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“We study the accounting quality (AQ) of financial reporting in Slovenia since its 
transition to market economy. There have been three distinct editions of Slovenian 
Accounting Standards (SAS) since 1994. The early SAS can be characterised by 
“prudence”, the latter two by “true and fair view”. We find that AQ in private 
firms has increased over time. First, aggregate earnings management (EM) figures 
indicate that the use of accounting discretion is decreasing and there is less earnings 
smoothing over time. Second, the main features of AQ have been consistent 
throughout the historical development and comparable to features observed for 
private firms elsewhere. Asymmetric timeliness of earnings, the ability of earnings 
to predict future cash flows, ability of accruals to mitigate mismatching, and 
revenue/expense matching are all present throughout. We also document typical 
departures from properties of high AQ – for example, accruals do not (always) 
facilitate timely recognition of losses. However, these can be attributed to the 
overwhelming influence of reporting incentives (e.g. taxation, debt, size) rather 
than to (lower) quality of accounting standards and/or effects of the financial crisis. 
Overall, we show that throughout the three editions of SAS earning quality has 
increased.” 
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