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Sammanfattning 

Införandet av IFRS i EU 2005 medförde att upptagandet av immateriella tillgångar i företags 

balansräkningar blev obligatoriskt, under visa kriterier. Diskussionen om huruvida denna 

modell skapar förbättrad värderelevans för immateriella tillgångar i företagens balansräkningar 

pågår fortfarande. Genom att tillämpa tidigare forskning på området av Shah et al. (2013) och 

Oswald et al. (2016) har denna uppsats undersökt hur införandet av IFRS har påverkat Nordiska 

bolag. Företagens benägenhet att ta upp immateriella rättigheter från forskning och utveckling 

till balansräkningarna samt deras benägenhet att öka kostnader i forskning och utveckling har 

mätts. Resultaten av dessa mätningar har sedan använts i regressionsanalys för att hitta 

korrelation till 31 företags intäkter och marknadsvärde. Denna rapport kunde inte producera 

några signifikanta resultat som styrker ett samband mellan införandet av IFRS och ökad 

värderelevans för forskning och utveckling, mellan år 2003 och 2006. Företagens benägenhet 

att investera och ta upp immateriella tillgångar korrelerade varken med företagets intäkter eller 

marknadsvärde. Denna uppsats kan således inte påvisa att IAS 38 har ökat värde relevansen av 

forskning och utveckling jämfört med tidigare regelverk. Däremot tillför vår studie flera bidrag 

för företag, investerare och intressenter som IASB eller FASB.        
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1. Introduction 

This chapter discusses the background, problematization, research aim and research 

question of this study. The purpose of this chapter is to provide the readers with an insight 

into the importance and value of our thesis.

 

1.1 Background  

The purpose of financial reporting is to meet the information needs of stakeholders including 

governments, creditors, owners, and employees (Cordazzo & Rossi, 2020). The main objective 

of International Financial Reporting Standards (IFRS) and International Accounting Standards 

(IAS) is to provide high quality, transparent and comparable information in financial statements 

to help stakeholders in making economic decisions (IASB, 2022). The International 

Accounting Standards Board (IASB) is the organisation which develops the standards of IFRS 

and IAS1. IASB seeks to achieve the objectives of IFRS and IAS through its accounting 

standards. Their stated mission is to facilitate international commerce and provide investors 

with increased protection, and to reduce entry barriers by making comparisons between 

companies simpler (IASB, 2022). IFRS provides a complete set of regulatory standards for 

regulated companies regarding their financial reporting. Since 2001, there has been an increase 

in the adoption of IFRS around the world (EY, 2021). 

 

As of 2021, the IFRS have been implemented in over 140 regions (IASB, 2022). More than 

one third of today's financial transactions are international, which leads to a more effective 

allocation of capital and a broader venue for investors than before the IFRS mandatory adoption 

(IASB, 2022). The process of trading and listing outside national borders used to be 

prohibitively expensive and complex partially because every country had their own reporting 

standards (IASB, 2022). Therefore, a need for a uniform standard evolved in unison with 

globalisation, necessitating a common standard to make accounting more transparent, efficient, 

and comparable, paving the way for the adoption of IFRS. By using IFRS, companies can set 

 
1 The IAS is a set of standards that was developed by the International Accounting Standards Committee (IASC) 

and was launched in 1973. Most of these standards have been replaced by IFRS. However, IAS 38 has not been 

replaced by IFRS.   
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up international subsidiaries, make new investments overseas and attract foreign investors on 

an unprecedented scale (IASB, 2022).  

 

The European Union (EU) regulation 1606/20022 aimed to improve the quality of financial 

reporting and develop a single market in Europe. As a result of 1606/2002, listed companies in 

the EU have been required to apply IFRS in the preparation of their consolidated accounts since 

the 1st of January 2005 (Melville, 2019). All publicly listed firms in countries which are 

member states of the EU have been required to implement IFRS since 2005. Furthermore, even 

some countries which are included in the European Economic Area3 (EEA) like Iceland, 

Norway and Liechtenstein have also been obliged to implement IFRS since 2005.   

 

As part of the worldwide accounting harmonisation in general and the EU’s adoption of IFRS 

in particular, the Nordic countries, including Sweden, Denmark, Finland and Iceland 

transitioned to IFRS in 2005. Sweden, Denmark, and Finland’s transition were based on the 

membership of the EU. Iceland is not a member state of the EU, but is included in the EEA. 

The EEA mandates that Icelandic public companies must apply IFRS in their financial 

statements (Larson & Street, 2004). Furthermore, many Nordic non-public traded companies 

voluntarily adopted IFRS although they were not required to do so (Morais & Dias Curto, 

2009).  

 

Although IFRS have achieved transparency and met the needs of stakeholders including 

governments, creditors, employees and owners, there are still problems with some of the IFRS 

standards that makes it hard for stakeholders to understand the financial statements of the 

companies (Kanodia et al., 2004). One such standard is IAS 38 on intangible assets. IAS 38 

regulates intangible assets that are initially recognised as a result of business combinations, 

separate acquisition, government grants or internal generation i.e., research and development 

(R&D). As required by IAS 38, R&D is split into two phases: research costs must be expensed 

and recognised in the companies’ income statement; secondly, the development must 

 
2 Also referred to as Regulation (EC) No 1606/2002 of the European Parliament and of the Council of 19 July 

2002 on the application of international accounting standards. The regulation requires that publicly traded 

companies, within Europe, starting their financial years on or after 1 January 2005 must, with certain transitional 

exceptions, prepare their consolidated financial statements in conformity with adopted IFRS.  
3 The EEA links the EU member states into an internal market governed by the same basic rules. These rules 

enable free movement of capital and services within the European Single Market.  
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be capitalised as an intangible asset, when certain criteria are met and its cost can be measured 

reliably. One of the major discussions about the 1606/2002 regulation has been the difficulty 

of knowing which value-method that should be used. Another challenge is determining the cost 

of the assets reliably and whether and when there is an identifiable asset that will generate 

future economic benefits (Melville, 2019). Therefore, the focus of this thesis is IAS 38, 

intangible assets in the Nordic countries.   

 

IFRS is a principle-based framework, it is reflected in IAS 38;57 where the capitalisation of 

R&D greatly depends on the discretion of the reporting company. Mazzi et al. (2019) argued 

that the freedom of discretion can lead to unwanted managerial accounting in countries with 

high corruption and low internationalisation. By enabling opportunistic valuations, companies 

can mislead their stakeholders as to how they report their R&D expenditures. There are two 

contrasting views on the R&D capitalisation. The IASB represents proponents of capitalisation 

and argues that R&D can be reliably measured, has an impact on predicted future earnings and 

is value relevant. For these reasons it was necessary and logical to include them on the balance 

sheet as it was positive signalling to stakeholders and investors. In contrast to IFRS, the 

regulatory body of the United States (FASB) does not allow any capitalisation, with the 

exception of intangibles related to the software industry. FASB argues that the future economic 

benefits cannot be measured reliably and mandates that all R&D expenses should be expensed 

(Lev & Sougainnis, 1995). However, Lev and Sougainnis (1995) argued that future benefits of 

R&D can be reliably measured and have value relevance for the firms, in expected earnings 

and stock price. That has been thoroughly researched since the 1970 when SFAS No.24, the 

legislation mandating full expensing in the United States, came into effect (Oswald et al., 

2016).  

1.2 Problematization  

In accounting research, there have been a lot of studies examining the impact on R&D after 

IFRS adoption and related effects on companies financial reporting. For example, a study by 

Oswald et al. (2016) tested whether the switch from optional to mandatory capitalisation had 

any impact on the R&D expenses in UK firms. The study measured R&D spending in firms 

that chose to capitalise their R&D and firms who became legally obliged to capitalise due to 

 
4 In 1974, FASB issued Statement of Financial Accounting Standard No. 2 for Accounting of Research and 

Development costs. The standard requires companies to expense all their R&D outlays in the year incurred.  
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the transition to IFRS. The results of their study suggested that firms which expensed under 

UK GAAP experienced an increase in their R&D growth and spending after the transition to 

IFRS (Oswald et al., 2016). Their study concluded that IAS 38 did have an impact on spending 

in firms with a high intensity of R&D spending. Gong and Wang (2016) studied how companies 

under mandatory expensing or optional capitalisation GAAP are affected by a transition to 

IFRS capitalisation. They examined the nature of change rather than its effects. Furthermore, 

the conclusion is that mandatory capitalisation under IFRS would lead to the capitalisation of 

lower quality R&D (Gong & Wang, 2016).  

  

Similarly, Shah et al. (2013) examined the value relevance of R&D before and after the 

implementation of IFRS by studying the earnings, R&D intensity, and value of equity in the 

UK. The UK was interesting as it had higher R&D spending than the Nordic region, an average 

of 4,6% between 2003 and 2006 (ONS, 2022). Thus, Shah et al. (2013) established a positive 

correlation between capitalisation and a higher valuation of adjusted book value of equity. Shah 

et al. (2013) suggested that investors viewed capitalisation as a better indicator of value than 

expensing, as there was no correlation between expensing and book value of equity. However, 

a caveat to this correlation was that value relevance was lower post-IFRS, suggesting that 

optional capitalisation under UK GAAP had stronger value relevance than IAS 38. The authors 

suggested that companies used capitalisation to signal the markets and making capitalisation 

mandatory removes this tool. The authors found hints that mandatory capitalisation may not 

bring more value relevance, based on studies of the UK transition.  

 

The findings are in line with Ball (2006) who argued that IAS 38 will not reflect value relevance 

more effectively than optional capitalisation or expensing. Ball (2006) argued that the 

framework cannot be implemented evenly and can therefore not provide increased value 

relevance. Since valuation was at the discretion of the individual company, this means the 

decision makers are operating in different currency markets, banking systems and under 

investor protection policies. Asset valuation may therefore be based to a greater extent on 

access to credit markets or the spread in underlying commodities, rather than on future 

economic value of the asset itself.  When companies are valuing an intangible asset, they are 

doing so under the influence of other stakeholders not specified, or considered in IAS 38. 

An Italian study by Markarian et al. (2008) likewise argued that capitalisation could lead to an 

increase in earnings management, obscuring a true and fair view of the reporting companies. 

There are several reasons as to why companies would use capitalisation to manipulate their 
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earnings; by capitalising R&D the companies could increase their earnings for a given reporting 

period, reassuring investors, and credit providers concurrently. On the other hand, should the 

company operate in a high tax jurisdiction, managers would be more prone to expensing their 

R&D costs. Although IAS 38 mandates capitalisation, it gives managers considerable leeway 

in their decision making, enabling them to be very selective. Markarian et al. (2008) found that 

companies with a positive change in return on assets (ROA) are more likely to expense their 

R&D, while companies with a decreasing ROA are more likely to capitalise. Their study 

supports the theory that capitalisation can be used for earnings management. 

 

Based on the previous discussion, we can see that much research has been done regarding IAS 

38 in connection to IFRS adoption and the topic has remained important as the two main 

accounting standards setters, IASB and FASB, do not agree with each other on the 

capitalisation method. However, as far as we are aware, no specific research about R&D has 

been done in regard to the Nordic region. 

 

The issue pertaining to intangible assets reporting standard was of particular importance for the 

Nordic countries (Eurostat, 2022). A lot of companies in the Nordic region deal with intangible 

assets daily. According to Eurostat (2022), Sweden, Denmark, Finland, and Iceland have many 

research-intensive companies compared to other countries in the world. Therefore, in many 

companies within these Nordic countries, the majority of the total assets are intangible assets 

(Kanodia et al., 2004). Furthermore, the uncertainties and debates around IAS 38 have been 

particularly relevant for the Nordic countries.  

 

The Nordic countries are important to examine because they are innovation leaders (WIPO, 

2021). More specifically, Sweden was ranked 2nd in innovation and 5th for R&D globally 

while Denmark was ranked 9th in innovation and 7th for R&D globally. Meanwhile, Finland 

was ranked 7th for innovation and 10th for R&D globally. Lastly, Iceland was ranked 17th in 

innovation and 21st for R&D globally (WIPO,2021). Thus, this thesis seeks to fill the void in 

accounting literature by examining the impact of mandatory R&D capitalisation in Nordic 

countries as part of the IFRS adoption. 
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1.3 Research Aim 

The purpose of this thesis is to investigate how R&D intensive companies in the Nordic 

countries have been affected by the IFRS implementation, regarding IAS 38. The reader should 

note that, Norwegian companies will be excluded from this paper as Norway scored below the 

EU average spending between 2003 to 2006 (Eurostat, 2022). Hence, when discussing the 

“Nordic region” in this paper, it will include Sweden, Denmark, Iceland, and Finland 

exclusively.   

 

1.4 Research Question  

What is the value relevance of the implementation of IAS 38 on the Nordic countries R&D 

intensive companies?  

Value relevance is defined as the ability of information that was presented by financial 

statements to capture and summarise firm value (Kargin, 2013 & Melville, 2019). Barth et al. 

(2001) stated that financial information would be value relevant if it affects the value of the 

company’s equity. Value relevance can be measured by the statistical relations between 

information that financial statements present and stock market values or returns (Suadiye, 

2012).  

 

IAS 38 claims that capitalisation will increase transparency and better reflect the value of the 

companies’ R&D spending. Our aim is to benchmark this claim by evaluating the effects on 

the companies’ financial performance under national GAAP and IFRS. Furthermore, this report 

is limited to identifying and analysing the internally generated intangible assets of the R&D 

section of IAS 38.  
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1.5 Disposition  

 

 

 

Chapter 1

• The first chapter presents the background and problematization. In 

contrast, the research aim and the research question is discussed. 

Chapter 2

• This chapter contains of the literature review and hypotheses 
development. First we clarify some key concepts and definitions in 
this thesis. Furthermore, we discuss the Positive Accounting 
Theory and its connection to R&D Value relevance research. To 
end with, we conclude with the hypotheses development.  

Chapter 3

• This chapter is divided into two subsections. First we discuss the 
theoretical methodology which includes the research strategy and 
research approach. 

• The second subsection is the empirical methodology where we 
discuss literature search, data source, collection and analaysis and 
the chosen variables. We conclude this chapter by discussing 
reliability, validity and generalisability. 

Chapter 4

• The main purpose of this chapter is to describe the empirical 
results and to analyse our findings. 

• This chapter begins with explaining the descriptive statistics and 
the Pearson's correlation test. Through the Pearson's correlation we 
test our developed hypotheses and analyse the results. Later on, we 
guide you through the weighted average index and end with the 
analysis.   

Chapter 5

• The last chapter of this thesis discuss the conclussion and 
discussion. In this chapter we also discuss the contributions of this 
study. Furthermore, we move to the research limitations and end 
with some suggestions for further research of this topic. 
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2. Literature Review and Hypotheses development 

 

In this chapter the literature review and the hypotheses development are presented. The 

chapter begins by explaining some concepts. Then, the chosen theory of this thesis and the 

connection between the theory and value relevance are explained. This chapter ends with the 

development of our hypotheses.  

 

2.1 Key concepts and definitions 

Accounting research, especially IFRS studies, is prone to technical terminologies. In the 

following section, we define and explain some of the key concepts in this thesis. We hope 

that by clarifying these concepts and definitions can help the reader better understand the 

thesis’ research aim, hypotheses, and findings.  

 

2.1.1 Intangible Assets, IAS 38  

An asset is a present economic resource controlled by the company as a result of past events 

(IASB, 2022). An asset can be either tangible, intangible or financial. The definition of an 

intangible asset is an identifiable non-monetary asset without physical substance (IAS 38 8b, 

2021) such as licences, intellectual property rights and patents. Intangible assets can be 

acquired through separate acquisition, government grants or acquisition through business 

combinations (IASB, 2022). For an item to be recognised as an intangible asset in the financial 

statement it must meet the definition mentioned. Furthermore, the intangible assets must also 

follow the recognition criteria, which is that it is probable that the expected future economic 

benefits that are attributable to the asset will flow to the company, and that the cost of the asset 

can be measured reliably. According to IASB (2022) the probability of expected future 

economic benefits should be assessed using reasonable assumptions that represent 

management's best estimate of the economic conditions that will exist during the asset’s useful 

life. To clarify the second criteria, IAS 38 states that intangible assets should be measured 

initially at cost. In addition, the company can also internally generate intangible assets rather 

than purchased from outside parties. These intangible assets are called internally generated 

intangible assets. However, IAS 38 states that it can be difficult to assess whether these assets 

qualify for recognition due to two problems. The first problem is establishing whether or not 
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the asset will generate future economic benefits. The second problem is determining the cost 

of the asset reliably. To resolve these two problems, IAS 38 requires that internally generated 

intangible assets should be classified into two phases: Research and Development (IASB, 

2022).  

 

2.1.2 R&D in IFRS 

Unlike externally generated intangible assets, which are priced at their fair value on the date of 

acquisition, internally generated intangible assets are not as simple to reliably evaluate. When 

the project or technology is in its early stages, it is difficult to ascertain its future economic 

value and to measure its costs reliably (IAS 38;51, 2021). Research is defined as original and 

planned investigation undertaken with the prospect of gaining new scientific knowledge or 

understanding (Melville, 2019). Research activities could be the search for alternatives for 

material, products, or processes. All expenses relating to research will be expensed, as the 

research future value cannot be reliably ascertained (IAS 38;54, 2021). IAS 38 states that in 

the research phase it is not possible to demonstrate that the intangible asset will generate future 

economic benefits (IASB, 2022).  

 

Furthermore, development is defined as the application of research findings to plan to produce 

improved materials, products, or processes before the start of commercial production (Melville, 

2019). Examples of development activities can be the design, construction and testing of pre-

production prototypes or models. Melville (2019) also stated that since the development phase 

was further advanced than the research phase, it may be possible to identify an intangible asset 

arising from this phase and to demonstrate that this asset will probably generate future 

economic benefits to the company. When the project enters the development phase the 

company's ability to capitalise costs related to the project depends on the following criteria: 

 

a) the technical feasibility of completing the intangible asset so that it will be 

available for use or sale; b) its intention to complete the intangible asset and use or 

sell it; c) its ability to use or sell the intangible asset; d) how the intangible asset will 

generate probable future economic benefits. Among other things, the company can 

demonstrate the existence of a market for the output of the intangible asset or the 

intangible asset itself or, if it is to be used internally, the usefulness of the intangible 

asset; e) the availability of adequate technical, financial and other resources to 
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complete the development and to use or sell the intangible asset; f) its ability to 

measure reliably the expenditure attributable to the intangible asset during its 

development.  

(IAS 38; 57 a-f, 2021).  

If any of these criteria cannot be demonstrated, the development expenditure concerned must 

be written off as an expense when it is incurred (Melville, 2019). Development expenditure 

that has previously been written off as an expense cannot be capitalised at a later date. The 

costs that a company can capitalise under IFRS include employee salaries, costs directly related 

to the creation of the intangible asset and amortisation of patents that are used to generate the 

asset (IASB, 2022). Therefore, when the intangible asset meets the aforementioned criteria, the 

company can start capitalising its costs and put them on their balance sheet as an intangible 

asset.  

 

2.1.3 R&D regulations in the Nordic countries 

As mentioned earlier, accounting for intangible assets is a major topic in the Nordic countries, 

with the exception of Norway. All countries transitioned to IFRS in 2005 due to their 

membership in the EU or EEA. Previously, companies in Sweden would report according to 

local GAAP, RR 15. The framework was drafted by the Swedish Accounting Standards Board 

¨Redovisningsrådet¨ and was implemented in 2002. RR 15 regulates intangible assets and was 

very similar to IAS 38. According to the recommendation (RR 15), intangible assets must be 

capitalised when certain criteria are met (FAR, 2022). Furthermore, internally generated 

intangible assets are according to RR 15 not possible to recognize in the statement of financial 

position, but must be acquired through acquisition. Before the implementation of RR 15, the 

regulations regarding intangible assets were even more restrictive.  

 

Moreover, the Danish accounting regulations deviate from IAS 38 in various ways. One 

example is that the Danish financial statement act did not allow for a revaluation of intangible 

assets. Regarding the useful life of the asset, IAS 38 states that it can be either limited or 

unlimited. The Danish financial statement act states that the useful life of the asset can be a 

maximum of 20 years. Furthermore, if the costs pertaining to the development phase cannot be 
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estimated reliably, the useful life is limited to 10 years. IAS 38 requires in addition that the 

companies provide additional information, including the year's research and development 

expenses that they have chosen to expense. The provision of additional information was not 

regulated in the Danish financial statement act or in the Danish recommendations (KPMG, 

2020). Meanwhile, according to the Danish financial statements act, intangible assets must be 

amortised over their useful lives. Some listed companies in Denmark voluntarily adopted IFRS 

before 2005. For non-listed companies, IFRS was voluntary. There were 7 companies that 

voluntarily adopted IFRS before 2005 in Denmark (Morais et al., 2018). Another study from 

Holm and Scholer (2007) stated that the Danish early adopters of IFRS were for the most part 

biotech companies.  

 

Finnish companies reported according to the Finnish accounting standards (FAS) before the 

adoption of IFRS in 2005. As stated earlier, IAS 38 stipulates that an asset can only be 

recognized when it is probable that future economic benefits will flow from the asset and when 

the cost of the asset can be reliably measured (Melville, 2019). Therefore, research expenditure 

cannot be capitalised. However, FAS allows research expenditures and other internally 

generated intangible assets to be capitalised (Lannto, 2009). Moreover, Finland emphasised 

prudent capitalisation of development expenditures. Consequently, the capitalisation of 

development expenditures under FAS might differ from those under IFRS. Furthermore, Ding 

et al. (2006) stated that there was a significant difference between the reporting of FAS and 

IFRS. As a result, the adoption of IFRS in Finland led to improved accounting quality (Barth 

et al., 2008). Lannto (2009) meant that the adoption of IFRS has major benefits to investors 

especially in Finland. One of these benefits could be that the accounting treatment of internally 

generated intangible assets produce a more accurate picture of the company.   

 

In contrast, the EEA countries such as Iceland, Norway, and Liechtenstein are not member 

states of the EU. EEA countries are obliged to comply with EU Accounting Directives and 

Regulations, including the adoption of IFRS in 2005. Furthermore, the EEA agreement allows 

Iceland to participate in the EU single market without full EU membership (Larson & Street, 

2004). Before 2005, Iceland had been a member of the EEA since 1994. Therefore, the previous 

accounting treatment of intangible assets was according to IAS 38 (EFTA, 2022).  
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2.2 Choice of Theory: Positive Accounting Theory (PAT) 

The choice of our theory was the positive accounting theory. The reasons behind the choice of 

this theory were two-fold. Firstly, PAT explains what is currently happening in a company and 

it can also provide information that predicts how companies will account for their transactions 

going forward (Deegan & Unerman, 2011). Thus, it is relevant to our thesis because it helps us 

acknowledge the differences with the adoption of IFRS in the specific and chosen companies. 

Secondly, PAT has been the most used theoretical lens in the accounting literature which we 

have examined in our literature review. Given that our research undertakes similar aims with 

what has been done in other countries (see 1.2 for details), we believe that this lens is a suitable 

theory to help us realise the research aim of this thesis. In the following sections, we describe 

PAT and its importance in examining R&D value relevance which is our research focus. In 

doing so, we seek to connect theoretical knowledge with the purpose of this thesis.  

 

2.2.1 Positive Accounting Theory 

PAT was developed by Watts and Zimmerman and was based on the central economic-based 

assumption that an individual’s action is driven by self-interest and that an individual will act 

in an opportunistic manner in order to increase their wealth (Deegan & Unerman, 2011). 

Furthermore, the beginning of PAT was the Efficient market hypothesis (EMH) which was 

based on assumptions that capital markets will react in an unbiased manner and efficiently to 

publicly available information. In accordance with the assumption that self-interest drives all 

actions, PAT predicts that organisations will apply mechanisms that align the interest of the 

managers of the firm with the interest of the owners. Such mechanisms could be providing 

managers with a share of the organisation's profit. Under PAT, companies seek to maximise 

their profits, therefore the companies organise themselves efficiently (Deegan & Unerman, 

2011).  

 

Managers are predicted to bond themselves when preparing the financial statements of 

companies, which is referred to as bonding cost. When managers are responsible for preparing 

the financial statements, the theory predicts that the statements must be monitored or audited, 

i.e., monitoring cost. The reason behind monitoring or auditing the statements was to eliminate 

the information asymmetry. Information asymmetry occurs when the owner does not know 
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what the manager is doing. In order to prioritise the company’s objective and eliminate 

uncertainties and information asymmetries, there is a need for a contract between the two 

parties. In other words, PAT predicts that the relationship between managers and owners needs 

to be controlled and monitored. For further clarification, PAT does not assume that all 

opportunistic actions can be controlled by contractual agreements, therefore there will always 

be residual costs associated with appointing a manager (Deegan & Unerman, 2011). PAT is a 

more developed theory than the Agency theory, based on the idea that managers and owners 

always act according to their own self-interest (Collin et al., 2008).  

 

PAT either adopts an efficiency perspective or an opportunistic perspective. The efficiency 

perspective reflects the reduction of future agency and contracting costs. The opportunistic 

perspective of PAT seeks to explain and predict certain opportunistic behaviours that might 

occur. In addition, PAT is also based on three hypotheses to explain and predict the support of 

an accounting method. These hypotheses are bonus plan hypothesis, debt hypothesis and 

political cost hypothesis (Deegan & Unerman, 2011). Therefore, PAT is a relevant theory when 

studying the value relevance of R&D.  

 

2.2.2 PAT in R&D Value relevance research 

PAT is an appropriate theory for explaining accounting choices and their value relevance 

(Collin et al., 2008). PAT is one of the most influential accounting research theories during the 

last four decades (Kabir, 2011). Kabir (2011) further stated that PAT literature has asserted that 

the internally generated intangible assets should be recognized in the financial statements. The 

value relevance literature has suggested that disclosure of intangibles in financial statements 

are value relevant. When intangibles are recognized in financial statements, it means that the 

intangibles are capitalised into the balance sheet. Barth et al. (2008) found that companies 

which applied IAS revealed more value relevance of accounting amounts than companies 

which followed local accounting standards. Suadiye (2012) concluded that value relevance can 

increase or decrease depending on which accounting regulations are being used. According to 

PAT, accounting managers could mislead owners by convincing them which accounting 

method to use for the company’s transactions in order to gain self-benefits.  
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PAT also seeks to understand why accounting practices are employed by accountants 

(Wiratama & Asri, 2020). An example is that managers could expense all their R&D in order 

to lower the firm's earnings. Another study by Morais and Curto (2009) showed that the value 

relevance of financial information during the period in which companies applied mandatory 

IFRS was higher than for the period during which they used local accounting standards. Before 

the mandatory adoption of IFRS, companies in different countries could choose whether to 

implement IFRS or use their national GAAP. These different strategies could increase 

information asymmetry and misguide current and potential stakeholders. Thus, different ways 

of treating R&D activities could yield different values in the financial statements. PAT was 

relevant for our research aim because we examined the effect of the value relevance after the 

implementation of IAS 38. Therefore, PAT will also be useful when predicting our developed 

hypotheses. After analysing our collected data, PAT helps us explain the value relevance 

impact of the implementation of IAS 38. To conclude, studying the value relevance of the 

implementation of IAS 38 was strongly connected to PAT.  

 

2.3 Hypotheses development  

This section includes the development of our hypotheses which will be explained through 

EBITDA and Market Capitalisation. Furthermore, a weighted average index is presented in 

order to understand different factors which could affect the developed hypotheses. Thus, the 

weighted average index is not used to create hypotheses, rather to understand exogenous factors 

outside the company’s control.  

2.3.1 EBITDA  

Lev and Sougainnis (1996) performed a study on US companies where they reported R&D 

expenses as if they were capitalised. Their findings suggested that there was a strong statistical 

connection between R&D capital and subsequent stock returns. They defined earnings as 

“before extraordinary items” and before tax, which was further adjusted with dummy variables 

to compensate for anomalies. The results of the study indicated that capitalisation leads to 

higher value relevance for R&D when analysing stocks and earnings. We will therefore analyse 

the relation between R&D and earnings after the adoption of IFRS in H1 and H2.  
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Markarian et al. (2008) performed a study on Italian companies where he tested whether 

capitalisation led to earnings management, meaning that the companies used R&D to adjust 

their income. By comparing the companies’ returns to their level of capitalisation, the study 

looks for an inverse relationship in these variables. Markarian et al. (2008) found that 

companies who had low earnings tended to capitalise more, i.e., boost their earnings by 

capitalising their R&D costs.  

 

Shah et al. (2013) studied the effect of IFRS on UK companies. To measure the change in value 

relevance, they compared adjusted earnings and capitalisation. The adjusted earnings added 

back amortisation in order to measure the “true” cost and capitalisation of intangible assets. 

However, their conclusion was that the value relevance of capitalisation was lower post IFRS 

implementation, while there was no effect on value relevance on R&D expenses. Furthermore, 

Oswald et al. (2019) argued that Expensed R&D results in lower earnings due to managerial 

effect i.e., lowering costs to increase earnings. Another possible scenario was that companies 

postpone their R&D spending in anticipation of IFRS, when they can capitalise and therefore 

lower their expenses both prior and after IFRS, due to the option to capitalise (Oswald et al., 

2016). If this was the case, capitalisation would manifest in a decrease in R&D spending in 

2003 and 2004 and an increase in 2005 and 2006, given the option to capitalise under IFRS. If 

the theory by Oswald et al. (2016) were valid, EBITDA should not be correlated with Expensed 

R&D, as costs are lowered by delayed spending and neutralised by capitalisation. If the selected 

companies have a higher propensity to capitalise under IFRS, this should increase the 

companies’ assets and lower their costs, and as depreciation was added back, resulting in a 

higher EBITDA. The companies selected for the purpose of this report are diverse in terms of 

their market capitalisation, globalisation, time in operation and R&D intensity, making 

EBITDA a suitable metric.  

 

To estimate the effects of IFRS more accurately, the variables of interest, tax, depreciation, and 

amortisation will be added back to earnings. In doing so the earnings will reflect on the 

company's ability to generate return adjusted for outside variables unrelated to R&D. This 

report deals with internally generated intangible assets, other intangible assets including 

goodwill, acquired assets through mergers or acquisitions will not be included. Adding back 

depreciation and amortisation to earnings, will neutralise any managerial effects and isolate the 

growth of the R&D research. The adjustment also eliminates any discrepancy in how the 

companies choose to depreciate their assets, for instance if a company chooses to capitalise 
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interest expenses, consistent with previous research. Thus, we predicted that Expensed R&D 

will have an effect on the company's earnings, either as a result of earnings management 

(Markarian et al., 2008), a positive effect (Lev and Sougiannis, 1996) or a neutral effect (Shah 

et al., 2013). The discussion leads to the following hypotheses:  

H1: Expensed R&D had significant impact on EBITDA after the IFRS adoption 

H2: Capitalised R&D had significant impact on EBITDA after the IFRS adoption 

 

2.3.2 Market Capitalisation 

When firms have the option to capitalise or expense their R&D, the choice between them does 

not necessarily have to be related to IAS 38 and whether they meet the criteria stated therein. 

Expensing R&D means lowering the earnings of the company. Thus, for large cap firms this 

should have a miniscule effect but could be economically challenging for smaller firms. 

Moreover, medium and smaller firms might be impacted negatively by mandatory expensing, 

having to lower their R&D spending to meet their earnings targets.  

 

The value relevance of R&D was positively correlated to market valuation (Tsoligkas & 

Tsalavoutas, 2011). Furthermore, Tsoligkas and Tsalavoutas (2011) argued that investors view 

R&D spending as a capital component, rather than as a generic expense. In contrast, they also 

argued that market capitalisation is uncorrelated to firm size, which suits our purpose well as 

our companies are diversified in market capitalisation. Should the adoption of IFRS, i.e., 

capitalisation, lead to higher value relevance of the selected companies, we expected the rate 

of spending to correlate evenly from 2003 through 2006 with market value. Hence, should 

market capitalisation have a high correlation with Expensed R&D, this suggests investors have 

priced in these as capital components, making capitalisation a mere formality. Therefore, the 

conclusion was that capitalised R&D better reflected the company’s fundamentals (Tsoligkas 

& Tsalavoutas, 2011).  

 

Stark (2008) argued that putting intangible assets on a balance sheet may not be the optimal 

way of valuing them, as R&D expenditures are difficult to measure. Stark (2008) stated that 

increasing disclosure requirements might have a more profound effect, as markets are already 

pricing in R&D expenditures in the valuations. His conclusion was that there are no notable 
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harms done by adopting the IFRS capitalisation model but notes that there are no identifiable 

advantages unless the regulation leads to disclosing guidelines. Therefore, we expect to find 

higher correlation between Expensed R&D and Market Capitalisation, since capitalisation 

because of IFRS will have limited effect.  

 

Furthermore, a possibility was that firms planned for the transition to IAS 38. As argued by 

Oswald et al. (2016), we expected to see low correlation between both variables. His theory 

was that firms would be incentivised to lower their R&D spending prior to the switch to 

increase their post implementation. The earning management would enable the firms to retain 

the same level of spending through the four years without lowering their earnings. His studies 

found no correlation between Market capitalisation and Expensed R&D or Capitalised R&D. 

Thus, we expected a negative correlation with market capitalisation (Tsoligkas, F & 

Tsalavoutas, I. 2011), or a neutral correlation (Stark, 2008 & Oswald et al., 2016). Therefore, 

we hypothesise that: 

 

H3: Expensed R&D had significant impact on Market capitalisation after the IFRS adoption 

H4: Capitalised R&D had significant impact on Market capitalisation after the IFRS  

Adoption 

 

2.3.3 Weighted Average Index 

The stated goal of IFRS is to provide the readers and users of the financial reports with a “true 

and fair view” of the reporting company. Thus, capitalised R&D should therefore have a 

positive effect on the annual reports of the reporting firms, signalling their progression from 

research into development. If the capitalisation model was better than that of mandatory 

expensing, then capitalisation should have an impact on the stock price or market value of the 

firms (Lev & Sougainnis, 1996). A weighted average index of the selected firms will be used 

and benchmarked against the broader markets in the Nordic region.    

 

This thesis is mainly focused on internal variables such as rate of spending, earnings, rate of 

capitalisation and stock price to measure the effects of IFRS. As a result, extrinsic variables 

such as interest rates, inflation and market volatility are not accounted for, given the limitations 

of time and resources for this report (Silvio et al., 2019). In order to measure the impact of 

these factors in an effective way, a weighted average index was created to reflect the firm's 
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market valuation, benchmarked against the indices from where they were collected. 

Furthermore, the weighted average index will be further explained in chapter 4 (see 4.3 for 

details). 

  

 

 

3. Methodology 

 This chapter is divided into two main subsections: theoretical and empirical methodology. In 

the theoretical methodology, we discuss our research strategy and research approach. In the 

empirical methodology, we present the literature search, data source, data analysis and 

operationalization. Later, we identify the independent and dependent variables used in this 

study. Then, reliability and validity are discussed. At the end of this chapter, we discuss the 

generalisability of our findings.  

 

3.1 Theoretical Methodology 

The theoretical methodology provides a presentation of the research strategy and research 

approach in order to clarify the chosen research method and approach in this thesis.  

3.1.1 Research Strategy 

The most used methods in accounting research are qualitative and quantitative. The quantitative 

research involves the collection of numeric data and views the relationship between theory and 

research as deductive (Bryman & Bell, 2011). Furthermore, the quantitative research is 

presented by diagrams and statistics. The collected information can be gathered by using 

sampling methods, questionnaires, online polls or online surveys. Some advantages of using 

this research are that after the collection of the data, it represents reliable and accurate 

information. Another advantage is that it was less time consuming than qualitative research 

(Bryman and Bell, 2011). However, the collected data must be analysed and interpreted to be 

useful (Saunders et al., 2019). Meanwhile, the qualitative research does not use numeric data. 

Instead, it collects data to deeper understand the problem. Bryman and Bell (2011) meant that 

this research method usually emphasises words rather than numbers in the collection and 
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analysis of data. Moreover, qualitative research tends to be more concerned with words than 

with numbers. The method aims to generalise the collected data in a structured way (Bryman 

& Bell, 2011).  

 

Our chosen theory for this thesis, PAT, was based on previous research in this field and the 

purpose of this paper was to test them on a Nordic dataset. For this purpose, we have used a 

quantitative research method to test our hypotheses empirically, this was also in line with our 

choice of deductive approach. Researching value relevance was based upon examining 

statistical models and accounting information from the firm's financial statements. Therefore, 

this made the quantitative research method relevant and applicable to this thesis. A big 

advantage of employing a quantitative approach in this thesis was the wide variety and 

reliability of data, as all the observed companies report under a common framework. The 

collected data has helped us make predictions, test causal relationships, and find patterns. Our 

research question was well suited to this method as large datasets will be analysed and 

interpreted. Our research question was limited in scope, making quantitative methods 

preferable as the data were suited for empirical testing. To this end, we have established the 

correlation in financial variables and the company's R&D spending. 

 

3.1.2 Research Approach 

There are many research approaches that are used in accounting research. Two of the most used 

approaches are inductive and deductive. The inductive approach, which is the opposite to 

deductive, uses the data to develop a new theory. According to Bryman and Bell (2011) the 

inductive researcher often uses a grounded theory approach to data analysis and theory 

generation. However, an inductive approach to linking data and theory is associated with a 

qualitative research approach. The deductive approach explains the relationship between 

variables. Furthermore, the deductive approach uses the developed hypotheses for confirmation 

or rejection. A main factor of this approach is that the researcher should not be affected by the 

current research and the results.  

 

In this thesis we have used the deductive approach; data will be collected, analysed, and 

interpreted to test our hypotheses. The approach is relevant for our thesis because we wanted 

to gain deeper knowledge about the relationship between the variables and how they can affect 
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each other. The reason behind choosing the deductive approach to this thesis was because it 

was more applicable to our research than the inductive approach. Moreover, we have 

investigated how the value relevance was affected after the implementation of IAS 38 in the 

Nordic countries. We tested our theory by collecting data from Nordic companies and 

investigated whether IFRS had an impact on their spending, market valuation and rate of 

capitalisation. We also created a null hypothesis based on previous research and tested these 

theories with the collected data. If we reject the null hypothesis this means IFRS has an 

unintended effect on company earnings and suggests that capitalisation can be used as a tool 

for earnings management. Therefore, it was important for us to examine the relationship before 

and after the IFRS mandatory adoption in the Nordic countries. To examine the relationship 

before and after the IFRS adoption was something which the deductive approach deals with. 

Another reason for selecting this approach was that it moves from theory to practice.  

 

3.2 Empirical Methodology 

In this study, the empirical methodology refers to the data collection in order to answer the aim 

of this research and the problematisation. The method is useful for data collection and facts 

(Bryman and Bell, 2011). The following sections describe the different methods used in this 

thesis to collect the empirical data.  

 

3.2.1 Literature search 

 

When researchers gain an interest in a specific subject, reviewing the literature of previous 

studies becomes important in order to get an idea of what was already known and what research 

methods have already been used (Bryman & Bell, 2011). Both scientific articles and textbooks 

along with other sources have been used in order to gain academic knowledge of the standard 

regarding intangible assets, IAS 38. The scientific articles were collected through Google 

Scholar and HKR Summon. HKR Summon is a web-library of Kristianstad University. 

Furthermore, the scientific articles were also peer reviewed. The keywords used when 

searching for scientific articles are; IFRS, IAS 38, Research and development, internally 

generated intangible assets, value relevance, and stock price. Some of the referred textbooks in 

this thesis have been used in previous accounting courses, while other textbooks have been 

recommended by professors from Kristianstad University. Furthermore, the other sources are 
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annual reports of the chosen companies and publications from Big4 accounting firms. The key 

reason for using the annual reports, not only for data but also for information about this subject, 

was that Denscombe (2018) clarified the advantages of using annual reports. One advantage 

was that the information was easy to gather. Another advantage was that the material used was 

easy to control. However, Bryman and Bell (2011) identified disadvantages when using the 

annual reports. A disadvantage could be that there could increase misconceptions to the 

researcher about the mentioned data. In contrast, the literature used in this thesis was assumed 

to be reliable and credible. The quantitative data of this thesis was based on the annual reports 

of the concerned companies.  

 

3.2.2 Data source 

There are two different types of data: primary and secondary data. The first mentioned data 

was collected by the author. The secondary data was collected by others which the author will 

use in the report (Bryman & Bell, 2011). The secondary data will enhance the reliability in this 

thesis.  Our data will primarily be based on financial reports from 30 companies based on the 

OMXS30 Stockholm, OMXCOP Copenhagen, OMXHEX Helsinki and OMX Iceland stock 

exchanges. By doing so, we avoid setting our own criteria for R&D relevant companies and 

can instead rely on the standards of Nasdaq, who operate the OMXS30, OMXCOP, OMXHEX 

and OMX Iceland stock exchanges. Thus, our thesis will be based on secondary data.  

 

We analysed the pharmaceutical, technological, industrial and health care sector in Sweden, 

Denmark, Finland, and Iceland from 2003 to 2006. The Nordic region, with the exception of 

Norway, had higher R&D spending compared with the average for the EU (Eurostat,2022). We 

will select 30 large cap companies from relevant equity funds and ETF:s that were operational 

in the Nordic countries from 2001 to 2006. companies that were not affected by the switch to 

IFRS and the provisions in IAS 38 will be excluded, as will companies who reported under 

IFRS before the switch. Sweden formally adopted IFRS in 2005 but the previous legislature, 

RR 15, was for all intents and purposes a translation of IAS 38 and came into effect 2001, 

therefore 2001 will be considered the “switching year”. To evaluate the effects of IAS 38 on 

the reporting companies we will apply the following ratios: R&D spending/total revenue and 

R&D spending/total spending and create a weighted average index for the observed companies, 

benchmarking their performance against the overall volatility of the stock markets.  
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3.2.3 Data collection 

At the start of this report, we began collecting annual financial reports from Swedish companies 

that were listed on the Nasdaq OMX stock exchange, large and mid-cap firms. The 

pharmaceutical sector was deemed to be a suitable candidate for our thesis since it was R&D 

intensive (WIPO, 2022). Sweden had multiple companies listed that had previous and ongoing 

R&D which were publicly listed, making the information available and free. When doing our 

initial search, Sweden was ranked high in both R&D intensity and innovation. We assumed, 

therefore, that companies would be easy to find, given that we explored both the large and 

midcap sectors. However, as we started collecting information, it became that the data were 

not as easily obtained as we had assumed, as far as pharmaceuticals were concerned. Not all 

companies that we initially investigated were operational or publicly traded in the years 2003 

through 2006, thus presenting two problems; first, they were not required to report under the 

same reporting standards as the companies on the OMX stock exchange: second, their annual 

financial reports were not publicly available, making comparisons between the companies quite 

difficult. Therefore, we decided to expand our initial research data source. We first wanted to 

include small cap companies in our selection to find more companies, but it made little sense, 

as they were usually younger than midcap firms and were therefore unlikely to have been listed.  

 

Ultimately, we decided to expand to Denmark, and later the entire Nordic region excluding 

Norway. The decision was due to Norway's relatively low R&D spending by Gross Domestic 

Product (GDP), compared to Sweden, Finland, Iceland, and Denmark. The expanding data 

scope has also expanded our research aim beyond just Sweden. In figure 1, we present the 

Nordic countries R&D spending as a percent of GDP to demonstrate the level of spending in 

relation to the EU average. The purpose of figure 1 is to provide the readers an easier 

understanding of why we chose to exclude Norway from the Nordic region.   
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Figure 1  

R&D Spending in GDP 

 

  

Note.  This figure explains the average of the Nordic region in relation to the EU. As earlier mentioned, Norwegian 

companies will be excluded from this paper as Norway scored below the EU average spending between 2003 to 

2006 (Eurostat, 2022). 

 

The figure demonstrates the R&D spending in Gross Domestic product for the Nordic region. 

Sweden, Denmark, Finland, and Iceland all scored above the average R&D spending in the 

EU, with the exception of Iceland in 2004.  

 

Later, we decided to include companies outside the pharmaceutical sector, such as technology, 

telecom, industry, and manufacturing. We wanted to get access to as many companies as 

possible seeing as we needed a minimum of 30 companies to make our findings statistically 

valid. In hindsight, this was a good decision as we encountered several problems, forcing us to 

exclude multiple companies. The most common hurdle we encountered was that the 

information was not readily available through the company’s investor relations section on their 

websites. As a result, we emailed over 50 companies requesting their information directly. 

However, this delivered poor results. Most of the companies did not respond through email. 

We tried a second time by phone, and this delivered better results. Most companies showed 

enthusiasm and interest in helping us. One investor relations employee said to call if we had 

any questions on the subject and gave us his private phone number, we ultimately chose not to 

conduct an interview as his company was a subsidiary at the time of transition. The reason why 
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most companies did not provide their annual report for the period was, however, well-founded. 

Several of the companies had been going through a series of mergers and restructurings. 

Resulting in them providing fragmented or no information for certain reporting periods. As a 

result, these were discarded.  

 

We applied the same method to the collection process. Firstly, we went to the investor relation 

section for the company. If we could not find the material, we proceeded to contact them by 

email and then by phone. Between 50 emails were sent and 20-30 phone calls were made. One 

Danish company could not provide the data digitally and offered instead to send the printed 

reports all four years to Sweden for free. One Swedish company offered to scan the selected 

information, but since the report was 140 pages and we were unsure where the information was 

located, we instead asked them for the relevant information, which was sent by email. 

 

3.2.4 Data analysis 

Once we had collected all the relevant information, we started analysing the annual financial 

statements. The biggest issue, which was especially prevalent in the midcap companies, was 

that the companies tended to “bundle up” intangible assets into one generic section. Goodwill, 

patents, and licences were generally separated into distinct categories, but at times the company 

would combine them in generic categories such as “other intangible assets” or “acquired 

licences, patents and software”, his pattern frequently extended into the notes. As a result, it 

was necessary to fundamentally investigate the meaning behind the words, “acquisition”, “at 

cost” and “purchase” for a handful of companies in order to estimate their R&D costs for the 

reporting period. The issue truly manifested when capitalisation costs were reviewed; as a rule, 

the companies tended to specify their accounting treatment of R&D clearly and tended to quote 

IFRS in their report, for the years 2005 and onwards. The years 2004 and prior were not as 

straightforward; in general, they tended to capitalise in accordance with the local GAAP or 

expense their R&D costs all together.  

 

The companies rarely specified what costs were expensed and what costs were capitalised in 

the income statement, the notes were helpful in this endeavour. That being discussed, it was 

not uncommon to review the income statement, balance sheet, description of operations and 

the notes simultaneously in order to acquire the relevant information. Likewise, we could not 
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use quotes from the stock market to ascertain stock price and market capitalisation, this was 

mainly due to stock splints, mergers, buybacks, and option bonus plans. These factors had a 

technical but not economically meaningful effect on stock price. We were confident that stock 

exchanges compensated for these anomalies, but as a precaution we decided to collect stock 

price and number of shares outstanding from the financial reports. By doing so, we could 

confidently establish market capitalisation through a reliable source by multiplying shares 

outstanding with stock price.     

 

3.2.5 Operationalisation of variables 

An operationalisation of the studied variables was necessary to identify in order to make the 

developed hypotheses measurable, which will further improve the validity (Bryman and Bell, 

2011). Operationalisation means that concepts that are immeasurable and abstract are translated 

into more concrete and measurable terms (Saunders et al., 2019). Saunders et al. (2019) further 

explained that operationalisation enables the defined concepts of the study to be used in 

empirical studies. When analysing casual relationships between variables, a strategic approach 

must be undertaken. The aim of the strategic approach was to be able to verify the results 

regarding possible relationships. Therefore, the research questions are constructed around 

measurable variables in order for the researcher to understand them. As this thesis uses the 

deductive approach, it was of major importance to operationalise the variables to know how 

these would be measured (Saunders et al., 2019).  

 

This report consists of a total of 31 companies collected from Sweden, Denmark, Iceland, and 

Finland from 2003 to 2006. We analysed each company over four years, this amounted to 124 

firm observations for each variable. We collected financial information from 496 balance 

sheets, income statements, statements of cash flow and notes. Variables such as revenue, total 

costs and stock price were relatively simple to measure and quantify, as these are generally part 

of a standardised financial report. Other variables that were less readily provided were EBITDA 

margin and total market capitalisation, all information to calculate them were however part of 

reports.  
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3.2.6 Independent and Dependent variable  

This thesis includes independent and dependent variables. Therefore, it was necessary to clarify 

them for the reader’s benefit. In scientific research it was essential to determine the cause and 

effect. The cause being the independent variable and effect being the dependent variable. The 

independent variable was the metric that diverge in this study to explore its effect, this variable 

was not influenced by the dependent variables. Furthermore, the independent variables can 

explain the outcome or can be used to predict the value of the dependent variable (Bryman & 

Bell, 2011).  

 

In this thesis, our independent variables are Capitalised R&D and Expensed R&D. The first 

variable, Capitalised R&D was retrieved using primarily the statement of financial position of 

the companies, these were however never specified but part of “acquired intangible assets”. 

Again, the notes were consulted to retrieve the part that was related to R&D, this was at times 

complicated as some companies had deducted the reporting period’s impairments and 

depreciation. We therefore had to do further research in order to identify the monetary value of 

these and add them back. Therefore, we defined capitalisation as any capitalised intangible 

asset that was the result of internal research in the reporting period measured. 

 

Furthermore, R&D expenses were retrieved from the statement of comprehensive income. 

These expenses were generally part of operational expenses and occasionally had a separate 

column, which made the collection process smooth. According to Oswald et al. (2019) and 

Nguyen et al. (2010) who state that this was the most common way to calculate the R&D among 

researchers. In contrast, the data of expensed R&D was later calculated to ratios for each year. 

The rule however, this applies to 2003 and 2004, was that these were not specified and were 

therefore retrieved from the notes in the annual report. We then calculated R&D expenses by 

subtracting goodwill, acquired R&D for the reporting period, acquired patents for the reporting 

period and any expenses related to software, unless these were part of R&D. 

The dependent variable was the variable that would vary as a result of the independent variable. 

In other words, the outcome of the dependent variable depends on the independent variable. 

Furthermore, the dependent variable responds to changes in another variable and represents the 

outcome we want to measure (Bryman & Bell, 2011). In this study, the dependent variables are 

the margin of EBITDA and MarketCap. To evaluate the effects on a company's earnings this 

report defines earnings as before interest, taxes, depreciation, and amortisation. The use of 
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EBITDA was in conformity with Shah et al. (2013) who stated that the objective was to 

examine the effects on earnings related to the company’s increase or decrease in R&D intensity. 

Items that are affected by capital structure, taxation or acquisition of plant and equipment will 

be excluded. Depreciation on Plant and equipment (P&E) will be added back to earnings to 

account for expenses unrelated to R&D intensity. The margin of EBITDA (EBITDAmargin) 

was computed using the EBITDA of each company and reporting period divided by the revenue 

for each company and reporting period.  

 

Furthermore, market capitalisation was calculated using the sum of shares outstanding times 

the last closing price for the year, treasury shares are not included as they are not outstanding. 

The information was collected from the “financial highlight for the years” or “share 

performance” section of the reports. The approach is consistent with Shah et al. (2013), Oswald 

et al. (2016) and Markarian et al. (2008) whose research defined market value as the value of 

all outstanding shares.   

 

3.2.7 Reliability and Validity  

In order to attain certainty about the information in this thesis and to be able to determine the 

credibility, it was important that factors such as reliability and validity are taken into 

consideration. Therefore, reliability and validity are central factors to take into consideration 

when judging the quality of the research. High reliability was one indicator that the 

measurement was valid.  

 

3.2.7.1 Reliability 

Reliability refers to the consistency of a measure of the concept. Furthermore, reliability was 

also referred to if the study’s measurement was correct, this has been achieved in our data 

analysis. Both authors of this study checked the data on separate occasions in order to eliminate 

mistakes or misinterpretations of the data. According to Bryman and Bell (2011), reliability in 

a quantitative research method involves evaluating the study by understanding that the given 

results are repeatable. The results in our study are repeatable because our strategy to obtain the 

results is scientific and has been based on objective evidence. In contrast, if other researchers 

decide to investigate our research question based on the same methodology, the same results 
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will be shown as ours. All data collected for the purpose of this study are publicly available 

information and the companies are legally obliged to provide them for public review. 

Therefore, if other researchers use the same variables and observations at the chosen period 

(2003-2006), this will lead to the same mathematical equations according to SPSS that 

developed this study. We can conclude that the criteria of reliability were met.  

 

3.2.7.2 Validity  

Validity refers to how accurate the measurement is. Bryman and Bell (2011) stated that validity 

refers to the issue of whether or not an indicator that was devised to gauge a concept really 

measures the concept. This paper has measured whether IFRS has had an impact on the 

accounting treatment of R&D, and evaluated its effects based on previous research. For this 

purpose, we choose variables based on previous research that are intimately connected to R&D.  

Furthermore, Bryman and Bell (2011) also stated that validity was the most important criterion 

for business research. Moreover, the findings and analysis of the research should make sense 

and reflect the reality. In this thesis, high validity has been achieved by basing the developed 

hypotheses on theories found in scientific articles. In order to further succeed further in 

achieving a high level of validity in this quantitative research, it was required that the researcher 

carefully selects a method for conducting the data collection reliably and then never changes 

the chosen method (Bryman & Bell, 2013). Based on that, when collecting and analysing our 

data, we didn't change our research method or approach. This study has been limited by the 

fact that we have chosen quantitative research, and that our method could not be changed during 

the course of the study if the validity was to be maintained. If this study were based on a 

qualitative research method, our method could have been adjusted, which would have affected 

the validity of the study. Therefore, the validity criteria in this thesis have been fulfilled.  

 

3.2.8 Generalisability 

Generalisability concerns whether the results of a study can be generalised beyond a specific 

context (Bryman & Bell, 2011). Generalisability is also defined as a measure of how far the 

results can be generalised. It means that the researchers are able to draw conclusions from the 

results that would fit the rest of the population (Saunders et al., 2019). Saunders et al. (2019) 
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stated that with a quantitative research method the results are easier to generalise and can be 

applied to the population.  

 

The firms analysed in this thesis are publicly listed companies on OMX30, OMXHEX, 

OMXCOP and OMXICE. The majority of these companies are operating in other countries as 

well. Thus, the collected data from the companies’ annual reports represents transactions that 

have occurred in different parts of the world. The debate can be further extended to intangible 

assets, such as the future economic value of goodwill and acquired patents. These are valued 

at acquisition cost which simplifies the accounting treatment but is equally susceptible to the 

valuation problem, as these can be subject to impairment. Therefore, we conclude that the 

results of this study can be generalised in relation to other countries and sectors.  
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4. Empirical results and analysis

 
This chapter begins with the descriptive statistics of the findings. Secondly, we discuss the 

Pearson correlation and how we used it. Third, we test our hypotheses and show the results. 

Then, we analyse the weighted average index. Finally, we conclude this chapter by analysing 

and interpreting the results. 

 

 

4.1 Descriptive Statistics  

The descriptive statistics is used to highlight potential relationships between the variables and 

to provide information about the variables in a dataset (Pallant, 2020). Descriptive statistics for 

EBITDA margin and Market Capitalisation of the observed firms in this study were calculated 

in relation to Expensed R&D and Capitalised R&D. The purpose of table 1 is to provide readers 

with an overview of the median value of the companies over the observed period, 2003 to 2006.  

 

Table 1 

Descriptive Statistics for the Median of Expensed R&D, Capitalised R&D, EBITDA, and Market Capitalisation. 

 

   N Minimum Maximum Sum M SD 

Expensed R&D 4 8611200.0 17740800.0 58440931 14610232.8 4080777.7 

Capitalised 

R&D 

4 960811.0 7268400 14343103 3585775.8 2675607.2 

EBITDAmargin 4 .13 .15 .57 .14 .01 

MarketCap 4 490114044 2286706993 5137411389 1284352847.2 828023765.3 

       

 

Note: This table illustrates the median value of Expensed R&D, Capitalised R&D, EBITDA margin and Market 

Capitalisation from 2003 to 2006 for all companies, thus n=4. All variables are presented in Euro, except for 

EBITDA margin which is displayed a ratio between EBITDA and revenue.  

 

The purpose of table 2 is to provide the reader with a summary of the data used and applied 

throughout chapter 4. All values are presented in million Euro with the exception of EBITDA 

margin, as this is a ratio between EBITDA and revenue. 
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Table 2 

Descriptive Statistics for Expensed R&D, Capitalised R&D, EBITDA, and Market Capitalisation. 

 

 

VARIABLE 124 Market 
Capitalisation 

Capitalised 
R&D 

EBITDA 
MARGIN 

Expensed 
R&D  

SD 13296 73 8,67 812 

MAX 69956 537 0,59 3897 

MIN 4,7 0  -94,52 0  

SUM 741272 3286 -105,51 29298,7 

M 5978 26,5 -0,88 236,3 

MEDIAN 670 1,3 0,132 15,3 

  

 

Note. This table for descriptive statistics shows the minimum, maximum, sum, median and standard deviation of 

the independent variables and dependent variables, the number of observations amounts to (n=124). The table 

consists of 31 companies, the data was collected from 2003 to 2006. All variables are presented in millions Euro 

with the exception of EBITDA margin which is displayed as a ratio between EBITDA and revenue. 

 

Market capitalisation is the sum of shares outstanding and stock price at the year's end. 

Capitalised R&D is the amount of R&D capitalised by the company excluding impairment, 

goodwill and externally generated assets. EBITDA margin is defined as a company's earnings 

before interest, taxes, depreciation and amortisation in relation to its revenue. R&D expenses 

are the sum of all costs related to the generation of internally generated intangible assets, 

excluding impairment and costs related to cancelled projects. 

 

For EBITDA margin, the minimum was -94.52 and the maximum was 0.59. For the Market 

capitalisation the minimum and maximum was between 4.7mEUR and 69,956mEUR. The 

Capitalised R&D ranged from 0 to 537mEUR. Whereas the Expensed R&D ranged from 

0mEUR to 3,897mEUR. As can be observed the companies used for the purpose of this report 

vary in market capitalisation as thus in the ability to finance spending.  
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4.2 Pearson’s Correlation (r)   

Pearson's correlation is a method for examining relationships between ratio variables. The 

features of this method are that the coefficient will lie between 0 and 1 or -1. When the 

coefficient is close to 0, there is no relationship or very weak relationship between the two 

variables that are being examined. Furthermore, the closer the coefficient is to 1 or -1, the 

stronger the relationship is. Therefore, the coefficient will either be positive or negative 

(Bryman & Bell, 2011). While there is a positive relationship, the Pearson’s correlation would 

be of 1, meaning, as one variable increases, the other variable increases by the same amount. 

When there is a negative relationship, the Pearson’s correlation would be of -1. Pallant (2020) 

explained that when one variable increases, the other variable decreases. In order to use 

Pearson's correlation, the relationship between the two variables must be broadly linear. Thus, 

for a strong correlation, the observations should be closely together along the line (Pallant, 

2020).  

 

The ratios chosen for analysis are EBITDA margin, R&D spending divided by total spending, 

capitalisation rate and stock price. Should IAS 38 increase the propensity of the companies 

R&D spending, and this has a correcting effect on their earnings management, these two 

variables should have a negative correlation in 2005 and 2006. If IAS 38 increases the value 

relevance of R&D then market capitalisation should increase, relative to the market as a whole. 

Pearson's correlation test is used for rejection or acceptance of the developed hypotheses in this 

research.  

 

4.2.1 Hypotheses testing and results  

In this subsection, the Pearson’s correlation test will be performed in order to reject or accept 

the developed hypotheses. The analysis of whether the hypotheses will be accepted or rejected 

was dependent on the adopted significance level of 0.05 (5%) and the Sig. (2-tailed) value. The 

Sig. (2-tailed) value will further be referred to as the p-value. In order for the hypotheses to be 

accepted, the p-value has to be lower than the adopted significance level (Pallant, 2020). 

Therefore, this will be the strategy for the acceptance or rejection of the hypotheses in this 

section. The purpose of table 3 was to demonstrate Pearson's correlation test. Thus, the 

correlation of the variables will be referred to as the r-value. Moreover, the results of all 

hypotheses will be further explained.  
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Table 3 

Pearson’s Correlation for Expensed R&D, Capitalised R&D, EBITDA margin and Market capitalisation 

 

 Expensed R&D Capitalised R&D EBITDAmargin MarketCap 

Expensed R&D Pearson Correlation 1    

Sig. (2-tailed)     

N 4    

Capitalised R&D Pearson Correlation .562 1   

Sig. (2-tailed) .438    

N 4 4   

EBITDAmargin Pearson Correlation -.077 .465 1  

Sig. (2-tailed) .923 .535   

N 4 4 4  

MarketCap Pearson Correlation .614 -.012 .207 1 

Sig. (2-tailed) .386 .988 .793  

N 4 4 4 4 

 

 Note. The table compares the annual median of Expensed R&D, Capitalised R&D, EBITDA margin and 

Market capitalisation from 2003 to 2006. The adopted significance level is 0.05 and n is 124. The Sig. (2-tailed) 

is referred to as the p-value, while the Pearson correlation is referred to as the r-value.  

 

As shown in the table the p-value was 0.923 for Expensed R&D and EBITDA margin, the 

adopted significance level was 0.05. The p-value was greater than the significance level which 

means that H0 cannot be rejected. Therefore, Expensed R&D had no significant impact on 

EBITDA margin. The variables had a negative r-value of -0.077. Because the r-value is very 

close to 0, this indicates that there is a very small relationship between Expensed R&D and 

EBITDA margin (Pallant, 2020).   

 

The Pearson correlation test for Capitalised R&D in relation to EBITDA margin shows that the 

p-value was 0.535 while the adopted significance level was 0.05. As shown in the table the p-

value was greater than the adopted level of significance. Therefore, H0 was accepted. Thus, 

Capitalised R&D had no significant impact on EBITDA margin. Furthermore, Capitalised 

R&D and EBITDA margin had a positively correlated with a r-value of 0.465.  
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For Market capitalisation and Expensed R&D, the p-value was 0.386 while the adopted 

significance level was 0.05. Therefore, we can assume that the p-value was greater than the 

significance level which means that this hypothesis was also rejected and H0 was accepted. 

Furthermore, this means that Expensed R&D had no significant impact on Market 

Capitalisation. In contrast, the variables had a r-value of 0.614.  

 

For Market capitalisation and Capitalised R&D, the p-value was 0.988 while our adopted 

significance level was 0.05. The significance level was less than the p-value which means that 

H0 was accepted. Therefore, Expensed R&D had no significant impact on Capitalised R&D. 

However, the variables had an r-value of -0.012. Between these variables we stated that there 

is a very small relationship because of the low r-value (Pallant, 2020).  

 

At the account of our hypotheses being rejected, we created table 4 which excluded the non-

capitalised firms. The purpose of table 4 is to take into account that some companies choose 

not to capitalise regardless of regulatory framework. The motivation behind these decisions 

were not attainable, therefore table 4 was created to adjust for companies that had R&D 

spending but chose not to capitalise for reasons unknown.     

 

Table 4 

Pearson’s Correlation for Expensed R&D, Capitalised R&D, EBITDA margin and Market capitalisation, Non-

Capitalised Excluded. 

 

 Expensed R&D Capitalised R&D EBITDAmargin MarketCap 

Expensed R&D Pearson Correlation 1    

Sig. (2-tailed)     

N 4    

Capitalised R&D Pearson Correlation .562 1   

Sig. (2-tailed) .438    

N 4 4   

EBITDAmargin Pearson Correlation -.077 .465 1  

Sig. (2-tailed) .923 .535   

N 4 4 4  

MarketCap Pearson Correlation .614 -.051 .151 1 

Sig. (2-tailed) .386 .949 .849  

N 4 4 4 4 
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Note. The table compares the annual median of Expensed R&D, Capitalised R&D, EBITDA margin and Market 

capitalisation from 2003 to 2006 for capitalising companies. The adopted significance level is 0.05 and n is 109. 

The Sig. (2-tailed) is referred to as the p-value, while the Pearson correlation is referred to as the r-value.  

 

Table 4 presents almost the same p-values and r-values as table 3, with the exception of Market 

Capitalisation in relation to Capitalised R&D. However, the values of Market Capitalisation in 

relation to Capitalised R&D did not differ significantly from table 3. Therefore, when 

controlling the selection for non-capitalisers to test the hypotheses, it did not deviate from the 

previous results, all hypotheses remain rejected.  

 

Table 5 gives a summary of the findings on the tested hypotheses that are concerned with the 

impact of Expensed R&D and Capitalised R&D on EBITDA and Market Capitalisation.  

 

Table 5 

Summary of the Results of the Hypotheses for Testing the Impact of R&D on EBITDA margin and Market 

Capitalisation 

 

 Hypothesis P-Value Result 

H1 Expensed R&D had significant 

impact on EBITDA after the 

IFRS adoption 

0.923 Rejected 

H2 Capitalised R&D had 

significant impact on EBITDA 

after the IFRS adoption 

0.535 Rejected 

H3 

 

Expensed R&D had significant 

impact on Market Capitalisation 

after the IFRS adoption 

0.386 Rejected 

 

H4 Capitalised R&D had 

significant impact on Market 

Capitalisation after the IFRS 

adoption 

0.949 Rejected 

 

Note. This table summarises the results of the hypotheses computed according to Pearson’s correlation test. 

Moreover, as the hypotheses were rejected, the null hypotheses were accepted.  
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In order to establish context and rule out contingent variables we decided to create a weighted 

average index for the 31 companies. The index was composed of the selected companies and 

are benchmarked against the four stock markets where the companies are listed, as well as the 

Nasdaq 100 for international context. The purpose of the weighted average index in figure 2 is 

to account for macroeconomic factors, outside of the companies’ control.  

 

 

4.3 Weighted Average Index 

 

In order to establish context and rule out contingent variables we decided to create a weighted 

average index for the 31 companies. The index was composed of the selected companies and 

are benchmarked against the four stock markets where the companies are listed, as well as the 

Nasdaq 100 for international context. The purpose of the weighted average index in figure 2 is 

to account for macroeconomic factors, outside of the companies’ control.  

 

Figure 2  

Weighted Average Index 
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Note: This table illustrates two weighted average indices of the companies researched in this report, one including 

all companies and one excluding Icelandic companies. It further includes the Swedish OMX30, Finnish 

OMXHEX, Danish OMXCOP, Icelandic OMX ICE and the American NASDAQ 100 stock indices.     

The index starts in 2003 (100) and reflects the change from 2003 to 2006. The index was 

constructed to compensate for the fact that the 31 companies are operating in different regions, 

currencies, macroeconomic factors and under different domestic policies. The index measures 

the increase in market capitalisation for each company in Euro and the weight of the company 

was then multiplied with the corresponding increase for the year. 

 

The results were quite interesting; the 31 companies examined for this report initially 

outperformed all indices except OMX ICE. The weighted value of Icelandic companies ranged 

from 9,6% in 2003 to 20,5% in 2006, thus a second index was made, excluding Icelandic firms. 

The new index slightly underperformed all reference indexes except the NASDAQ 100, 

indicating that Icelandic companies were a key driver in the performance of the index. A key 

reason for this was probably the rapid rise in the Icelandic stock exchange, it surged 660% from 

mid 2002 to its peak in July 2008. Our conclusion was therefore that the observed companies 

followed the general trend of the stock markets in which they were listed, while slightly 

underperforming. The index suggests that there was no aggregate value relevance for our 

companies when compared to the market as a whole.     

 

4.4 Analysis 

The results show that there was no correlation with earnings and capitalisation, consistent with 

H1 which suggested that capitalisation has no effect on earnings. The correlation was modest 

.562 and was supported by the neutral correlation between change in rate of R&D spending 

and earnings to revenue ratio -.077. The significance of these findings is, however, not enough 

to reject the null hypothesis, the significance amounted to .438 and .923 respectively. The 

significance level was .05 and the correlation was not very strong, hence we cannot reject the 

null hypothesis. They support the theories of Shah et al. (2013) and Ball (2006) who argued 

that capitalisation does not increase the value relevance of R&D. In line with Ball (2006) and 

Shah et al. (2013), our results suggest that capitalisation did not increase value relevance. Their 

EBITDA increased in absolute terms, but their margin decreased, meaning that the companies 

were able to generate higher earnings but in terms of percentages of revenue they experienced 
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a drop in EBITDA. As EBITDA margin was unaffected by taxes, interest, depreciation, and 

amortisation it suggested that the change could be the result of earnings management (Oswald 

et al., 2016). However, the median revenue and median total spending both declined in 2005, 

a more probable cause is that general contraction in spending created this effect. If 

capitalisation contributed to the positive change in the companies’ earnings margin, then we 

would expect to see a high correlation between these two variables. Our finding however 

indicated a modest correlation (0.465), it was not statistically significant (.535). This result 

suggests the opposite of our thesis. The variables Expensed R&D and Market Capitalisation 

had a modest positive correlation (.614) and a p-value of .386, the significance was therefore 

too low to be significant. The correlation between Capitalised R&D and Market Capitalisation 

was however completely uncorrelated (-.012) with a p-value of .988. The results suggests that 

the companies’ propensity to capitalise does not change the value relevance of R&D for 

investors. There were however companies who chose not to capitalise in any year, the reasons 

for the decision not to capitalise were not always made clear in the financial reports. We 

therefore excluded companies who did not capitalise in any reporting period and ran our tests 

again.  

 

Our results show that companies that capitalised in at least one of the four years measured had 

no correlation between capitalisation and earnings margin. Furthermore, the results indicated 

that the exclusion had little impact on the final results. This was surprising even though the 

previous result was not statistically significant. An explanation was, however, not found for 

the companies’ level of capitalisation, as these variables did not correlate to either market 

capitalisation or EBITDA margin.  The results support the theory of Shah et al. (2013), Ball 

(2006) and Tsoligkas and Tsalavoutas et al. (2013), that investors see R&D expenses as a 

capital component and not as an expense. Hence, R&D expenses are accounted for by the 

markets, and capitalisation does not appear to influence investors, within the limitations of 

these results.  

 

The results are further substantiated by our weighted average index-model that was our control 

for exogenous factors outside of the companies’ control. The index indicates that the 31 

companies in our sample followed the general trend of the underlying indices in the Swedish, 

Danish, Finnish and Icelandic stock markets, while slightly underperforming. The weighted 

average index indicates that our companies followed the general trend and did not experience 

substantial growth or decline in 2005 relative to the markets, in the year of transition to IFRS. 
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As a result, we can conclude that the companies measured did not outperform the underlying 

markets. The period measured is also part of the impressive financial supercycle running from 

1999 to 2008 (Murphy, 2008), leading up to the financial crisis of 2008. We therefore refrain 

from attributing the impressive growth of the companies to any internal variables, as 

macroeconomic factors were prominent.         

 

According to Damodaran (2002), the valuation of a company’s earnings will be higher under 

expensing, as some financial ratios measure return on equity and return on assets. A 

consequence of capitalisation was that companies expanded their balance sheet, this effect was 

equal on assets and equity/liabilities, depending on capital structure. By adding intangible 

assets to their balance sheet, they are in effect lowering their return on assets-ratio, assets are 

the denominator. This report defines earnings as EBITDA to compensate for amortisation and 

depreciation, this effect was however only applicable to the numerator, to compensate for 

reduced earnings. The same reasoning applies to return on equity, should the firm finance their 

R&D with external capital rather than liabilities. As EBITDA was added back to the numerator, 

the denominator stayed consistent for the non-capitalising companies, but the capitalising 

companies had expanded their assets. One alternative explanation for the results could be that 

the companies adjusted their EBITDA to meet performance ratios.  
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5. Conclusions and Discussion 

 In this last chapter we discuss the analysis from the previous chapter and answer our research 

question. The chapter presents the conclusion where we explain our hypotheses, discuss 

results, and compare with previous literature. In the next subsection where the discussion is 

presented, we give our insight on practical, empirical, and theoretical contribution. At last, we 

end with limitations of this study and suggestions for further research. 

 

5.1 Conclusions 

This paper examines a group of companies operating in the Nordic region, the effects of IFRS 

were evaluated between 2003 to 2006 to measure the effect of IAS 38 on internally generated 

intangible assets. Our findings suggest that there was no significant correlation between R&D 

spending, earnings, and capitalisation for the companies in the period of transition. Quite 

contrary to our thesis, the level of capitalisation dropped 10% for all companies and almost 

65% for companies that had previously capitalised, in 2004 to 2005. Thus, we could not 

substantiate the claim that capitalisation was intimately tied to earnings management. We 

therefore conclude that IFRS, based on these findings, does not have a significant effect on 

market value or earnings for the Nordic region.   

Our conclusion is partially in line with the previous research of Markarian (2008), Tsoligkas 

and Tsalavoutas (2011), Ball (2006) and Damodaran (2002), and Mazzi (2019). We conclude 

that there is no correlation between the EBITDA margin, Expensed R&D and Capitalised 

R&D, which could be an indicator of earnings management. Capitalisation did experience an 

increase in 2004, before IFRS came into effect, this was in contradiction to the theory of 

Tsoligkas and Tsalavoutas (2011) and Markarian (2008). They suggested that if companies 

wanted to use capitalisation as a tool for earning manipulation effectively, they would lower 

their spending before 2005 and increase it post implementation. They could thereafter capitalise 

their costs, this would result in consistent earnings through all four years. Our data would 

suggest the companies did in fact do the opposite, and there was no significant correlation 

between EBITDA margin and R&D spending. 
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Our conclusion was that R&D capitalisation does not have a significant impact on Nordic 

companies market capitalisation. The results were in conformity with Ball (2006), Lev and 

Sougainnis (1995), Gong and Wang (2016) and Markarian et al. (2008) who argued that the 

value relevance of R&D was stagnant or even lower under IFRS. Our study shows that there 

was no correlation between expensed R&D or capitalised R&D and market capitalisation. The 

results were valid for all companies and for our adjusted group that excluded non-capitalisers. 

The median values for R&D spending and capitalisation fluctuated extensively and both had a 

decline in 2005, while market capitalisation had a consistent appreciation through all four 

years.  

 

In light of these results, this paper cannot demonstrate a significant increase in value relevance 

as a result of implementing IAS 38, for the Nordic companies. We believe that these results are 

best explained by Ball (2006), Shah et al. (2013) and Mazzi et al. (2019) who argued that 

putting intangible assets on the companies’ balance sheet does not have any signalling value 

for investors. The framework and requirements for capitalising intangible assets are identical 

for all regions and companies in this report, even so the enforcement might not be applied 

equally. However, the decision to capitalise is still at the discretion of the individual managers 

and there is no clear definition in IAS 38 that distinguishes research from development. Thus, 

we propose that the stock markets give little credence to the rate of capitalisation, therefore 

making it less value relevant.     

 

5.2 Discussion 

It was possible that the companies measured financial performance by other metrics. 

Damodaran (2002) argued that capitalising R&D could have a negative effect on return on 

equity and return on assets. By adding intangible assets to their balance sheet as assets, and 

funding these assets with equity, they are in fact increasing the denominator in both these ratios. 

Capitalising could therefore complicate the financial situation of the companies if they are more 

prone to be financed by equity rather than liabilities. Finally, Ball (2006) argued that intangible 

assets are difficult, if not impossible, to value equally across all companies that utilise IFRS. 

He argued that investors are more likely to investigate the particular nature of each company 

and add factors such as access to liquid currency markets, investor protection laws, interest 
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rates and level of globalisation, rather than relying on the managerial discretion of the 

companies. 

 

Finally, the market capitalisation of the selected companies as a whole did not deviate 

significantly from the general trend of the underlying stock markets. Market capitalisations are 

subject to the discretion of multiple variables outside an individual company's control. By 

comparing with the whole market, which includes companies without R&D spending such as 

financial firms, we established that our cross section was not an outlier. We established that 

our group slightly underperformed the Nordic markets.     

 

5.3 Contributions 

This section discusses the contributions of this thesis, namely, theoretical, empirical, and 

practical contributions.  

 

5.3.1 Theoretical contribution  

This thesis has utilised a deductive approach by utilising PAT as the theoretical guide. The four 

hypotheses are all based on such theoretical principles. Previous research has paved the way 

for framing the hypothesis. The variables examined are predefined in the beginning of the thesis 

and hand collected from companies’ financial reports. We then derive the appropriate 

hypothesis and statistical method for examining the validity of the predefined theories. Thus, 

the theoretical contribution in this thesis lies in the formation of the hypothesis for testing the 

IFRS adoption on the impact of Expensed R&D, Capitalised R&D, EBITDA margin and 

Market Capitalisation in the Nordic countries for the first time.  

 

5.3.2 Empirical contribution 

This paper gives valuable insight in how companies in a R&D-intensive region are affected by 

the capitalisation model, applied through IFRS. The FASB currently rejects the capitalisation 

model, referring to high uncertainty as to the future economic value of R&D. We hope that this 

study will contribute to the debate on this issue and shed light on the subject. For further 

research about R&D regarding the IFRS adoption, the results of this study can assist researchers 

understand what variables do not affect R&D. To our knowledge there has yet to be any studies 
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performed on the effects of IFRS on the Nordic countries. We hope that this study can pave the 

way for further research. The Nordic countries have a high propensity to spend on R&D and 

results are therefore of interest as intangible assets play an increasing role in today’s modern 

world.  

 

5.3.3 Practical contribution  

Our study also provides a practical contribution to the R&D intensive publicly listed companies 

in the Nordic region. For the publicly listed companies it is of major importance that they 

understand if IFRS affects their R&D spending in terms of earnings and market capitalisation. 

The study sheds light on the complex and convoluted field and gives companies a better 

understanding of how intangible assets are valued. IFRS was implemented over 17 years ago 

and multiple studies have researched its effects, and the R&D reporting is still ripe with 

controversy (see chapter 1 for details). In reading this report we hope companies will receive a 

more holistic view of their intangible assets and the enigmatic circumstances under which they 

are valued and their economic impact. In addition, we hope that accounting standard 

organisations such as IASB, FASB and national accounting policy makers in the Nordic 

countries can also gain some insight from our results on the value relevance of IAS 38 in 

general and its impact on the Nordic countries in particular. Another practical contribution is 

regarding investors. Thus, it is of major importance that investors know what affects the R&D 

activities for the publicly listed companies in the Nordic region.  

 

5.4 Research limitations  

This report has examined 31 companies for a period of four years, 2003 to 2006, in the Nordic 

region and based all findings on the companies’ annual financial reports. This paper is a 

bachelor thesis and was therefore conducted within limits of resources and time, and it had no 

budget. All information used in this report was therefore provided free of charge from the 

companies examined, either digitally on their website, relayed by email or by physical 

hardcopies sent by mail. We would again like to take this opportunity to thank all companies 

in this report for their philanthropy which made this report possible, especially Demant A/S 

who sent all four reports by mail from Copenhagen free of charge. Due to these limitations, we 

had limited insight and could therefore only analyse variables that were available for all 
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companies and were interchangeable from one country and company to another, with the 

exception for currency.  

 

5.5 Future research 

Based on our research scope and findings, we believe that further studies can examine how 

capitalisation has affected the value relevance for companies in the EU. This study, and the 

articles which informed it, are mainly focused on the period of transition which was almost 20 

years ago. Alphabet, Facebook, Amazon, and Netflix have since entered the market and today 

intangible assets make up 90% of the asset value of the Standard and Poors 500 index, and 74% 

of Standard and Poors 350 Europe index (Ocean Tomo, 2022). At the time of writing the total 

market capitalisation of S&P alone was 40 trillion USD, if the proponents of expensing are 

correct and the future economic value of these assets be overestimated, the impairments costs 

could amount to trillions of dollars.  
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