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BACKGROUND OF THE PAPER

•Disclosure requirements in IFRS Standards 

currently comprise a mix of principles and lists of 

specific requirements.

•Discussion paper on Principles of Disclosure 

published by the IASB in March 2017. 

Comments to be submitted on 2 October.

• Members of the EAA worked developing a 

comment letter and this working paper is one of 

the outcomes. 

•Good timing for evaluating implications of 

adopting more principles of disclosure. 



PURPOSE & RESEARCH APPROACH

• PURPOSE OF THE PAPER

• The purpose of the paper is to evaluate the effects of introducing more high-
level principles of disclosure in IFRS Standards

• RESEARCH APPROACH

• Review prior research on compliance with IFRS disclosure requirements in 
order to learn more about what works today in terms of disclosure 
requirements and compliance 

• Literature review: search for prior research including the combination of 
‘disclosure’ and ‘compliance’ in the title, keywords or abstracts in ABS 
journals ranked 2 or higher. 81 papers reviewed.



• ‘Empirical research shows that principles-based standards work well in certain 

situations, in that they permit preparers to convey private information. On the other 

hand, in high-incentive situations, principles-based standards tend to perform poorly, 

especially in the absence of strong enforcement. This is troubling, since it is in high-

incentive situations that financial reporting is most important.’

• ‘Empirical research indicates problems with principles-based accounting standards, 

while analytical research supports such an approach. It is important to note, however, 

that this research is mostly focused on measurement issues, not on disclosure.’

• ‘Arguably, principles-based regulation relating to disclosures is more difficult to 

achieve. It is harder to know whether a principle is followed properly relating to 

disclosures, as it is based more on qualitative judgement. Whether a certain note 

contains relevant information, and whether it is understandable for users is difficult to 

enforce and audit. Thus, having principles-based standards for disclosures is likely to 

be even more difficult than suggested by existing research.’

PRINCIPLES-BASED STANDARDS IN THE AREA OF DISCLOSURES

Source: Barker et al. (2013)



• Principles-based standard setting implies a top-down, deductive 
approach. It will be important to also consider what works in practice.

• For example, a principles-based approach was applied in IFRS 7 
(Financial Instruments: Disclosures), where a high-level principle of 
disclosure is set out in the beginning followed by a large number of 
specific requirements derived from the principle. This appears 
theoretically attractive, but has it worked out well in practice? 

• Increased knowledge of what has worked out well in practice would 
seem important when considering increased reliance on general 
principles of disclosure as outlined in the Discussion Paper.

PRINCIPLES-BASED STANDARDS IN THE AREA OF DISCLOSURES



• Let’s first think about the disclosure requirements in four standards that have 
been subject to academic research: IFRS 3, IAS 36, IFRS 7 and IFRS 8

• IFRS 3 – Disclosure objectives and list of specific requirements

• IAS 36 – list of specific requirements – no principle provided

• IFRS 7 – high-level principle of disclosure, specific requirements derived 
from the principle.

• IFRS 8 – high-level principle of disclosure, very little mandatory specific 
requirements

 Do entities comply with these requirements? Both principles and specific 
requirements? What does academic research show?

PRINCIPLES OF DISCLOSURE VS. SPECIFIC REQUIREMENTS
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Compliance is measured on the basis of a checklist 

including 100 disclosure items from IFRS 3 and IAS 

36.

The data comprise annual reports for 2005 of 357 

leading European companies

Why do these poor disclosers appear?

Why is the minimum level so low
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We found 21 studies measuring disclosure compliance with IFRS 3 and/or IAS 

36.

Countries covered: European countries, Australia, Singapore, China

Average compliance across the 21 studies is 67%

Glaum et al. (2013)

There appears to be much variation in disclosure compliance behavior

Research focuses on compliance with specific requirements, not the objectives



IS IT FAIR TO CONCLUDE THAT THERE IS NON-COMPLIANCE 
WHEN “SHALL DISCLOSE” ITEMS ARE NOT DISCLOSED?

• Companies may be compliant even though they do not disclose an item, because 
there may be circumstances unknown to the user that makes that disclosure 
immaterial. 

• First, materiality refers to what is relevant when users, not preparers, make 
decisions, which means that when there is ‘…clear evidence of activity that would 
be expected to generate disclosure under IFRS’ (Pope & McLeay, 2011, p. 249), 
both the user and the researcher have good reason to believe this is non-
compliance rather than lack of materiality. Researchers also put much effort into 
determining whether an item is applicable or not to the entity. 

• Second, the poor disclosers do not appear randomly, but there are systematic 
patterns with the regard to what makes companies comply more or less with the 
specific disclosure requirements. 



BC13: “In the Board’s

view, entities could not

satisfy the principle in

paragraph 7 unless

they disclose the

information required by

paragraphs 8-30”

135 “shall” 

items 

specified in 

8-30

Specific 

requirements 

derived from 

the principle

109 “shall” 

items 

specified in 

33-42

BC40:

a) consistent requirements and comparable

information

b) should depend on the extent of an entity’s

use of financial instruments and the extent

to which it assumes associated risks

BC 41: strike a balance between a and b – the

standard sets out principles and minimum

requirements applicable to all entities.
Source: IFRS 7, Financial 

Instruments: Disclosures



No. of pages (excluding risk report)

No. of pages

European 

banks from 

28 countries

The level of disclosure has significantly increased 

due to more extensive description of accounting 

policies and more elaborate disclosure about 

exposures to significant risks. 

An analysis of information about selected details 

reveals that disclosures are not only more 

extensive but also more profound.

“Interestingly, an increase in the length of the financial 

statement (the risk report) could be observed for only 73.20% 

(89.54%) of the banks in the sample.”

“…companies are supposed to include information about the 

credit quality of financial assets in their financial statements. 

28.0% of European banks voluntarily disclosed the internal or 

external ratings of their customers before IFRS 7 adoption. In 

2007, this proportion increased to 72.7%. The same observation 

can be made for information about the age of financial assets 

that are past due but not impaired on the reporting date. The 

proportion of banks disclosing such information has increased 

from 8.3% to 63.6%. This sheds…some light on compliance… 

27.3% of the banks are withholding information about customer 

ratings, and 36.4% do not provide information about loans in 

arrears.

voluntary 

disclosure

mandatory 

compliance

non-disclosure
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We found five studies measuring disclosure 

compliance with IFRS disclosure requirements

Countries covered: Portugal, Jordan, Malawi, 

Malaysia

Average compliance across the five studies is 47%



IFRS 7 – WHAT ABOUT COMPLIANCE WITH THE PRINCIPLE IN PARAGRAPH 7

• According to our review, academic research has not focused on compliance with principles in 
IFRS 7, but on compliance with specific requirements. One reason for this may be that it is 
very difficult to measure such compliance with principles. However, if this is difficult for 
researchers it may perhaps be so for entities, auditors and regulators as well? 

• A few years ago, ESMA published a report on compliance with IFRS 7 (ESMA, 2013) based on 
a study of 39 European financial institutions. The report was somewhat critical (ESMA, 2013, 
p. 4, emphasis added):

• Overall ESMA found that disclosures specifically covered by requirements of IFRS 7 –
Financial Instruments: Disclosures were generally provided and acknowledges the efforts 
made by financial institutions to improve the quality of their financial statements. Yet, 
ESMA observed a wide variability in the quality of the information provided and identified 
some cases where the information provided was not sufficient or not sufficiently structured to 
allow comparability among financial institutions. Some financial institutions provided 
disclosures that were not specific enough, lacked links between quantitative and 
narrative information, or provided disclosures that could not be reconciled to the 
primary financial statements. ESMA urges issuers to take a step back and consider the 
overall objectives of IFRS 7 against their specific circumstances when preparing disclosures.



A high-level 

principle

Some specific 

requirements

Source: IFRS 8, Operating 

Segments



270 multi-segment 

European firms applying 

IFRS 8 that report non-

geographical segments

André et al. (2016) find that under IFRS 8, more discretion can be exercised over the quality than the 

quantity of disclosures and that incentives played an important role in the sense that managers with 

proprietary concerns tended to solve this by (p. 443): ‘…either deviating from the suggested line-item 

disclosure in the standard, or, if following standard guidance, by decreasing segment reporting quality.

These results suggest that when management is given much flexibility in relation to disclosure in 

combination with low enforceability, there will be high variation in disclosure quantity and quality 

in practice, to some extent related to the incentive patterns of management.



IAS/IFRS DISCLOSURE COMPLIANCE IN EMERGING-MARKET AND 
DEVELOPING COUNTRIES 1996-2013

Average compliance across 

the 17 studies: 65%

Lower bound generally 

much below the average



IAS/IFRS DISCLOSURE COMPLIANCE IN DEVELOPED COUNTRIES 1997-2011

Average compliance across 

the 19 studies: 70%

Lower bound generally 

much below the average



SOME OBSERVATIONS BASED ON THE REVIEW

•Academic research has not addressed the issue of 

compliance with disclosure principles, only 

compliance with specific requirements. 

• The results available suggest quite high levels of 

non-compliance on average and very low levels of 

compliance among the poorest disclosures. 

•It remains unclear whether more principles-based 

disclosure requirements improve compliance as 

research has not explicitly addressed this issue.

•The number of academic studies on disclosure 

compliance seems to be decreasing over time.



WHY IS DISCLOSURE COMPLIANCE SO LOW?

•Non-compliance does not appear randomly. If the 

risks of non-compliance are low (e.g., low risk of 

litigation) and there is absence of strong public 

enforcement, mechanisms related to environment and 

incentives can be expected to influence entities’ 

behaviour more strongly.

•Factors explaining compliance levels include 

company size, listing status, enforcement-related,  

governance-related, country-/culture-related variables. 

• Given that entity-specific disclosures appear to be 

very context-dependent, how should disclosure 

requirements be formulated in IFRS standards? 



IN THE NAME OF RELEVANCE…

• The DP describes the disclosure problem in terms of (i) not providing enough relevant information, 

(ii) providing irrelevant information and (iii) ineffective communication of the information provided. 

• Information is defined as only being relevant if it is capable of making a difference in the decisions 

made by primary users. It is not possible to determine what information primary users will find 

irrelevant and what should therefore not be required by entities to disclose. As a consequence, the 

discussion would seem to focus on who can make the best ‘second-guessing’ by entities, auditors 

and regulators on what primary users consider relevant. 

• The IASB’s actions within the Disclosure Initiative (the principles of disclosures and the materiality 

guidance) seem to explicitly target the ‘best-in-class’ disclosers, rather than setting minimum 

requirements that would rely less on the entity’s good intentions. Will the principles only work if 

managers are ‘in good faith’? 

• The DP: (IASB, 2017, 4.18, p. 41): ‘If a principle is included in a general disclosure standard, it 

might be possible to delete the specific requirements in the Standards described…’ Will fewer 

specific requirements still support the protection of investors from poor disclosers?  



Thank you!
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