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Abstract: The main objective of this research is to examine the effects of financial instruments declared
under IFRSs on value relevance over thirteen years. The research sample included 35 European
enterprises that were listed on the main market of the London Stock Exchange from 2007 to 2019.
This study focuses on the adoption of IFRS.7 and IAS.32 disclosure standards, in line with previous
studies. The Ohlson model (1995) was utilised in the study to evaluate the dependent variable
since it is the module used most often in determining value relevance. The findings indicated that
financial knowledge about financial instruments (FI) was typically valuable throughout the research.
In addition, the significance of financial instruments and other disclosures when examining sub-
components were not valued as relevant but rather provided information regarding the kind and
level of exposure to FI risks. Furthermore, the earnings and book value of the common equity have a
favourable impact on the value relevance. Hence, the key contributions of this study went beyond
enriching the body of literature to make recommendations regarding the most influential determinant
among financial instrument items that positively enhance value relevance.

Keywords: financial instruments; London stock exchange; IASB; IFRS; Olson model; value relevance

1. Introduction

Adopting International Financial Reporting Standards (IFRS) creates a more attrac-
tive investment environment. For instance, 166 countries required or allowed IFRS for
their listed companies at the end of 2019. These countries can be classified as advanced,
emerging, and transitional economies (IASB 2020). The global creation of cohesive financial
accounting standards is considered one of the most important priorities by the International
Accounting Standards Board (IASB), enhancing international investors’ capability to make
wise comparisons between companies’ financial performances in different regions. It, in
turn, increases a company’s ability to attract new capital investments (IASB 2018).

In this context, general-purpose financial statements have the objective of providing
valuable information to existing and potential investors, lenders and other creditors in order
to make decisions relating to providing funds to the entity based on financial information
about the reporting entity that is useful, as determined by the IASB (IASB 2018). On the
other hand, if the relevant information regarding the financial instruments (FI) was absent,
the decision about these instruments could lose usefulness (Givoly and Palmon 1982).
Indeed, one of the most vital aims of preparing financial statements is providing adequate
and timely data for stakeholders (Shamki and Abdul Rahman 2013).

One of the key characteristics of useful accounting information is value relevance
(Francis et al. 2004). It reflects the capability of accounting information to express the status
quo of firms that relatively impacts their share prices and related decisions (Francis and
Schipper 1999). Accordingly, this study investigates the level of compliance with IFRS
concerning FI based on the level of the disclosure practised by companies listed on the
London Stock Exchange (LSE) over 13 years and its effect on the value relevance of financial
reporting as a measure of earnings quality.
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Financial firms are interconnected all over the world. If these firms take uncalculated
risks, catastrophic situations can arise due to the large number of funds associated with a
negative impact on markets and investors as well as the world economy. This can rapidly
affect many nations; the financial crisis that began in 2008 and led to a material economic
loss is an appropriate example (Dili 2017).

The foremost causes of the most recent financial crisis were asset securitisations,
derivatives and loan loss provisioning. At the time of this crisis, generally accepted
accounting principles (GAAP) and IFRS necessitated fair value measurement for certain
classes of assets and liabilities, especially FI. The amendments in these values are eventually
recognised through profit or loss accounting (Barth and Landsman 2010). In terms of
IFRS, the IASB issued IFRS 7 (Financial Instrument Disclosures) in 2005 and applied
them to financial reports at the beginning of 2007 (Deloitte 2009). Importantly, this IFRS
was connected to IFRS 9 and amended based upon it, as the required disclosure might
contribute significantly to resolving or at least mitigating the problem associated with
catastrophic situations.

The study’s main objective is to identify the influence of adopting IFRS concerning
the disclosure of FI by the companies listed on the LSE on the value relevance of firms in
particular and on earnings quality in general. In addition, the study aims to determine the
level of disclosure among different LSE sectors. See Figure 1.

Figure 1. Depicts the research model. Source: developed by the authors.

Inside Look at IFRS.7

Firms ought to prepare mandatory financial statements pertaining to their economic
and financial positions and disclose important events to external users. The weaknesses in
the disclosed accounting information are mainly caused by a lack of information on risks
encountered by companies (Cabedo and Tirado 2004). Accordingly, if the companies do not
consider the quality of disclosed information when preparing general-purpose financial
statements, the users of financial reports may face problems concerning presentation and
disclosure due to the variety of users’ needs.

The prime focus of the IASB work is creating better communication in financial
reporting due to concerns about the quality of disclosures (Deller 2017). These concerns are
primarily related to a lack of sufficient relevant information, which may lead to a decreased
ability to understand financial information, especially for more sophisticated users such
as analysts, and eventually to suboptimal lending or investing decisions and inefficient
disclosure (Deller 2017).

In April 2001, the International Accounting Standards Board (Board) adopted IAS 30
Disclosures in the Financial Statements of Banks and Similar Financial Institutions, which
the International Accounting Standards Committee had originally issued in August 1990.

The IASB issued IFRS.7 Financial Instruments Disclosures in 2005 as a replacement
for IAS.30 Financial Instruments: Disclosure and Presentation. IFRS.7 carried over the
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disclosure requirements in IAS 32 Financial Instruments: Disclosure and Presentation.
Afterwards, IAS.32 was renamed IAS.32 Financial Instruments: Presentation. Moreover,
developing and developed and improved disclosures regarding liquidity risk and fair value
concerning IFRS.7 in 2005 by the IASB. Table 1 provides an overview of the procedures
conducted by the IASB that are related to financial instruments standards or standards
associated with financial instruments:

Table 1. IASB Amendments.

Year Amendment

October 2010 The IASB amended IFRS.7 by requesting companies to provide disclosures
regarding all transferred financial assets that are not derecognised.

December 2011 IFRS.7 was amended by enhancing disclosure of netting arrangements
related to financial liabilities and financial assets.

September 2019 Issuing interest rate benchmark reform to meet the hedge accounting
requirements in IAS.39 and IFRS.9 as an amendment to IAS.39 and IFRS.9

August 2020

Phase 2 of issuing Interest Rate Benchmark Reform took place by making
amendments to IFRS.16, IFRS.4, IFRS.7, IFRS.9 and IAS.39. These

amendments were related to changes regarding the methodology used to
identify the contractual cash flows of financial liabilities, financial assets and

lease liabilities in addition to Disclosures and hedge accounting.

However, some standards were amended based on the amendments made to IFRS.7
over several years since the issuance of IFRS.7, such as IFRS.1, IFRS.10, IFRS.11 and IFRS.16
(IASB 2021).

Derivatives and FI expose companies to several risks that normally include operational,
economic and financial risks (Hassan et al. 2008). Therefore, a long debate has been
emerging amongst concerned parties about the measurement, disclosure, and presentation
of FI, which in turn involves consideration of the hedging contract issues within the relevant
standards (Bernhardt et al. 2016). Before adopting fair value measurement, FI were assessed
on the historical cost of the financial position (Al-Khadash and Abdullatif 2009).

The IASB and FASB recommend greater use of fair value to account for FI as they
recognise that fair value provides users with more relevant information (Johnson 2005).
Likewise, the FASB found that fair value is the most appropriate standard to assess FI
(Elfaki and Hammad 2015). Furthermore, an important decision was made by FASB that
fair value is the most relevant attribute for FI (Bonaci et al. 2008). Similarly, IASB issued
IFRS 13 fair value measurement in 2011, effective on 1st January 2013. It involves measuring
FI based on fair value inputs determined by the latter standard.

Recently, many accounting academics have been paying attention to the IASB and its
issuances of IFRS (Zeff 2012; Dandago and Hassan 2013), especially those linked to FI, such
as debt instruments, equity instruments, derivatives and combinations, because FI form a
great proportion of many companies’ transactions.

The IASB and previously IASC issued four accounting standards related to FI. The
IAS.32 FI presentation and IAS.39 recognition and measurement were issued first. Later,
IAS.39 was replaced by the IFRS 9 FI classification and measurement in 2009 (IASB 2021).
The main focus of the current study is the IFRS.7 FI disclosure which was issued in 2005 and
became effective in 2007. The IASB incorporated all the disclosure requirements regarding
FI in a single standard, which is IFRS 7, as a part of its long-term project and, similarly,
it was updated accordingly with the changes in other related standards, such as IFRS.9
and IAS.32. The purpose of this project is to cater for user need regarding the risks that
might emerge from derivatives and FI that were suggested by the Joint Working Group of
Standard Setters in its exposure draft (Joint Working Group of Standard Setters 1999).

IFRS 7 obligates firms to disclose information regarding their FI under particular
categories, regardless of whether they relate to derivative or non-derivative instruments
(Tahat et al. 2016). Thus, the scope of the disclosure is determined by the range of a
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company’s use of FI instead of its industrial sector (Gornik-Tomaszewski 2006). IFRS 7
requires a high level of disclosure compared with previous standards (Bischof 2009). IFRS.7
requires disclosure about “the significance of financial instruments” to an entity, including
disclosures related to statements of financial position, statements of other comprehensive
income, other income statement-related disclosures and other financial position-related
disclosures (IFRS 7, Para. 7–29). Secondly, disclosures regarding “the nature and extent of
risks arising from financial instruments” include qualitative and quantitative disclosures
(IFRS 7, Para. 31–42). A conventional matter in the accounting environment is the value
relevance of accounting information (Kouki 2018). The measurement of value relevance is
based on the relationships between information presented in financial statements and stock
market values (Suadiye 2012). One of the main measures of the usefulness of information is
the value relevance of accounting disclosure (Francis et al. 2004). The current study focuses
on the value relevance of FI disclosure for a sample of LSE firms.

Barth et al. (1996) mentioned that the reliability of fair value has been widely re-
searched due to debate about the value relevance of fair value accounting for FI. Therefore,
fair value accounting has become the favoured tool for measuring FI instead of historical
cost (Hassan et al. 2006).

FI disclosures were observed and collected through a disclosure index shown in
Table A1 in the Appendix A. This index is adopted from the investigation of Tahat et al.
(2016) and amended as appropriate depending on the requirements and developments
of IFRS.7 to achieve the objectives of this study. In addition, value relevance is measured
using the Ohlson model.

2. Literature Review

Many recent studies have focused on the value relevance of the adoption of IFRS
and GAAP; these studies are similar to the current study in some ways and different in
others. In this section, studies related to the value relevance resulting from the adoption of
standards are reviewed and the key findings are highlighted.

Starting with studies examining the adoption of IFRS, Kouki (2018) compared the value
relevance of firms that adopt IFRS and non-IFRS firms across two periods. The first period
comprises five years before mandatory IFRS adoption, and the second comprises six years
after adoption of IFRS. The sample of this study included companies from three European
countries, i.e., France, Germany, and Belgium, from 2000 to 2011. The study employed the
Ohlson (1995) model that estimates the correlation between accounting information and
the firm’s market value. The findings revealed that the voluntary adoption of IFRS did not
boost the value relevance. The study also pointed out that the value relevance of the firms
post-adoption was noticeably higher than the value of relevance of the same firms before
adopting IFRS. In addition, an increase in the value relevance of equity book value and
earnings was observed.

Similarly, Okafor et al. (2016) conducted a study in Canada to investigate whether
compulsory adoption of IFRS influenced the value relevance of accounting information
disclosed by Canadian firms and if it has higher value relevance than information provided
based on local GAAP. The researcher used archival data of firms listed on the Toronto Stock
Exchange from 2008 to 2013, whereas the value relevance was measured by price value
relevance (using three different models) and returns value relevance. The study used a
model similar to the Ohlson (1995) model, and the modified Balachandran and Mohanram
(2011) model. The study provided evidence that accounting information prepared previ-
ously under local GAAP showed lower price and return value relevance than accounting
information prepared and disclosed under IFRS.

Outa et al. (2017) examined the value relevance of accounting information resulting
from converged/revised International Accounting Standards (IAS/IFRS). The sample
consisted of firms listed in East Africa for the period from 2005 to 2014. The data was
divided into two periods at the year of 2009 to reflect the pre- and post-revision and
convergence of IAS/IFRS. The researchers applied a model similar to the Ohlson 1995
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model, which was utilised to predict the regression of stock prices on both book values and
earnings. The findings showed that accounting information prepared from the revised and
converged IAS/IFRS was valuable. It also improved after the revision and convergence
of IAS/IFRS. The study also found an increase in the relevance of equity book value
and earnings.

Equally important, Erin et al. (2017) investigated the value relevance of 52 public enti-
ties in Nigeria during pre- and post-IFRS adoption. The researcher investigated the periods
four years before IFRS and four years after IFRS adoption. The researchers measured the
value relevance using Feltham and Ohlson’s (1995) model. The results revealed that IFRS
adoption improved the value relevance of accounting data in Nigeria, such as earnings and
book equity value.

Likewise, Agostino et al. (2011) studied the value relevance of accounting information
in the European banking industry before and after adopting IFRS. The sample included
221 banks listed in the EU-15 nations from 2000 to 2006, with 2,201 annual observations.
To conduct this investigation, the researcher used a model building on the Ohlson (1995)
model. The results revealed that adopting IFRS improves the information content regarding
the earnings and the book value for more transparent firms. However, less transparent
banks do not show any substantial increase in book value’s relevance.

Equally, Turel (2009) examined the relevance of earnings and the book value of equity
under IFRS from 2005 to 2006 and Capital Market Board Accounting Standards from 2001 to
2002 for firms listed in Turkey. The sample included 198 companies under Capital Market
Board Accounting standards and 406 firms under IFRS. The test of value relevance was
performed based on the valuation model of Ohlson (1995). A dramatic rise was found
in the value relevance of earnings and book value of equity due to the implementation
of IFRS.

Another study by Chebaane and Othman (2014) revealed that the value relevance of
earnings per share and book value of equity improved with the mandatory adoption of
IFRS in emerging economies of Asia and Africa. In the same way, García et al. (2017) have
studied the value relevance of IFRS adoption, and their overall results showed that the
value relevance of accounting information has improved in the post-IFRS period.

However, some studies that examined the value relevance of IFRS adoption found
different results. For example, Kousenidis et al. (2010) and Alnodel (2018) found that the
value relevance of the book value of equity decreased after the IFRS adoption. Kousenidis
et al. (2010) attribute this result to the higher fluctuation of the book value of equity,
and Alnodel (2018) concluded that the value relevance was positively impacted by firms’
attributes, particularly profitability and size, more than whether the firm adopted IFRS
or not. Both studies also revealed an increase in the value relevance of earnings. Another
study by Alali and Foote (2012) pointed out that the value relevance of IFRS adoption
increased until 2005. In 2005 and 2006, IFRS adoption seemed less relevant due to a bearish
market period. On the other hand, Karğın (2013) found that the value relevance of earnings
has not been observed while the value relevance of the book value of equity has increased.

Some studies navigate the impact of adopting a single financial instrument standard
on the firm value, value relevance or the cost of equity capital. For example, Yamani et al.
(2021) studied the impact of financial instrument disclosures on the cost of equity capital,
and they revealed that compliance with IFRS 7 disclosures reduces the cost of equity capital.
On the other hand, Gómez-Ortega et al. (2022) studied the impact of the first application
of IFRS 9 on the financial statements of the credit institutions listed in Spain and found
positive and negative impacts of the first adoption of IFRS 9 on the results of the companies.

In terms of the studies that test the impact of FI disclosure on value relevance, Nu-
rudeen et al. (2022) investigated the value relevance of IFRS 7 financial instrument disclo-
sures regarding listed insurance companies in Nigeria. The study used the Ohlson Model
(1995) to determine if the accounting information impacts value relevance. The researchers
utilised quasi-experimental research methods and revealed that book value is more value
relevant than earnings.
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Tahat et al. (2016) examined the value relevance of FI disclosure in the financial
statements of Jordanian-listed companies under IFRS 7 FI disclosure compared with that
provided under IAS 30/32. The study’s sample included 70 Jordanian-listed companies. To
measure FI information, the researchers built and used an unweighted disclosure index. In
addition, the valuation model of Ohlson (1995) was adopted and used to test the relation
between FI disclosure and market value. The study found that the information provided
after IFRS 7 implementation was strongly related to market values.

Similarly, Hassan and Mohd-Saleh (2010) tested the value relevance of FI disclosures in
the financial statements of Malaysian listed firms on the Main Board of Bursa Malaysia. The
researchers used a disclosure index developed based on MASB24 “Financial Instruments:
Disclosure and Presentation” requirements to measure disclosure quality. Measurement
of the value relevance of fair value information was performed using three models based
on Ohlson (1995). The results revealed that the FI disclosure quality was value relevant,
and there was a less positive relationship in the period following MASB24 disclosure
requirements becoming compulsory. However, other evidence indicated that the disclosure
quality of risks causes a less positive relationship.

Based on the discussion above and since compliance with the requirements of IFRS 7,
“Financial Instruments Disclosure” seems to be connected with many benefits related to
the users of financial reports, the current study posits a correlation between the level of
disclosure of FI and value relevance, which forms the following null hypothesis:

Hypothesis H1: Adopting IFRS concerning the level of disclosures of FI does not impact the value
relevance of accounting information.

This main hypothesis is divided into three sub-hypotheses as follows:

Hypothesis H1.1: The disclosed information about the significance of FI does not impact the value
relevance of accounting information.

Hypothesis H1.2: The disclosed information about the nature and extent of exposure to risks
arising from FI does not impact the value relevance of accounting information.

Hypothesis H1.3: Other FI disclosures do not impact accounting information’s value relevance.

In terms of the structural characteristics of firms such as ownership structure and
sector, some studies point toward a direct impact of sector alongside other variables on the
level of disclosure. It has been found that the industry type impacts the level of voluntary
corporate social responsibility disclosure (Alkayed and Omar 2022). Similarly, the level
of disclosure related to integrated reporting was positively correlated with some sectors,
particularly firms in manufacturing (Nguyen et al. 2021). Concerning disclosure required
by the IAS.38, the level of disclosure was influenced by industry type (Agyei-Mensah 2019).
Accordingly, a null hypothesis is formed to test the presumed relationship between sector
and level of disclosure, which was used for FI disclosure in the current study.

Hypothesis H2: There are no significant differences in the level of disclosure concerning FI based
on IFRS amongst sectors listed on LSE.

In pursuing the above, each study has pros and cons. For example, Tahat et al. (2016)
investigated only the value relevance of the disclosure of FI covering the first year of imple-
menting IFRS 7, 2007, so the results may not be consistent with the following years after
2007, especially as there were many amendments made to this IFRS to reflect the issuance
and changes made to either IFRS.9 or IAS.32. In addition, Tahat et al. (2016) investigated
companies in a single nation, whereas the current study examined the value relevance of FI
over 13 years after IFRS7 adoption in the financial statements for companies listed on LSE,
which includes companies from different markets and countries. Tahat et al. (2016) did
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not include insurance companies and banks listed on the first market because these firms
comply with specific regulations prescribed by the Jordanian Insurance Commission and
the Central Bank of Jordan. On the other hand, Hassan and Mohd-Saleh (2010) attempted to
measure the disclosure quality of FI and its value relevance by relying upon the disclosure
index developed according to MASB24, as already mentioned. Consequently, they may
have excluded several pieces of voluntarily disclosed information. Moreover, the sample of
the latter study was restricted to firms listed on the Main Board of Bursa Malaysia.

Kouki (2018) compared the value relevance of accounting information among IFRS
firms and non-IFRS firms. The sample size was slightly reduced, which may bias the
results and did not cover a particular topic within the content of IFRS in detail. The current
study’s sample is appropriate without excluding companies or choosing a specific sector.
Furthermore, to the best of our knowledge, limited studies have compared the level of
compliance with IFRS standards in terms of disclosure or measurement among various
sectors. They also studied the full IFRS adoption that was either compared with local
standards or after the IFRS convergence and revisions.

What Distinguishes the Current Study from the Previous Studies?

To the best of the researchers’ knowledge, the current study is one of only a few
studies investigating the value relevance of FI. Moreover, it is conducted in the context
of a developed market, contributing to the literature by presenting the LSE as a crucial
case study with an efficient market. The sample is not limited to specific sectors as in
some recent studies. The present investigation paves the way for future research to test the
results of the current study in investigating the value relevance of FI in other developed or
developing countries. In addition, the current study differs from several previous studies
as it was conducted throughout 13 years to consider longer-term trends. In addition, it
examines value relevance during the adoption of IFRS7 from its issuance date in 2007 until
2019, which means that all developments are considered.

The present study has some implications for standard setters and other parties because
it highlights how adopting IFRS.7 affects the value relevance of firms in developed mar-
kets. The results of this study should encourage markets in other developed countries to
recognise the importance of disclosure based on IFRS.7. The findings of this study provide
investors with more confidence concerning disclosures related to FI, assisting them to make
sound decisions by determining the most influential factors within the discloser lists and
indexes about FI.

3. Methodology and Methods

Numerous studies have focused on the value relevance of earnings. Recently, many
studies have relied on the model of Ohlson (1995) as the basis for measuring value relevance
(Shamki and Abdul Rahman 2013). The model developed by Ohlson (1995) assumes a
relationship between accounting information and the market value of the firm (stock price)
(Kouki 2018). There are many previous studies examining value relevance (Barth et al. 1996;
Hellström 2006; Hassan and Mohd-Saleh 2010; Yu 2013; Shamki and Abdul Rahman 2013;
Okafor et al. 2016; Tahat et al. 2016; Erin et al. 2017; Outa et al. 2017; Alnodel 2018; Kouki
2018; Srivastava and Muharam 2021). The present study adopted the valuation model of
Ohlson (1995) to measure the value relevance of FI disclosure across 13 years.

The assumptions of Ohlson’s model (Ohlson 1995) are that the fair value of common
equity (value relevance) is influenced by several factors (such as adopting standards)
alongside the change in both earnings and book value of equity because the change in
equity (net assets) is explained through earnings. Other studies measure the value relevance
based on the fair value of net assets. The values of equity and earnings were scaled by
total assets to exclude the size effect. The impact of the sector was tested in the second
hypothesis. Therefore, the model of study does not include control variables.

In the current study, value relevance was measured based on the fair value of common
equity. The impact of the level of disclosure of FI was tested within the Ohlson model 1995;
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in other words, the study tests the impact of earnings, book value of equity, size, leverage
and financial instrument disclosure on value relevance in the same model.

The Ohlson model was modified to test the main hypothesis as follows:

β0 + β1Earningsit + β2BV of OEit + β3Sizeit + β4Leverageit + β5 All FI disclosures it+eit

The Ohlson model was modified to test the sub-hypothesis as follows:

F.V o f common equityit
= β0 + β1Earningsit + β2BV of OEit + β3Sizeit + β4Leverageit
+β5 In f ormation about the signi f icance o f FIit
+β6Information about the nature and extent of exposure to risks arising from FI it
+β7Other disclosures about FI it + eit

FI disclosures were observed and collected through a disclosure index shown in
Appendix A. This index is adopted from Tahat et al. (2016). The index was slightly
amended by deleting some items to achieve the objectives of this study, as shown in
Appendix A.

Following Tahat et al. (2016), the level of FI disclosure was measured by the follow-
ing equation:

FI disclosure =
n

∑
i=1

Li

L is zero if the item is not disclosed and one if the item is disclosed. Additionally, n is
the number of index items.

Panel regression is used to investigate the study’s hypotheses as the panel regression
can explain the relationship between the variables across 13 years, taking into consideration
the developments that took place concerning FI standards.

The Population and Sample

The population consists of all EU companies (847 companies) listed in the main
market of LSE between 2007 and 2019. These companies comply with IFRS adopted by the
European Union and are required by LSE for the firms that prepare consolidated statements.

Several studies were conducted using samples from within banking industries; thus,
their results might not be representative or generalizable to other specific industries or
jurisdictions, particularly for developing countries that are recently starting to deal with
derivatives (Hassan and Mohd-Saleh 2010). The study sample included firms from various
industries such as trading, financial, industrial, real estate, and service sectors. Observations
were obtained manually from the annual reports of 35 companies over the 13-year period.
The researcher used stratified random sampling to select the sample and ensure that the
collected data was as representative as possible (see Table 2).

Table 2. Stratified random sampling.

Main Industry Sample The Actual Rate in the Population Rate within Sample

Trading 6 18% 17%

Service 8 12% 23%

Industrial 7 18% 20%

Real Estate 5 8% 14%

Financial 9 45% 26%

Total 35 100% 100%

The researcher ensured that the rate within the sample corresponded as closely as
possible to the actual rate in the population to ensure the data was representative
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4. Results and Discussion

H01: Adopting IFRS concerning the level of disclosures of FI does not impact the value
relevance of accounting information.

Sub-Hypothesis.
H01-1: The disclosed information about the significance of FI does not impact the

value relevance of accounting information.
H01-2: The disclosed information about the nature and extent of exposure to risks

arising from FI does not impact the value relevance of accounting information.
H01-3: Other FI disclosures do not impact accounting information’s value relevance.
The researcher used leverage and size as controller variables to confirm that the

financial sector does not bias the model’s specification and findings. Therefore, the re-
searcher retested the sample two times using leverage and size as controller variables with
financial sectors.

Additionally, the four Hausman tests assess the consistency of the model’s capabilities
and thus choose the optimal model to describe the behaviour of these variables. The results
of the four Hausman tests confirmed that the fixed effect model is more appropriate for
the data.

The results of the fixed effect model are shown in Table 3. The calculated value of
p of the variable “Adopting IFRS concerning the level of disclosures of FI” equals 0.000.
As a result, the main hypothesis is rejected because it states that the (fixed effect) is more
appropriate with a level of significance less than 0.10, given that the impact was positive,
and the model explained 0.5551 of the variation based on the R-sq result.

It is also noticeable that the common equity’s earnings and book value impact the value
relevance of accounting information as p values for both are lower than 0.10 before and
after excluding financial firms. The same results were found after excluding the financial
sector, but it is noticeable that the size and the leverage impacted the value relevance of all
FI disclosures after excluding the financial firms. The impact was positive, and the model
explained 0.3261 of the variation based on the R-sq result.

Table 3. The results of the fixed effects regression.

All FI Disclosures without Excluding the Financial Sector

R-sq: 0.5551 Observations: 319 F test that all u_i = 0:F(34, 280)
= 35.12 Prob > F = 0.0

FV of CE Coefficient T P > |T

Earnings 7.622571 3.73 0.000

BV of CE 3.865625 3.54 0.000

All FI disclosures 110,864.4 3.66 0.000

Size −7606.743 −0.12 0.904

Leverage 511,430.4 0.53 0.598

All FI after Excluding the Financial Sector

R-sq: 0.3261 Observations: 267 F test that all u_i = 0:F(29, 233)
= 60.08 Prob > F = 0.0

FV of CE Coefficient T P > |T

Earnings 1.151731 4.16 0.000

BV of CE 5.464115 10.97 0.000

All FI disclosures 17,230.53 3.93 0.000

Size −25,326.35 −2.74 0.007

Leverage 487,954.8 2.70 0.007
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Table 3. Cont.

Main Components FI Disclosures without Excluding the Financial Sector

R-sq: 0.5294 Observations: 319 F test that all u_i = 0:F(34, 278)
= 34.68 Prob > F = 0.0

FV of CE Coefficient T P > |T

Earnings 7.600435 3.68 0.000

BV of CE 3.954598 3.65 0.000

Information about the
significance of FI −154,802.4 −0.80 0.423

Information about the nature
and extent of exposure to risks

arising from FI
1,533,639 2.44 0.015

Other disclosures about FI 120,685.6 0.45 0.656

Size −40,920.05 −0.65 0.518

Leverage 590,231.1 0.60 0.550

Main Components FI Disclosures after Excluding the Financial Sector

R-sq: 0.3254 Observations: 267 F test that all u_i = 0:F(29, 231)
= 60.60 Prob > F = 0.0

FV of CE Coefficient T P > |T

Earnings 1.111658 3.90 0.000

BV of CE 5.318879 10.63 0.000

Information about the
significance of FI −32,916.27 −0.83 0.406

Information about the nature
and extent of exposure to risks

arising from FI
53,742.97 3.11 0.002

Other disclosures about FI −61,849.58 −0.81 0.418

Size −27,089.6 −2.93 0.004

Leverage 488,085 2.68 0.007

As also shown in Table 3, and based on the p values of the three main components of FI
disclosures, the first sub-hypothesis (H0.1: The disclosed information about the significance
of FI does not impact the value relevance of accounting information) is accepted because it
states that the fixed effect is more appropriate with a level of significance higher than 0.10.
The second sub-hypothesis (H0.2: The disclosed information about the nature and extent
of exposure to risks arising from FI does not impact the value relevance of accounting
information) is rejected because it states that the fixed effect is more appropriate with a level
of significance less than 0.10. However, the third sub-hypothesis (H0.3: Other disclosures
about FI do not impact the value relevance of accounting information) is accepted because
it states that the fixed effect is more appropriate with a higher significance level than 0.10.
Given that the impact was positive, the model explained 0.5294 of the variation based
on the R-sq result. The same results were found after excluding the financial sector, but
remarkably, the size and the leverage impacted the value relevance after excluding the
financial firms. Given that the impact was positive, the model explained 0.3254 of the
variation based on the R-sq result. Additionally, the earnings and the book value of the
common equity impact the value relevance of accounting information as p values for both
are lower than 0.10 before and after excluding financial firms.

The deeper analysis based on the model showed that disclosures regarding the nature
and extent of exposure to risks arising from FI, which includes disclosures concerning
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qualitative risk, quantitative risk, and liquidity risk, impact the value relevance of account-
ing information positively. In contrast, the current investigation found that providing
information about the significance of FI, which includes disclosures about accounting
policies, financial positions, statements of comprehensive income and another income
statements, hedging FI, fair value and measurements of FI do not affect the value relevance
of accounting information. Similarly, it was found that the other disclosures about FI have
did not influence the value relevance across the study period.

The current results confirm the findings of Nurudeen et al. (2022) that disclosures
required by IFRS7 increase the value relevance of the examined firms.

The current investigation results are consistent with the findings of the Tahat et al.
(2016) study. For instance, both studies found that adopting IFRS7 impacts the value
relevance of accounting information. Additionally, both studies revealed that the earnings
and book value of the common equity positively affected the value relevance. In addition,
both studies agreed that income statement disclosures concerning FI are less crucial for
investors as they do not affect the value relevance. The two studies also revealed that risk
information played a vital role in FI disclosures after IFRS 7 was introduced.

For the results related to risk disclosures, the current study shows the positive effect
of such disclosure on the firm value, and these results partially confirm the findings
of Zamzamir et al. (2021) who found a positive influence of derivatives such as risk
management strategy on the value of Malaysian firms.

The importance of disclosing information about the nature and extent of exposure
to risks arising from FI is extremely clear; the Azevedo et al. (2022) study provides valid
explanations for the importance of risk reporting by relying on different accounting theories.

The present examination is partially consistent with other studies that examined the
value relevance of pre-IFRS adoption, post-IFRS adoption, IFRS convergence and revisions
or only the adoption of IFRS and found improvements in the value relevance of the IFRS
adoption, such as Turel (2009); Kousenidis et al. (2010); Agostino et al. (2011); Alali and
Foote (2012); Karğın (2013); Chebaane and Othman (2014); Okafor et al. (2016); Outa et al.
(2017); García et al. (2017); Erin et al. (2017); Alnodel (2018); and Kouki (2018), as they
studied the value relevance of the whole IFRS. This contradiction could be due to the fact
that the mentioned studies were conducted in markets other than the LSE. In addition,
these studies examined pre-IFRS adoption, post-IFRS adoption, IFRS convergence and
revisions or only adopting IFRS. Meanwhile, the results of the current study are consistent
with these studies in terms of the relationship of value relevance with book values and
earnings. This study showed impact of the book value of equity and earnings on the value
relevance of FI disclosure.

As discussed in the previous section, some studies, such as Kousenidis et al. (2010);
Alali and Foote (2012); Karğın (2013); and Alnodel (2018), showed different impacts of
the IFRS adoption on value relevance. Therefore, the results of the current study are
partially inconsistent with these results for the following reasons. The results of the
Alnodel (2018) study declared that the value relevance was positively impacted by firms’
attributes, particularly profitability and size, more than whether the firm adopts IFRS or
not. Kousenidis et al. (2010) attribute it to the greater fluctuation of the book value of
equity, whereas the differences in the results of the Alali and Foote (2012) study were due
to a bearish market period.

Regarding the levels of disclosures by IFRS.7 amongst the sectors listed on the LSE,
the following hypothesis is tested:

H02: There are no significant differences in the level of disclosure to FI based on IFRS
amongst sectors listed on LSE.

A one-way amongst-subjects ANOVA was conducted to compare differences in the
level of disclosure for FI based on IFRS between sectors of companies listed on the LSE. As
shown in Tables 4–8, there were significant differences in the level of disclosure between
the five industries, as F (4, 463) = 207.93, p < 0.01. These results imply a rejection of the
null hypothesis.
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Based on a post-hoc analysis of the results in Tables 6–8 using the Bonferroni, Scheffe,
and Sidak methods, it is obvious that the financial sector differed significantly from other
sectors. The financial sector had the highest mean score in terms of disclosure level.

Table 4. Summary of all FI disclosures.

Industry Mean Std. Dev. Freq.

Trading 24.235294 3.399375 68

Service 25.533333 3.1764902 75

Industrial 25.821429 3.9974712 84

Real Estate 25.846154 4.3922088 39

Financial 35.950495 4.2797132 202

Total 29.918803 6.5942215 468

Table 5. Analysis of variance.

Source SS df MS F Prob > F

Between
groups 13,045.1093 4 3261.27732 207.93 0.0000

Within
groups 7261.80526 344 15.6842446

Total 20,306.9145 348 43.483757

Bartlett’s test for equal variances: chi2(4) = 12.4423 Prob > chi2 = 0.014

Table 6. Comparison of all FI disclosures by industries (Bonferroni) row mean.

Col Mean Trading Service Industrial Real Estate

Service 1.29804
0.509

Industrial 1.58613
0.144

0.288095
1.000

Real Estate 1.61086
0.434

0.312821
1.000

0.024725
1.000

Financial 11.7152
0.000

10.4172
0.000

10.1291
0.000

10.1043
0.000

Table 7. Comparison of all FI disclosures by industries (Scheffe) row mean.

Col Mean Trading Service Industrial Real Estate

Service 1.29804
0.430

Industrial 1.58613
0.199

0.288095
0.995

Real Estate 1.61086
0.394

0.312821
0.997

0.024725
1.000

Financial 11.7152
0.000

10.4172
0.000

10.1291
0.000

10.1043
0.000
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Table 8. Comparison of all FI disclosures by industries (Sidak) row mean.

Col Mean Trading Service Industrial Real Estate

Service 1.29804
0.407

Industrial 1.58613
0.135

0.288095
1.000

Real Estate 1.61086
0.359

0.312821
1.000

0.024725
1.000

Financial 11.7152
0.000

10.4172
0.000

10.1291
0.000

10.1043
0.000

Regarding complying with IFRS.7, companies listed on the LSE obey all the require-
ments of the standard. The current study result provided clear evidence concerning the
differences in disclosure levels between different sectors of listed companies. For instance,
the financial sector provided a higher level of disclosures on the subject of FI than other
sectors, whereas the real estate sector had the lowest level of disclosures about FI, as shown
in Table 4. However, the rest of the sectors, such as the services, trading, and industrial
sectors, registered almost similar levels of disclosures for FI. These differences in disclosure
levels can be attributed to the fact that the scope of the disclosure is determined by the
range of a company’s use of FI (Gornik-Tomaszewski 2006).

The following table shows data on the percentage of compliance with FI disclosure
requirements each year.

Based on the analysis of the results in Table 9, it is obvious that the companies provided
more information concerning FI disclosure as time passed. At the same time, companies
disclosed more data on the nature and extent of exposure to risks arising from FI compared
with other types of disclosures. These results are consistent with the findings of Mnif and
Znazen (2020) for the disclosure levels based on IFRS 7.

Table 9. The percentage of compliance with FI disclosure requirements across each year.

Year All FI
Disclosures

Information
about the

Significance of
FI

Information about the
Nature and Extent of

Exposure to Risks
Arising from FI

Other
Disclosures

about FI

2007 73% 70% 83% 67%

2008 75% 73% 84% 67%

2009 74% 74% 82% 66%

2010 75% 75% 83% 67%

2011 75% 72% 84% 69%

2012 74% 70% 84% 67%

2013 77% 74% 84% 72%

2014 77% 72% 85% 73%

2015 79% 74% 85% 79%

2016 79% 75% 85% 77%

2017 79% 78% 86% 74%

2018 79% 76% 85% 75%

2019 79% 76% 85% 76%
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Summary of the tested hypothesis results in Table 10.

Table 10. Hypothesis results.

Hypothesis Result

H01: Adopting IFRS concerning the level of disclosures of FI does not impact the
value relevance of accounting information. Rejected

H01-1: The disclosed information about the significance of FI does not impact the
value relevance of accounting information. Accepted

H01-2: The disclosed information about the nature and extent of exposure to risks
arising from FI does not impact the value relevance of accounting information. Rejected

H01-3: Other FI disclosures do not impact accounting information’s value relevance. Accepted

H02: There are no significant differences in the level of disclosure concerning FI
based on IFRS amongst sectors listed on LSE. Rejected

Summing up the results, it can be concluded that adopting IFRS concerning FI posi-
tively correlates with the value relevance of accounting information. In addition, LSE-listed
companies in some sectors provided additional significant disclosures, with the financial
sector recording the highest levels of disclosed information.

5. Conclusions

The current research examined the influence of IFRS7 disclosure requirements on the
value relevance of firms listed on the London Stock Exchange over thirteen years. The
research revealed that the information provided over the period was value relevant. For
example, disclosures regarding the nature and extent of exposure to risks arising from
FI, the earnings and the book value of the common equity impact the value relevance of
accounting information. On the other hand, information about the significance of FI and
other disclosures about FI do not affect the value and relevance of accounting information.

The results of this research will assist the standard-setters and regulators in focusing
on the items that do not affect the value relevance. These items could be made more
influential in the future if addressed in a way that affects the value relevance, such as
improving the quality of disclosures related to these items. The current results also help the
users of financial statements in assessing the significance of FI regarding income statements
and financial positions.

6. Recommendations

Based on the results, the current study provides the following recommendations:

- The results of the current study provide insights regarding which components of FI
disclosures the LSE Group Board should focus on.

- Collaboration should occur among standards-setting bodies, governments of the
European Union countries and the LSE Group Board to discuss possible improvements
in the quality of disclosures with a greater focus on the points that affect the value
relevance of the disclosed financial information.

- Given the differences in disclosure levels among sectors, it is recommended that the
governments of the European Union countries oblige their companies to commit to
the highest possible disclosure levels regarding FI to minimise these differences and
enhance the relevance and reliability of the disclosed financial information.

- Future research conducted with more resources and time should focus on measuring
the differences in disclosures and their relevance for firms with a higher proportion
of financial instruments on the balance sheet compared with those with a lower
proportion by adding another numerical component to the Ohlson model regression.
As a result, this component may serve as a proxy to control for different reporting
incentives of firms when providing users with disclosures.
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Appendix A

Table A1. IFRS.7 “Financial Instruments Disclosure” Index.

No. Items No. Items

A Information about the significance of FI which includes: A.5 Fair value and measurement disclosure about FI

A.1 Accounting policies 24 Measurement methods

1 The nature, terms and conditions for FI designation 25 Comparable carrying amounts

2 Recognition and measurement of FI 26 Information if fair value cannot be measured

3 Terms and conditions of impairment about FI B Nature and extent of exposure to risks arising from FI

A.2 Financial position and other financial position-related
disclosures B.1 Qualitative risk

4 FI measured at fair value through profit or loss 27 How the risks arise

5 Financial liabilities measured at amortised cost 28 Objectives, policies and processes for managing the
methods used to measure the risk

6 The carrying amounts of each class of FI 29 Objectives, policies and processes for managing the
changes (in last three items) from previous period

7 Non-trading equity B.2 Quantitative risk: credit risk

8 FI pledged as collateral 30 Maximum exposure to credit risk

9 Allowances account for credit losses 31 Concentration of credit risk

10 Information on reclassification 32 Credit quality of FI that are neither past due nor

A.3 Statement of comprehensive income and other income
statement-related disclosures 33 Collateral held as security and other credit

11 Interest income associated with FI B.3 Quantitative risk: market risk

12 Interest expense associated with FI 34 Maximum exposure to market risk

13 Fee income associated with FI 35 Concentration of market risk

14 Net gains/losses associated with FI 36 Maturity dates

15 Interest income on impaired FI 37 Sensitivity analysis of market risk

16 Impairment losses associated with FI B.4 Liquidity risk

A.4 Hedge disclosure about FI 38 Maximum exposure to liquidity risk

17 Description of each type of hedge associated with FI 39 Maturity analysis

18 Nature of risks being hedged associated with FI 40 Concentration of liquidity risk

19 Period when cash flow hedges are expected to occur and affect C Other disclosures about FI

20 Forecast transaction for which hedges can be used 41 Information on derecognition

21 Recognised gains/losses on hedge ineffectiveness 42 Compound FI

22 For FV hedge: gains or losses on hedging 43 Defaults and breaches

23 Amount that recognised/removed in/from equity 44 FI that either past due or impaired
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