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ABSTRACT 

This study analyses firms` compliance with disclosure requirements of the International 

Accounting Standard 37 (IAS 37 - provisions, contingent liabilities and contingent assets), 

through a thorough examination of the 20-F Reports of 91 foreign companies for the fiscal year 

of 2016.  These companies have in common that they are foreign firms cross-listed in the U.S. 

stock exchanges NASDAQ or NYSE, they report under IFRS both locally and in the U.S., and 

they are from 14 countries that obligate the adoption of IFRS for locally traded companies. I 

measured disclosure compliance levels for each required item and overall, by calculating two 

indexes, one stricter and another more tolerant in treating omissions on the non-applicability 

of an item to the company.  My hypothesis confronts the assertions that the legal tradition to 

which a company is submitted influences its disclosure level. An important finding is that the 

enforcement of the SEC regulations is what mostly explains the level of disclosure, rather than 

the legal tradition of the firm’s country of origin. I found that cross-listed companies under the 

same enforcement of the SEC, do not differ in their level of disclosure, regardless of the legal 

tradition of their country of origin. No statistically significant differences were found between 

the disclosure level for companies from countries with common law tradition, compared to 

countries with civil law roots. Additionally, the study concluded that the local financial markets 

development and the local regulation of the security exchanges are variables that significantly 

influence the level of disclosure. 

 

Keywords: Compliance, Disclosure, Cross-List, Global Competitiveness, IAS 37, Common 

Law Tradition, Civil Law Tradition, IFRS, Materiality. 

  



 

 

 
 

RESUMO 

Este estudo analisa a conformidade das empresas com os requisitos de divulgação do 

International Accounting Standard 37 (IAS 37 - Provisões, Passivos Contingentes e Ativos 

Contingentes), através de um exame minucioso dos Relatórios 20-F de 91 empresas para o ano 

fiscal de 2016. As 91 empresas têm em comum que são empresas estrangeiras listadas nas 

bolsas de valores norte-americanas NASDAQ ou NYSE, reportam sob as normas IFRS tanto 

localmente quanto nos EUA e são de 14 países que exigem a adoção de IFRS para empresas 

de capital nacional. Este estudo mediu os níveis de conformidade de divulgação para cada item 

exigido e calculou um nível de conformidade composto, de duas formas: um índice mais 

rigoroso e outro mais tolerante no tratamento de omissões sobre a não aplicabilidade de um 

determinado item para a empresa. Minha hipótese confronta as afirmações de que a origem (ou 

tradição) do sistema legal do país no qual a empresa originalmente foi constituída (e onde 

mantem a sua sede), influencia seu nível de divulgação. Uma conclusão importante é que a 

aplicação dos regulamentos da SEC é o que mais explica o nível de divulgação, em vez da 

origem do sistema legal do país sede da empresa. O estudo revela que empresas listadas sob a 

mesma imposição das regras da SEC não diferem em seu nível de divulgação, 

independentemente da tradição legal de seu país de origem. Não foram encontradas diferenças 

estatisticamente significativas entre o nível de divulgação das empresas de países com tradição 

do direito consuetudinário, em comparação com empresas de países com raízes no direito civil. 

Além disso, o estudo concluiu que o desenvolvimento dos mercados financeiros locais e a 

regulamentação das bolsas de valores locais são variáveis que influenciam significativamente 

o nível de divulgação. 

 

Palavras-chave: Compliance, Disclosure, Cross-List, Global Competitiveness, IAS 37, 

Common Law Tradition, Civil Law Tradition, IFRS, Materiality, Conformidade, Divulgação, 

Listagem Cruzada, Competitividade Global, CPC 25, Direito Consuetudinário, Direito civil, 

Materialidade. 
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1. INTRODUCTION 

There is vast literature emphasizing the importance of disclosure for firms competing 

for investors. More than 40 years ago, Jensen & Mecking (1976) explained that accounting 

reports would be provided voluntarily to creditors and stockholders, and that independent 

auditors would be engaged by management to testify to the accuracy and correctness of such 

reports in order to reduce the agency costs between shareholders and managers and 

consequently to reduce cost of equity and make easier for firms to raise capital.  

Healy, Hutton, and Palepu (2001) found that firms had a significant increase in their 

liquidity (bid-ask spreads and trading volume) after the perceived increase in their disclosure 

quality.  

Also, Healey and Palepu (2001) argue that demand for financial reporting and 

disclosure arises from information asymmetry and agency conflicts between managers and 

outside investors. The credibility of management disclosures is enhanced by regulators, 

standard setters, auditors and other capital market intermediaries. Still, they advocate that 

another potential solution to the information asymmetry problem is regulation that would 

require managers to fully disclose their private information. 

The importance of going public and the influence of U.S. mandatory disclosure are 

highlighted by Rock (2002). 

A miracle of birth is realized when a company goes public. An important but 

unappreciated function of U.S. mandatory disclosure regime is the extent to which it 

permits issuers to make a credible commitment to a level of and permanence of 

disclosure. (Rock, 2002 p 675) 

 

This study tries to unveil which factors influence firms to disclose when they are 

submitted to the same enforcement of external security regulators. In short, keeping constant:  

 the influence of a strong enforcement (SEC through NYSE and NASDAQ) 

 the standard of the report (IFRS via 20-F form) 

 local report standard obligation via IFRS 

So the hypothesis that will be tested are: (1) If the legal origin influences firms towards 

more disclosure; (2) What role (if any) does local enforcement play in the level of disclosure; 

(3) If companies from countries that are more developed economically will disclose more than 

companies from countries that are less developed.  

In the context of a traditional belief of several authors that since La Porta still 

argument in favor of a behavior of higher transparency of firms from common law roots than 
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of companies from civil law roots, and many authors acknowledging the positive influence of 

cross-listing (particularly in the U.S.) resulting in higher transparency than other companies 

only locally listed, this study aims to answer the following questions:  

1. What happens when the financial disclosure of companies from countries with common 

law roots are compared against companies from countries with civil law roots if both are 

subjected to a similar strong outside enforcement?  

2. Will the legal tradition still have any effect on the level of disclosure? Or will the outside 

enforcement be strong enough to place the firms at a similar disclosure level, regardless of 

the legal tradition of the country of the company? 

3. What are the other factors influencing the level of disclosure? 

There are theoretical and practical benefits from this work. 

Regarding the theoretical importance, it comes to fill some gaps in the literature on 

disclosure. 

First, there are few published researches about compliance to IAS 37. One of the few 

is the work of Fonteneles, Nascimento, Ponte, and Rebouças (2014), who analyzed Brazilian 

companies and focused their work on investigating the variables that influence disclosure of 

provisions and contingences. Another study analyzed the evolution of the level of disclosure 

of Brazilian companies locally listed from 2010 to 2013 (Pinto et al, 2014). 

This study went deeper in to the analysis of compliance with IAS 37, with a thorough 

investigation of the Notes to the Financial Statements, scrutinizing the different types of 

provisions, learning their similarities within the companies of the same countries, as well as 

the cross-country differences and clustering them in groups of provisions not found in any 

previous literature, but relevant for further studies of IAS 37. 

Secondly, IAS 37 is not a simple standard to test for disclosure, given the potential 

level of subjectivity in interpreting if a requirement was met or not. This study defined a set of 

criteria to judge the required items, in order to reduce the subjectivity to the minimum without 

either over or under penalizing the companies. The criteria are detailed in Appendix A.3 and 

offer a framework for further IAS 37 studies on disclosure. 

In addition, there are several papers on disclosure with analysis limited to specific 

countries, but only few studies compare the levels of disclosure of several countries 

simultaneously. One of the few, the work of Santos, Schiozer and Ponte (2016) is relevant to 

start demystifying the traditional view that the firm origin would play significant influence on 

disclosure. They compared compliance with IAS 24 of companies from UK (common law) 

with firms from Brazil and a few continental European civil law countries, analyzing data from 
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2012 reports. My work contributes to their work by not only expanding the number of countries 

analyzed to 14 countries, but also by including countries like Mexico and South Africa, 

considered underdeveloped (hence with higher probability to present lower levels of 

disclosure) and by analyzing another critical standard, IAS 37, which presents one of the 

highest degrees of discretion, or possibilities of lack of transparency. 

Finally, because this present study uses recent data which is necessary since 

companies have potentially evolved on their degrees of transparency. 

The practical, perhaps immediate, utilizations of this study are twofold: first for the 

IASB that is currently redefining the rules in one of its Disclosure Initiatives. With this work 

the IASB could take a snapshot of the compliance to IAS 37 requirements of the potentially 

most sophisticated companies of several countries, learning which requirements that are most 

answered, those that are ignored, and those that need more enforcement. This work also 

provides applicability for companies to understand how they can be ex-ante perceived if they 

are cross-listed in the U.S., then enable them to weigh the pros and cons and decide whether to 

submit themselves to stricter rules. Last but not least, this work can demonstrate that civil law 

tradition does not create an immutable deterministic behavior towards lower levels of 

disclosure, i.e., this is not like a born DNA that nothing or little can be done about. 

In short, this work aims to test the hypothesis that enforcement via cross-listing 

washes-out any residual effect of legal tradition, as described in the Introduction chapter. The 

comparison will be made by analyzing firms from countries that are listed either at NASDAQ 

or NYSE, i.e., are subjected by U.S. SEC rules and are born in a jurisdiction whereas IFRS is 

mandatory, and measure their level of disclosure.  

In order to accomplish the objective above, this work is divided in 5 sessions. After 

this introduction, it presents the literature review that serves as the pillars for the next item of 

the same session that is the development of hypothesis. At that session the work describes the 

3 independent variables (Legal Tradition, Country Economic Development and Local 

Enforcement) that are tested, together with 3 control variables (Size, Profitability and 

Materiality). In the third session, the methodology is explained with details, reporting how the 

sample was selected, how the disclosure requirements were analyzed with an innovative method 

for the classification of provisions and contingences, together with an unprecedented criteria used to 

judge the fulfillment of the disclosure requirements, with vigilance, minimizing errors of 

judgement. This third session finishes with the explanation of the regression methodology used. 

Afterward, the fourth session shows the results, consisting of descriptive statistics, correlation 

analysis and the resulting regression. Finally, the last session concludes the work, reporting the 
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variables that influence disclosure, and a final conclusion if the Legal Tradition still exert any 

influence, together with the benefit and limitations of the overall work. 

 

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

2.1 The Effect of Cross-Listing 

Already providing some addition to this discussion, some authors have argued that 

there are benefits for firms to voluntarily engage in cross-listing their stocks. Yet, relevant to 

say that after the companies are listed to trade in a certain stock exchange, they are forced to 

follow its rules, however the decision to cross-list is voluntary, what tells us that the benefits 

of cross-listing must surpass the costs. 

Coffee (1999, 2002) and Stulz (1999) suggested that a foreign firm from a jurisdiction 

that offers potentially weaker investor protection can increase its valuation by bonding itself to 

the U.S. securities regime through cross-listing. The bonding hypothesis suggests that firms 

from countries with poor protection of minority shareholders signal their desire to respect the 

rights of shareholders by listing in a jurisdiction with higher scrutiny, tougher regulation, and 

better enforcement. 

In the context of listing and filing requirements of stock exchanges around the world, 

Adhikari and Tondkar (1992) report significant variations in the overall quality and level of 

detail of disclosures required. From their research, the NYSE in the U.S. was the clear leader 

in terms of disclosure requirements, followed by London. Cooke (1989, 1991) and Gray, Meek 

and Roberts (1995) also discover an international listing effect on voluntary disclosures. 

 Additionally, Street and Bryant (2000) provide evidence that the extent of compliance 

with IAS-required disclosures is greater for companies with U.S. listings/filings than for 

companies without U.S. listings/filings. By cross listing in the U.S., foreign firms subject 

themselves to these laws and their enforcement. U.S. cross listing also forces foreign firms to 

substantially increase their disclosures (via Form 20-F), making it less costly for outsiders to 

monitor the behavior of controlling insiders.   

Regarding the enforcement and influence of listings, Street and Grey (2002) found 

overall IASB-required disclosure as significantly positively associated with an U.S. 

listing/filing and/or non-regional listing and to the ones that exclusively use of IASB (currently 

IFRS) as opposed to other accounting standards. 

Consistent with these findings, Segal and King (2004) found that cross-listing has a 

positive impact on valuation over and above the positive impacts associated with firm size, 
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profitability, cost of equity, and past sales growth. Cross-listed firms that are traded actively in 

the U.S. market experience a significant increase of valuation over the long term.  

The IFRS convergence counted in early 2018 with 83 countries that are part of a global 

comparable and transparent information system that can enhance accounting quality and result 

in capital market benefits, as capital cost reduction, higher liquidity with lower bid-ask spreads 

and decrease in analyst forecast errors. However, the achievement of such benefits, despite 

founded in the comparative excellence of the IFRS per se, depends on the effective 

implementation in firms’ reports, that is, on compliance de facto (Santos, Ponte & Mapurunga, 

2014; Ball, 2006; Daske & Gebhardt, 2006; Barth, Landsman, & Lang, 2008; Hodgdon, 

Tondkar, Harless, & Adhikari, 2008; Daske, Hail, Leuz, & Verdi, 2008; Armstrong, Barth, & 

Riedl, 2010).  

Leuz & Wisoki (2008) provided interesting insight regarding the signal provided by 

cross-listing, and that it may increase the attention by financial analysts and monitoring by 

sophisticated U.S. capital market participants (e.g., pension funds and institutional investors). 

When a firm from an emerging country chooses to cross-list in the US, being subject 

to “substantially increase its disclosure (via Form 20-F)”, it is signaling that the US 

stricter security laws would “afford stronger rights to foreign investors. (Leuz & 

Wysocki, 2008, p. 55). 

 

2.2 Hypothesis Development 

2.2.1 Legal Tradition 

Several studies were performed about the differences in disclosures between countries 

that have common law roots and countries from civil (code) law roots. Preliminary, David and 

Brierley (1985) show that commercial legal systems of most countries derive from relatively 

few legal “families,” including the English (common law), the French, and the German, the 

latter two derived from the Roman Law. In the 19th century, these systems spread throughout 

the world through conquest, colonization, and voluntary adoption. 

Ball, Kothari, and Robin (2000) analyzed firms from seven countries that differ with 

respect to their governance models and the extent to which they resolve information 

asymmetries via public disclosure or private communication. They show that firms from 

common law countries exhibit more timely loss recognition, consistent with the role of earnings 

in these economies. 
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Some authors affirm that financial transparency is higher in countries where the 

political economy is characterized by low state ownership of enterprise, low state ownership 

of banks, and low risk of state expropriation of firms’ wealth. (Bushman, Piotroski and Smith, 

2003) 

Prior evidence documents that common law countries generally have the strongest 

legal protection of outside investors, whereas French civil law countries have the weakest, with 

German and Scandinavian civil law countries in between (LaPorta et al., 1998). Hence, the 

preceding arguments suggest that corporate transparency will be highest in common law 

countries, lowest in French civil law countries, and in between in German and Scandinavian 

civil law countries (see also the discussion in Mueller, Gernon, and Meeks, 1997, chap. 1). 

Consistent with this prediction, prior evidence suggests that financial reporting is more 

transparent in countries with a common law (vs. civil law) legal tradition (e.g., Ball, Kothari, 

and Robin, 2000; Ball, Robin, & Wu, 2002; Guenther & Young, 2000; Jaggi & Low, 2000; 

Francis, Khurana, & Pereira, 2003).  

The economics literature offers at least two reasons why common law countries 

provide stronger protection of outside investors’ rights (e.g., Beck, Demirguc-Kunt, & Levine, 

2002). First, legal traditions differ in the priority given to the rights of individuals vis-`a-vis 

the state. Under this theory, the decentralized nature of English common law evolved to 

generally protect property rights of individuals. Second, legal traditions may differ in their 

ability to adapt quickly to changing circumstances and minimize gaps between contracting 

needs and the legal system’s capabilities. 

Hence the first hypothesis can be described as: 

H1: The level of compliance with mandatory disclosure of firms listed in countries 

that adopted IFRS and cross-listed in U.S., enforced by 20-F reports is positively influenced 

by the legal roots of the country of the firm 

 

2.2.2. Local Enforcement 

It is expected that companies from countries with mechanisms to enforce accounting 

standards disclose more than the ones with weak enforcement. So, it is expected that the level 

of disclosure would be inversely proportional to the expectation of impunity. Strong 

enforcement of accounting standards makes reporting decisions more predictable (Hope, 

2002). Furthermore, other authors argue that as important as the standard themselves, is the 

extent to which there is enforcement for their application and prosecution when there is 



19 

 

 
 

violation. (Sunder, 1997, p. 167). The quality of financial information is a function of both the 

quality of accounting standards and the regulatory enforcement or corporate application of the 

standards (Kothari, 2000, p. 92). Absent adequate enforcement, even the best accounting 

standards will be inconsequential. If nobody takes action when rules are breached, the rules 

remain requirements only on paper. In some environments, for example, firms behave toward 

“mandatory” requirements as if they were voluntary (Marston & Shrives, 1996).  

The sample of this study is composed by companies submitted to SEC regulations 

therefore the enforcement that might still be captured is the residual enforcement of several 

types of local regulation. So, the question will be whether once submitted to the SEC 

regulations there is any remaining influence of the enforcement of local regulations.  

So, the second hypothesis tested is: 

H2: The level of compliance with mandatory disclosure of firms listed in countries 

that adopted IFRS and cross-listed in U.S., enforced by 20-F reports is positively associated 

with the strength of local enforcement of the country where the firm is originally listed. 

 

2.2.3. Country Economic Development 

This work conjectures that the size and sophistication of a country economy and of its 

capital market (for example, countries in which financing through local equity markets is 

predominant) should create an environment that influences individual firms towards more 

transparency and disclosure, either directly or indirectly via a demand for stronger auditing and 

reporting standards in the country. Since this effect is captured above (see Local Enforcement), 

the direct effect in higher disclosure at the firm level needs to be tested. 

Zysman (1983), Frank and Mayer (1992) and Kenway (1994) found that the state of 

financial market development is a key factor influencing institutional transparency. Zysman 

(1983) affirms that a country with a developed capital market requires a strong auditing and 

reporting standards compared to a country with a less-developed capital market. This view was 

supported by Frank and Mayer (1992) and Kenway (1994). Adhikari and Tondkar (1992) 

conducted a cross-country study of disclosure, analyzing the role of environmental factors. 

They empirically confirmed that the size of equity market explains the variation in disclosure 

levels. Also, Nobes (1998), in his study about the reasons for the international differences in 

financial reporting, provided further evidence on that. El Ghoul et al. (2010) found that firms 

located in countries with large and vibrant stock markets are associated with higher demand 

for accounting transparency.  
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As the literature above suggests, the last hypothesis to be tested is: 

H3: The level of compliance with mandatory disclosure of firms listed in countries 

that enforces IFRS and cross-listed in U.S., enforced by 20-F reports, is positively associated 

with the economic development of the country where the firm is originally listed. 

 

2.3 Control Variables 

This study leverages on the vast literature regarding other dependent variables which 

will be treated here as control variables. They are Size, Profitability and Materiality, described 

below and summarized in table 1. 

 

2.3.1  Size 

Larger firms will tend to provide greater financial details. This idea goes back to 1971 

with Singhvi and Desai (1971), Buzby (1975), and Firth (1979). More recently, several studies 

concluded that firm´s size is positively correlated with disclosure (Cooke, 1992; Raffournier, 

1995; Zarzeski, 1996; Street & Gray, 2002; Archambault & Archambault, 2003;  Lima, V., 

Lima, G., Lima, I., & Carvalho, 2010; and Santos, Ponte and Mapurunga, 2010). For them, 

large firms can better support and dilute the disclosure costs, are more sensible to market 

visibility for better to attract expressive capital at the cheapest costs, normally have multiple 

and institutional shareholders that demand disclosure, and are more subject to political and 

social transparency scrutiny. A perhaps more pragmatic reason can be added: larger companies 

have bigger and more sophisticated finance and accounting teams who will be engaged in 

prepare more thorough reports with the help of internal auditors and the scrutiny of trained 

outside auditors. In addition, they will be able to afford a better trained board of directors and 

a Big-4 audit firm. 

 

2.2.2 Profitability  

Differently from Size, the conclusions regarding the influence of profitability in 

disclosure is not undisputable. Intuitively it can be argued that companies whose results are 

low, close to breakeven, would have the incentive to not provision and worsen their results 

below breakeven. Agency costs and time-horizon problems would contribute to that, i.e., why 

would a manager provision now if his horizon in the executive position is short and he can push 

the problem to a future manager? When the horizon of the residual claims is less than the life 
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of the organization, residual claimants assign zero value to cash flows that occur beyond the 

horizon (Fama and Jensen, 1998). 

On the other hand, it could be expected that firms that are already very unprofitable 

would have the tendency to provision more, expecting that in the future they can revert any 

provision in excess and show profits. In short: “if I am already in a bad time, why not clean-up 

everything at once?” Indeed, it is unlikely that a firm that is losing significantly in a certain 

year will be further punished by the market or by the firm owners, if lose a little bit more.  

Consistent with the intuitive arguments above, some authors claim that when the rate 

of return is high, managers are motivated to disclose detailed information in order to support 

the continuance of their positions and remuneration. Inversely, when the rate of return is low, 

they may disclose less information in order to conceal the reasons for losses or declining profits 

Raffournier (1995), Singhvi and Desai (1971, Belkaoui and Kahl (1978), and Wallace and 

Naser (1995) indicate a significant positive association. Recent study in Brazil (Santos, Ponte 

and Mapurunga, 2010) found statistically significant, but weak association.  

Alternatively, Cerf (1961), Dumontier and Raffournier (1998), Inchausti (1997), 

McNally, Eng and Hasseldine (1982) and Meek et al. (1995) provide no evidence of 

association. Some authors (Cooke, 1992; Zarzeski, 1996; Lima et al., 2010) do not include 

profitability among the explanatory factors of firms’ disclosure. As mentioned by Street and 

Gray (2002), prior research on the association between profitability and disclosure compliance 

level is not convergent. Due to the mixed findings from prior research, no prediction of 

direction of association is made in the current study. 

 

2.3.2 Materiality  

There should be little disagreement that materiality affects firms’ disclosure decisions, 

as the argument is both intuitive and conceptually valid (Lo, 2009). Heitzman, Wasley, and 

Zimmerman (2009) defend that the study of voluntary disclosures should accommodate the 

effects of materiality on disclosure, as tests of voluntary disclosure theories ignoring materiality 

likely lead to incorrect inferences. Indeed, it could be expected that as greater the size of the 

potential losses, more difficult to hide them, hence higher probability to disclose. 

 

2.3.3 Variable Considered Irrelevant for this Study 

There is at least one independent variable that other authors consider in their studies, 

that is the positive influence on disclosure of companies audited by one of the “Big 4 audit 
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firms” - Deloitte, Ernst Young, KPMG and PWC. Santos, Ponte and Mapurunga (2014), 

Palmer (2008), Street and Gray (2002), and Raffournier (1995) found that “Big 4 audit firms” 

exert more scrutiny resulting in reports that disclose more. This is a type of voluntary 

enforcement that the firms submit themselves. As in this study the sample is comprised by 

firms cross-listed in NASDAQ or NYSE, the majority of them are already audited by the “Big 

4”, making this variable innocuous for this study. 

A brief description of the hypotheses and control variables tested in this work, and 

their reference is presented in Table 1. 
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Table 1 - Hypotheses and References 
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3.  METHODOLOGY 

3.1 Sample and Data 

The first step was the identification of the countries that require its companies to report 

on IFRS. This resulted in a list of 83 countries. Afterwards came the identification of the 

countries with companies listed in NASDAQ and/or NYSE, with American Depositary 

Receipts (ADR), in the DR directory system, which summons 32 countries – 18 countries have 

companies listed with ADR in both NYSE and NASDAQ, 4 are only in NASDAQ and 10 are 

only in NYSE. 

The following step was the cross reference of the 83 countries with IFRS with the 32 

countries that have listed companies in NASDAQ and/or NYSE, obtaining 23 countries that 

have the local enforcement of IFRS and that have listed companies in NYSE and/or NASDAQ 

with ADRs levels II and III.  

Further the study controlled for a minimum level of sophistication of the financial 

market of country where the company is from, therefore there was another filter to only consider 

the countries that have a minimum number of 20 companies listed in NASDAQ and NYSE with 

ADRs and with over-the-counter ADRs (Appendix Table 11). As a result, the sample was left 

with the following 14 countries: Australia, Belgium, Brazil, France, Germany, Ireland, Italy, 

Mexico, Netherlands, Russia, South Africa, Spain, Switzerland and United Kingdom. 

The next step was to list all the non-financial firms that are traded either in NASDAQ 

and/or in NYSE with ADR levels II and III of each jurisdiction, and hand collect the 20-F Forms 

of these firms from the SEC EDGAR (Electronic Data Gathering, Analysis and Retrieval) 

system to identify which firms adopted IFRS on their 20-F reports for fiscal years that ended in 

31/Dec/2016, or in any period of 2017 on or before 30/Nov, resulting in the final sample of 91 

companies.  

These 91 companies are composed of 35 companies from 4 countries whose legal 

system originated from the common law tradition (Appendix Table 12) and 56 companies from 

10 countries whose legal system are originated from the civil law tradition (Appendix Table 

13). The companies from countries with legal systems derived from French Civil Law (52 

companies) and German Civil Law traditions (4 companies) were analyzed jointly under the 

lable Civil Law. The rationale to cluster the Civil Law countries together was the small sample 

size of German Civil Law and the small differences between both traditions. 

The only exception taken on the sample selection was the Brazilian company GAFISA, 

that though adopts USGAAP on its F-20 Form in the NYSE, it was contemplated in the study 
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because it claims and the analysis confirmed that the only difference to IFRS was an immaterial 

detail that did not affect the analysis. 

 

3.2 Measuring the Dependent Variable 

3.2.1 Defining the IFRS to be used as Proxy for IFRS-Required Disclosure 

In order to assess the degree of compliance with IFRS-required disclosure, the required 

disclosure by IAS 37 (IAS 37 — Provisions, Contingent Liabilities and Contingent Assets) was 

used, which objective is 

[…] to ensure that appropriate recognition criteria and measurement bases are applied to 

provisions, contingent liabilities and contingent assets and that sufficient information is 

disclosed in the notes to the financial statements to enable users to understand their 

nature, timing and amount. (IAS 37 Objective, IFRS 2015 Blue Book). 

The key principle established by the Standard is that a provision should be recognized 

only when there is a liability i.e. a present obligation resulting from past events. The Standard 

thus aims to ensure that only genuine obligations are dealt with in the financial statements – 

planned future expenditure, even where authorized by the board of directors or equivalent 

governing body, is excluded from recognition. 

IASB also excludes from the scope of IAS 37 the following provisions or liabilities: 

(a) those that are covered by another standard, and  

(b) those resulting from executory contracts, except when the contract is onerous. 

As described in (a) above, when there is another standard covering the accounting 

principles, IAS 37 does not apply, for example, for:  

(a) Leases, either Finance or Operating Leases – IAS 17 

(b) Employee Benefits – IAS 19 

(c) Construction Contracts – IAS 11 

(d) Income taxes – IAS 12 

(e) Insurance Contracts – IFRS 4 (except the contingent assets that arise from the 

contractual rights of the insurer under the insurance contract, which are considered 

under the scope of IAS 37) 

(f) Contingent consideration of an acquirer in a business combination – IFRS 3 

(g) Does not apply to financial instruments including guarantees that are dealt in the scope 

of IAS 39 
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(h) Liabilities or adjustments to the carrying value of assets, even when routinely named 

as provisions in some jurisdictions, such as depreciation, impairments and allowance 

for bad debts. 

It is relevant to highlight that this study carefully analyzed the provisions and 

contingencies disclosed in the Notes to the Financial Statements, eliminating from the 

provisions or contingencies the ones that were disclosed by the companies but were not in 

observation of items (a) thru (h) above1.  

The rationale of using IAS 37 as the basis for the firms’ measure of compliance with 

IFRS-required disclosure are, among others:  

1. There isn´t knowledge of publications of studies of such standard in similar contexts. 

Analogous study of Santos et al. (2017) was done with IAS 24 providing insightful 

methodology and conclusions. Hence both studies can be to a certain extend 

complementary. 

2. The relevance of the information for investors: provisions and contingencies can 

impact substantially a firm´s financial position. Threats of litigation permeate almost 

every aspect of the business environment and the magnitude of potential litigation 

losses can be substantial (Hennes, 2014). 

3. The quality of the information provided is of great relevance to the valuation performed 

by stakeholders in general. Despite the prevalence of litigation, many users of financial 

statements have complained that existing disclosures are insufficient or ineffective 

(FASB, 2007, p.1). 

4. The difference in cross countries practices in treating provisions and contingencies 

potentially make harder to reject the null hypothesis of different levels of disclosure 

among jurisdictions, hence is of great opportunity. 

5. The breadth of the standard, which encompass several aspects of the business which 

can reveal companies´ custom to follow rules and regulations, as well as their appetite 

to face risks. 

6. The high degree of applicability of this standard, given that potentially all companies 

can have provisions, i.e, the standard is applicable to all companies 

7. Provisions and contingencies carry embedded significant level of uncertainties, 

therefore following the standards of disclosure is potentially one of the most important 

                                                 
1 In item 4,1 the result of this analysis is shown. As the reader will see, many companies erroneously 

disclose as provisions and contingencies items that are not as per IAS 37. 
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standards companies should comply with, assuming a real interest in providing 

transparency. 

8. Refraining from providing full disclosure of these risks: firms tend to resist providing 

full disclosure of the risks associated with certain IAS 37 type provisions, such as 

exposure to legal claims for fear of exposing their true beliefs in the probability of loss. 

9. This standard is one that has been enforced since 1999 and has had few changes since 

its inception, hence minimizing considerably the influence of typical learning and 

adoption curves. 

 

3.2.2 Classifying Contingences and Liabilities 

This study was done with a meticulous reading of the 20-F reports of all 91 companies 

and understanding how each company discloses their provisions and, if and how they 

consolidate them either on the footnotes or in the balance sheet.  

Provisions were classified in two groups with clear difference in the level of certainty 

to assess risks and in order to facilitate the capture of the level and size of disclosure of 

different provisions, particularly because there is a great distinction of what is considered a 

provision in different countries. I divided in two groups, Group A – the one of higher 

uncertainties, composed by litigation and legal claims and Group B, the one resulted from 

constructive obligations. 

Group A – Group of legal claims, or litigation divided in 5 sub-types 

 A.1 – Tax Claims – provisions estimated on the expectation of the size of probable 

losses on claims in which the plaintiff is the government (federal, municipal, state or 

any other government authority or entity) claiming for tariffs, taxes or social 

contribution unpaid or erroneously paid 

 A.2 – Labor Claims – provisions estimated of the size of probable losses on claims in 

which the plaintiff is usually a former employee or third party worker 

 A.3 – Civil Claims – several sub-types of claims whereas the plaintiff is the 

government or other stake-holders on the following matters: regulatory, anti-trust, 

patent infringement, arbitrations in general, consumer claims and suppliers 

 A.4 – Environmental claims – litigation originated by government instances (federal, 

municipal, state, or any other governmental authority or entity) or public ministries 

claiming reparation of damage to the environmental or non-fulfillment of ancillary 

obligations 
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 A.5 Other – Combination of one or more types above, without breakdown in any place 

in the report 

Group B – Group of constructive obligations divided in 6 sub-types: 

 B.1 – Decommissioning Costs – obligations arose by the enforcement of contracts or 

by the enforcement of the law taken proactively, without a claims. This subgroup 

considers the following obligations provisions, related to recover assets or the 

environment: decommissioning (per se), rehabilitation, closure, remediation, cleanup, 

dismanteling, demobilization, restatement, restoration, retirement, and making good, 

the latter a typical Australian provision. 

 B.2 – Restructuring Costs – obligations that arise when the entity has a detailed formal 

restructuring plan and has raised a valid expectation that the plan will be carried out. 

Examples of this subtype of provisions are: sale or termination of a line of business, 

closure of a business in a country or region, relocation of business activities from one 

country or region to another, change in management structure such as elimination of a 

layer of management, or fundamental reorganization that have a material on the nature 

and focus of the entire operation. 

 B.3 – Onerous Contracts – contracts in which the unavoidable costs to meet its 

obligations surpass the economic benefits expected to be obtained by the same contract 

 B.4 – Products or Services Related – considered the following obligations that are 

related to obligations that arose from the selling of a product, for example: customer 

refunds policy, chargebacks, rebates, provision for warranty sold, and provision for 

loyalty programs. 

 B.5 – Minimum Payments or Committed Contracts – this subgroup considers contract 

obligations provisions that can be classified under IAS 37 and are not included in any 

of the items above. There was only one occurrence throughout the sample of 91 

companies analyzed. 

 B.6 – Other Not Identified - In this subgroup are placed two subtypes of provisions: 

(a) the provisions that are named as such, and cannot be disregarded as a non IAS 37 

provision but are not described as any of the items A.1 thru A.5 neither B.1 thru B5; 

(b) provisions that are a combination of one or more Group B provisions  

 

3.2.3 Defining the List of Items to test for the level of disclosure 

The verification of the compliance of IAS 37 required the definition of what items 
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should be examined for the degree of disclosure and the definition of the criteria that will be 

used for each item that will be examined. 

.
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Table 2 - Checklist creation from IAS 37 original disclosure requirements 
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3.2.4 Definition of the criteria that will be used for each item 

IAS 37 does not apply (NA) to a firm when it is silent relatively the provisions and 

contingencies, and for sure when it declares in the Notes to the Financial Statements that is 

has nothing material or with probable or possible chance to happen, therefore nothing to be 

declared under provisions or contingencies. 

In general, to determine the degree of compliance, it was attributed one of the 

following codes to each of the required disclosure items: 

1. Y (Yes): The firm disclosed the information. 

2. NA (Not Applicable): See case by case in Appendix A.3 

3. NN (Non-Compliance): The firm did not disclose a specific item, but it is possible 

to identify that it should have disclose 

4. NI (Not Informed): The company did not disclose the information, and it is not 

possible to identify whether a required disclosure item is applicable to the firm. 

As per Santos et al. (2017), “the introduction of the code is necessary because many 

firms do not clearly state that an item of disclosure is required... If there is absence of any 

information for a category or item, it is impossible for the researcher to distinguish Non- 

Compliance (NN) and Not Applicability (NA)”. 

 

3.2.5 Initial treatment of the sample and of the required items 

The next step was to eliminate from the 91 companies, 8 that did not have provisions 

or contingencies, either explicitly saying that there was nothing material to report or by being 

completely silent. These companies were graded as NA for all items.  

They were: Biotechnology and Prima BioMed from Australia; Relx PLC and Motif Bio 

from UK; DBV Technologies S.A. from France; Controladora Vuela Compania de Aviacion 

S.A.B. de C.V. (Volaris) and Industrias Bachoco from Mexico; and Renx from Netherlands 

For the companies that were completely silent and throughout the report there wasn´t 

any indication of anything material to be disclosed, then there was no way to know if they hid 

their contingencies or if indeed they did not have anything to disclose. Given that IAS 37 does 

not oblige firms to positively assert that they have nothing material, if they don´t, then I had to 

give them the benefit of the doubt and grade as NA instead of NI. 

As a result, the sample was reduced to 83 companies: 31 from companies of countries with 

common law roots and 52 companies from civil law countries. 
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In terms of the items to be measured, paragraph 92, proved to be of little use for the 

study in question, given that within the sample of 83 companies only two mentioned that they 

would not be able to disclose all the provisions as this would undermine their provisions.  

In case of Novartis: 

There might also be cases for which the Group was able to make a reliable estimate 

of the possible loss or the range of possible loss, but the Group believes that 

publication of such information on a case-by-case basis would seriously prejudice 

the Group’s position in ongoing legal proceedings or in any related settlement 

discussions. Accordingly, in such cases, information has been disclosed with respect 

to the nature of the contingency, but no disclosure is provided as to an estimate of 

the possible loss or range of possible loss. 2016 annual report - Form 20-F, 

referenced to form 6-K filed in 25.01.2017, Document 99.1 (Excerpts from Novartis 

Annual Report 2016), p.217 

 

In case of Sanofi: 

In a limited number of ongoing cases, while we are able to make a reasonable 

estimate of the expected loss or range of the possible loss and have accrued a 

provision for such loss, we believe that publication of this information on a case-by-

case basis or by class would seriously prejudice the Company’s position in the 

ongoing legal proceedings or in any related settlement discussions. Accordingly, in 

those cases, we have disclosed information with respect to the nature of the 

contingency but have not disclosed our estimate of the range of potential loss, in 

accord. 2016 annual report, Form 20-F, filed on 03.03.2017, p. F-85. 

It should be observed that in spite of the notes above, both companies had other 

provisions and contingent liabilities disclosed. 

Due to the small number of companies that took advantage of the freedom of the 

standard described in paragraph 92, so as not to bias the conclusions, this study disregarded the 

computation of this item when comparing Levels of disclosure of subgroups of the sample, 

resulting in 17 items of requirement to be tested. 

 

3.2.6 Measuring the disclosure indexes 

Aiming to measure the compliance level with IAS 37-required disclosures, I used the 

same criteria consistent with other studies: Street and Gray 2002, Santos et al. 2014a, and 

Santos et al.2017, i.e., two indexes, one Strict and another Tolerant. 

The index criteria 1, or Strict (S) is the ratio of the total number of companies that 
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attended the norm, i.e, quantity of “Yes (Y)” by the total number of respondents subtracted 

from the quantity of NAs. This criterion is called strict because it penalizes companies that 

could be hiding relevant information, inducing the user to believe that the item was not 

applicable to them, when in fact it was. Of course, on the other hand, this criterion assumes 

the risk of inappropriately penalizing companies that omitted only the information that did not 

apply to them. 

The criteria Index 2, or Tolerant (T): This is a more tolerant index, since it assumes 

that the company is not obliged to make explicit the information that a disclosure item is not 

applicable to it. Mathematically, the number of “Yes (Y)” is divided by the total number of 

questions subtracted by the number of NA and NI (company did not report). This criterion 

does not penalize a company that correctly omitted only information that was not applicable 

to it. On the other hand, this criterion assumes the risk of considering that only the non-

applicable information was omitted, when some information would have to have been 

submitted and it was not. 

As observed by Santos et al. (2014a), the simultaneous use of the two indices allows 

us to contemplate the two possible judgments on how to proceed in cases of non-applicability 

of a disclosure requirement (simply omit or explain that it does not apply to it), as well as it 

makes it possible to control the sensitivity of the study results to differences of interpretation 

adopted by the researcher. 

Mathematical representation of both indexes below 

𝑰𝒏𝒅𝒆𝒙 𝟏 (𝑺 =  𝑺𝒕𝒓𝒊𝒄𝒕) =  
∑ 𝑌

(𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑖𝑡𝑒𝑚𝑠 − ∑ 𝑁𝐴)
 

 

𝑰𝒏𝒅𝒆𝒙 𝟐 (𝑻 = 𝑻𝒐𝒍𝒆𝒓𝒂𝒏𝒕) =  
∑ 𝑌

(𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑖𝑡𝑒𝑚𝑠 − ∑ 𝑁𝐴 −  ∑ 𝑁𝐼)
 

 

Or giving that  𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑖𝑡𝑒𝑚𝑠 = ∑ 𝑌 +  ∑ 𝑁𝐴 + ∑ 𝑁𝑁 +  ∑ 𝑁𝐼, then  

 

𝑰𝒏𝒅𝒆𝒙 𝟏 (𝑺𝒕𝒓𝒊𝒄𝒕) =  
∑ 𝒀

(∑ 𝒀 + ∑ 𝑵𝑵 +  ∑ 𝑵𝑰  )
 

 

𝑰𝒏𝒅𝒆𝒙 𝟐 (𝑻 = 𝑻𝒐𝒍𝒆𝒓𝒂𝒏𝒕) =  
∑ 𝑌

( ∑ 𝑌  +  ∑ 𝑁𝑁)
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whereas: 

ΣY = sum of all the number of items disclosed by the company (Y); 

ΣNA = sum of the number of items considered not applicable to the company (NA);  

ΣNI = sum of the number of items for which the company did not disclose any 

information, and it is not possible to verify with certainty whether or not the item in question is 

applicable to the company (NI); 

ΣNN = sum of the number of items for which the company did not disclose any 

information, but should have disclosed; 

Looking at both expressions above, it is clear that the denominator of the Index S will 

be always equal or greater than the denominator of Index T, making Index T always equal or 

greater than Index S, hence the latter is more tolerant. 

In the appendix A.3 is provided further clarification of the application of the degrees 

of the disclosure, item by item, in order to minimize errors of judgement. 

 

3.3 Statistical Modeling  

Descriptive statistics of the disclosure index by law tradition is presented together with 

mean differences tests between these groups. 

For quantitative dependent variables, descriptive statistics and the Pearson correlation 

matrix are presented. For qualitative dependent variables, mean differences tests were realized. 

In order to analyze the explanatory factors of firms’ disclosure levels, I estimate a linear 

regression model for indexes 1(strict) and 2 (tolerant). To treat multicollinearity, it was 

calculated the Variance Inflation Factor (VIF) in each model and excluded variables with VIF 

greater than 2. For all tests we use the Data Analysis and Statistical Software (STATA). 

We estimate the following model (equation 1). 

 

𝐷𝐼𝑆𝐶𝑖𝑡 =  𝛽0 +  𝛽1𝐿𝐸𝐺𝑖𝑡 +  𝛽2𝐿𝐸𝑁𝐹𝑖𝑡  +  𝛽3𝐸𝐷𝐸𝑉𝑖𝑡 +  𝛽4𝑆𝐼𝑍𝐸𝑖𝑡 +  𝛽5𝑀𝐴𝑇𝑖𝑡 +  𝛽6𝑃𝑅𝑂𝐹𝑖𝑡

+ ℰ 

All these variables are described in Table 3. 
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Table 3 - Research and Control Variables and their proxies 
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Initially I regressed all variables with the STATA software running robust tests and 

test for multicollinearity using the variance inflation factor (VIF) that quantifies how much 

the standard error, hence the variance of the variables are inflated. Then the variables that 

had VIF greater than 2.00 were deleted and the test was repeated with the remaining 

variables. At least one variable of each one of the groups above was kept in the final 

regression.  

Then a second process was used that consisted of cherry picking from the correlation 

matrix the proxies of each variable that had the highest correlation with the dependent 

variables. In case they had similar correlations, regressions were run with both and also with 

one at a time, selecting the variable with the lowest VIF, then, secondly, if they resulted in 

similar VIFs, selecting the one that resulted in the highest R2.  

The usage of the two processes above implied in the comparison of hundreds 

regressions constructed with combinations of the proxies. The final selected regression was 

the one that attended the following criteria: had one proxy for each variable, had the lowest 

VIF and highest R2.  

Note that though this study is not so much worried with the final size of the R2 (this 

is not a study to test the level of predictability of the regression), this might be a good tie 

breaking criteria. 

 

4. RESULTS 

4.1 Materiality of Provisions and Contingencies 

The analysis of the sample for the 14 countries revealed a heterogeneous interpretation 

of the standard regarding how they are classified and if they should and how they should be 

grouped in a single statement. Paragraph 87 of IAS 37 provides little guidance on the matter.  

In determining which provisions or contingent liabilities may be aggregated to form a class, it is 

necessary to consider whether the nature of the items is sufficiently similar for a single statement 

about them to fulfil the requirements of paragraphs 85(a) and (b) and 86(a) and (b). Thus, it may 

be appropriate to treat as a single class of provision amounts relating to warranties of different 

products, but it would not be appropriate to treat as a single class amounts relating to normal 

warranties and amounts that are subject to legal proceedings. (IAS 37 - Paragraph 87) 

The sample revealed similar interpretations within companies of the same countries, 

but diverse cross countries interpretations. Perhaps this is a result of individual or a combination 

of the following: the nature of the claims that are commonly posed against the companies of a 

country, due to particular characteristics of legal enforcements, or due to companies of a country 
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benchmarking other companies of the same country, and finally influenced by the particularities 

of enforcement of local financial market regulators. 

During the data collection, several incongruities of data and idiosyncrasies were 

observed, among which the following was highlighted: 

a. One of the analysis consisted of comparing the amount provisioned in the balance 

sheet with the amounts in the Notes to the Financial Statements. It was noticed that 

numerous companies add to the line of provisions in the balance sheet items that 

are not related to IAS 37. The most common mistakes are expected future costs 

linked to employee benefits and future expected disbursements linked to actuary 

pension calculations. Other countries convened to add to the provision line the costs 

of insurance contracts and the contingent considerations that arise in a business 

combination. As a result, in 52% of the companies (48 companies) the amounts split 

in the Notes to the Financial Statements do not match the line of the provision in 

the balance sheet. In case of inconsistency, the amounts described as provisions in 

the Notes related to IAS 37, were considered as the correct ones in the study. 

b. Though, since the provision line in the balance sheet is usually broader than the 

amounts revealed in the Notes, because they could include other non IAS37 

provisions, in 22% of the cases (19 companies) the amount in the notes was bigger 

than the amounts in the provision line. The causes for the differences were in 6 

cases unidentified, in 5 cases decommissioning costs that were not added to the 

provision line in the balance sheet and the others were disperse among the other 

class of provisions.  

c. One company recognized an escrow provision (judicial deposit) as the total amount 

provisioned for a particular claim, as opposed to the total probable loss, and also 

provisioned the escrow amount as an asset, then the net provisioned loss was 

erroneously zero.  

d. Another company revealed in the notes to the financial statements that they had 

taken a provision due to their failure to maintain a tax benefit, but the provision was 

not recognized in the balance sheet. 

e. Different countries show similar ways to name or to classify the provisions and 

similar types of provisions. As one example, Australia companies revealed a typical 

habit to recognize a “Make Good Provision”, that is the best estimate of a future 

expenditure required to settle the present obligation, typically within a building 

lease agreement, whereby the lessee agency is required, as per the “Make good 



38 

 

 
 

Clause” in the contract, to restore the premises to its original condition at the 

conclusion of the lease. This type of provision appeared in 4 out of 5 Australian 

Companies but in no other company in the database. This provision was classified 

in item B.1 

f. In Brazil companies are very keen to split tax, civil, environmental and labor claims 

provisions in organized tables in the Notes, making easy to identify the different 

classes of provisions. As a curiosity the sum of the labor provisions of Brazilian 

companies are 72% of the total identified labor provisions of the 83 companies in 

the database, representing 0,3% of the value of companies´ assets, whereas the 

companies of other countries represent 0,02% of these companies´ assets. However, 

one should avoid to make inferences or jump into conclusion regarding these 

numbers because in most of other countries the convention is to consider labor 

claims aggregated to other civil claims and most of the times it is impossible to 

segregate them just by reading the Notes. 

Italy is the country that on average provisions the most, followed by Australia, whilst 

Belgium provisions the least. When it comes to disclosing possible losses in the Notes to the 

Financial Statements, Australia jumps to first place, and the two Belgium companies do not 

disclose any possible loss. Finally, when provisions and contingences are added, Brazil shows 

in the ranking in second with 31.9% of probable plus potential losses to assets, just after 

Australia. (see Table 4 for details). 
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Table 4 - Materiality of Provisions and Contingences by Country and Legal System 

 

 

4.2 Disclosure Index   

Table 5 displays the results of the checklist, which shows both the general disclosure 

index, the indexes by category and by item of disclosure required, identifying the observed 

frequency of each entry (YES, NN, NA and NI). 

It can be observed that the compliance of contingency liabilities (77% for Index 1 and 

97% for Index 2) is significantly greater than categories of paragraphs 84 and 85 which measure 

the compliance to provisions. These latter measured 68% for Index 1 and 74% for Index 2; and 

63% for Index 1 and 89% for Index 2; respectively. This result is intuitive to the fact that one 

would expect that companies would be more tendentious or susceptive to disclose descriptive 

contingences information on the Notes rather to provision losses in the balance sheet. 

Mean
Std. 

Deviation
Mean

Std. 

Deviation
Mean

Std. 

Deviation
Mean

Std. 

Deviation

Common Law     31 2,3% 2,1% 5,9% 5,9% 4,9% 8,0% 10,8% 10,4%

South Africa

United Kingdom

Civil Law     52 1,8% 1,4% 2,8% 3,4% 13,2% 15,3% 16,0% 16,0%

Belgium

Brasil

France

Germany

Mexico

Italy 3

Netherlands 2

Russia 2

Spain 2

TOTAL SAMPLE

Country

Type A Provisions / 

Total Assets 

Total Provisions / 

Total Assets 

Contingences / 

Total Assets 

Total Provisions + 

Contingences / 

Total Assets

Australia 5

Ireland 2

0,9% 0,4% 49,7% 19,7%6,6% 2,5% 43,1% 17,3%

1,1% 0,6% 0,0% 0,0% 1,1% 0,6%0,0% 0,0%

5,2% 9,8%6 2,9% 4,5% 8,1% 10,2%3,8% 2,2%

18 6,2% 3,5% 1,9% 2,9% 8,1% 4,2%1,9% 2,2%

5

19

0,9% 0,4% 5,9% 2,3% 6,8% 2,6%0,6% 0,2%

18,1% 31,9% 17,7%

8

2,3% 1,4% 4,0% 4,3% 27,8%

2,2% 5,3%

2

1,3%

0,4%

3,3% 10,6% 5,0%0,8% 5,3%

2,2%

7

0,1% 0,5% 0,1% 4,2% 2,1% 4,7%

11,5% 18,0% 12,9%2,4% 1,9% 2,5% 2,2% 15,5%

2,3% 2,6% 9,2% 4,0%3,8% 1,1% 7,0% 4,4%

0,8% 3,5% 1,6% 7,3% 0,8%2,0% 0,3% 3,9%

1,5%0,2% 0,2% 1,0% 0,9% 1,0% 0,7% 2,0%

1,7% 3,7% 2,0% 6,9% 3,7%

Switzerland 2

1,9% 1,0% 3,2%

1,2% 0,5% 5,3% 16,1%

11,2% 13,7% 14,8% 14,6%1,9% 1,7% 3,5% 4,6%

Sample 

Size

6,5% 16,6%

83

0,4% 0,2%
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Table 5 -  Results of the Checklist (sample of 91 companies) 
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The second least disclosed was item 85.c.1, whilst only 11 companies (12%) reported 

the amount of any expected reimbursement. 

The items that were mostly disclosed was the brief description of the contingent 

liability (item 86.a.), perhaps because companies do not feel they will lose anything by doing 

so and managers will not be accused of being negligent in the possible (less than probable) 

scenario that a loss occurs. At most they could be accused of miscalculate the probability of 

losses or of exerting influence on external lawyers and consultants who suggest the probability 

of losses. 

 

4.3 Descriptive Statistics 

4.3.1 Disclosure Level by Legal Tradition 

Both disclosure indexes (Strict and Tolerant) were compared for companies from 

Common Law countries with companies from Civil Law countries. 

The analysis resulted in a Disclosure Index 1 (Strict) of common law tradition 

countries on average at 68.9% and 83.5% for Index 2 (Tolerant) whilst the civil law tradition 

companies resulted on average 69,05% and 85.1%, respectively. These numbers together with 

medians and standard deviations and the means by legal tradition are displayed in Table 6. 

Mean equivalence tests were performed to test the hypothesis that for both Index 1 and 

Index 2 the means of the common law companies and civil law companies are the same.  The 

means between the two samples were compared, using the student-t test. The Null Hypothesis 

(H0) was defined as that the means are the same and the Alternative Hypothesis (H1) that the 

means are different. 

Table 6 shows that for both Index 1 and Index 2, the null hypothesis was not rejected, 

implying that the sub-samples means are not different. The certainty of the non-rejection was 

greater for Index 1 (Strict) than for Index 2 (Tolerant). 

Table 6 – Descriptive Statistics of Disclosure Levels by Legal Tradition and Student-t test 
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4.3.2 Descriptive Statistics of the Country Level Variables 

The country with lowest level 1 disclosure was Belgium and Netherlands the highest. 

Though this analysis is of little statistical significance given the reduced sample size of these 

countries. So individual results of countries have little significance, except for countries with a 

bigger sample size such as Brazil with 19 companies and United Kingdom with 20. Curiously 

Brazil, with a not intuitive result demonstrated higher level of disclosure for both indexes. Table 

7 displays the results of levels 1 and 2 country by country, as well as the country independent 

variables used in the analysis. 
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Table 7 - Disclosure Index by Country and Country Level Factors 
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4.3.2 Descriptive Statistics of the Firm Level Factors 

The size of the companies, measured by the book value of its assets varied from as 

small US$ 12 million (Australia company Genectic Technologies) to US$ 411.2 billion (Royal 

Dutch Shell) reflecting the natural logs shown in table 8 below, together with the descriptive 

statistics of all proxies for Size, Profit and Materiality. 

 

Table 8 - Descriptive Statistics of Firm Level Factors 

  

 

4.4 Correlation Analysis 

Group by group the variables were analyzed in order to define which proxy would 

likely be present at a final regression analysis. The result is demonstrated in table 9. The analysis 

of these correlations is in many cases expected and intuitive, but in any case great help to define 

the control variables to be used in the regression analysis.  

Size: the correlation between Assets and Revenues was is high (94%), and they have 

same size of correlation with the dependent variables. Initially both proxies were used in the 

regressions and the chosen one had the lowest vif. Afterwards, if they result in similar vifs, the 

one that results in the highest R2 was chosen. 

Profit: the variable that is more correlated with Level 1 and Level 2 disclosures is 

Profit/Loss. The proxy 1st quartile Profit Margin is highly correlated with Profit/Loss, and as 

expected a vif test revealed multicolinearity. 

Materiality: (Total Provision + Total Contingence) / Total Assets is the variable that 

is highest correlated with disclosure levels 1 and 2, among the materiality variables 

Factors Proxies Mean Median SD Min Max

(15) LN (Total Assets) 17,6     16,2     18,1     9,4       19,8     

(16) LN (Total Revenues) 16,7     15,4     17,5     5,2       19,3     

(17) Prrofit / Loss (profit = 1; Loss = 0) 0,65     1,00 0,48 0,00 1,00

(18) Comprehendive Income near breakeven 0,72     1,00 0,45 0,00 1,00

(19) 1
st 

quartile Profit margin 0,20     0,00 0,40 0,00 1,00

(20) Profit Margin 13% 8% 689% -5664% 875%

(21) Total Provisions / Total Assets 3,5% 2,2% 4,6% 0,0% 30,9%

(22) Total Contingence / Total Assets 11,2% 1,2% 13,7% 0,0% 62,6%

(23) (Total Provision + Contingences) / Total Assets 14,8% 6,3% 14,6% 0,0% 63,7%

Materiality

Size

Profit
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Local Enforcement: several variables are correlated among themselves, and as 

expected several regressions using more than one of these proxies resulted in regressions with 

high VIF values. The variable that has the highest correlation and lowest VIF is the Regulation 

of Security Exchanges. 

Country Economic Development: there are two subgroups, one more related with 

the overall economic development and the other more related with the financial markets 

development. The dummy variable for Development and Emerging Countries and the LN of 

Percapta Income are the ones that have the highest correlations with disclosure 1 and 2 for 

subgroup and a subgroup of Financial Markets Development: the variable with the highest 

correlation with the dependent variables is the LN (Listed Companies Market Cap) as % of 

GDP. The test of regressions with both variables, together and separately resulted in 

significance on the LN (Listed Companies Market Cap) as % of GDP. 
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Table 9 -  Correlation Matrix of all Dependent and Independent Variables  
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4.1 Regressions Analysis 

 

Table 10 presents the results from the estimation of equation 1, taking both the 

Index 1(strict) and the Index 2(tolerant) as the dependent variable.  

 

Table 10 -  Regression Model 

 

 

Both models are statistically significant, the model 1 at the 1% level and the 

model 2 at the 5% level, thus indicating that the model 1, that used a stricter methodology 

to stablish compliance with IAS 37 disclosure requirements, is stronger than the tolerant 

one. Nevertheless, the same variables that have statistical significance in model 1 also 

have in model 2, although at a lower level.  

The R2 of both regressions were low, 16,6% for Index 1 and 12,2% for Index 2. 

This low explanation power of the regression models is expected. Given that the study is 

about  the disclosure level of mandatory disclosures, the differences in the disclosure 

levels among firms have to be residual, indicating that the variables used in the model 

explain only a small percentage of disclosure, tautologically most of the explanation was 

not studied as potential variables. Hence the disclosure is explained by the enforcement 
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of NASDAQ and NYSE with 20-F reports and local IFRS requirements enforcement, 

which obviously was common to all companies in the sample. 

As can be seen by the very high p-values of 0,94 and 0,98 at the regression above 

(as in the previous mean equivalence (t) tests), the variable Legal Tradition (common law 

versus civil law) was not significant to explain disclosure levels in both models, thus 

indicating that there is no evidence to reject the hypothesis of both disclosure levels being 

the same. These results suggest that for firms cross-listed in the U.S. there is no residual 

effect of the legal tradition of the firms’ country of origin on their level of compliance 

with the disclosure requirements of IAS 37 – Provisions and Contingencies.  

But the same is not true regarding the variable Local Enforcement, that not only 

had statistical significance in both models (at the 5% level), but was the variable with the 

greatest power to explain disclosure levels. In this case the study revealed a surprising 

result: the level of regulation of the local securities exchanges (the item 8.07 of the WEF 

Global Competitiveness Index) had a negative influence on the firms’ disclosure level. 

This means that, as showed by the coefficient of the variable Local Enforcement, holding 

the other variables constant, it is expected that for each 1 point increase in the score of 

item 8.07 of the Global Competitiveness Index, the disclosure level would reduce on 

average by 6%. 

These results indicate the rejection of H2, suggesting that, unlike expected, firms 

from less regulated local securities exchanges tend to disclose more than the others. One 

possible explanation for this negative influence could be that firms from countries with 

lower levels of regulation of their securities exchanges put a greater effort on being more 

transparent when cross-listing in the U.S., in an attempt to compensate the market for the 

lower confidence they have on the local market enforcement. This behaviour may be 

partially explained by the bonding hypothesis of Coffee (1999, 2002) and Stulz (1999). 

Contrarily, it is possible that companies that are used to a very regulated local 

stock exchange, perhaps are more aware of what is indeed mandatory to be disclosed and 

do not fear to disclose to the lower limits of the requirements, but still meeting the 

requirements on average. 

The variable with the second best power to explain disclosure level differences 

among foreign U.S. listed firms was the Country Economic Development:  the coefficient 

indicates that holding the other variables constant, for each percentage increase in the 

ratio of the market capitalization of all listed companies of a country divided by the 

country´s GDP, the disclosure level as measured by Index 1 would on average increase 
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by 4.3%, significant at the 5% level. When we are more tolerant in measuring disclosure 

(Index 2), this variable remains significant and with a great power to explain disclosure, 

although a little less robust (the explanatory power of the coefficient falls to 3.9% and it 

is significant only at the 10% level). 

Therefore, H3 was accepted, thus confirming the expectation that the economic 

power of the local securities exchanges has a positive influence on the disclosure level of 

firms cross-listed in the U.S. 

Among the control variables, only Size was statistically significant (at the 5% 

level in model 1 and only at the 10% level in model 2), but had low practical significance:  

the coefficient of the Size variable indicates that holding all other variables constant, for 

each 1% increase in the value of the company’ assets, the disclosure level as measured 

by the Index 1 increases on average by 0,2%.  

The low power of size to explain disclosure levels among foreign firms cross-

listed in the U.S. is as expected, considering that most cross-listed firms tend to be large 

firms.  

 

5. CONCLUSIONS 

This study analyzed firms` compliance with disclosure requirements of the 

International Accounting Standard 37 (IAS 37 - provisions, contingent liabilities and 

contingent assets), through a thorough examination of the 20-F Reports of 91 foreign 

companies for the fiscal periods of 2016, in this sample, periods ending in 31st December, 

2016 or in any month until June 2017. These companies have in common that they are 

foreign firms cross-listed in the U.S. stock exchanges NASDAQ or NYSE, they report 

under IFRS both locally and in the U.S., and they are from 14 countries that obligate the 

adoption of IFRS for locally traded companies.  

The conclusions were insightful regarding the behaviour of these companies 

when submitted to strong cross-listing enforcement.  

This study concluded that disclosure is influenced by three factors with statistical 

significance, one internal to the company and two external. The factor internal to the 

company, its size, was a statistically significant, but with very small coefficient, therefore 

with little practical relevance. The factors with statistical significance and also with 

practical relevance were factors external to the company: the level of economic 

development of the country of the company, in this study represented by the development 
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of the financial markets) and the local enforcement, in this study represented by the level 

of enforcement of the security exchange of the country of the company. 

The positive influence of size found in this study, (though, as written above, a 

low coefficient with little practical relevance), is consistent with the results of other 

authors, such as Cooke (1992); Raffournier (1995); Zarzeski (1996); Street & Gray 

(2002); Archambault & Archambault, (2003); and Santos, Ponte and Mapurunga (2010). 

The significant and relevant influence found from the level of economic 

development of the country was consistent with the work, among others, of Zysman 

(1983), Frank and Mayer (1992), Kenway (1994), Adhikari and Tondkar (1992), Nobes 

(1998), and El Ghoul et al. (2010).  

The other factor that the study found significant influence, and also a factor 

outside to the firm level, is the Local Enforcement, particularly the level of regulation of 

the local securities exchanges. Regarding this factor, this study generated new insights 

because differently than one could intuitively think, it found negative influence, implying 

that firms from less regulated local securities exchanges tend to disclose more than the 

more regulated ones. Perhaps, as an attempt to compensate the market for the lower 

confidence they have on the local market enforcement. 

Legal tradition was rejected as explanatory variable, contradicting many authors 

that still defend theories that companies from common law tradition countries would be 

more transparent than companies from countries from civil law roots. The results of this 

study are in line with the findings of Santos et al. (2017) regarding the non-existence of 

residual effect of the legal tradition of the firms’ country of origin on the disclosure level 

of the U.S. cross-listed firms.  

Moreover, the study can be of great use for anyone that wants to make cross 

countries comparisons on disclosure of IAS 37, given that, by studying how 14 countries 

classify their provisions and contingences, this study not only proposed an unprecedented 

method to reclassify them, but also a judgment criterion for compliance with each 

disclosure requirement. 

There are several practical applications of this work, first the finance managers 

of listed companies, auditors and analysts can benefit from this work, firstly by simply 

checking if the mistakes pointed in section 4.1 are presented in the company for which 

results they are either preparing or analyzing, and improve their accuracy, as the case may 

be. This is particularly important given that in competing for shareholders, firms have a 

significant increase in their liquidity (bid-ask spreads and trading volume) after the 



51 

 

 
 

perceived increase in their disclosure quality, as observed by Healy, Hutton, and Palepu 

(2001). 

Secondly, the management responsible to prepare the annual reports of firms 

from countries with lower enforcement of the local market rules must realize that, if they 

want to compete internationally for shareholders, their peers are on average disclosing 

more than firms from countries where the local enforcement of the security exchange is 

stronger. 

The third practical implication is for IASB, which is currently redefining the 

rules in one of its Disclosure Initiatives. IASB can benefit by verifying what is the level 

of compliance to IAS 37 requirements of the potentially most sophisticated companies of 

several countries, learning which requirements are most answered, which are ignored, 

and those that need more enforcement. 

The work was limited to analyze the annual report of only one fiscal period for 

each company of the sample. Further analysis of multiple periods can be of great value, 

not only to wash out any particular lack of compliance in specific years, but also to use 

time series autoregressive models or panel data models. 

By construction, the work compares companies that have a certain level of 

sophistication, but did not analyze companies that are only locally listed. Further 

investigations are possible using parts or the totality of the same database which this paper 

based upon. Here goes examples of some of them: (1) compare the levels of disclosure of 

companies from Brazil and from UK of this database, with levels of disclosure of 

companies from these countries listed only locally (a preliminary analysis is presented at 

Appendix A.4). This analysis, when done, would potentially test the assertions of Street 

and Bryant (2000) that the extent of compliance with IAS-required disclosures is greater 

for companies with U.S. listings/filings than for companies without U.S. listings/filings.; 

(2) Analyse materiality as the dependent variable and diagnose what influences more or 

less; and (3) Study cross country materiality at their different groups as created in this 

work. 

Finally, this study concludes that civil law tradition does not create an immutable 

deterministic behavior towards lower levels of disclosure, i.e., legal tradition does not 

work as born DNA, creating a deterministic behavior, against what nothing or little can 

be done about. As external enforcement rises, by a voluntary decision to cross-list, 

therefore submitting themselves to even stricter rules than the local enforcement alone, 

firms from different law traditions will have similar levels of disclosure.  
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APPENDIX 

A.1 Selection of the Countries that are Part of the Study 

Table 11 – Countries with companies listed with ADR, and that use IFRS 

 

  

  



60 

 

 
 

A.2 List of the 91 Countries Selected 

Table 12 – Countries with Civil (Code) Law System: 56 companies in the sample 

 

Country Company

Fiscal period end of 

20-F (Annual) 

Report used

AB InBev 31/12/2016

Celyad 31/12/2016

Galapagos 31/12/2016

Materialise 31/12/2016

TiGenix 31/12/2016

Ambev 31/12/2016

BrasilAgro 30/06/2017

Braskem 31/12/2016

BRF S.A. 31/12/2016

Companhia Brasileira de Distribuicao 31/12/2016

Companhia Energetica de Minas Gerais-CEMIG 31/12/2016

Companhia Siderurgica Nacional-CSN 31/12/2016

CPFL Energia 31/12/2016

Embraer 31/12/2016

Fibria Celulose 31/12/2016

Gafisa 31/12/2016

Gerdau 31/12/2016

Gol Linhas 31/12/2016

Petroleo Brasileiro-Petrobras - Com 31/12/2016

SABESP 31/12/2016

Telefonica Brasil 31/12/2016

TIM Participacoes 31/12/2016

Vale - Com 31/12/2016

Ultrapar 31/12/2016

CGG 31/12/2016

Orange 31/12/2016

Sanofi 31/12/2016

Sequans Communications 31/12/2016

TOTAL 31/12/2016

Advanced Accelerator Applications 31/12/2016

Cellectis 31/12/2016

DBV Technologies S.A. 31/12/2016

Talend 31/12/2016

SAP 31/12/2016

voxeljet 31/12/2016

America Movil - Series A 31/12/2016

Cemex 31/12/2016

Coca-Cola Femsa - L Shares 31/12/2016

Controladora Vuela Compania de Aviacion S.A.B. de C.V. - Volaris31/12/2016

Grupo Aeroportuario del Pacifico 31/12/2016

Grupo Aeroportuario del Sureste 31/12/2016

Grupo Aeroportuario del Centro Norte - OMA 31/12/2016

Grupo Televisa 31/12/2016

Industrias Bachoco 31/12/2016

Eni 31/12/2016

Luxottica 31/12/2016

Telecom Italia 31/12/2016

Koninklijke Philips Electronics - New York Shares 31/12/2016

RELX NV 31/12/2016

VEON 31/12/2016

Mechel Steel 31/12/2016

Mobile Telesystems Public Joint Sto 31/12/2016

Grifols 31/12/2016

Telefònica 31/12/2016

Novartis 31/12/2016

Syngenta 31/12/2016

Mexico

Italy

Netherlands

Russia

Spain

Switzerland

Belgium

Brasil

France

Germany
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Table 13: Countries with Common Law System: 35 companies in the sample

 

Country Company

Fiscal period end of 

20-F (Annual) 

Report used

BHP - Billinton 30/06/2017

Benitec Biopharma 30/06/2017

Genetic Technologies 30/06/2017

Novogen 30/06/2017

Prana Biotechnology 30/06/2017

Prima BioMed 30/06/2017

Sundance Energy Australia 31/12/2016

Ryanair 31/03/2017

Trinity Biotech 31/12/2016

AngloGold Ashanti 31/12/2016

Gold Fields 31/12/2016

Harmony Gold 30/06/2017

MiX Telematics 31/03/2017

Sasol 30/06/2017

Sibanye Gold 31/12/2016

Amec Foster Wheeler 31/12/2016

AstraZeneca PLC 31/12/2016

BP 31/12/2016

BT Group 31/03/2017

Diageo 30/06/2017

GlaxoSmithKline 31/12/2016

InterContinental Hotels 31/12/2016

Luxfer 31/12/2016

National Grid 31/03/2017

Pearson 31/12/2016

RELX PLC 31/12/2016

Royal Dutch Shell - A Shares 31/12/2016

Smith & Nephew 31/12/2016

Unilever plc 31/12/2016

GW Pharmaceuticals 30/09/2017

Midatech Pharma 31/12/2016

Motif Bio 31/12/2016

Summit Therapeutics 31/01/2017

Vodafone Group 31/03/2017

WPP 31/12/2016

Australia

Ireland

South Africa

United Kingdom



62 

 

 
 

 

A.3 Clarification of the Criteria Used to Judge the Required Disclose Items 

In order to minimize errors of judgement, below is detailed the criteria used to 

judge if an item is Y, NA, NN or NI for all requirements of IAS 37 used in this study 

Paragraph 84. a.1 and a.2: 

Y: When there is disclosure in the balance sheet and in the explanatory note, 

provisions for contingencies in accordance with IAS-37. 

NA: when there is no provision in the balance sheet (or explanatory notes); there 

is a provision in the balance sheet, but the explanatory notes show that these are not 

contingencies (IAS37) 

NI: will not happen for these items 

NN: When there is disclosure of the amount of the provision in the balance sheet, 

but not in the Notes to The Consolidated Financial Statements of provisions in accordance 

with IAS 37. Or when the Notes describe provisions, but no disclosure is in the balance 

sheet. 

Paragraph 84. b.:  

Y: when there is a provision for the disclosure of additional provisions on a non-

consolidated basis, i.e. individually for at least one of the Tax, Labor, Civil and 

Environmental provisions, i.e., A.1 thru A.4, or  

when there are no provision of types A.1 thru A.4 and there is identification of 

additional provisions for any of the other types in B1 thru B.5, such as decommissioning, 

restructuring, etc. 

Note: It is not sufficient to identify the additional provisions during the period in 

a consolidated manner for the A.1 thru A.4 items, even if there is an identification of 

additional provisions for another one of the provisions 

NA: when it is “NA” in 84 a.1 and a.2 

NI: will not happen for these items 

NN: when it is “Yes” in 84 a.1 and a.2, but it does not identify additions, or 

When it is neither “Y” nor “NA” 

Paragraphs 84.c, 84.d. and 84.e.1 – The criteria for these items is analogous 

for 84.b 
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Paragraph 84. e.2.  

Y: When a table of discount rate is presented showing changes in discount rate, 

or when there is a change in the provision called “unwind of discount”, or other similar 

description 

NA: when it is “NA” in 84 a.1 and a.2 

NI: when it is silent regarding the change 

NN: will not happen in this case 

Paragraph 85.a.1  

Y: when there is a brief description of the nature of the obligation of at least one 

item of group A.1 thru A.4, or when the company does not break down provisions type 

A, rather it groups them into item A.5 (i.e, two or more provisions of types A.1 thru A.4 

are grouped) and there is description of two or more items B.1 thru B.5 

NA: when it is “NA” in 84.a.1 and 84.a.2 

NI: will not happen on this item 

NN: when there is disclosure of the amount of the provision in the balance sheet, 

but not in the Notes to The Consolidated Financial Statements; or when it is “Yes” in 84 

a.1 and 84 a.2, but it does not break down the provisions into any item, rather groups all 

together; or when it is “Yes” in 84 a.1 and a.2, but the company does not break down 

provisions type A, rather it groups them into item A.5 (i.e, two or more provisions of 

types A.1 thru A.4 are grouped) and there is description of only one provision type B.1 

thru B.5 

Paragraph 85.a.2  

Y: when there is a split between Current and Non-Current and when the current-

to-non-current split is made unconsolidated, ie individually for at least one of Group A's 

provisions (Taxes, Labor, Civil and Environmental); or when the indication in relation to 

the disbursement schedule is for each nature of provision, at an information level more 

than simply the division between current and non-current for any of the provisions of 

Group A (Tax, Labor, Civil and Environmental.); or when there are no provisions of 

Group A (Tax, Labor, Civil and Environmental) and there is a split between current and 

Non-Current for any of the other provisions of Group B (Decommissioning, Non-

Cancellable Leases or others); or when the split between current and non-current is in 

Group A on a consolidated basis, but open in two or more provisions of Group B. 
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Note: In order to be graded as “Yes”, it t is not enough to only make a division 

between Current and Non-Current on a consolidated basis for Civil, Tax, Labor and 

Environmental, if there is only one other provision available. 

It is not enough that the unfolding between Current and Non-Current or even in 

more detail occurs only for items other than Tax, Civil, Environmental and Labor 

NA: when it is “NA” for items 84.a.1 and 84.a.2 

NI: will not happen for this item 

NN: when there are provisions for contingencies, but the provisions are grouped 

into an item called "Others" and the split between current and non-current is made only 

in a consolidated manner for this "Others" group; or when there are only type A 

provisions, but it groups type A provisions (Tax, Labor, Civil and Environmental) and 

the split between current and non-current is made only in a consolidated manner for these 

type A provisions; or when there are two or more type A and two or more type B 

provisions, and the split between current and non-current is consolidated for the type A 

provisions and the split between current and non-current is for only one type B provision  

Paragraph 85.b.1 

Y: When there is at least a generic indication of the uncertainties about the 

amount or timing of the outflows. 

NA: when it is “NA” in 84 a.1 and a.2 

NI: not applicable for this item 

NN: when there are provisions but no indication of the uncertainties 

Paragraph 85.b.2:  

Y: When there is at least a generic indication regarding the major assumptions 

concerning future events 

NA: when it is “NA” in 84 a.1 and a.2 

NI: not applicable for this item 

NN: when there are provisions but no assumptions, at all, made concerning 

future events 

Paragraph 85.c.1: the amount of any expected reimbursement 

Y: When there is indication of amount of reimbursements from third parties. 

Note: In order to evaluate this item, it is necessary to go over the report looking for key 
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words such as reimbursement, offset, recovery, compensation, refund, counterclaim and 

netting. 

NA: when it is “NA” in 84 a.1 and a.2 

NI: when there are indications, but not certainties, throughout the report (for 

example insurance that shall cover specific claims) that there are reimbursements but no 

disclosure of the amount; or when nothing is said regarding reimbursements 

NN: when it is certain that there are reimbursements, but no disclosure is made 

about the amount 

Paragraph 85.c.2:  

Y: when there is indication of an asset that was recognized 

NA: when it is “NA” in 84 a.1 and a.2 

NI: when item 85.c.1 is “NI” 

NN: when it “Yes” in item 85.c.1, but no disclosure is made about the amount 

of the asset recognized; or when it is “NN” in item 85.c.1 and no disclosure is made about 

the amount of the asset recognized 

Paragraph 86.a: a brief description of the nature of the contingent liability 

Y: when there is description of any contingent liability 

NA: when it is silent or there is assertion that there are no liabilities 

NI: not applicable for this item 

NN: if the company mentions that there are contingencies but no description is 

made 

Paragraph 86.b:  

Y: when there estimates of financial effects of contingent liabilities 

NA (Not Applicable): when it is “NA” in 86.a 

NI (Not Informed): not applicable for this item 

NN (Not compliant): if the company mentions that there are contingencies but 

no description is made; or if there is certainty that an estimate should be made, but no 

estimation is made without any explanation 

Paragraph 86.c: 

Y: when 86.a is “Yes” and there is an indication of the uncertainties related to 

the amount or timing of any outflow, or even a generic statement about all of them. 

NA: when it is “NA” in 86.a 
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NI: not applicable for this item 

NN: if 86.a is “Yes” and there are no indication of the uncertainties relating to 

the amount or timing of any outflow, or even a generic statement about all of them. 

Paragraph 86.d: 

Y: When there is indication of possible reimbursements from third parties 

related to contingencies. 

NA: when it is “NA” in 86.a 

NI: when nothing is mentioned regarding reimbursements 

NN: not applicable for this item 

Note: In order to evaluate this item, it is necessary to go over the report looking 

for key words such as reimbursement, offset, recovery, compensation, refund, 

counterclaim and netting. 

Paragraph 92 

Y: when the explanation above is given and no other contingency is made 

NA: when it is “NA” in 86.a 

NI: not applicable for this item 

NN: not applicable for this item 

 

A.4 Analysis of the Control Variable Materiality vs Legal Tradition 

One of the most relevant control variables is materiality. Materiality is used as 

control variable in 2 ways:  an addendum to the study and as a teaser for potential 

additional papers. Table A.4 below shows a brief quantitative analysis that there is 

significant variability between countries in terms of all types of provisions and 

contingences.      
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Table 14 – Materiality of Provisions Type A, Type B and Contingences 
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At the country level some peculiarities were noticed, but given the small sample 

size, a comparison with statistical significance is the one between Brazil (19 companies) 

and England (18 companies). Means equivalent tests indicate that Brazil and England 

have same means of Total Provisions / Assets (Table A.5), but Contingence / Assets of 

Brazil is greater than England (Table A.6). Brazil discloses greater amounts of contingent 

liabilities in the Notes to the Financial Statements. 

 

Table 15 – Student-t test of the percentage of Total Provisions per Total Assets, assuming 

different variances - UK x Brazil 

 

 

Table 16 – Student-t test of the percentage of Total Contingences per Total Assets, 

assuming different variances - UK x Brazil 
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A.5 GCI – Global Competitiveness Index 

The World Economic Forum defines competitiveness as “the set of institutions, 

policies, and factors that determine the level of productivity of an economy, which in turn sets 

the level of prosperity that the country can achieve.”  

The World Economic Forum started publishing the Global Competitive Index in 2005, 

developed by Xavier Sala-i-Martín in collaboration with the Forum, basing in Klaus Schwab’s 

ideas published in 1979. 

The GCI methodology is to combine a set of 114 indicators that capture concepts that 

are correlated to productivity and long-term prosperity. These indicators are grouped into 12 

pillars: institutions, infrastructure, macroeconomic environment, health and primary education, 

higher education and training, goods market efficiency, labour market efficiency, financial 

market development, technological readiness, market size, business sophistication, and 

innovation. These pillars are in turn organized into three sub-indexes: basic requirements, 

efficiency enhancers, and innovation and sophistication factors. The three sub-indexes are given 

different weights in the calculation of the overall Index, depending on each economy’s stage of 

development, as the size of its GDP per capita and the share of exports represented by raw 

materials.  

The report is constructed every year from a combination of two distinct sources, an 

Executive Opinion Survey and international hard data sources. The survey is considered a 

unique tool for capturing timely and vital information related to the business environment in 

which business executives operate. It provides a valid source from which to assess the 

competitiveness of the economies of the individual countries surveyed.  

The survey questions are assessed on a 7-point Likert scale, where 1 is the lowest 

possible score and 7 the highest possible score. The hard data are quantitative freshly collected 

data from a variety of sources generated from international organizations such as World Bank, 

United Nations and others.  

In the 2017-2016 report the Forum captured data for 138 countries, inserting rates for 

all 114 indicators including information of all countries that are relevant to our study. The 12 

pillars are: (1) Institutions, (2) Infrastructure, (3) Macro economic environment, (4) Health and 

primary education, (5) Higher education and training, (6) Goods market efficiency, (7) Labor 

market efficiency, (8) Financial market development, (9) Technological readiness, (10) Market 

size, (11) Business sophistication, and (12) Innovation 
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For the sake of this study, the two pillars that could matter the most and are tested in 

our regressions is Institutions and Financial markets development. 

The first pillar, Institutions, measures the strength, stability and robustness of the 

countries´ institutions. It is a combination of the following indicators: Property rights; 

Intellectual property protection; Diversion of public funds; Public trust in politicians; Irregular 

payments and bribes; Judicial independence; Favouritism in decisions of government officials; 

Wastefulness of government spending; Burden of government regulation; Efficiency of legal 

framework in settling disputes; Efficiency of legal framework in challenging regulations; 

Transparency of government policymaking; Business costs of terrorism; Business costs of 

crime and violence; Organized crime; Reliability of police services; Ethical behaviour of firms; 

Strength of auditing and reporting standards; Efficacy of corporate boards; Protection of 

minority shareholders’ interests; Strength of investor protection 

The other relevant pillar is the 8th pillar, Financial market development, which is a 

combination of the following indicators: Financial services meeting business needs; 

Affordability of financial services; Financing through local equity market; Ease of access to 

loans; Venture capital availability; Soundness of banks; Regulation of securities exchanges; 

and Legal rights index.  

Boolaky, Krishansing, and Conor (2015) investigated the predictors of the Strength of 

the Accounting Repport Standards using the same source used in my study for the proxies for 

Enforcement and a few variables that were used below as proxies for Country Economic 

Development, extracted from the World Economic Forum‘s (WEF) 2017. (The study of 

Booklay & all used data from the Global Competitiveness Report 2009-2010). 

 


