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The financial reporting process involves an extremely complex relationship between
accounting, regulators, and markets. As the 2010 International Accounting Standards
Board’s Conceptual Framework for Financial Reporting emphasizes, the objective of
general purpose financial reporting is to provide useful financial information about
the reporting entity to existing and potential investors, lenders, and other creditors in
making decisions about providing resources to the entity. Special status is automat-
ically attributed to investors whose needs, due to their role in providing resources for
the entity, must be addressed. The international accounting standard setter therefore
admits to putting investors first among users of accounting information. Even when
looking at other stakeholders, the purpose of the financial reporting process is to
provide information that is useful for the decision making process. The term “ac-
counting information” encompasses both quantitative and qualitative data. Sound
corporate governance policies should therefore stimulate companies to present infor-
mation that is useful when analyzed in relation to users’ needs. Despite sounding
quite simple, this represents an objective which is not easy to achieve.
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It is our argument that a financial reporting process that generates informa-
tion matching users’ needs helps companies become more competitive within
both the local and global environments. The paper focuses on a narrower
objective of analyzing companies’ disclosure practices in relation to fair value
measurement. While fair value represents a controversial topic in itself, the
recent financial crisis has brought it even further into the spotlight. Further-
more, the financial sector has always been most interested in accounting
regulation developments concerning fair value. This is because companies that
belong to the financial sector manage financial instruments that often require
fair value measurement.

This study analyzes how companies in the financial sector behave in relation to fair
value measurements and implicit disclosure, and to what extent these disclosures are
influenced by the recent financial crisis. Therefore we selected 20 publicly traded
companies from the financial sector. A total of 10 companies were selected from the
constituents of the London Stock Exchange index FTSE 100. The other 10 were
selected from the constituents of the Frankfurt Stock Exchange DAX and MDAX
indices. We analyzed these companies’ financial statements for the years 2007, 2008,
and 2009. Afterwards, we calculated a firm-based disclosure score called the disclo-
sure index, conducted a descriptive analysis of its evolution in time and space, and
searched for possible correlations between this index and the use of fair value for
financial reporting valuations.

We concluded that the fair value measurements disclosure index had an upward
trend during the study period (average value of 0.5 in 2007 increasing to 0.58 in 2008
and 0.71 in 2009), as given the ambiguity surrounding the presentation and measure-
ment of fair values in financial statements during the recent economic and financial
crisis. In this regard, many tried to increase the volume of disclosures regarding fair
value measurements for financial information in order to maintain user confidence,
especially investors. Taking into consideration the country where each company’s
headquarters was located, we also observed that the disclosure index space trend
indicates that companies from the UK systematically disclosed more about fair value
measurements (average value of disclosure index 0.5 in 2007; 0.63 in 2008; and 0.73
in 2009) than those from Germany (average value of disclosure index 0.48 in 2007;
0.48 in 2008; and 0.69 in 2009).

The main limitation of the study is typical to empirical studies, namely the sample
size (20 statistical units). Small sample size obviously affects the accuracy of the
results, but we believe that does not affect the validity of the conclusions drawn in
this study. Future research should expand the sample to a larger number of compa-
nies, especially to include companies listed on U.S. stock exchanges, in order to
capture differences in the application of rules-based standards (U.S. GAAP) and those
based on principles (IFRS). Future studies should also include data spanning a longer
period of time to assess the dynamics of financial reporting.
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