinary 
circumstances. 
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