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IFRS and Stock Valuation 

“IFRS implementation will have no impact on stock prices.”

Source: Anonymous Naive Equity Research Analyst.

What is the rational of such a statement?

1) Stock prices are defined on a discounted cash flow basis;

2) While IFRS will have major impact on the accounting reports from 

companies...

3) ...as IFRS implementation will be neutral from a cash flow perspective, it 

shall have no impact on stock prices.



4

IFRS and Stock Valuation 

Academic evidence: ”We find statistically significant negative 

abnormal returns for firms reporting a negative reconciliation 

adjustment on UK GAAP earnings. The results are consistent with IFRS 

altering investors’ beliefs about stock prices”. 

Source: Market Reaction and Valuation of IFRS Reconciliation 

Adjustments. Horton, Joanne and Serafeim, George.
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IFRS and Stock Valuation 

Why academic evidence fails to confirm analysts’ intuituitive view of a neutral 

impact from IFRS implementaion?

 Is IFRS not neutral from a cash flow perspective? 

 1) From the most relevant perspective of tax expenses, it certainly is neutral from a 

cash flow perspective;

 2) It is important to mention that, as IFRS alters accounting figures such as net 

profit – which might be a base for executives’ variable compensation -, IFRS might 

have a cash flow impact. 

 3) However, we doubt that this is the reason for stocks reacting to IFRS 

implementation for cash impact would be marginal and would not be enough to 

explain the extent of impact in stock prices found in academic evidence.
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IFRS and Stock Valuation 

Why academic evidence fails to confirm analysts’ intuituitive view of a neutral 

impact from IFRS implementaion?

Stock prices are defined on DCF basis, or are they? 

 1) It is true that DCF analysis has been one of the most important tools for investors 

and analysts to gauge the fair value of companies, however...

 2) ...a proper DCF model is budersome to build, highly subjective and based on 

companies’ reported balance sheets. For these reasons...

 3) ...investors continue to rely on multiples-based valuation methods...

 4)...and, although counter-intuitively, DCF-based investors will probably change 

their DCF analysis on the back of new balance sheet. Even when this change has 

been neutral from a cash base.
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IFRS and Stock Valuation 

 Is the market so inefficient?

1) From a LT perspective, probably not.

 Investors will adapt DCF models and multiples to account for new balance sheets 

and new accounting varaibles (such as net profit), but this shall take some time. 

2) From a ST perspective, probably yes.

 Fast-reaction financial markets normally react first and make questions later.

3) So that, IFRS impact on stock prices probably will be a short-lived 

phenomenon.
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Two IFRS implementation examples: Endesa and Cesp

Endesa Chile has fully implemented IFRS in 1Q09 results reporting;

CESP has partially implemented IFRS in 4Q08 results reporting.

ENDESA CHILE CESP

Source: Bloomberg and Santander Investment.
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Two IFRS implementation examples: Endesa and Cesp

ENDESA CHILE CESP

• Company has clearly not 

anticipated it would partially 

implement in 4Q08 results;

• Only after the market 

reaction, company organized 

an investors’ conference 

call.  

• Company extensively 

addressed the IFRS 

implementation issue with 

investors;

• Took part in several 

investors’ events to discuss 

the issue;

• Published a presentation 

with a roadmap to the 

expected accounting 

changes IFRS would bring.
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Two IFRS implementation examples: Endesa and Cesp

1) Equity Research Analysts and Investors will not anticipate the 

IFRS changes, unless... 

2) ...companies’ Investor Relations areas help them anticipate these 

changes.

3) Companies’ Investor Relations areas are of utmost importance to 

help diminishing the volaitlity and ST impacts on stock prices that 

could arise from IFRS implementation.
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IFRS and IFRIC 12 concerns

Regulatory Asset Base; 

Regulatory Assets and Liabilities;

Rate-Regulated activities particularities seem to being taken into 

account by IASB recent Draft.
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Santander LATAM Utilities Valuation Table

Source: Santander estimates.
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The numbers above reflect our Latin American universe as of Month XX, 2009.

The benchmark used for local market performance is the country risk of each country plus the 1-year U.S. Treasury yield plus 6.5% of equity risk premium, unless otherwise specified. The benchmark plus the 10.0% 
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behalf of itself and its affiliates (collectively, Grupo Santander) and is provided for information purposes only. This report must not be considered as an offer to sell or a solicitation of an offer to buy any relevant securities 

(i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or interests in any such securities).  Any decision by the recipient to buy or to sell should be based on publicly 

available information on the related security and, where appropriate, should take into account the content of the related prospectus filed with and available from the entity governing the related market and the company 

issuing the security. This report is issued in Spain by Santander Investment Bolsa, Sociedad de Valores, S.A. (“Santander Investment Bolsa”) and in the United Kingdom by Banco Santander, S.A., London Branch. 

Santander London is authorized by the Bank of Spain. This report is not being issued to private customers.  SIS, Santander London and Santander Investment Bolsa are members of Grupo Santander.

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal 

opinions, and that such opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and that they have not received and will not receive direct or indirect 

compensation in exchange for expressing specific recommendations or views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not pegged to the 

pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the businesses and financial transactions carried out by Grupo Santander and any of its affiliates:

*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA rules, and is not an associated person of the member firm, and, therefore, may not be 

subject to the FINRA Rule 2711 and Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.

As per the requirements of the Brazilian CVM, the following analysts hereby certify that I/we do/ do not maintain a relationship with any individual working for the companies whose securities were evaluated in the disclosed 

report. That I/we do not own, directly or indirectly, securities issued by the company evaluated. That I/we am/are [am not/are not] involved in the acquisition, disposal and intermediation of such securities on the market:

Grupo Santander receives non-investment banking revenue from the subject company.

Within the past 12 months, Grupo Santander has managed or co-managed a public offering of securities of [COMPANY NAME].

Within the past 12 months, Grupo Santander has received compensation for investment banking services from [COMPANY NAME].

In the next three months, Grupo Santander expects to receive or intends to seek compensation for investment banking services from [COMPANY NAME].

Grupo Santander or its affiliates beneficially own 1% or more of any class of common equity securities of [COMPANY NAME].

Santander or its affiliates and the securities investment clubs, portfolios and funds managed by them have [or do not have any] direct or indirect ownership interest equal to or higher than one percent (1%) of the capital 

stock of any of the companies whose securities were evaluated in this report, and are [or are not] involved in the acquisition, disposal and intermediation of such securities on the market.

The information contained within this report has been compiled from sources believed to be reliable.  Although all reasonable care has been taken to ensure the information contained within these reports is not untrue or 

misleading, we make no representation that such information is accurate or complete and it should not be relied upon as such. All opinions and estimates included within this report constitute our judgment as of the date of 

the report and are subject to change without notice.

From time to time, Grupo Santander and/or any of its officers or directors may have a long or short position in, or otherwise be directly or indirectly interested in, the securities, options, rights or warrants of companies 

mentioned herein. 

Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any transaction in any security discussed herein should contact and place orders in 

the United States with SIS, which, without in any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S. Securities Exchange Act of 1934) for this report 

and its dissemination in the United States.
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Key to Investment Codes 

Rating Definition
% of Companies Covered 

with This Rating 
% of Companies Provided Investment Banking 

Services in the Past 12 Months 

Buy Expected to outperform the local market benchmark by more than 10%.

Hold Expected to perform within a range of 0% to 10% above the local market benchmark.

Underperform/Sell Expected to underperform the local market benchmark.

xx.xx%

xx.xx%

x.xx%

xx.xx%

xx.xx%

-Under Review




