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Towards a framework for disclosures in corporate  
financial reports: a critical analysis 

della Dott.ssa ANTONELLA RUSSO 

ABSTRACT: The studies carried out on disclosure in the last two decades have created great interest in the narrative section of corporate 
reporting. However, despite the undoubted effects of disclosure on the efficiency of the capital markets, as empirical research has 
shown, the significant increase in information in corporate reporting and the lack of adequate regulation have contributed to 
incrementing the complexity, subjectivity and unreliability of disclosure. There is a strong consensus in the financial community on 
the essential role of disclosure in corporate financial reports, with the result that many standard setters have increased their efforts to 
develop a framework for disclosures. Among others, in July 2012, the European Financial Reporting Advisory Group published 
a Discussion Paper, “Towards a Disclosure Framework for Notes”, and in October 2012, the Financial Reporting Council 
(FRC) published the Discussion Paper “Thinking about disclosure in a broader context” that aimed to address the underlying 
principles and content of corporate disclosure to assist standard setters in developing disclosure requirements on a more consistent 
basis using a set of agreed principles. From an interpretative and critical perspective of qualitative analysis, this paper examines the 
main characteristics of the two kinds of disclosure and compares them in order to verify how they fit in with the necessity to 
rationalize and simplify the current disclosure regime and to create a Framework that may lead to an equilibrium between 
costs/benefits and providing entity-specific information/comparability. The analysis presented here is supported by an examination 
of the vast literature on the subject with the aim of highlighting how the two papers in question respond to the issues arising from 
studies on disclosure. The results of the analysis show that the two Disclosure Frameworks apply different approaches with few 
similarities. This situation could create various initiatives that complicate the debate on disclosure framework and the identification 
of disclosure requirements on a more consistent basis of agreed principles. Additionally, the critical analysis underlines the gap 
between the EFRAG and FRC discussion papers and the features of high quality disclosure identified by the main studies on 
disclosure. Finally, it presents some reflections about the identification of the key principles for a better disclosure such as user’s 
needs, placement criteria, materiality and comparability starting from the Conceptual Framework of financial statement. This 
paper encourages debate on the narrative part of the financial statement and the importance of finding a framework for disclosure 
that would eliminate the tendency to present a boilerplate lacking in relevance and comparability. 

1. Introduction  

Over the past decade, changes and the complexity of the capital markets, the growth of 
accounting standards and the new regulations on corporate governance have created the con-
ditions needed to change traditional financial reporting, which failed to represent the intricacy 
of a firm’s activities sufficiently or accurately (MOHANRAM, 2000). 

Financial reporting has begun to include more detailed disclosures in the notes and on the 
governance, risks and management future activities that have become an important part of 
corporate reporting and provide highly decision-useful information for the stakeholders. 

As a result, disclosures in financial reporting have increased significantly (BEATTIE and 
DHANANI, 2008; DELOITTE, 2010), so in recent studies it has been affirmed that financial 
reports no longer reflect the reality of the underlying businesses, with key messages lost in the 
clutter of lengthy disclosures and regulatory jargon (1). 
 
____________  

(1) Financial Reporting Council, Louder than Words (London: FRC, June 2009), p. 2. 
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The complexity of disclosures reflects an underlying trend moving towards providing in-
formation relevant to users, even if such information may be more subjective and less reliable.  

There is a strong consensus in the financial community on the essential role of disclo-
sures in corporate financial reports so that many standard setters have increased their ef-
forts to develop a framework for disclosures. 

The standard setter’s projects on the disclosure present different approaches with a fo-
cus on the single part of the narrative section of the corporate financial reporting as notes 
or management commentary or corporate governance, respectively, that could increase a 
complexity rather that rationalize and simplify the disclosure. 

Related to this project many advisory groups presented initiatives to support the devel-
opment of a disclosure framework. Among others, the European Financial Reporting Advi-
sory Group set up a project on disclosure framework within the broader context of its Pro-
active Work. EFRAG aims to influence future standard-setting developments by engaging 
with European constituents and providing timely and effective input to the early phases of 
the IASB’s work.  

As part of the EFRAG project, on 12 July 2012 the Authorité des Normes Comptables 
(ANC) and the Financial Reporting Council (FRC) published a Discussion Paper, “To-
wards a Disclosure Framework for the Notes” (2) that aims to address the underlying prin-
ciples and content of corporate disclosure to assist standard setters in developing disclosure 
requirements on a more consistent basis using a set of agreed principles. 

In October 2012, the FRC published the Discussion paper “Thinking about disclosure in 
a broader context” to encourage debate on the EFRAG Discussion paper in order to estab-
lish a principles-based disclosure framework, within which all regulators could operate (3). 

In this paper the two Discussion papers of EFRAG and FRC are analysed in order to 
verify if the support initiatives on disclosure fit with the results of the main studies on the 
matter of the interest and if they created a coherent approach that could be used in the gen-
eration of a Disclosure Framework. 

With a view to a qualitative analysis from an interpretative and critical perspective, this 
paper in paragraph 2 explains the qualitative analysis process applied in the paper, the para-
graph 3 presents the main studies on corporate disclosure in order to set out the critical 
issues on the subject, in paragraphs 4 and 5 examines the main characteristics of the two 
disclosure frameworks,  in paragraph 6 compares them in order to identify the difference in 
their approaches to disclosure and, finally, in paragraph 7 verifies how they fit in with the 
necessity to rationalize and simplify the current disclosure regime and highlights the neces-
sity to increase the debate on the disclosure framework approach that should be linked with 
a Conceptual Framework for the financial statment.   

 
 
____________  

(2)The original text of EFRAG’s discussion paper is available at http://www.efrag.org/files/ProjectDocuments/ 
PAAinE%20Disclosure%20Framework/121015_Disclosure_Framework_FINAL1.pdf. EFRAG received input from 
constituents across Europe during events organised as part of EFRAG's Autumn 2012 series of Outreach Events. In 
May 2013, EFRAG and its partners published a feedback statement (available below) with the comments received by 
respondents. 

(3) The original text of FRC’s discussion paper is available at http://www.frc.org.uk/News-and-Events/FRC-
Press/Press/2012/October/FRC-publishes-paper-to-enhance-disclosure-in-finan.aspx. 

 

 

2. Qualitative analysis process: research question and methodology 

The research question of this paper focuses on the identification and analysis of the ex-
isting discussion paper on the disclosure framework in order to verify if the support initia-
tives on disclosure fit with the results of the main studies on the matter of the interest and 
if they created a coherent approach that could be used in the generation of a Disclosure 
Framework. 

This interest is originated by the observation of different approaches presented in the 
standard setters projects on the disclosure that could increase a complexity rather that ra-
tionalize and simplify the disclosure. 

Following the trustworthy methodology in an interpretative and critical perspective of 
qualitative analysis, this paper started with a complete and synthetic literature review related 
to a question of interest that explains benefits and costs of the corporate disclosure and 
identifies the main characteristics of a good disclosure that should be presented in the pro-
ject of standard setters.   

On the basis of the research question two Discussion papers on Disclosure Framework 
have been selected, as the European Financial Reporting Advisory Group published a Dis-
cussion Paper, “Towards a Disclosure Framework for Notes”, and the Financial Reporting 
Council (FRC) published the Discussion Paper “Thinking about disclosure in a broader 
context”, both published in the 2012. 

The choice of these Discussion papers is founded on the apparent correlation between 
the two initiatives because the FRC participated to the EFRAG projects on disclosure and 
for the timely of the initiative, both published in 2012. This correlation should allow verify-
ing if the debate around the disclosure framework has found a coherent approach to follow 
in the creation of a Disclosure Framework. 

The two Discussion papers have been analysed by an interpretive perspective that has 
created the starting point for the critical examination of their features based on the com-
parative analysis between the two initiatives and the test of the approach with the main re-
sults of the literature review. 

With a view to a qualitative analysis from an interpretative and critical perspective, this 
paper sets out the critical issues on the subject and verifies how they fit in with the necessity 
to rationalize and simplify the current disclosure regime. Additionally, this study highlights 
how the two papers respond to the issues remaining after previous studies on disclosure 
and how the debate on the disclosure framework should be linked with a Conceptual 
Framework for the financial statement.  

3. Main studies on corporate disclosure 

According to GUO, LEV and ZHOU (2004), it is possible to identify the major issues on 
disclosure of information:  

 the presumed objective of disclosure - this issue answers the question: “why disclose?” 
 the determinants of how much and by what means firms disclose - this issue is rela-

ted to the tension between the benefits and costs of disclosure and the consequen-
ces of corporate disclosure, and refers to the empirical findings of the studies (BO-
TOSAN, 1997; LANG and LUNDHOLM, 1993, 1996; SENGUPTA, 1998) conducted on 
the relationship between disclosure and a number of quality/quantity characteristics. 
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____________  

(2)The original text of EFRAG’s discussion paper is available at http://www.efrag.org/files/ProjectDocuments/ 
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In responding to the first question, it is clear that disclosure plays a critical role in the 

efficient functioning of a capital market (HEALY and PALEPU, 2001; VERRECCHIA, 2001) 
because it reduces the information asymmetry between management and shareholders, 
management and investors, and between different categories of investors (4). 

The information contained in annual reports is one of the most important vehicles to 
reduce information asymmetry (FIRTH, 1979; MEEK, ROBERTS and GRAY 1995; JENSEN 
and MECKLING, 1976). For this reason there is great pressure to improve the information 
provided by firms and, consequently, disclosure in order to remove the superior position of 
management and to attract investors (WATTS and ZIMMERMAN, 1978; HEALY and PALEPU, 
1993). 

A firm can reduce information asymmetries between itself and market participants and 
between informed and uninformed investors by providing investors with information that 
may be helpful in their decision-making process (BOESSO and KUMAR, 2007). 

Moreover, the question “why disclose?” is usual linked to the benefits and the conse-
quences of corporate disclosure that can be summarized in: 

Moreover, the studies focus their attention on the value relevance of the distinct parts 
of the narrative disclosure distinguished between the notes to financial statements, that ex-
plains the single items, (SONG, THOMAS, and YI, 2009; KOLEV, 2009; FELDMAN, R et al.. 
2010) and the narrative part of corporate reporting as, management commentary, risk re-
porting, corporate governance reporting, that give a lot of specific entity and forward-
looking  information(COLE and JONES, 2004; QUAGLI, 2004; CHANDRA, ETTREDGE, and 
STONE, 2006; LI, 2008; BERETTA and BOZZOLAN, 2008; KOTHARY, LI and SHORT, 2009) 
and corporate governance disclosure (DULACHA, PHIL and IZAN, 2006; ENG and MAK, 
2003; HANIFFA and COOKE, 2002; KARIM, 1996; COLLETT and HRASKY, 2005).  

Firms that decide to increase their disclosure may incur the benefits highlighted, but 
they may also face some additional costs. A firm’s decision to disclose is influenced by a 
number of direct costs, such as the costs of preparing, certifying, and disseminating corpo-
rate information. In addition, disclosure choices could also be influenced by indirect costs 
attributable to the use of this information by other parties, such as competitors, employees, 
politicians and regulators. 

The action of benefiting competitors and the increase in exposure to litigation are the 
two main factors that influence firms’ disclosure options (LEUZ, 2004). Some other studies 
illustrate the evidence for the relationship between litigation and disclosure (KASZNIK and 
LEV, 1995; SKINNER, 1997), suggesting that disclosure can limit litigation.  

Moreover, in many reporting regimes, disclosure requirements are included in each 
separate standard in relation to classes of items (financial instruments) or types of transac-
tions (business combinations), such that disclosure requirements in different standards have 
been developed on an ad-hoc basis, implying the tension between providing entity-specific 
information and comparability. 

As a consequence, some research has shown that more ample disclosure has increased 
the complexity of financial reporting, obscuring the relevant information and confusing the 
users. The result of this over-disclosure could increase (rather than reduce) the asymmetric 
 
____________  

(4) The information asymmetry among market players (management, investors, intermediaries, and so on) is con-
nected with the agency and adverse selection theories. For further details, see JENSEN and MECKLING, 1976, 
AKERLOF, 1970). 

 

 

information situation that exists in the market and this can increase rather than reduce the 
cost of capital for firms (ZHANG, 2001). 

In fact, even if some users prefer to have as much information as possible, a number of 
studies (FRC, 2009; KPMG, 2011) have concluded that the volume of existing disclosures 
has added to the complexity of financial statements and may confuse rather than inform 
users by obscuring relevant information. In addition, volume of this kind may result in an 
undue cost for preparers in managing and reporting extensive disclosure. 

Another critical characteristic of disclosure is insufficient attention to the organization 
of disclosures, which make it difficult to navigate through. 

In conclusion, the tension between the benefits and costs of disclosure and the tension 
between providing entity-specific information and comparability are the factors that deter-
mine choices in terms of disclosure. The potential benefits and costs of corporate disclo-
sure, such as the necessity to clarify the characteristics of a specific entity, together with the 
comparability of the information, naturally, influence the determinants of how much and by 
what means firms disclose, but, at the same time, the potential benefits highlight the eco-
nomic consequences of disclosures.  

4. EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes” 

The EFRAG Disclosure Framework focuses on the notes of financial statements in or-
der to ensure that all strictly relevant information is disclosed in an appropriate manner, so 
that detailed information does not obscure relevant information in the notes to the financial 
statements. 

The Framework tries to define the following points: 
 Defining the notes and the structure of the framework. 
 Setting requirements in the standards. 
 Assessing relevance at entity level. 
 Improving how information is communicated. 
 
The first step in the Discussion Paper is the definition of the purpose of the notes and 

what role they play in financial reporting in order to identify their content. 
The importance of establishing the scope of the notes is emphasized by the Conceptual 

Framework and IAS 1 in which the assumptions of “relevance and faithful representation” 
and the “purpose of the financial statement” (5) imply that to obtain faithful representation 
it may be necessary to disclose further information in the notes.  

On this basis, the Discussion Paper states that “the purpose of the notes is to provide a 
relevant description of the items presented in the primary financial statements and unrec-
ognized arrangements, claims against, and the rights of the entity that exist at the reporting 
date” (6), so the notes should focus on past transactions and other events existing at the re-
porting date and information in the notes should be entity-specific (7). 

Accordingly, the Disclosure Framework reflects on which specific users’ needs are to be 
fulfilled by the notes, identifying the following categories: 
 
____________  

(5) Paragraph 9 of IAS 1. 
(6) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 22. 
(7) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 24. 
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politicians and regulators. 

The action of benefiting competitors and the increase in exposure to litigation are the 
two main factors that influence firms’ disclosure options (LEUZ, 2004). Some other studies 
illustrate the evidence for the relationship between litigation and disclosure (KASZNIK and 
LEV, 1995; SKINNER, 1997), suggesting that disclosure can limit litigation.  

Moreover, in many reporting regimes, disclosure requirements are included in each 
separate standard in relation to classes of items (financial instruments) or types of transac-
tions (business combinations), such that disclosure requirements in different standards have 
been developed on an ad-hoc basis, implying the tension between providing entity-specific 
information and comparability. 

As a consequence, some research has shown that more ample disclosure has increased 
the complexity of financial reporting, obscuring the relevant information and confusing the 
users. The result of this over-disclosure could increase (rather than reduce) the asymmetric 
 
____________  

(4) The information asymmetry among market players (management, investors, intermediaries, and so on) is con-
nected with the agency and adverse selection theories. For further details, see JENSEN and MECKLING, 1976, 
AKERLOF, 1970). 

 

 

information situation that exists in the market and this can increase rather than reduce the 
cost of capital for firms (ZHANG, 2001). 

In fact, even if some users prefer to have as much information as possible, a number of 
studies (FRC, 2009; KPMG, 2011) have concluded that the volume of existing disclosures 
has added to the complexity of financial statements and may confuse rather than inform 
users by obscuring relevant information. In addition, volume of this kind may result in an 
undue cost for preparers in managing and reporting extensive disclosure. 

Another critical characteristic of disclosure is insufficient attention to the organization 
of disclosures, which make it difficult to navigate through. 

In conclusion, the tension between the benefits and costs of disclosure and the tension 
between providing entity-specific information and comparability are the factors that deter-
mine choices in terms of disclosure. The potential benefits and costs of corporate disclo-
sure, such as the necessity to clarify the characteristics of a specific entity, together with the 
comparability of the information, naturally, influence the determinants of how much and by 
what means firms disclose, but, at the same time, the potential benefits highlight the eco-
nomic consequences of disclosures.  

4. EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes” 

The EFRAG Disclosure Framework focuses on the notes of financial statements in or-
der to ensure that all strictly relevant information is disclosed in an appropriate manner, so 
that detailed information does not obscure relevant information in the notes to the financial 
statements. 

The Framework tries to define the following points: 
 Defining the notes and the structure of the framework. 
 Setting requirements in the standards. 
 Assessing relevance at entity level. 
 Improving how information is communicated. 
 
The first step in the Discussion Paper is the definition of the purpose of the notes and 

what role they play in financial reporting in order to identify their content. 
The importance of establishing the scope of the notes is emphasized by the Conceptual 

Framework and IAS 1 in which the assumptions of “relevance and faithful representation” 
and the “purpose of the financial statement” (5) imply that to obtain faithful representation 
it may be necessary to disclose further information in the notes.  

On this basis, the Discussion Paper states that “the purpose of the notes is to provide a 
relevant description of the items presented in the primary financial statements and unrec-
ognized arrangements, claims against, and the rights of the entity that exist at the reporting 
date” (6), so the notes should focus on past transactions and other events existing at the re-
porting date and information in the notes should be entity-specific (7). 

Accordingly, the Disclosure Framework reflects on which specific users’ needs are to be 
fulfilled by the notes, identifying the following categories: 
 
____________  

(5) Paragraph 9 of IAS 1. 
(6) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 22. 
(7) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 24. 
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 what the components of the line items are (for disaggregated amounts, information 
on); this category concerns the items that aggregate different events/transactions 
and require clarification in the notes 

 what the item is: this category concerns the nature of the item (such as contractual 
terms) 

 how the item fits into the entity’s operations and financial structure: this category 
concerns the information that explains the prospects for future cash flow, the in-
formation that helps users to understand if, and how, items on the balance sheet ha-
ve generated cash flow, the information about items in the income statement with 
predictive value 

 how the item has been accounted for: this category concerns all information about 
the items recognized and measured, including measurement calculation and uncer-
tainties (8). 

 
Table 1 – EFRAG indicators on the relevance of information(9) 

 
Category of  
information 

Proposed Indicators Content of the  
information 

What the item is. 

The caption is not sufficient to understand 
the nature of the underlying item. 
There are specific contractual terms and 
conditions important to understand the 
item. 
There are financial enhancements and/or 
restrictions around the item. 

Relevant terms and 
conditions for under-
standing the item. 

How the item 
fits into the en-
tity’s operation 
and financial 
structure. 
 

The item arises from a transaction or group 
of transactions that impact items included in 
different captions. 
The information explains the entity’s expo-
sure to cash flows arising from unrecog-
nised claims, rights and arrangements 
Whether the measurement basis is at cost 
but the item can easily be traded on a mar-
ket. 

Description. 
 
Nature of the expo-
sure and possible 
amount, timing and 
uncertainty of poten-
tial cash flow. 
 
Alternative measures 

How the item 
has been ac-
counted for. 
 

A standard allows for alternative recognition 
or measurement. A new standard has come 
into force.  
There is no specific guidance in the stan-
dards.  A standard does not indicate a spe-
cific measurement method.  
A standard aggregates items usually meas-
ured or presented separately.  

Accounting policy 
and/or application 
guidance 
Accounting method.  
 
Information on ag-
gregation objective 
and method. 

 
____________  

(8) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, pp. 28-36. 
(9)EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p.34. 

 

 

Analysis of these categories reflects the aim of identifying a direct link between the 
notes and the items in primary financial statements that are used to exclude perspective 
content categories (information about the reporting entity as a whole, management strategy 
as a part of the stewardship and specific risks as part of the risk management information). 

Moreover, EFRAG provides indicators on the relevance of information (Table 1) that 
help the standard setters to distinguish how disclosures are required to fulfil the users’ 
needs. It is important to emphasize that these indicators are not bright lines tests, but only a 
guide to evaluating the relevance of the information included in the notes. 

 
In order to define the general principles for disclosures, EFRAG analyzes the different 

approaches that standard setters may take to identify the disclosure set, because the applica-
tion of differential disclosure regimes provides numerous advantages (greater flexibility, 
allowing tailoring to different users’ needs), reasonable cost-benefit balance in different cir-
cumstances and a better identification of the disclosure for the specific characteristics of an 
entity), but, as stated above, it does not resolve the problem of the tension between provid-
ing entity-specific information and comparability. 

From the analysis of different approaches, EFRAG identifies general principles for a 
Disclosure Framework, shown in the list below: 

�� disclosure needs to be distinct from other objectives within the Conceptual Frame-
work, specifically from recognition, measurement and presentation 

�� disclosure requirements should be developed and justified to the same level of depth 
and scrutiny as the requirements for recognition and measurement; 

�� consistency in the way disclosure requirements are set, including in the level of gra-
nularity is necessary 

�� disclosure requirements should be principle-based and detailed rules should be avoi-
ded 

�� disclosure requirements must achieve the appropriate level of proportionality to the 
needs of the entity’s users and meet a reasonable cost-benefit trade-off in all circum-
stances. Alternative disclosure regimes may have to be put in place to achieve pro-
portionality 

�� disclosure should not be used to compensate for inadequacies in recognition, mea-
surement and presentation requirements 

�� it is necessary to consider the implications of recognition and measurement attribu-
tes on the disclosure requirements, so that, ultimately, the usefulness of information 
can be assessed as a whole (10). 

 
The standard setter should follow these principles in order to create a set of disclosure 

requirements that, with their evolution over time, may avoid any possible overlap within the 
notes and eliminate disclosures that are no longer relevant (11). 

The defined principles imply that only material information should be included in the 
notes. 

Of course, the concept of relevant information is usually linked to a concept of materi-
ality (12), making it possible to establish what constitutes relevant information about the en-
 

____________  
(10) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 38 and appendix A. 
(11) EFRAG Discussion Paper, “Towards a Disclosure Framework for the Notes”, p. 45. 
(12) See paragraph QC11 of the Conceptual Framework. 


