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would be able to discover the main trends in different FM segments, and a similar pattern of FMIs 
main components.1  

Since the last 50–60 years, a new phaenomenon can be observed, namely, the tendency of 
integration which signalizes the general gradual, long-term trend from internationalization to 
globalization of the world economy. There are examples of many attempts of integration, which are 
more or less successful. The actual most advanced form of integration is the case of the European 
Union. In a certain sense, this case is unique. But the experience of the EU economic and financial 
integration shows that neither the economic policy co-operation, nor its co-ordination is enough to 
achieve the stage of integration. A necessary pre-stage of a full integration is the policy 
harmonisation. Harmonization of economic policy has to be based on harmonization of law, i.e. on 
the process of establishing common laws and standards across the European Union.  
 The above specific types of activities represent the forms and/or methods by means of which 
international relations are developed. During the process of FM and FIMs historical development, 
all these methods have been applied to be able to achieve the optimum state of regulation.    
 
2.3 Main features of FIMs regulation in 2007–2014 
 
During the global financial crisis (mostly as a result of G7 and G20 Summits, etc.) many international 
organizations actively sought stricter regulation of financial markets and, at the same time, a better 
regulation of financial market infrastructures.  

Compared to the situation at the beginning of this millennium, now the representatives of most 
international economic organizations stress the need for improving co-operation and information 
exchange. Under the pressure of impacts of the global financial and economic crisis, the situation on 
the field of FIMs regulation has been improving. 

The extent of regulatory measures initiated by international organizations (e.g. in connection 
with the preparation and implementation of measures under the Third Basel Agreement) is 
impressive. The period of the last 5 to 8 years may be viewed as a qualitative change, not only in 
terms of the content of adopted measures, but also in terms of the thoroughness of their preparation, 
with hundreds and thousands of financial experts from all over the world being involved. The 
international economic organizations and institutions paid special attention to regulation of financial 
derivatives (among others), as serious problems emerged in this area during the crisis.  
 
 
3. IOSCO AND ITS ACTIVITIES RELATED TO FMIs    
 
The International Organization of Securities Commissions (IOSCO, 1983) is an association of 
organizations that regulate the world’s securities and futures markets. Members are typically the 
Securities Commission or the main financial regulator from each country. At present (2014), IOSCO 
has 182 (109 ordinary, 11 associate, and 62 affiliate) members from over 100 different countries, who 
regulate more than 90 percent of the world's securities markets (IOSCO, 2014a). IOSCO is structured 
into a number of committees (IOSCO, 2014b) that meet several times per year at different locations 
around the world and it has a permanent secretariat based in Madrid. 
 
3.1 The IOSCO role 
 
Because of the internationally recognized FM and FMIs high importance, IOSCO role on this field – 
since the foundation of this organization in 1983 – has been growing. The increasing volume of 
securities trading was one of the reasons, why IOSCO – as one of the international organizations 
which was composed of different types of members, i. e. not only of national states´ regulatory 
organizations, but of SROs and international and national professional organizations and institutions 
- became an international centre where many international documents were prepared, discussed and 
                                                             
1 See the Final Note at the end of this paper. 
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agreed. What is extremely important, it was the ability of IOSCO to find reasonable solutions of many 
controversial proposals, initiatives and standpoints which finally were melted down in the form of 
useful recommendations.     

Notwithstanding, it is necessary to point out that the most important decisions on the field of 
FM and FMIs were taken since the beginning of the new century, and especially, as a result of the 
world financial and economic crisis. Were it not for this crisis of catastrophic impacts, the new 
regulatory framework probably would not come to existence or its significance would be limited. 

At the same time, it is necessary to stress that the new forms and methods of international co-
operation, co-ordination and regulation which were already applied during the world crisis were of 
crucial importance, and they significantly contributed to the mitigation of disastrous crisis´ impacts 
on the international and national FM and FMIs. 

What are the main elements of the new ways how IOSCO co-operates and tries to co-ordinate 
its efforts with the other international and national regulatory institutions and with different 
professional organizations and institutions? These elements, in my opinion, are the following ones: 
1) the broad membership and information basis; 2) a higher transparency of information and policy 
decision-making; 3) the participation of educated professionals of different branches (economists, 
jurists, sociologists, politicians, entrepreneurs etc. the presence of whose allow for an 
interdisciplinary approach) and the application of team-work by inviting experts from different layers 
of society; 4) the use of more complex methods of organized discussions about new proposals 
(documents), preceding the final decision-taking process. Interested parties are invited to comment 
on the new draft-documents, and their comments are of a high importance; 5) a better division of 
labour and a higher level of co-operation (in comparison to the state of affairs before the end of last 
century) of different international organisations and other subjects, as far the FM and FMIs regulation 
is concerned, the better the results of efforts to minimise the danger of not agreed, opposing or 
controversial regulatory measures taken by interested parties.  

One of the most efficient policy instruments applied by IOSCO is the document called 
“A Multilateral Memorandum of Understanding on enforcement cooperation” (MOU), through which 
IOSCO members pledge to provide each other with collecting information and witness statements in 
an enforcement investigation (IOSCO, 2002). It is an important instrument which supports the 
authority of IOSCO as a regulatory institution.  

During the last decade, the above characteristic features of the international regulatory 
measures preparation have been more generally applied than ever before. In this respect, the 
experience of the difficult preparation of Basel III Agreement probably was the most important factor 
of this fact.      

 
3.2 Principal policy public documents about FIMs  
 
In the area of financial market infrastructures regulation, it is necessary to emphasize the complex 
measures associated with the new version of the Principles for financial market infrastructures of 
2011, which were extensively discussed by experts (OICV-IOSCO, 2011b). In April, CPSS and 
IOSCO issued new standards for FIMs, including three reports which aimed at strengthening of 
FIMs.2   

The following measures are viewed as new in financial market infrastructures regulation: 
a more rigorous approach to the supervision criteria, financial risk analyses and risk management 
(counterparty risk, liquidity risk, systemic risks and other risk forms), both from the microeconomic 
and (particularly) macroeconomic perspective and on the national and international level.        

                                                             
2 i. e. a report on Principles of Financial Market infrastructures, a consultation paper on Assessment methodology and 
a consultation paper on a Disclosure framework for the standards. By the new standards (called Principles), the former 
sets of international standards, i.e. the Core principles for systemically important payment systems (CPSS, 2001), the 
Recommendations for Securities Settlement Systems (CPSS-IOSCO) and the Recommendations for central 
counterparties (CPSS-IOSCO, 2004).were abolished. See: http://www.iosco.org/news/pdf/IOSCONEWS230.pdf 
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One of the public documents issued by the Committee on Payment and Settlement Systems 
and the IOSCO summarizes the importance of the regulation of financial market infrastructures as 
follows: “Financial market infrastructures (FMIs) play an essential role in the global financial system. 
The disorderly failure of an FMI can led to severe systemic disruption if it causes markets to cease to 
operate effectively. Accordingly, all types of FMIs should generally be subject to regimes and 
strategies for recovery and resolution.” (CPSS-IOSCO (2012a).  

In December 2013 – to be able to evaluate the results of PFMIS application – assessment 
methodology for the oversight expectations applicable to critical service providers was published. 
Since 2011, market risks have been monitored and overviewed. According to the last IOSCO Staff 
Working Papers, the three main imminent risks were identified, namely: 1) regulatory uncertainty, 
2) banking vulnerabilities, 3) capital flows.3 This analysis is based on answers of some 200 financial 
institutions addressed by the IOSCO; it will be used for the IOSCO Securities Market Risk Outlook 
(to be published late September 2014). 

In July 2014, IOSCO opened the public information repository for central clearings 
requirements for all users (up to July, the access to the repository had the members only) (IOSCO, 
(2014c). A new task force composed of representatives of BCBS and IOSCO was established. It´s 
task is to undertake a wide-ranging survey of securitizations markets worldwide.4 All these activities 
are connected to the efforts for a more effective international FIMs regulation. 
 
3.2.1 Some details about the IOSCO documents on FMIs  
 
Many documents issued by IOSCO after 2007 were directly or indirectly motivated by results of 
a series of G-7, G-20 and other Summits which tried to coerce the impact of the world financial crisis. 
As a result, a closer co-operation of different international bodies was started. A new stage of co-
operation aiming at anti-crisis FM regulation began.  

It can be seen that the majority of documents on FMIs were issued in mutual co-operation of 
the Committee for Payments systems (CPSS) which is one of the most important committees of the 
Bank for International Settlements Committees´ and IOSCO. It can be seen as well that all the 
5 components of the FMIs are systematically handled.   
IOSCO NEWS is a useful source of information on the field of FMIs, because enables a reader to 
directly switch to the original Reports. In the table 1 the main regulatory measures are registered, 
however the above list is only a survey of the main topical decision. To get the detail information 
the Reports must be studied.       

 
 
 
 
 
 
 
 
 

                                                             
3 „However three risks have been consistently and frequently mentioned during these three years: regulatory uncertainty; 
banking vulnerabilities; and capital flows.“ (p. 3) See: IOSCO. A Survey of Securities Markets Risk Trends 2014. 
Methodology and Detailed Results. June 2014. Staff Working Paper by Shane Worner. 
 http://www.iosco.org/research/pdf/swp/SWP5.pdf (accessed 7.8.2014). 
4 The task-force will have to „ survey securitisation markets with the aim of understanding how they are evolving in 
different parts of the world; identify factors that may be hindering the development of sustainable securitisation markets; 
assess whether there are factors inhibiting the participation of investors, particularly non-bank investors; and develop 
criteria to identify and assist in the development of simple and transparent securitisation structures. The task-force was 
established in consultation with IAIS and IASB. See: BCBS-IOSCO.(2014). BCBS-IOSCO Task Force conducts a survey 
on securitisation.  
http://www.iosco.org/news/pdf/IOSCONEWS337.pdf  
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Tab. 1. IOSCO News on the issuance of documents directly related to FMIs (2009–2014) 
Year Content of Documents (abbreviated) Date Issued  

by 
 No.  

 
2009  Recommendations to Central Counterparties  

20.7.  
 
CPSS/IOSCO 

  
  

1 

2010  Standards for Payment System 
 Guidance for CC and TR 

2.2.  IOSCO/CPSS 
CPSS/IOSCO 

 2 

2011  Principals for FMIs 10.3. IOSCO  1 
2012  OTC Derivatives Clearing 

 New Standards for FMIs 
 Consultative Report on FMIs Recovery and 

Resolution 
 Consultative Report on FMIs Recovery and 

Resolution 
 Assessment Methodology for FMIs  

29.2. 
16.3. 
16.4. 
31.7. 
14.12 

IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 

  
 
 
 
5 

2013  Comments on Rep. on Recovery and Resolution 
 Authorities´ Access to TR Data 
 Implementation of PFMIs 
 Authorities´ Access to TR Data 
 Report on Principles  ́Implementation 
 Report on FMIs Recovery and Resolution 
 Consultative document On Quantitative Discloser 

by CC 
 Responses to Consultations on FMIs Recovery  

18.1. 
 
11.4. 
17.4. 
12.8. 
12.8. 
12.8. 
 
15.10. 
 
8.11. 

IOSCO 
 
CPSS/IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 
CPSS/IOSCO 
 
CPSS/IOSCO 
 
CPSS/IOSCO 

  
 
 
 
 
 
 
 
 
 
8 

2014  Responses On Quantitative Discloser by CC 
 Monitoring for the PFMIs 
 Public Information on the Repositary for CC 

Requirements 

 
7.2. 
28.5. 
 
5.8. 

 
CPSS/IOSCO 
IOSCO 
 
IOSCO 

  
  
  
  
  

 
 
 
3 

    Total 20 

Source: author´s table is based on IOSCONEWS 
 
3.2.2 IOSCO co-operation with IFRS 
 
During the period of 2008–2014, the main co-operation between the IOSCO and IFRS has been 
implemented in the form of “Comment letters” which were addressed by IOSCO to six IFRS 
organizations. These letters commented on different IFRS Consultative documents; critical remarks, 
objections and amendments were discussed and material, technical and procedural proposals were 
passed to the addressees. 
 As an example of the wide extent of this form co-operation the number of the IOSCO 
comment letter addressed to the IASB was more than 60 (period 2007–2013). 
 In 2014, a cross-sectoral Task Force on Securitisation Markets was set up; it will be co-leaded 
by the BCBS and IOSCO. The new Task Force was established in consultation with the International 
Association of Insurance Supervisors (IAIS) and the International Accounting Standards Board 
(IASB). 

To conclude: the extent of regulatory problems studied by IOSCO, in fact, is broader than it 
corresponds to the above IOSCO narrower definition of FIMs. IOSCO, for example, is involved in 
problems of rating, auditing, accounting, corporate financial disclosure, financial information 
transparency, reporting, monitoring etc. etc. For this reason, inter alia, not only a close co-operation, 
but a co-ordination of interested organizations activities on the field of FT and FMIs regulation would 
be most desirable.         
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CONCLUSION   
 
At present, the crucial problem of FMIs regulation is the problem of financial stability: FMIs have to 
contribute to FM financial stability. The application of FIMs Principles is one of the tools how this 
difficult task can be implemented. 

To-day, on the top of the international organisations and institutions responsible for the world 
financial stability formally is the Financial Stability Board; however, the main decisions paving the 
way for a more efficient financial regulation at the international level are taken by the G-Summits. 

The FIMs regulation is only one relatively small part of the world international regulatory 
problems. Therefore, on one side the IOSCO activities on the field of FMIs are subordinated to the 
whole system of world-wide measures; on the other side, IOSCO is involved in many other regulatory 
tasks which were not discussed in the paper.      
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Abstract: Our paper discusses critically two models which can be used to measure credit losses: 
ILM and ELM. So far, International Accounting (IAS 39) was oriented towards the ILM. This method 
is based on the assumption that loans will be repaid, unless there is evidence which strongly suggest 
the opposite. Only in case there is clear indication that a loan will not be repaid, the reporter has to 
write down the asset to a lower value. This method leaves a certain margin of optimism, as diminution 
of value does not have to be recognized even when a loss is reasonably probable. However, there is 
another method, called ELM, which has been endorsed by IFRS 9. The International Accounting 
Standard Board (IASB) and the US Financial Accounting Standard Board (FASB) are cooperating 
in order to refine the prescriptions associated with IFRS 9. According to this seemingly innovative 
model, the value of a financial asset can be written down when a loss is expected, without the need 
to wait until the loss itself materializes.  
Background is to foster the idea of early recognition and to provide a more realistic presentation of 
those financial assets which should be measured according to the ELM. Our paper discusses critically 
advantages and disadvantages of both models and formulates recommendations. 
 
Keywords: IFRS, IAS, IASB, Incurred Cost Model, Expected Cost-Model 
 
 
INTRODUCTION 
 
This paper discusses the two main methods used to estimate future credit losses: ILM (ILM) and 
ELM (ELM). The issue appears of importance because of the planned introduction of IFRS 9 and the 
consequent shift from ILM ILM (prescribed by IAS 39) to ELM as measurement of impairment of 
credits. Both methods have advantages as well as shortcomings, hence an analysis appears important 
in a moment when accountants and analysts are expected to develop familiarity with another 
mechanism for estimating credit losses. 

Technically, a loss means that the carrying amount of the credit exceeds the present value of 
the future cash-flows. Such an occurrence may arise for various reasons, for example when the debtor 
has problems in repaying due debts, or the rating of the debtor decreases, or when the debt should be 
set using the currency of the debtor, this currency depreciates and there is no hedging from the side 
of the creditor. Hence, these losses can be expensed with a consequent impact on the Income 
Statement and subsequently on the Balance Sheet. The rules for recognizing a loss have an impact on 
the financial statements and financial reporting. As for the Balance Sheet, the value of assets (like 
e.g. receivables, held debt instruments) results to be impaired in presence of a loss.  

The aim of this paper is to enhance awareness of the characteristics of both methods of 
evaluation and of the likely consequences that the abandonment of the ILM and the introduction of 
the ELM can have. Our strategy is to accompany the presentation of the technical aspects of the whole 
matter with a qualitative and substantial analysis of the general meaning and possible consequences 
of changing the patterns and methods of evaluating/recognizing financial items. Our main point is 
that there cannot be perfectly effective systems and probably not even superior or necessarily more 
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effective methods for recognizing/measuring debt collection risks. The choice of the rules depends 
often on the strength of specific lobbying groups and, as in this case, it can be a reaction against the 
weight that the downsides of the previously prescribed method have had as co-determinants of – 
specific financial scandals or of a major financial crisis. In our case, the limitations embedded in the 
ILM have led to an under-statement of the specific risks that banks were running as for the quality of 
loans.  

Our paper is structured in the following way. The first section will describe the ILM, the 
second one will present the ELM. A third section will compare the two methods critically. References 
will follow. 
 
 
1. AN OVERVIEW OF THE INCURRED COST MODEL (ILM) 
 
The ILM is a method for evaluating credit losses and has been prescribed by International Accounting 
Standards (IAS 39) since 1998. The steps and the rationale that led to its introduction have been 
reconstructed by Camffeman (2013). As usual, there has been a long process which has led to the 
introduction of a particular rule by the IASB and also by its American counterpart, the FASB (Baskin, 
1992). The idea to prescribe the use of ILM was motivated by the need for banks to maintain profit 
level as the ILM allows, recording of a loss is possible only in presence of a particular event which 
indicates that the loss has actually been incurred and has materialized. This principle has various 
consequences, among the most important ones is that reporting companies cannot expense non-
incurred but (highly) probable losses. Hence, reporting companies were deprived of the option to 
reduce the amount of profits and therefore save taxes, a possibility that various banks had hitherto 
exploited.  

IAS 39 prescribes that at each balance sheet date, financial assets or groups of financial assets 
representing credits must be tested for objective evidence of impairment (IAS 39.58 and .59).This 
type of assets must be tested individually when they are individually significant, otherwise the whole 
portfolio is tested. No Bad Debt provisions are allowed at initial recognition (day one). Impairment 
may be recognised in the presence of objective evidence which has arisen after issuance. Impairment 
loss, as the difference between carrying amount and present value of the estimated future cash flow, 
is measured on the basis of the original effective interest rate. Still, according to the rules of the 
Standard, financial assets (representing credits ) are grouped on the basis of similar credit risk 
characteristics (IAS 39.AG87) and allowances for collective (portfolio) impairment on a performing 
portfolio is allowed only for incurred (even if not yet reported) losses. Expected losses are not 
recognised before trigger events occur. 

Main characteristic of the ILM , as said, is to make the recognition of the loss dependent on 
an occurred fact. Therefore, the ILM appeared as a way to constrain banks (among other companies) 
to refrain from manipulating their costs with the relevant consequence to save on both taxes as well 
as to reduce the basis for payment of dividends. Reporting companies should wait for a material event 
to occur before recognizing a loss. This type of events entails a reduction of the amount of money 
that the creditor may reasonably expect to receive and are therefore classifiable as a loss on the credit.  
Advantage of the method is that a loss can be recognized only when there has been an event which 
has led to a loss of value of the credit (in case this latter carried a commercial value) or to a reduction 
of the probabilities to recoup the contractually-embedded sum. This means that recouping companies 
cannot artificially record a loss irrespective of a supposedly objective reason underpinning the 
recognition. On the other side, there is also a disadvantage associated with this particular method. 
This lies in the fact that, especially when there is a portfolio of assets representing credits, a certain 
amount of losses is highly probable on the basis of experience and on the basis of the likely evolution 
of financial markets or a debtor´s repayment records. Sometimes a loss, despite being reasonably 
expected, cannot be recognized in P&L with the result that financial statements appear (much) rosier 
than they really are. Thus, financial statements fail to reproduce a realistic picture of the real state of 
the company. This type of problem has been witnessed at the time of the financial crisis of 2007–
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2010, where financial statements of banks continued to report credits at their full value, even when 
the credit-worthiness of the debtor was clearly doubtful.  

The application of the ILM has allowed earnings management, i.e. banks were able to 
postpone losses and to hide the risks that certain financial instruments were generating inside the 
reporting entity. The truth came to be known only when the loss was actually incurred and affected 
stakeholders heavily and suddenly, without giving them any chance to react. Delayed loss 
recognitions generated a cyclical effect, and interest revenues were over-stated.  
 
 
2. AN OVERVIEW OF THE EXPECTED COST MODEL (ELM) 
 
The IASB was heavily criticized during financial crisis for allowing the loss recognition only after 
devaluation had already materialized thus fostering procyclical effects and also for the ILM´s alleged 
complexity. Since 2009 the Board has been working on redrafting loss recognition rules (Boochs,  
2013). 

In 2009 the IASB made the first proposal (ED/2009/12), i.e. calculating bad debt losses by 
applying the financial instrument´s effective interest rate. Basic idea was to take into account the 
expected credit losses in interest income.  

This proposal was welcomed by a majority of addressees as conceptually convincing, but 
finally rejected owing to the fact that banks in their operating business only in rare cases checked the 
valuation of the financial instrument´s creditworthiness.  

As supplement in 2011 IASB and FASB suggested a model in which interest recognition and 
recognizing bad debts was uncoupled again (ED/2011/1). Following that supplement financial 
instruments should have been divided into a white and black book, whereby 
 in the white book all financial assets shall be attributed where no default is likely, whereas 
 all other credits should go into a so-called black book (comparable to a “bad bank”). 

While bad debt credit losses in the black book should cover the credit´s remaining duration – which 
roughly corresponds to the bad debt recognized under the ILM – risk provision for the business cases 
documented in the white book shall reflect expected credit losses during the credit term. In case 
a default becomes likely bad debt should be increased. 

In March, 2013, IASB presented a third proposal (ED/ 2013/3) which suggests to build risk 
provisions also for hitherto non-performing financial instruments.  

On July 24, 2014, the IASB completed the final element of its comprehensive response to the 
financial crisis by publishing IFRS 9 (Financial Instruments). The improvements introduced by IFRS 
9 include a model for classification and measurement, ELM and a substantially-reformed approach 
to hedge accounting. IFRS 9 will be effective for annual periods beginning on or after 1 January 2018.  
The ELM will require a more timely recognition of expected credit losses. Specifically, the new 
Standard requires entities to account for expected credit losses when financial instruments are first 
recognised and to recognise full lifetime expected losses on a more timely basis. The IASB has 
already announced its intention to create a transition resource group to support stakeholders in 
applying the new impairment requirements (Agnew, 2014). 

In the ELM it is no longer required to have a trigger event. So more timely information is 
required about expected credit losses. IFRS requires an entity to base its measurement of expected 
credit losses on reasonable and supportable information that is available without undue cost or effort 
and that includes historical records and forecast information (IASB, 2014). 

IFRS 9 applies on impairment model to all financial instruments: those classified as amortised 
cost and FVOCI, lease receivables, trade receivables, commitments to lend money and financial 
guarantee contracts. 

Credit losses are the present value of all cash shortfalls. Expected credit losses are an estimate 
of credit losses over the financial instrument´s useful life. When measuring an expected credit loss 
(i.e. cash shortfall), an entity should consider the probability-weighted outcome, i.e. an estimate that 
reflects the variant that a credit loss occurs and the variant that no loss occurs, further the time value 
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of money, i.e. the expected credit losses should be discounted to the reporting date, and reasonable 
information that supports that calculation.  

The ELM comprises a three-stage-approach as follows: 
Stage 1: As soon as a financial instrument is originated or purchased, a 12-month expected credit loss 
is recognized in P&L and a loss allowance is made. For financial assets, interest revenue is calculated 
on the gross carrying amount (i.e. without adjustments). Hereby 12-month expected credit losses are 
the portion of the lifetime expected credit losses associated with a possible default within the coming 
twelve months. 
Stage 2: In case credit risk increases significantly and the resulting credit quality worsens, full lifetime 
expected credit losses are recognized. The interest revenue calculation is the same as in stage 1. 
Hereby lifetime credit losses are an expected present value measure of losses that arise if a borrower 
defaults on his obligation during the term. 
Stage 3: When on individually assessing financial assets a financial asset´s credit risk rises further 
and to a point that is considered credit-impaired, interest revenue is calculated based on the amortised 
cost (i.e. gross carrying amount adjusted for the loss allowance). 
 
IFRS 9 marks a big change for banks, insurance companies and every user of financial statements. 
These entities will have to recognise not only credit losses that have already occurred but also losses 
that are expected in the future. That shall help to ensure that they are appropriately capitalised for the 
loans that they have created. 

The IFRS 9 publication comes as the largest banks across the Eurozone are facing the ECB´s 
stress tests and asset quality review in November 2014, which could result in higher loan loss 
provisions.   

Efforts between the IASB and the FASB to create a coordinated financial instruments standard 
ended in early 2014 without result, thus reducing the comparability of European financial institutions 
against their US counterparts.  
 
 
3. A CRITICAL COMPARISON   
 
The description offered above about the two different methods suggests that the tricky point is to 
establish the rules for the recognition of a loss. The literature suggests that in principle there is 
a continuum of choices between two extreme methods: recognizing the loss only after it has 
undeniably occurred and recognizing a provision whenever a loss is reasonably expected.  

All forms present advantages and disadvantages which are specular. The ICM has the 
advantage of linking the recognition of a loss to an “objective” occurred fact, a real circumstance, 
thus preventing opportunistic recognition of losses based only on the need to save on taxes and 
dividend distribution through the shrinking of Profits. This strategy has been followed by certain 
companies in the past and had led to the introduction of more stringent criteria for the recognition of 
a credit loss, criteria embedded in the ICM. On the other side, the recognition of a probable loss is 
delayed until it actually occurs. Recurring to a metaphor, this situation reminds of the case of the man 
falling down from a high building and declaring to feel well before crashing on the soil. The Financial 
Statements risk giving an over-optimistic representation of the financial position of the company, 
understating a probable impairment of a credit. This means that the principle of Prudence (or 
Vorsicht), central to Central European Accounting, is fundamentally violated.   

On the other side, the ECM allows to rectify to the shortcoming of the ICM. On the other side, 
despite all possible mechanisms of prevention, it still makes the recognition of a loss depending on 
subjective factors or, at best, on previous experiences. This fact may represent a threat to the respect 
of the principle of Reliability and entail also opportunistic recognitions, as already outlined.  

The tricky point is to establish the rules for the recognition of a loss. As often, it is hard, and 
probably impossible, to conclude for the superiority of one model in comparison with another one. 
This represents a constant characteristic of various set of alternative ways of regulating the 
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representation of financial data. Examples are Fair Value vs. Historic Cost Method, Independent vs. 
Government-controlled Central Banks, Auditing Companies restricted from offering additional 
services to clients vs. Auditing Companies offering various services. In these and other similar cases, 
there are alternative ways of regulating financial activities, all of them carry advantages and 
shortcomings. There is not an alternative which can necessarily be considered as the best one. 

Indeed, the choice depends on the actual context, on the challenges that the sectors involved 
are facing at any particular time and on the strength of specific lobbying groups. There are moments 
when the current situations may suggest to give priority to certain factors rather than others. For 
example, the independence of the Italian Central Bank from the Government finds its roots in the 
scandals which accompanied various banks in the late 19th century. In our case, the shift to the ECM 
is due also to the weight that over-optimistic representations of the financial positions of various 
banks have had as for the emergence of the last financial crisis. 

Our final message is that the ECM will allow to rectify the shortcomings of the previous model 
but is not and cannot be a perfect option. 
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Abstract: At the end of the accounting period all statutory audited business entities have to prepare 
and submit to the business register the annual report – the on-time submission of the financial 
statements is of a high importance for all stakeholders to be able to make proper economical 
decisions. This paper represents the examination of whether the implementation of the e-submissions 
of financial statements has influenced the on-time submission by the selected companies. In order to 
determine whether e- system influenced positively the on-time submission of annual reports authors 
have selected the annual reports submitted to the Czech Business Register by the most successful 
TOP100 Czech companies in the period 2007–2012. The results revealed that Czech companies are 
still not very willing to submit their financial statements on time. 
 
Keywords: Financial reporting, Presentation, TOP100, European Union, Czech Republic 

  
  

1. INTRODUCTION  
  
Many researchers have focused their studies on the accounting mandatory disclosure (Abu-Nassar 
and Rutherford, 1996; Arnold and Moizer, 1984; Firth, 1979; Lee and Tweedie, 1975) mainly because 
of the exactly specified regulations that provide the content, the format of information and the variety 
of the data included in the financial statements.  

On the other hand significant group of researchers have focused their studies on accounting 
voluntary disclosure because the disclosure of other corporate reports in addition to the minimum 
requirements, could reduce information asymmetry and agency conflicts between managers and 
outside investors (Healy and Palepu, 2001; Lambert et al., 2007; McNally et al., 1982). Healy and 
Palepu (2001) analyze managers’ reporting and disclosure decisions in a capital markets setting. They 
believe that six forces affect managers’ disclosure decisions for capital market reasons as follows: 
(i) capital market transactions, (ii) corporate control contests, (iii) stock compensation, (iv) litigation, 
(v) proprietary costs, and (vi) management talent signalling. 

The link between corporate disclosure policy and analyst behaviour has also been investigated 
(Lang and Lundholm, 1996) as well as the relationship between disclosure level and the cost of equity 
capital (Botosan, 1997; Botosan and Plumlee, 2002). 

By investigating the annual reports for 2001 of 100 French firms belonging to the SBF 120 
stock index, Chavent et al. (2006) found that the disclosure pattern is associated with provision 
intensity, size, leverage and market expectation. Companies with the highest score for disclosures 
have the greatest provision intensity, firm size, leverage and market expectation. 

Timeliness of financial reporting is also considered to be the part of the fundamental financial 
accounting qualities. However, the on-time submission of financial reports varies from country to 
country depending on various factors. Numerous studies show mixed results in regards to the factors, 
which influence timeliness of submission the annual reports. Basu (1997) and Haw et al. (2000) reveal 
that timeliness is directly related to the net profit earned by the company. The higher the profit, the 
more quickly one can expect the annual report to become publicly available. Based on the information 
of listed Chinese firms with A-shares for 1994-1997, Haw et al. (2000) found that companies are 
willing to report good news, prepare and submit their annual reports earlier than companies with bad 
news, and companies with financial loss release their annual reports the latest. This is also confirmed 
by the findings of Han and Wild (1997) showing that the timing of earnings reports has significant 
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and far-reaching economic consequences. In their study they found that earlier earnings releases yield 
negative information transfers, earnings releases yield negative (nominal) information transfers to 
firms that previously (subsequently) release their earnings reports, and earlier earnings releases yield 
negative information transfers to firms that have not yet disclosed earning. (Han and Wild, 1997).  

There is also an opinion that the economic decline has significantly influenced the timeliness 
of financial reporting making the situation worse and that the various measures implemented by 
different countries, like new government regulations, reporting systems etc., have made a positive 
impact on the on-time submission of annual reports. This opinion is supported by the studies of 
Vichitsarawong et al. (2010), of the impact of the Asian financial crisis on conservatism and 
timeliness of earnings. Their studies revealed that timeliness of earnings during the crisis period were 
low, but improved in the post-crisis period. The results of their studies also indicated that the 
introduction of the corporate governance measures to stabilize financial systems and improve 
regulation in the four selected Asian countries had the positive impact on the conservatism and 
timeliness of earnings. The studies of Lai et al. (2013) examined the impact of mandatory 
International Financial Reporting Standards (IFRS) adoption on accounting conservatism in 
Australia. Evidence suggests the adoption of IFRS has led to a decrease in conditional conservatism 
(i.e. asymmetric timeliness).  
 
 
2. METHODOLOGY 
  
As living currently in information society, on time data are vital for current creditors as well as for 
potential investors. From this perspective we did surveyed whether reputed TOP100 companies in 
selected countries are willing to publicly present their data.  

For our analysis we opted for two countries from CEE region that entered European Union in 
2004, concretely Czech Republic, being one of the leading economies from the new block EU 
countries. Data used within analysis were picked-up from publicly presented information in Business 
Register.  

Based on current Czech accounting legislature all statutory audited companies shall present 
their financial reports within Business Register within the period of 30 days after their approval by 
company’s general assembly. Companies are submitting their financial reports in electronic form. 
Based on the Accounting Act all companies failing this obligation have to pay a penalty up to 3% of 
assets total. However there shall be stated that this penalty is obviously not applied in practice. 

For this survey we did use the information about most successful TOP100 Czech companies 
as stated in public ranking and analyzed their on-time submission for the period 2007–2011. Firstly 
we did checked if these reports were submitted before the stated due date in each year and then 
counted the number of months since the final date of submission till the submitted date in order to 
find out the duration of the delay period. 
 
 
3. RESULTS AND DISCUSSION 
  
There were used the information base of the Czech Business Register (www.justice.cz), accessed in 
June–July 2013 and have got the information about the approximately 500 reports of the 
92 companies. From those companies significant number use as an accounting period not a calendar 
year, that’s why the end of the accounting period fell onto consequent year.  

For the year 2007 we were able to use the annual reports of only 85 companies as some 
companies were established during this period or later and for some companies no reports were found 
in the database. For year 2011 we could use the reports of 91 companies for the present research. This 
breakout is illustrated in Table 1.  
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Tab. 1. Reports used for the survey for year 2007–2011 
Year when the report was submitted Number of reports used in the present survey 

2007 85 
2008 86 
2009 90 
2010 92 
2011 91 
Total 444 

Source: author’s construction based on data retrievable from Czech Business Register 
(www.justice.cz) 

 
Approximately we were able to analyze around 90 companies within approached period 2007–2011.  
Table 2 illustrates the percentage of the annual reports submitted on time (i.e. within 30 days after 
approval by general assembly) and with delay. The smallest percentage of the on time submitted 
reports occurred in 2011 (8.8% or 8 reports from the total of 91), and the highest percentage of on 
time submission was reached in 2009 (13.3% or 12 reports from the total of 90). 
 

Tab. 2. Submission of Annual Reports during Years 2007–2011 by Czech TOP 100 companies 
Year  On Time Submission Delayed Submission Total 
2007 8 77 85 
2008 11 75 86 
2009 12 78 90 
2010 10 82 92 
2011 8 83 91 
Average 11.0% 89.0% x 

Source: author’s construction based on data retrievable from Czech Business Register 
(www.justice.cz) 

 
We also found out that the structure of the delayed submissions has not been changed significantly. 
There shall be stated that around 80% of delayed reports is delivered within the period of 6 months 
after required submission date (and 45% even within the period of 3 months). The breakdown is 
illustrated by the Table 3. 
 

Tab. 3. Delayed Submission of Annual Reports during Years 2007–2011 by Czech  
TOP 100 companies 

Year 
 Delay (in months) 

Total < 1 1–3 3–6 6–12 > 12 
2007 20 19 31 6 1 77 
2008 9 21 24 19 2 75 
2009 9 19 38 9 3 78 
2010 15 23 28 14 2 82 
2011 13 25 31 13 1 83 

Source: author’s construction based on data retrievable from Czech Business Register 
(www.justice.cz) 
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4. CONCLUSIONS 
  
Results show that majority of Czech TOP100 companies are willing to publicly present their financial 
reports, however with significant delay. The percentage of on-time submission obviously didn’t reach 
the result of more than 10%. Majority of delayed reports (around 80%) are submitted within the period 
of 6 months after deadline.  

The implementation of the e-reporting system in Estonia has positively influenced the 
timeliness of the submission of the annual financial reports by rising the percentage of the reports 
submitted on time and shortening the delay period. It is also obvious that the new e-reporting system 
enabled companies to submit their annual report in a very easy and effective way requiring less time 
and efforts.  

When linking the results of the survey approached in Czech Republic and Estonia, it shall be 
stated that the results varies only on first sight, as majority of Estonian companies fulfil their 
obligation on time (meaning 6 months after the end of accounting period). As the Czech legislature 
requires submitting the reports within one month after the approval by general assembly (obviously 
taking place around February/March of consequent year) there shall be stated that reports delayed for 
up to six months are technically in line with the Estonian deadline.  

Authors suggest that the future research shall focus on investigation of the various factors of 
delay in submitting the reports. Such research would be relevant and useful as most companies in 
Czech Republic and Estonia are small and medium-sized and this study may reveal problems related 
to preparation and submission of annual reports and suggest further measures to improve the situation. 
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Summary and Final Comments 
 
 
Following the last year's successful conference “IFRS – Global Rules and Local Use” the second 
year was organized under the same name in 2014. Our the desire was to bring together experts in 
accounting theory and practice and share the creative environment with academic and student 
community to enable them to exchange ideas from the application of international financial reporting 
standards (IFRS) in specific national conditions. 

Special attention was given to the influence of national cultural specifics of the process of 
implementing IFRS, its forms and results. Accepted and presented contributions characterize the 
current state of knowledge about application of IFRS at different levels and from different points of 
view. Furthermore the conference hosted papers related to new directions stemming from ethical 
issues and environmental accounting.  

In summary, these contributions provided an interesting insight into the knowledge and 
experience brought about by the implementation of IFRS in different areas of national economies, 
and characterizes its current stage. 
 We believe that the collection of conference contributions will bring some more inspiration 
for further research and for solution of actual practical problems.  
          The editors 
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