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Abstract: Prior literature states that the voluntary adoption of IFRS by private firms 
is related to some firms’ contracting incentives (for example, the leverage or the 
firm’ size). In Italy, from the 2006 the private firms that meet the criteria of the 
Legislative Decree 38/2005 may prepare (voluntary choice) the separate financial 
statements according to the IFRS. In 2009 we find that some private firms have 
voluntarily adopted the IFRS. The aim of the paper is to analyze the determinants 
of voluntary adoption of IFRS by those firms in their separate financial statements. 
According to prior literature, we find those firms are more likely to adopt IFRS when 
the ownership is dispersed, there are foreign shareholders and firms are more 
leveraged. We also find that the likelihood of IFRS voluntary adoption by private 
subsidiaries firms increases when their parent company complies with IFRS.  
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1. Introduction 
 

In Italy, article 2, paragraphs “f” and “g”, of the Legislative Decree N° 38 of 
the 28th February 2005 permits some private firms to adopt IFRS voluntarily 
in separate financial statements. The aim of the law, which became 
effective in 2006, was to narrow down the gap between Italian accounting 
standards (and rules) and IFRS. These firms are as follows: 

a) Subsidiaries (private firms) of parent companies that must 
prepare consolidated financial statements according to IFRS; 

b) Private parent companies that prepare and consolidate financial 
statements; 

c) Other private firms, except those that can prepare simplified 
financial statements. 

All firms, sub a), sub b) and sub c), must prepare full financial 
statements.  

Previous literature finds that public firms accept the cost of IFRS 
adoption in order to reduce the cost of capital (e.g. Leuz and Verrecchia, 
2000; Ashbaugh and Pincus, 2001; Cuijpers and Buijink, 2005). In general, 
earlier studies, concerning mainly public firms, cite widespread evidence 
that the voluntary adoption of IFRS has enhanced accounting quality (e.g. 
Gassen and Sellhorn, 2006; Barth, 2008; Barth et al. 2012; Kvaal and 
Nobes, 2010), stock market efficiency (e.g. Kasznik, 1999; Leuz, 2003) 
and, in general, mitigated agency conflicts with stakeholders (Jensen and 
Meckling, 1976). 
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Arguably, however, IFRS are less appropriate for private firms 
(Sellhorn and Gornik-Tomaszewski, 2006, p.200) for three different 
reasons. The first reason is that private firms, in general, do not have the 
same agency conflicts as public firms (Van Tendeloo and Vanstraelen, 
2008; Nobes, 2010). Furthermore, influential stakeholders such as 
investors or financial institutions scrutinize their financial statements less 
(Van Tendeloo and Vanstraelen, 2008). In fact, in code-law countries (such 
as Italy) capital markets are less active, investor and creditor protection is 
weak and litigation rates are lower compared to common-law countries. 
Finally, the main capital providers to private firms are mainly the banks, 
resulting in less need for public disclosure (Page, 1984). 

The second reason, which is related to the first one, is that private 
firms do not expect to incur net benefits when adopting IFRS (Corno, 2006; 
Jermakowicz and Gornik-Towaszewski, 2006).  

The third reason is related to the relevant country’s taxation system, 
considered a complementary component to the overall institutional system 
(Ball, 2001). Differences in taxation law between IFRS and non-IFRS 
adopters may create strong incentives against the voluntary adoption of 
IFRS (Nobes, 2008 and 2011) by private firms. 

In 2009, we find that only 479 Italian private firms (about 1% of 
potential IFRS adopters) switched voluntarily to IFRS in their separate 
financial statements. In absolute terms, the overall proportion of Italian 
private firms that decided to adopt IFRS in their separate financial 
statements is still small compared to Germany (Bassemir, 2011), which is a 
surprising finding because in Italy there is a low litigation risk between firms 
and stakeholders (Giunta and Pisani, 2005; Quagli, 2005). In fact, 
stakeholders of Italian private firms rely on legal protection (Italy is a civil 
law country) and on private relationships (e.g. firms and banks). Therefore, 
we argue that Italian private firms comply with IFRS, but only if they are 
subsidiaries and their parent company also complies. Consequently, we 
posit the following research question: Why do Italian private firms comply 
with IFRS in their separate financial statements?  

This paper makes the following contributions to the literature. First, 
we analyze why Italian private firms comply with IFRS in their separate 
financial statements. In fact, prior literature (e.g. Bassemir, 2011) on private 
firms analyzes the adoption of IFRS in consolidated financial statements.  

Second, we update studies on the voluntary adoption of IFRS (in 
particular, Bassemir, 2011) by using the positive accounting theory 
hypothesis (Watts and Zimmermann, 1986), and then we provide a small 
contribution to corporate governance in Italian firms following our analysis 
of relevant topics (e.g. ownership concentration).  

The remainder of the paper is organized as follows. In section one 
we analyze the literature on the voluntary adoption of IFRS by private firms 
(§ 1). In section two we develop the hypothesis. In the third section we 
provide the research design and methodology, while in the fourth section 
we provide the research results. Finally, in section five, we conclude by 
summarizing the main findings and discussing the implications for future 
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research. 
 

2. Theoretical Background and Hypothesis Development 
2.1. Literature Review on the Determinants of IFRS Adoption by Private 
Firms 

 
Prior research (e.g. Watts and Zimmermann, 1986, 1990; Bushman and 
Smith, 2001; Khanna et al. 2004) states that financial statements are an 
important mechanism for mitigating and controlling market imperfections. 
From this perspective, when the firm prepares financial statements under 
IFRS, they are improving the relationship between the firm and outside 
stakeholders, who may rely on high quality accounting information. As 
such, firms that adopt IFRS are supposed to show some kind of features 
(firm characteristics) that may categorize them in a certain way. For 
instance, firms that adopt IFRS “are larger, more internationally diversified, 
less capital intensive and have a more diffuse ownership” (Dumontier and 
Raffournier, 1998, p.240), European firms with a lower debt to equity ratio 
mainly adopt IFRS (El-Gazzar et al. 1999) and Swiss firms that adopt IFRS 
have a higher percentage of foreign sales and a higher number of foreign 
exchange listings (Murphy, 1999); moreover, these firms have a higher rate 
of foreign sales, are bigger in size, are more profitable and have been 
audited by a large audit firm (Benau and Grima, 2002). In addition, Street 
and Gray (2000) find that firms complying with IFRS disclosure 
requirements tend to have a US or foreign listing and need to be audited by 
a large audit firm. Al-Basteki (1995), researching Bahraini firms, indicates 
that only the external auditor influences the choice of IFRS.  

While the literature has focused attention mainly on public firms 
(e.g. Dumontier and Raffournier, 1998; Ortiz, 2005), prior literature on the 
determinants of the voluntary adoption of IFRS by private firms is scarce. In 
fact, we found only three studies.  

Francis et al. (2008) investigate the reasons why small and medium-
sized private firms in 56 countries in the world adopt IFRS. They build their 
study on prior researches, which posit that the higher quality of financial 
statements may reduce information asymmetry and facilitate contracting 
with external parties (agency theory). The authors, according to the agency 
theory, argue that firms are more likely to adopt IFRS voluntarily if they 
have stronger contracting incentives (measured by expected future growth 
opportunities, current external financing, foreign owners, export sales, 
corporate ownership structure and firm size) and/or influential country-level 
institutional factors. However, the study of Francis et al. (2008) is subject to 
a number of limitations. First, the survey data employed is questionable 
because the answers of the respondents are likely to be biased. Second, 
as Nobes (2010) explained, the research sample includes countries where 
private firms are required to comply with IFRS or their use is not permitted 
at all. Additionally, the dependent variable of the model (the probability of 
adopting IFRS) used in the study may be subject to a measurement error. 
Finally, Francis et al. (2008) do not specify whether or not they analyze the 
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adoption of IFRS in consolidated or separate financial statements – or both.  
Cameran and Campa’s (2009) study explores the reasons why 

Italian private firms voluntarily adopt IFRS in their separate financial 
statements. The authors build their study on prior researches and 
hypothesize that agency conflict may influence the adoption of high quality 
accounting standards. Using archival data they select a two-paired sample 
of firms that voluntarily adopt or do not adopt IFRS. To analyze the two 
samples they adopt the descriptive analysis methodology as the “two 
sample paired t-test” and the “two proportions t-test”. In their analysis, they 
consider firm (size, foreign activity and leverage) and corporate governance 
(independence of the manager or directors, ownership concentration and 
manager ownership) incentives that could influence the voluntary adoption 
of IFRS.  

Finally, Bassemir (2011) investigates the reasons why German firms 
adopt IFRS in their consolidated financial statements, positing that they do 
this if, in expectation, the benefits related to IFRS outweigh the costs. The 
benefits of IFRS adoption can be expected to vary across private firms and 
countries, so they are more likely to materialize in an environment where 
financial statements play a stronger role in reducing information 
asymmetries between managers and outsiders, such as shareholders, 
creditors, bankers, suppliers and customers. Bassemir (2011) argues that 
the benefits of IFRS adoption can be expected to increase in line with the 
strength of a firm’s reporting incentives, which the author deduces based 
on literature concerning public firms (e.g. Dumontier and Raffournier, 1998; 
Gassen and Sellhorn, 2006; Christensen et al. 2008). Unfortunately, 
though, Bassemir (2011) refers to consolidated financial statements. Unlike 
prior literature, our paper analyzes the determinants of the voluntary 
adoption of IFRS in the separate financial statements of private firms. As a 
theoretical framework we use the positive accounting theory (Watts and 
Zimmermann, 1986). 

 

2.2. Hypothesis Development 
 

In this paper we retain the positive accounting theory (PAT) as an 
explanatory background because one of its main objectives is the 
explanation of firms’ accounting choices related to the agency relationship 
and political costs (Watts and Zimmermann, 1990). The PAT has been 
considered one of the most innovative and controversial (Watts and 
Zimmerman, 1990) theories in accounting since the mid-1970s. Watts and 
Zimmermann (1990, p.148) point out that the reason for using the word 
“positive” was to “emphasize that accounting theory’s role is to provide 
explanations and predictions for accounting practice”. With regard to 
financial statements, Watts (1977, p.54) points out that “the financial 
accounting literature concentrates on prescriptions: on what should be the 
content of financial statements. Very little attention is given to developing a 
theory to explain many interesting observed phenomena; in particular to 
explain why financial statements take their current form”. Jensen (1976, 
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p.7) argues that the development of the PAT is linked to “explain[ing] why 
accounting is what it is, why accountants do want they do and what effects 
these phenomena have on people and resources utilization”. In other 
words, the PAT attempts to explain observed phenomena by indicating how 
things should be, without indicating how they should be done (Schroeder et 
al. 2005, p.113). Finally, Watts and Zimmerman (1978, p.113) assert that a 
“… precondition of a positive theory of standard setting is understanding 
management’s incentives” in choosing from accounting alternatives. As 
Watts and Zimmerman (1986, p.7) further state, the PAT “... is concerned 
with explaining accounting practice. It is designed to explain and predict 
which firms will and which firms will not use a particular method... but it 
says nothing as to which method a firm should use”. Hence, the PAT could 
be employed to produce prescriptions for government accounting policy 
and/or for the international standard setter, for example, for accounting 
standards (Watts and Zimmerman, 1986), but the normative aspect is 
based on positive (i.e. empirical) evidence. 

The basic assumption regarding the positive accounting theory, 
never applied to private firms, is that the firm is a “nexus” of contracts, and 
accounting methods and choices constitute an integral part of this set of 
contracts (Sunder, 1997). As such, accounting numbers and choices are 
used to write, monitor and enforce these contracts (Sunder, 1997). This 
“information perspective” (Watts and Zimmermann, 1990, p.132) has been 
used to explain the market’s use of accounting numbers, but it has not 
provided a hypothesis to predict and explain accounting choices (Watts and 
Zimmermann, 1990). 

Italian accounting standards and regulation are much less stringent 
(e.g. art. 2423 and following the Italian Civil Code and Italian domestic 
accounting standards adopt the concept of realized income) than 
international standards as far as valuation rules and disclosure 
requirements are concerned. In Italy, creditor protection law formally 
permits income smoothing, while hidden reserves can be created and 
cancelled without limitation. Consequently, compliance with IFRS implies 
additional disclosure and renunciation through to considerable discretion in 
accounting choices, which make the decision to adopt IFRS probably more 
burdensome for Italian private firms than for firms from countries with a 
higher degree of accounting regulation. 

In our study we retain the classical variables issued from the PAT as 
firm size and the leverage because they are compatible with the aim of our 
work. However, to these explanatory variables we also add other variables, 
namely the nationality of shareholders, ownership structure (family control 
or not), the presence of independent managers, the legal form of the firm, 
subsidiary status, auditor body and, finally, industry sector. All of these 
indicators are proxies for firms’ incentives that may drive the decision to 
adopt IFRS voluntarily. Finally, in this paper we do not analyze the 
influence of the taxation law effect on the decision not to adopt IFRS 
because the recent Italian reform of company law (Legislative Decree n. 
6/2003) has reduced the strong interdependence between accounting and 
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tax law. The above-cited Decree, in fact, eliminated the commercial rule 
allowing fiscal items in financial statements, with related disclosures in the 
notes. Besides, Decree Legislative n. 344/2003 eliminated the fiscal rule 
that made it compulsory to include certain expenses in firms’ profit and loss 
accounts that made them eligible for deduction from tax accounts (Delvaille 
et al. 2005). The interdependence between net income and tax income was 
enhanced by other Decrees (e.g. Legislative Decree n. 38/2005, articles 
11-13; article 83 of the Consolidated Income Tax Law – in Italian the “Testo 
Unico delle Imposte sui Redditi”; D.P.R. (Decree issued by the President of 
the Italian Republic) 916/86; Minister Decree n. 48 of 1st April, 2009; 
Legislative Decree 6th July 2011, N° 98). In Italian civil law, the legislator 
inserted a clause limiting the distribution of reserves and unrealized gains 
derived from fair value criteria also showing an orientation towards 
prudence (Sottoriva, 2005, p.591). The Italian legislator is working to reach 
substantial fiscal neutrality in order to avoid a scenario whereby taxable 
income is computed differently in firms adopting IFRS compared to those 
firms adopting Italian accounting standards (Del Fabbro, 2005; Giornetti, 
2005). However, we argue that the reconciliation between IFRS and 
taxation law (after the reform) requires highly professional skills. 

 

2.2.1. Size 
 

Studies on voluntary disclosure find that larger firms provide stakeholders 
with more disclosure (e.g. Watts and Zimmermann, 1986; Chow and Wong-
Boren, 1987; Cooke, 1992; Ashbaugh, 2001) than smaller firms, since their 
higher visibility can easily lead to more litigation (Watts and Zimmerman, 
1978; Bujaki and Richardson, 1997; Daske et al. 2008). Higher political 
costs, caused by higher public exposure, and agency costs, caused by 
more widely diluted ownership, may also drive larger firms to make more 
disclosures voluntarily (Meek et al. 1995) by adopting IFRS and increasing 
the transparency and comparability of their financial information (e.g. Meek 
et al. 1995; Dumontier and Raffournier, 1998). Moreover, there should be a 
relationship between the decision to adopt IFRS voluntarily and the cost of 
additional disclosure. Therefore, the costs of disclosure appear to be 
decreasing according to firm size. Actually, it seems reasonable that the 
adoption of IFRS represents a commitment to make more disclosures than 
would be required under national accounting standards (Cuijpers and 
Buijink, 2005). However, disclosing detailed information is less costly for 
larger firms because they also produce accounting information for internal 
purposes (Singhvi and Desai, 1971). Finally, Kvaal and Nobes (2010) find 
that size is a determinant of accounting choice when it comes to deviation 
from domestic accounting standards to IFRS. Consequently, we expect that 
larger private firms gain net benefits by switching to IFRS. Based on these 
arguments, we state the following hypothesis: 

 

H1: The voluntary adoption of IFRS is associated positively with firm 
size. 
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2.2.2. Corporate Governance 
 

Firm ownership structure and manager independence can be expected to 
reflect the need for high quality accounting information. Private firms are, in 
general, characterized by high ownership concentration (e.g. Ball and 
Shivakumar, 2005; Cuijpers and Buijink, 2005; Burgstahler et al. 2006; 
Francis et al. 2008; Cole et al. 2011). Trial evidence suggests that majority 
shareholders in closely held firms are knowledgeable about firm operations 
and, in general, are involved in management (Nagar et al. 2011). In this 
case, corporate governance strength is associated positively with 
conservative and prudent accounting choices (Verriest et al. 2012). Prior 
researches on corporate governance find that having multiple large owners 
is effective in mitigating the expropriation problem (Pagano and Roell, 
1998; Bennedsen and Wolfenzon, 2000; Gomes and Novaes, 2005) 
because no individual shareholder has sufficient votes to control the firm 
unilaterally (Pagano and Roell, 1998). Therefore, if shareholders hold a 
large stake in the firm, dependence on high quality public disclosure is 
likely to be less because the block holder can directly monitor the individual 
shareholder and management (Cuijpers and Buijink, 2005, pp.497-498). 
Cascino et al. (2010) state that family firms are those in which 50% of the 
voting rights or outstanding shares (either direct or indirect) are held by a 
family block holder. Based on these arguments, and considering that the 
Italian literature (e.g. Vigano, 2006 and 2007; Mussolino, 2006; Ricciardi, 
2009; Vinciguerra and Cipullo, 2009) finds that Italian private firms are 
wholly or partially family-owned, we state the following hypothesis for our 
sample: 

 
H2a: The probability of the voluntary adoption of IFRS decreases with 

increases in the firm’s ownership concentration. 
 

The separation between ownership and control creates agency 
conflicts between management and shareholders (Jensen and Meckling, 
1976; Watts and Zimmermann, 1986) and increases the need for 
management monitoring (Ang et al. 2000; Vander Bauwhede and 
Willekens, 2008). To reduce agency problems and incur in net benefits, 
firms with strong ownership separation are likely to adopt IFRS as a signal 
of financial transparency (Francis et al. 2008). 

Wu et al. (2007) find that managers play a key role in supervising 
public firms’ financial reporting processes and the quality of financial 
reporting. The authors also find that strengthening managers, such as by 
enhancing board independence, improving aptitudes to detecting problems 
in financial statements and clarifying directors’ responsibilities, is regarded 
as an efficient way to improve the quality of financial reporting. Since 
independent managers in Anglo-Saxon countries have personal motives to 
perform their supervision duties, in order to maintain and develop their own 
reputations in the market, the introduction of independent directors will 
improve the board’s supervision efficiency over managerial personnel 
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(Fama and Jensen, 1983). However, the corporate governance literature 
(e.g. Nagar et al. 2011) states that a fundamental feature of closely held 
firm ownership is that shareholders are typically few in number, 
knowledgeable about firm operations and are often involved in day-to-day 
management. The Italian literature (e.g. Ricciardi, 2009; Vinciguerra and 
Cipullo, 2009) finds that in Italian private firms there is often no separation 
between ownership and management, in which case we argue that Italian 
private firms do not have particularly high incentives to adopt IFRS when 
the owners represent at least 50% of the board of director. Based on these 
arguments, and in contrast with prior literature on private firms (e.g. 
Bassemir, 2011), we state the following hypothesis for our sample: 

 
H2b: Firms with weak separation between ownership and 

management are less likely to adopt IFRS voluntarily. 
 

2.2.3. Foreign Owners 
 

Previous studies indicate that foreign investments facilitate growth (e.g. 
Alfaro et al. 2004). However, foreign shareholders must rely on credible 
accounting information because they find it more costly to be 
knowledgeable about a firm that complies with domestic accounting 
standards. Hence, the voluntary adoption of IFRS is one way of signaling 
accounting credibility and financial transparency to potential foreign 
investors (Francis et al. 2008). Moreover, IFRS allow foreign shareholders 
to better monitor the performance and the financial position of the firm 
(Khanna et al. 2004). Hence, according to Francis et al. (2008), we expect 
that the firm is more likely to adopt voluntarily IFRS if the nationality of one 
or more owners is different than the domicile of the firm. Based on these 
arguments, we state the following hypothesis: 

 
H3: The probability of voluntarily adopting IFRS increases when the 

firm has one or more foreign owners. 
 
2.2.4. Leverage and Profitability 

 
A firm’s corporate governance structure is also related to leverage because 
it is a proxy of the insider orientation of the firm (Cuijpers and Buijink, 2005, 
p. 497). In fact, the literature on public firms (e.g. Meek et al. 1995; Wallace 
and Naser, 1995) argues that voluntary disclosures can be expected to 
increase with leverage. In fact, in firms with more debt, are larger the 
potential wealth transfers from debt holders to stockholders and managers 
(Cuijpers and Buijink, 2005). However, Zarzeski (1996) expects to find a 
negative relationship between voluntary disclosures and leverage because 
he assumes that firms with high leverage are often located in countries with 
strong banking relationships. Private firms establish close ties and 
communicate more on a private basis with their lending bank, which in turn 
should reduce their incentives to provide higher quality public reporting 
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(e.g. Peek et al. 2010) because the banks may rely on private relationships 
with firms. Thus, the relationship between leverage and IFRS adoption is 
not clear a priori (Bassemir, 2011). In addition, Dumontier and Raffournier 
(1998) and Gassen and Sellhorn (2006) find no association between 
leverage and IFRS adoption for Swiss and German public firms. As Italian 
private firms are traditionally financed by bank loans (e.g. Ricciardi, 2009; 
Vinciguerra and Cipullo, 2009), according to prior literature on private firms 
(Bassemir, 2011), we argue that a firm with a strong bank relationship has 
less incentive to adopt IFRS.  

Based on these arguments, we state the following hypothesis: 
 
H4a: Firms with a strong bank relationship are less likely to adopt 

IFRS voluntarily.  
 

Prior literature on public firms (Dumontier and Raffournier, 1998) 
hypothesizes that IFRS compliance by profitable firms should increase 
because IFRS makes earnings management more difficult and these firms 
could reduce earnings volatility perceived by the market. Meek et al. (1995) 
state that more profitable public firms have high incentives to adopt IFRS 
voluntarily in the hope of raising cheaper capital. Therefore, the relationship 
between profitability and IFRS adoption is related to the relationship 
between firms and capital providers (e.g. the stock market). Conversely, 
Leuz (2000) finds that the propensity to adopt IFRS decreases with 
profitability because associated costs are substantial compared to the 
benefits of communicating high profitability. Instead, Bassemir (2011) 
formulates a non-directional hypothesis because the findings of previous 
studies are conflicting. As such, and considering that Italian firms are 
mainly bank-based and have a strong one-to-one relationship with their 
main capital provider (Ricciardi, 2009; Vinciguerra and Cipullo, 2009), we 
hypothesize that private firms do not have strong incentives to adopt IFRS 
because they do not expect to incur net benefits from doing so.   

Based on these arguments, we state the following hypothesis: 
 
H4b: The voluntary adoption of IFRS decreases with the firm’s 

profitability. 
 

2.2.5. Subsidiary Status  
 

As Legislative Decree n. 38/2005 also permits the voluntary adoption of 
IFRS by firms other than subsidiaries, we aim to analyze whether or not 
subsidiary status significantly influences the decision to adopt IFRS 
voluntary by private firms. To prepare consolidated financial statements, 
the parent company has to consolidate financial information within the 
group and, hence, this could facilitate the adoption of high quality 
accounting standards that limit managerial discretion in evaluation. In fact, 
reconciled Italian accounting numbers presented by subsidiaries are less 
informative than IFRS numbers (Hail et al. 2010). Prior literature does not 
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provide findings on this argument, but based on these arguments we state 
the following hypothesis: 

 
H5a: The voluntary adoption of IFRS increases if the private firm is a 

subsidiary.  
 

Moreover, to enhance within group reporting comparability, 
subsidiaries may be required by the parent company to follow the same 
financial reporting and disclosures model of the parent company. 
Therefore, it is arguable that if the parent company prepares separate and 
consolidated financial statements according to IFRS, any subsidiaries may 
also follow this method. Past researches do not provide findings on this 
relationship; however, based on these arguments we state the following 
hypothesis:  

 
H5b: The voluntary adoption of IFRS increases if the parent company 

complies with IFRS. 
 

2.2.6. Legal Form  
 
Italian civil law distinguishes between incorporated and non-incorporated 
entities, which differ in several major respects that may reduce the 
probability of switching from domestic accounting standards to IFRS. For 
instance, incorporated firms have a separate legal personality (non-
incorporated firms do not). In addition, the liability of the owners of 
incorporated firms is limited, while the owners of a non-incorporated firm 
are fully liable in line with their entire personal asset holding. Furthermore, 
owners of incorporated firms may not be involved actively in day-to-day 
management, which may create agency conflicts that enhance the need for 
monitoring (Ang et al. 2000). Instead, in non-incorporated firms the partners 
are not only the owners, but also the managers of the firm (Bassemir, 
2011). Moreover, incorporated firms are divided into two groups. The first 
group is made up of stock corporations (nowadays, in Italy, stock 
corporations may have only one shareholder) in which equity capital is 
represented by shares. The second group consists of limited liability 
companies in which equity capital is not represented by shares. The 
number of owners and the distance between ownership and management 
are likely to be greater for stock corporations, which in turn increases the 
demand for high quality accounting information for monitoring 
management. Hence, according to the previous literature (Francis et al. 
2008; Bassemir, 2011), we argue that private firms are more likely to adopt 
IFRS when they are incorporated as stock corporations (in Italian, “Società 
per Azioni”). 

Based on these arguments, we state the following hypothesis: 
 
H6: Firms are more likely to adopt IFRS if they are incorporated as 

stock corporations. 
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2.2.7. Auditing Expertise 
 

Several authors suggest that private firms may prefer to hire auditors of 
superior reputation in order to signal higher financial reporting quality (e.g. 
Chaney et al. 2004; van Tendeloo and Vanstraelen, 2008) regarding their 
efforts to reduce agency conflicts (Watts and Zimmermann, 1986). The ‘Big 
Four’ audit firms are considered to provide higher quality audits (e.g. 
DeAngelo, 1981; Piot and Janin, 2007). Therefore, incumbent Big Four 
auditors may indicate that firms attach a higher value to financial reporting 
quality than non-Big Four audited accounts. 

However, there are also reasons to believe that the adoption of 
IFRS is a consequence of a Big Four audit firm appointment, as hiring a Big 
Four audit company is more advantageous than employing other auditors 
(in Italy firms may be audited by the Board of Statutory Auditors, in Italian 
the “Collegio Sindacale”) when it comes to implementing IFRS in private 
firms. Besides, given their prior experience with IFRS transition in public 
firms they have a strong specialisation in the switch to IFRS and can rely 
on an international network (e.g. Hail et al. 2010). However, we rely a great 
deal on this second effect. 

Based on these arguments, and according to the previous literature 
(Bassemir, 2011), we hypothesize that a firm audited by a Big Four audit 
company is more likely to adopt IFRS voluntarily than a non-Big Four 
audited firm: 

 
H7: The probability of adopting IFRS voluntarily increases when the 

firm is audited by a Big Four audit company. 
 

2.2.8. Industry 
 

As a control variable, we also test for industry effects in the choice between 
local accounting standards and IFRS. The level of voluntary disclosure may 
differ between industries because of industry-specific accounting 
regulation, competitive pressures (Cooke, 1992) or proprietary costs (Meek 
et al. 1995), and these factors may also cause industry differences in the 
costs and benefits of adopting IFRS. The industry analysis reveals that 
manufacturing firms (SIC codes 2 and 3) are more likely to use non-local 
GAAP, whereas firms in agriculture, forestry, fishing, mining and 
construction (SIC codes 0 and 1) and retail and wholesale trade (SIC code 
5) are less likely to adopt IFRS or the US’s GAAP. There are no significant 
differences for firms in transportation, communications, electric, gas and 
sanitary services (SIC code 4) and “general” services (SIC codes 7 and 8). 
Concerning EU public firms, Cuijpers and Buijink (2005) find that firms in 
transportation, communications, electric, gas and sanitary services (SIC 
code 4; two-digit codes 40-49) are more likely to use IFRS. Ortiz (2005) 
states the same results. However, while Ortiz (2005) finds that firms in 
service operations (SIC code 7; two-digit codes 70–89) are more likely to 
adopt IFRS, Cuijpers and Buijink (2005) establish that these firms are less 
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likely to use IFRS.  
As such, and consistent with Cook (1992) and Meek et al. (1995), 

we expect that manufacturing firms are more likely to use IFRS than non-
manufacturing firms because they are more capital intensive than other 
firms. Based on these arguments, we state the following hypothesis: 

 
H8: The voluntary adoption of IFRS increases when the firm is a 

manufacturer. 
 

3. Research Design and Methodology 
3.1. Sample Selection and Collection of Data 

 
Our sample period starts in 2009. We do not examine an earlier period 
because, firstly, Legislative Decree 38/2005 permits the voluntary adoption 
of IFRS in the separate financial statements of private firms starting from 
2006. The second reason is that from 2006 to 2009 we find a low IFRS 
adoption rate (about 0.60% of potential IFRS adopters).  

Accounting, financial and corporate governance structure data were 
collected from the AIDA Database on 24th April 2011, when the number of 
Italian private firms meeting the legal requirements necessary to adopt 
IFRS voluntary in their separate financial statements (the potential IFRS 
adopters) stood at 46,184. IFRS adopters, instead, constitute only 479 
(479/46.184 = 1.04%) of the population.  

We find that the AIDA Database provides full and clear accounting, 
financial and corporate governance firm information only for 103 IFRS 
adopters (out of 479). Next, to control the significance of the determinants 
of IFRS adoption, we choose a sub sample of 103 non-IFRS adopters 
comparable with IFRS adopters. We select the non-IFRS adopters based 
on three criteria (Cameran and Campa, 2009): total assets, e net equity 
and ROE for 2009. Then, for each criterion we calculate a range of +/- 3%. 
Finally, we select the sub sample of 103 non-IFRS adopters whose total 
assets, net equity and ROE for 2009 are included in the above range. 
Before selecting the final sub sample of non-IFRS adopters, we remove the 
firms for which the AIDA Database does not provide full and clear 
information.  

The selection criteria of the sub sample of non-IFRS adopters are 
not included in the regression analysis. Moreover, we classify IFRS and 
non-IFRS consistent with Legislative Decree (L.D.) 38/2005, which permits 
to Italian private firms the voluntary adoption of IFRS in their separate 
financial statements. These results are shown in Table 1. 
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Table 1. Sample of IFRS and non-IFRS adopters (L.D. 38/2005) 
Italian private firms that meet the law criteria  Total Italian Gaap IFRS 

a) Subsidiaries (private firms) of parent companies 
that must prepare the consolidated financial 
statements according to the IFRS 

198 96 102 

b) Private parent companies that prepare the 
consolidate financial statements  

0 0 0 

c) Other private firms (excepted those that could 
prepare the abridged financial statements, article 
2435-bis of Italian Civil Code) 

8 7 1 

Total Sample  206 103 103 

 
Table 1 indicates that 198 firms out of 206 (about 96%) are 

subsidiaries of a parent company and only eight firms (about 4%) are not. 
Moreover, within the subsidiaries (sub a) only 102 firms (about 52%) are 
IFRS adopters, while 96 firms (about 48%) are non-IFRS adopters. Within 
the non-subsidiaries firms (sub c) only one firm (about 12%) out of eight 
has adopted IFRS voluntarily. These first findings reveal that the status of 
subsidiaries seems to influence the decision to adopt IFRS voluntarily. 

 
3.2. Model Specification and Variables Measurement 

 
To answer the research question (what firm characteristics predict 
voluntary IFRS adoption?) we use a logistic model regression because the 
dependent variable (IFRS) is dichotomous. This variable assumes the 
value 1 if the firm adopts IFRS and the value zero otherwise. The 
regression model (1) takes the following general form: 

 
 

nititititititi

tititititii

INDAUDITSTOCKGROUPIRFSGROUPPROF

LEVFOWNINDMANOWNSIZEIFRSProb









,11,10,9,8,7,6

,5,4,3,2,11
  (1)                                                                  

 
In table 2 we show the measurement of the independent variables 

used in the paper. 
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Table 2. Measurement of Explanatory Variables 
Independent 
variable 

Expected 
Sign 

 Variable description 

i, t  = Firm i, Year 2009 

SIZEi,t + = 
Firm size, proxied by the net sales of the year. The natural 
logarithm of this proxy is used for the logistic regression. 

OWNi,t - = 

Ownership concentration, proxied by family control and 
closely held ownership. The AIDA database provides 
information about the family control of the firms. OWN is a 
dummy variable taking the value one if at least the 50% of 
the voting rights or outstanding shares (either direct or 
indirect) are held from a family block holder. Otherwise 
the dummy variable is zero. 

INDMANi,t - = 

Independent managers, proxied by the presence of one 
ore more independent managers in the board of directors. 
The AIDA Databases provides information about the 
independence of the managers. INDMAN is a dummy 
variable that measure whether the manager is an owner. 
The variable takes the value one if one or more managers 
are not also owners. To capture this information, for each 
owner and manager we checked for the name, the 
surname and the birthday. Otherwise the dummy variable 
is zero. 

FOWNi,t + = 

Foreign owners, proxied by the number of foreign 
shareholders in the year. FOWN is a dummy variable 
taking the value one if firm has one or more foreign 
owner. Otherwise the dummy variable is zero. 

LEVi,t - = 
Leverage, proxied by the rate: financial debt /Total Assets 
(in the year 2009).  

PROFi,t - = Return on Asset proxied by the firm’ profitability. 

GROUPi,t + = 
Subsidiaries status proxied by a dummy variable taking 
the value one if the firm is a subsidiary of a parent 
company. Otherwise the dummy variable is zero. 

GROUPIFRSi,t + = 
GROUPIFRS is a dummy variable taking the value one if 
parent firm prepare the consolidated financial statements 
according to IFRS. Otherwise the dummy variable is zero. 

STOCKi,t + = 

Legal form, proxied by incorporated status. STOCK is a 
dummy variable taking the value one if firm is 
incorporated as a stock corporation (in Italian, “Società 
per Azioni”). Otherwise the dummy variable is zero. 

AUDITi,t + = 
Auditor type, proxied by a dummy variable taking the 
value one if a firm is audited by a Big 4 audit firm. 
Otherwise the dummy variable is zero.  

INDi,t + = 
Industry type, proxied by a dummy variable taking value 
one if a firm is a manufacturing firms (SIC codes 2 and 3) 
and the value zero otherwise.  
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4. Research Results  
4.1. Descriptive Statistics 

 
Tables 3 and 4 present the sample distribution (the descriptive statistic) of 
IFRS and non-IFRS adopters, respectively. In Panels A and B of Table 3 
we show the descriptive statistics of the continuous and dichotomous 
variables, respectively, for IFRS adopters. In Panels C and D of Table 4 we 
show the descriptive statistics of the continuous and dichotomous 
variables, respectively, for non-IFRS adopters. 

To provide the basis for analysis and comparison with prior studies, 
we note that both IFRS and non-IFRS adopters are greater because they 
exceed two of the three thresholds provided by the Regulation of European 
Parliament and the Council CE N° 364/2004 of 25th February 2004 (the size 
of European firms) necessary to be considered a small or medium-sized 
firm. In fact, IFRS adopters have, on average, total assets (not tabulated) of 
about 402 million euros (threshold 43 million) and a total revenue of about 
357 million euros (threshold 50 million). Conversely, non-IFRS adopters 
have, on average, total assets (not tabulated) of about 93 million and total 
revenue of about 127 million euros. 

 
Table 3. Descriptive statistics of variables (IFRS adopters) 

Panel A: Continuous variables 

Variable Obs. Mean S.E. Median SD Variance Min Max 

SIZE 103 10.742 0.167 10.570 1.695 2.874 7.10 16.51 

PROF 103 0.036 0.013 0.026 0.135 0.018 -0.51 0.48 

LEV 103 0.155 0.019 0.050 0.197 0.039 0.00 0.76 

Panel B:  Dichotomous variables 

Variables Obs. Mean S.E. Median SD Variance Min Max 

IFRS 103 1 0.000 1 0.000 0.000 1 1 

FOWN 103 0.19 0.039 0 0.397 0.158 0 1 

OWN 103 0.44 0.049 0 0.498 0.248 0 1 

INDMAN 103 0.86 0.034 1 0.344 0.119 0 1 

GROUP 103 0.99 0.010 1 0.099 0.010 0 1 

GROUPIFRS 103 0.79 0.041 1 0.412 0.170 0 1 

STOCK 103 0.63 0.048 1 0.485 0.235 0 1 

AUDIT 103 0.62 0.048 1 0.487 0.238 0 1 

IND 103 0.50 0.050 0 0.502 0.252 0 1 

Notes: This table presents descriptive statistics on the dependent variable and the explanatory 
variables for the full sample of IFRS adopters. Continuous variables and dichotomous variables are 
reported in Panel A and B, respectively. For variable definitions, see Table 2. In the main regression 
analysis, we use the logistic model that considers the IFRS and non-IFRS sample to be drawn from an 
identical population. 
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Table 4. Descriptive statistics of variables (non-IFRS adopters) 
Panel C: Continuous variables 

Variable Obs. Mean S.E. Median SD Variance Min Max 

SIZE 103 10.350 0.147 10.210 1.495 2.235 6.87 15.50 
PROF 103 0.037 0.143 0.028 0.145 0.021 -0.42 0.55 
LEV 103 0.097 0.017 0.000 0.177 0.031 0.00 0.85 

Panel D:  Dichotomous variables 

Variables Obs. Mean S.E. Median SD Variance Min Max 

IFRS 103 0.00 0.000 0 0.000 0.000 0 0 
FOWN 103 0.65 0.047 1 0.479 0.230 0 1 
OWN 103 0.38 0.048 0 0.487 0.238 0 1 
INDMAN 103 0.86 0.034 1 0.344 0.119 0 1 
GROUP 103 0.93 0.025 1 0.253 0.064 0 1 
GROUPIFRS 103 0.21 0.041 0 0.412 0.170 0 1 
STOCK 103 0.48 0.049 0 0.502 0.252 0 1 
AUDIT 103 0.56 0.049 1 0.498 0.248 0 1 
IND 103 0.55 0.049 1 0.500 0.250 0 1 
Notes: This table presents descriptive statistics on the dependent variable and the explanatory 
variables for the full sample of non-IFRS adopters. Continuous variables and dichotomous variables are 
reported in Panel C and D, respectively. For variable definitions, see Table 2. In the main regression 
analysis, we use the logistic model that considers the IFRS and non-IFRS sample to be drawn from an 
identical population.   

 

IFRS adopters, on average, are more leveraged (mean = 15.5%) 
than non-IFRS adopters (mean = 9.7%). Finally, profitability value, on 
average, is similar in IFRS and non-IFRS adopters.  

In order to help in the interpretation and comparison processes, 
dummy variables used in the analysis are reported on a per-firm level 
(frequency and percentage) in Table 5 and Table 6 for both IFRS and non-
IFRS adopters, respectively.   

 
Table 5. Frequency of dichotomous variables (IFRS adopters) 

Variables FOWN OWN INDMAN STOCK GROUP GROUPIFRS AUDIT IND 

 0 1 0 1 0 1 0 1 0 1 0 1 0 1 0 1 

Frequency 83 20 58 45 14 89 38 65 1 102 22 81 39 64 52 51 

Percentage 80.6 19.4 56.3 43.7 13.6 86.4 36.9 63.1 1.0 99.0 21.4 78.6 37.9 62.1 50.5 49.5 

Notes: This table presents the frequencies of dichotomous variables of IFRS adopters. The total of the observations 
(the sum of the value one and value zero) of each variable is 103 (total of the sample). The percentage is computed by 
each variable on the total of observations (103). 

 
Table 6. Frequency dichotomous variables (non-IFRS adopters) 

Variables FOWN OWN INDMAN STOCK GROUP GROUPIFRS AUDIT IND 

 0 1 0 1 0 1 0 1 0 1 0 1 0 1 0 1 

Frequency 36 67 64 39 14 89 54 49 7 96 81 22 45 58 46 57 

Percentage 35.0 65.0 62.1 37.9 13.6 86.4 52.4 47.6 6.8 93.2 78.6 21.4 43.7 56.3 44.7 55.3 

Notes: This table presents the frequencies of dichotomous variables of non-IFRS adopters. The total of the 
observations (the sum of the value one and value zero) of each variable is 103 (total of the sample). The percentage is 
computed by each variable on the total of observations (103). 
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The analysis reveals that, on average, 19.4% of IFRS adopters 
have at least one foreign owner, while this percentage rises to 65% in non-
IFRS adopters. In addition, IFRS adopters have a higher ownership 
concentration (43.7%) compared to non-IFRS adopters (37.9), and 86.4% 
of IFRS and non-IFRS adopters have at least one independent manager. 
Within IFRS adopters, stock corporations represent 63.1% of the sample, 
while within the non-IFRS sample they make up 47.6%. A total of 99% of 
IFRS adopters are subsidiaries; moreover, 78.6% of their parent companies 
comply with IFRS when preparing consolidated financial statements. In 
comparison, 93.2% of non-IFRS adopters are subsidiaries. Unlike IFRS 
adopters, only 21.4% of parent companies comply with IFRS when 
preparing consolidated financial statements, which suggests that the 
adoption of IFRS by the parent company seems to influence the adoption of 
IFRS private subsidiaries. Furthermore, the 62.1% of IFRS adopters are 
audited by a Big Four audit firm (PwC, Ernst & Young, Kpmg or Deloitte 
Touche Tohmatsu), while for non-IFRS adopters this figure is 56.3%. 

A Pearson correlation coefficient test for the variables is 
summarized in Table 7. Almost all of the explanatory variables have a 
positive correlation with the dependent variable IFRS, except FOWN          
(-0.462), PROF (-0.005) and IND (-0.058). The lowest positive correlation is 
with INDMAN (0.000), while the highest is with GROUPIFRS (0.573). 
Among the independent variables, the strongest correlations are between 
INDMAN and GROUP (0.433), STOCK and SIZE (0.314), OWN and FOWN 
(-0.449) and OWN and INDMAN, with a correlation coefficient of -0.449. 
Otherwise, correlations between the independent variables are rather 
moderate, indicating that each variable captures different information about 
the likelihood of adopting IFRS voluntarily. 
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To determine the extent of multicollinearity in our regression 
analysis, we compute the variance inflation factor (VIF) for each variable in 
equation (1). In general, there is not a high correlation among the variables, 
and since these values do not exceed 2 for any independent variable, we 
conclude that multicollinearity does not present a severe problem in our 
analysis (Table 8). 

 

Table 8. Collinearity Statistics 
Variables           Tolerance              VIF 

SIZE 0.762 1.313 

PROF 0.748 1.337 

LEV 0.639 1.566 

FOWN 0.631 1.586 

OWN 0.842 1.188 

INDMAN 0.759 1.318 

GROUP 0.928 1.078 

GROUPIFRS 0.858 1.165 

STOCK 0.941 1.063 

AUDIT 0.918 1.089 

IND 0.951 1.051 

Notes: This table reports the collinearity statistics on 206 firm-observations of the full 
sample in the year 2009. For variable definitions, see Table 2. 

 
Table 9 presents the classification table of the observations 

(SPSS®). The results show that the model well fits data (85.4%). 
 
Table 9. Classification table of the logistic regression model 

  

Observed 

Predicted 

 
IFRS Percentage 

Correct   0 1 

Step 1 
IFRS 

0 88 15 85.4 

1 15 88 85.4 

Overall Percentage 
  

85.4 

Note: the cut value is 0.500. 

 
4.2. Main Results of the Logistic Analysis 
 
Table 10 reports for the full sample the results of the logistic regression that 
identify the factors associated with private firms allowed by law (Legislative 
Decree N° 38/2005) to adopt IFRS for their separate financial statements. 
In the regression model we include a set of explanatory variables 
commonly used in the positive accounting theory and which are coherent 
with our study (firm size and leverage) (Watts and Zimmermann, 1986). To 
these determinants of IFRS adoption we add other explanatory variables 
related to the governance structure of the firms. The purpose of this model 
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is to analyze the effect of all these explanatory variables on the decision to 
adopt IFRS voluntarily. The regression table in the paper includes 
coefficient estimates, the p-value (in parenthesis), the odds ratio, the Cox & 
Snell (50%), closely aligned with the pseudo r-square, and the Nagelkerke 
(66.7%) r-square as a measure for the overall fit of the model. The pseudo 
r-square (50%) value confirms the overall percentage of the classification 
table (Table 9). 

With the exceptions reported below, the descriptive findings are 
confirmed by the logistic regression analysis. Here, we provide the main 
significant findings for the statistically significant variables, following which 
we address relatively insignificant variables. 

 
Table 10. Logistic Regression analysis  

Variables  Expected 
Coefficient S.E. 

z-
statistic 

Wald Sig. 
Odds 
ratio   Sign 

SIZE + 0.218 0.157 1.39 1.919 0.166 1.243 

FOWN + -3.416 0.596 -5.73 32.876 0.000*** 0.033 

OWN - -0.893 0.536 -1.67 2.776 0.096* 0.409 

INDMAN - -0.085 0.803 -0.11 0.011 0.916 0.919 

STOCK + 0.524 0.474 1.11 1.222 0.269 1.688 

GROUP + 1.775 1.323 1.34 1.798 0.180 5.897 

GROUPIFRS + 3.509 0.535 6.56 43.081 0.000*** 33.405 

AUDIT + -0.023 0.479 -0.05 0.002 0.961 0.977 

LEV - 3.026 1.193 2.54 6.435 0.011** 20.608 

PROF - -1.111 1.476 -0.75 0.566 0.452 0.329 

IND + -0.541 0.437 -1.24 1.535 0.215 0.582 

Constant  -4.230 1.893 -2.24 4.996 0.025 0.015 

Notes: This table reports estimates of logistic regression. The model includes all observation 

of year 2009. For variable definitions, see Table 2. Stars indicate statistical significance: * p < 
0.1; ** p < 0.05; *** p < 0.01.   

 
The results of estimating equation (1), displayed in Table 10, show 

that the decision to switch voluntarily from local accounting standards to 
IFRS is significantly negatively related to the ownership concentration 
(OWN) of the firm and significantly positively related to the adoption of 
IFRS by the parent company (GROUPIFRS). These findings support the 
hypotheses H2a and H5b, respectively. Surprisingly, the results show that 
IFRS adoption is significantly negatively related to the presence of one or 
more foreign owners (FOWN), which does not support hypothesis H3. It is 
remarkable that our finding on FOWN is consistent with the descriptive 
analysis (Tables 3 and 4) because it results in a higher average number of 
non-IFRS adopters (mean=0.65) having at least one foreign owner, 
compared to IFRS adopters (mean=0.19).  

Moreover, we find that the voluntary adoption of IFRS is significantly 
positively related to leverage (LEV). This finding, however, does not 
support hypothesis H4a. The result of our analysis shows that private firms 
have a greater propensity to adopt IFRS if they are more leveraged. It is 
remarkable that our finding is consistent with the descriptive analysis 
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(Tables 3 and 4) because it establishes that IFRS adopters have a leverage 
rate (mean=15.50%) higher than the non-IFRS adopters (mean = 9.70%) 
on average.  

Below, we provide some considerations about statistically 
insignificant variables.  

Firm size (SIZE) and incorporated status (STOCK) are not 
significantly positively related to IFRS adoption (the sign of the coefficient, 
however, is consistent with the expected sign of hypotheses H1 and H6, 
respectively). In all probability, the coefficient of SIZE is not significant 
because Legislative Decree N° 38/2005 requires that the Italian private 
firms that can comply voluntary with IFRS should also be big firms because 
they must prepare the full separate financial statements.  

The independence of managers (INDMAN) is not significantly 
negatively related to IFRS adoption, which is consistent with hypothesis H4. 
Our finding, even if the coefficient is not statistically significant, is consistent 
with our hypothesis that when owners are also involved in management, 
firms have fewer incentives to adopt IFRS voluntarily.  

Even if IFRS adoption is positively related to the status of 
subsidiaries (consistent with hypothesis H5a), the coefficient of GROUP is 
not statistically significant. Prior literature on the voluntary adoption of IFRS 
does not analyze this topic. However, it is noteworthy that this finding is 
consistent with the descriptive analysis (Tables 3 and 4) because it 
establishes that the mean of the subsidiary status of IFRS adopters (99%) 
is higher compared to non-IFRS adopters (93.2%). This finding shows that 
potential voluntary IFRS adopters are mainly subsidiaries.  

The roles of auditor expertise (AUDIT) and industry sector (IND) are 
not significantly negatively related to IFRS adoption (the sign of the 
coefficient, moreover, is not consistent with hypotheses H7 and H8, 
respectively). 

Finally, profitability (PROF) is not significantly negatively related to 
IFRS adoption, which is consistent with hypothesis H4b.  

In summary, the evidence provided in this section suggests that 
Italian private firms that are more leveraged, and where their parent 
company (it is arguable that they are subsidiaries, even if the coefficient of 
the variable GROUP is statistically not significant) complies with IFRS, are 
more likely to adopt IFRS.   

 
5. Conclusion 

 
In this paper we study the determinants of voluntary IFRS adoption by 
Italian private firms in separate full financial statements. In fact, Legislative 
Decree N. 38/2005 permits private firms that meet certain legal criteria 
(Table 1) to switch from Italian accounting standards to IFRS. The adoption 
of IFRS, instead, is forbidden for other Italian private firms.  

In the empirical analysis, we focus on 206 Italian private firms, all 
potential IFRS adopters: 103 of them comply fully with IFRS and 103 
(control sample) do not switch to IFRS. The descriptive analysis (Table 2) 
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shows that 198 firms out of 206 (about the 96%) are subsidiaries of parent 
company, while only eight (about the 4%) do not belong to this group. 
Moreover, within the subsidiaries group of firms (198), 102 (about the 52%) 
switched to IFRS, while 96 firms (about the 48%) are non-IFRS adopters. 
This means that the subsidiaries’ status (even if the variable GROUP is not 
statistically significant) could influence the decision to adopt IFRS 
voluntarily, although this appears a necessary but not sufficient condition. 
Actually, we find that the probability of a subsidiary adopting IFRS in 
separate financial statements increases when the parent company 
complies with IFRS.  

In the sample we find only eight firms that are not subsidiaries, and 
only one (about 12%) adopts IFRS voluntarily.  

In absolute terms, the number of IFRS adopters identified in this 
paper (103) is higher (IFRS adopters in the population of the potentially 
IFRS adopters amount to 479), even if we cannot compare this result with 
prior literature (Francis et al. 2008; Bassemir, 2011) that considers the 
adoption of IFRS in consolidated and not separate financial statements.  

The regression model shows that Italian private firms, in general, do 
not have strong firm incentives to switch voluntarily to IFRS because they 
do not expect to incur net benefits from following such a course of action. 
Furthermore, we find that Italian private firms are more likely to adopt IFRS 
voluntarily if they are more leveraged and their parent company prepares 
consolidated financial statements according to IFRS (the coefficient is 
statistically significant). The latter is probably the stronger determinant of 
IFRS adoption by Italian private firms. Our results concerning the variables 
OWN, FOWN, LEV, INDMAN are in line with the findings from the literature 
(Cuijpers and Buijink, 2005; Francis et al. 2008; Cameran and Campa, 
2009; Bassemir, 2011). Our findings on leverage (LEV), however, are not 
consistent with Cuijpers and Buijink (2005), while SIZE, STOCK, AUDIT 
and IND are not in line with the findings from the wider literature (Cook, 
1992; Meek et al. 1995; Cuijpers and Buijink, 2005; Bassemir, 2011). 
Finally, the findings on PROF are also not in line with the findings from the 
literature (Dumontier and Raffournier, 1998; Cuijpers and Buijnik, 2005; 
Bassemir, 2011).  

Nevertheless, these outcomes do not suggest that IFRS adopters 
have strong asymmetry information compared to non-IFRS adopters. It 
seems reasonable instead that IFRS adopters are required to enhance the 
international comparability and transparency of their (separate) financial 
statements because their parent company follows the same procedure (Al-
Basteki, 1995).  

The results of this paper may be particularly relevant to regulators 
and the Italian Parliament, which introduced the chance to adopt IFRS 
voluntarily in the separate financial statements of private firms. In fact, the 
financial reporting of private firms has been the focus of both the IASB (e.g. 
IFRS for SMEs) and European institutions (e.g. harmonization of IV and VII 
EU Directives), whose purpose is to harmonize the financial statements of 
these firms across countries. Academic research, however, has so far 
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provided little input towards understanding private financial reporting, 
especially related to separate financial statements and in civil law countries. 
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