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Abstract

“Modern Tendency of Accounting Thinking Towards Adopting fair Value
Concept, and Its Effect on financial Reporting of the Banking

Sector in Jordan”.

By
Jamal Ali AL-Taraireh
Superviser

Prof. Na’im Dahmash
In their continuous efforts to overcome “historical cost” shortcomings,and in
providing financial statements users with useful information to help them in
taking rational economic decisions, the majority of accounting boards and
organizations in most countries, including International Accounting Standard
Board, are tilting towards the concept of fair value, as a measurement base for
recognition and disclosure.
This notion has created a lot of controversial array opinions that range between
accepting and rejecting this concept.

This study aimed at:

Shedding light on main disclosure requirements relating to fair value within the
International Accounting Standards in order to establish a disclosure — index for
the banking sector.

Analyzing the listed banks at Amman stock Exchange compliance with these
requirements through examining their financial statements.

Evaluating the relative importance of main disclosures from the viewpoint of
corporate investor, individual investor and financial analyst.

Scrutinizing Central Bank of Jordan regulations compared with international
accounting standards requirements concerning fair value.

Suggesting additional or supplementary fair value disclosures that might be
deemed useful for financial statements users from the viewpoint of the

researcher,
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and evaluating their relative importance to investors and financial analysts.

In order to achieve these objectives, the researcher established a fair value
disclosure index, and applied it to the annual reports of (1 °) listed banks for the
years Y:+) and Y::Y, In addition, the researcher prepared a questionnaire
which contains the main disclosure requirements which were divided into
several domains, to evaluate their relative importance from the viewpoint of

corporate investor, individual investor and financial analysts.

Conclusions:

It was found that all banks abide by Central Bank of Jordan financial reporting
form, despite the fact that these forms do not incorporate some of fair value
disclosures required by international accounting standards.

Some banks disclose accounting policies regarding financial derivatives and
hedging, despite the absence of such activities.

Authorities — Including CBJ-, do not place sufficient attention to ascertain the
adequacy of fair value disclosures in banks financial statements in accordance
with 1AS.

The lack of disclosure regarding some information does not necessarily mean
the absence of such information or transactions. Therefore, the researcher finds

it essential that these pieces of information be disclosed properly.

Results:

There are some differences between central Bank regulations and international
accounting standards regulations concerning fair value accounting. The Main
differences are related to: computation of allowance for doubtful accounts,
recognition of investment properties and treatment of changes in fair value for
available for sale investments.

Actual disclosure ratio regarding “fair value” in the bank’s financial statements
were (YY) ¢Z%) and (VY YY) for the periods (Y++)) and (Y- *Y) respectively, with

an
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average of (Y¥,1%). When statistically testing these ratios, a variation was found
between the actual and required disclosure levels at ¢’ confidence level.
Nevertheless, the actual disclosure ratios above, were theoretically reasonable.
The testing variation in the above point resulted mainly from disclosures
regarding the following categories:- financial assets and liabilities, property
investments, financial instrument risks and other financial items.

The disclosure ratios ranged between AY,Y7 (for Bank of Jordan) and ¢A,\7 (for
the Arab Bank).

Most of disclosures requirement included in the questionnaire were warranted
relevant and important statistically from the view point of the whole sample.
The entire disclosure requirements were statistically significant from the
viewpoint of individual investors, while (7A) and (1%) out of (V°) items were
statistically significant from the viewpoint of corporate investors and financial
analysts respectively.

All of the (1)) suggested disclosures were statistically significant from the
viewpoint of all sample categories, except one item, which was not statistically
significant from the viewpoint of financial analysts only.

The suggested disclosure regarding disclosing fair value of repossessed assets
was get (¢,Y)) important degree, which was the highest degree among all
disclosures from the viewpoint of all categories.

The researcher recommends at the end of this study to encourage banks to
disclose all information regarding fair value in order to be in conformity with

international accounting standards requirements.

In addition, the researcher recommends enhancing the central Bank of Jordan
and Jordan securities commission supervisory role to insure the banks'
commitment to fair value disclosures.

Furthermore, the researcher recommends the review of the suggested
disclosures in order to improve the usefulness of financial statements to assist

its users in taking rational economic decisions.
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