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ABSTRACT

This study investigates the application of fair value ac-
counting in companies in Bosnia and Herzegovina. The
study was conducted on a sample of 190 companies.
The application of fair value accounting causes a lot of
controversy related to the relevance and reliability of
fair value information. It is believed that the extent to
which fair value measurement is used reflects attitudes
of financial statement preparers about the usefulness of
this model at its best. The findings of this study sug-
gest that most companies in Bosnia and Herzegovina do
not have tendency to apply fair value accounting. It is
found that half of the companies in the sample do not
use fair value accounting at all. Almost half of the com-
panies that use fair value accounting use it just because
they own assets that require fair value measurement.
Fair value accounting is much more used in financial
and larger companies than in non-financial and smaller
companies. Companies mostly use fair value accounting
for the measurement of investment property. However,
they use it for the measurement of intangible assets at a
minimum. The findings also suggest that the application
of fair value accounting increases the uncertainty in fi-
nancial statements. The quality of fair value disclosures
is very low. Numerous companies do not disclose infor-
mation on fair value hierarchy and valuation techniques
that were used for fair value measurement. Companies
that disclose this information mostly use indirectly ob-
servable inputs (Level 2) for fair value measurement
and these create a lot of room for earnings management.
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1. INTRODUCTION

The fair value concept is an approach to measurement of assets and liabilities by
applying market prices (mark-to-market) or reasonable approximation of mar-
ket prices (mark-to-model). This concept is not new, it dates back to the past
century. The volume of its application to accounting is increasing. Major ac-
counting standard setters, such as the International Accounting Standards Board
(IASB), have encouraged convergence of accounting practice towards fair value
accounting. The IASB have considered fair value as a possible measurement in
almost every standard (He, Wright & Evans, 2018). The current financial report-
ing practice is a mix of fair value accounting and historical cost accounting.

Greater use of fair value measurement has caused a lot of controversy and vigor-
ous debates among regulators, accounting researchers, practitioners and various
market participants. Fair value proponents defend their view that fair value ac-
counting is superior to historical cost accounting, as it improves the relevance
and timeliness of accounting information and therefore, it improves financial
reporting quality. They believe that fair value better reflects the current financial
state of reporting entities and enables a better assessment of past performance.
Researchers mostly agree that fair value provides useful information regarding
amounts, timing and uncertainty of future cash flows (Sodan, 2015).

While proponents promote the opinion that fair value is the most relevant meas-
urement basis for financial reporting, others express concerns about the reliabil-
ity of fair value accounting. Opponents think that fair value is not as creditable
and verifiable as historical cost and that its use leads to the failure of the histori-
cal cost model which performs well and is well understood (Al-Khadash & Ab
dullatif, 2009).

Fair value relevance is largely based on the concept of market efficiency. In
theory, fair value provides an unbiased measure of assets and liabilities on the
reporting date, as the items are expressed at their market values. It also summa-
rises current assessment of time value of money and risk. In this way, fair value
provides users with relevant and reliable information that is useful for decision-
making (He et al., 2018).

In practice, the prerequisite of market efficiency is not met. Market prices of cer-
tain assets are not available in the absence of an active market. In such circum-
stances, fair value is either based on the market prices of similar items (Level 2
fair values), or on the best estimates of management (Level 3 fair values). Fair
value estimates are likely to be subject to errors or managerial manipulation. It
decreases accounting information reliability. If the application of fair value leads
to significant distortions in a statement of financial position and a statement of

150 http://www.ae.ef.unibl.org/



(ACE) Acta Economica, Vol. XVII, No. 31, 2019 149 - 167

profit or loss, it is possible that investors make wrong investment decisions. This
can result in more information asymmetry and agency conflicts between inves-
tors and managers (Wang & Zhang, 2017; Bick, Orlova & Sun, 2018).

It is the fact that fair value accounting has arisen from developed economies. Its
creators assumed that it would be implemented in deep and liquid markets with
developed financial reporting practice. Most empirical studies that have proven
the superiority of fair value accounting over historical cost accounting used data
from developed economies. There is little evidence on whether emerging econo-
mies are capable of adapting to fair value accounting. It is not clear if fair value
accounting is superior to historical cost accounting in emerging economy envi-
ronments with insufficiently developed markets (Peng & Bewley, 2010).

The aim of this study is to investigate to what degree the application of fair
value accounting in Bosnia and Herzegovina is performed. It is assumed that the
process of applying fair value accounting is particularly challenging for com-
panies in Bosnia and Herzegovina because this country lacks many elements of
an efficient market that are necessary in order to implement fair value account-
ing successfully. It would be interesting to scrutinize to what degree fair value
accounting is used when financial statement preparers are given an option to
choose between fair value accounting and historical cost accounting.

Apart from the introductory section, the paper is structured as follows: section
2 gives an overview of the previous fair value studies, section 3 explains the
research design, section 4 illustrates the findings of the study, and section 5 dis-
cusses findings and gives closing observations.

2. LITERATURE REVIEW

Various studies on fair value accounting have been conducted over the past dec-
ades. The majority of these studies have investigated usefulness of fair value
information for the investors on capital market. Empirical studies prove disa-
greement of the findings. On one side, studies have found that information about
fair value assets and liabilities are relevant for decision-making (Song, Thomas
& Yi, 2010; Jones & Smith, 2011). Some researchers have endorsed that fair
values have predictive ability for bank cash flow and earnings (Evans, Hodder &
Hopkins, 2014; Ehalaiye, Tippett & van Zijl, 2017). On the other hand, studies
show that in the situation when fair values are not determined based on reliable
observable inputs, fair value estimates are less relevant (Goh, Li, Ng & Yong,
2015; Kolev, 2019). Al-Khadash & Abdullatif (2009) have discovered that the
application of fair value accounting may distort the financial result and mislead
the users of financial statements in circumstances when the financial markets are
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inefficient and uncertain. The studies also prove that the application of fair value
accounting leads to the increase in volatility of financial results (Novoa, Scarlata
& Solé, 2009; Sun, Liu & Cao, 2011).

Some researchers have endeavoured to contribute to resolving the dilemma
between fair value accounting and historical cost accounting by investigating
the application of fair value measurement and its impact on accounting policy
choice. They provide feedback on what companies do in practice. They believe
that the level of application of fair value model manifests at its best attitudes of
financial statement preparers about the usefulness of this model in circumstances
where preparers have an option to choose between fair value and historical cost
model.

Institute of Chartered Accountants in England and Wales (ICAEW) have con-
ducted a survey on the implementation of International Financial Reporting
Standards (IFRS) and Fair Value Directive in the European Union (EU) (ICAEW,
2007). Associated with this study, the application of fair value accounting under
IFRS is much less extensive than it is sometimes assumed. It implies that 28% of
EU companies that prepare financial statements in accordance with IFRS use fair
value model for investment property, just 4% of companies use it for property, no
company uses it for plant and equipment and no company uses it for intangible
assets.

Cairns, Massoudi, Taplin & Tarca (2011) have investigated the application of
fair value measurement by listed companies in the United Kingdom (UK) and
Australia. They came to almost identical results as ICAEW (2007). Their results
show very little voluntary use of fair value model, except for investment prop-
erty. Such results suggest that most companies in the UK and Australia prefer a
conservative approach to financial reporting. When it appears that companies
are given an option, whether to apply a historical cost or a fair value model, they
tend to choose a historical cost model.

Christensen & Nikolaev (2013) have conducted a study on a sample of UK and
German companies. They selected UK and Germany because these countries
are historically at opposite ends of the spectrum in terms of applying fair val-
ue accounting under the local general accepted accounting principles (GAAP).
Specifically, for non-financial assets, German GAAP required only historical
cost accounting, whereas UK GAAP allowed either historical cost accounting
or fair value accounting for property, plant and equipment and required only fair
value accounting for investment property. IFRS expands the available valua-
tion practices in both the UK and Germany. According to IFRS, both fair value
accounting and historical cost accounting are allowed for property, plant and
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equipment, investment property and intangible assets. This research has detected
complete omission of the fair value accounting application to intangible assets.
The application of fair value to property, plant and equipment both in the UK and
Germany is at the extremely low level. Only 3% of the total sample use fair value
accounting for at least one asset class under property, plant and equipment. It is
interesting that 44% of UK companies that used fair value for property, plant and
equipment under local GAAP switched to historical cost accounting upon the
IFRS adoption. Only 1% of German companies switched to fair value for at least
one class of these assets upon the IFRS adoption. In the UK fair value is more
common for investment property, but 23% of companies switched to historical
cost accounting once they were no longer constrained to the use of fair value by
the accounting regulation. In Germany 23% of companies switched from histori-
cal cost to fair value once they were no longer constrained to historical cost by
the accounting regulation. It has been found that financial companies are more
likely to use fair value accounting than non-financial companies. Christensen &
Nikolaev (2013) have concluded that options in IFRS do not encourage German
and UK companies to switch to fair value accounting and that companies gener-
ally perceive that the benefits of fair value accounting do not exceed their costs.

Yoo, Choi & Pae (2018) have investigated the use of fair value option for prop-
erty, plant and equipment on a sample of South Korean companies. This option
was introduced during the global financial crisis. They find that at that time a
relatively high number of South Korean companies used fair value accounting.
Unlike EU countries where the rate of companies that apply fair value did not
exceed 5%, during the global financial crisis, in South Korea 18% of companies
used this valuation model. The authors assume that public companies are more
likely to choose fair value accounting than private companies, because public
companies are more likely to resolve information asymmetry between manag-
ers and external stakeholders via publicly available financial statements. This
hypothesis has not been confirmed. The authors reveal that private companies
had tendency to use fair value for property, plant and equipment as well as pub-
lic companies. The findings can be interpreted in a way that during the period
of financial turmoil highly leveraged private companies use fair value for the
purpose of managing their debt-to-equity ratio and to avoid the credit crunch.

Jung, Pourjalali, Wen & Daniel (2013) have investigated whether companies in
the United State (US) would choose the fair value option for non-financial assets.
This option is not allowed for US companies. Authors investigated what compa-
nies would do if this option was available. Less than 10% of a sample indicated
that they would use fair value accounting for non-financial assets. This discovery
is consistent with findings of other studies, which implies that companies are not
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willing to use fair value accounting for non-financial assets in the situation when
they are given an option. Authors also find a higher likelihood to adopt the fair
value accounting for non-financial assets among larger, more leveraged compa-
nies, companies with more non-financial assets and companies with expertise in
fair value measurement. Due to the fact that few companies prefer the fair value
option, one should be careful about generalizing these findings.

3. RESEARCH DESIGN

This study investigates the application of fair value accounting in companies of
Bosnia and Herzegovina. They have had a conservative approach to financial
reporting in this country for many years. Historical cost accounting was the only
option. Companies have had the opportunity to use fair value accounting since
2006 when IFRS was implemented for the first time. The application of fair
value accounting has been required or allowed for more than ten years. It would
be interesting to discover to what degree companies use this valuation method
today.

The study is designed to answer the following questions: How many assets are
measured at fair value? How many companies use fair value accounting? What
valuation techniques are mostly used for estimating the fair value? What inputs
for estimating the fair value are frequently used? Are there any differences in the
application of fair value accounting among companies, taking into account their
size and business sector which they belong to?

The study was conducted on a sample of 190 companies. The sample structure,
designed according to the business sector they belong to and a company size, is
shown in Figure 1.

By business sector By company size

) *,| Large-sized
»* o Non-financial companies

companies

- 4 (oo Medium-sized
o] o .

eese Financial companies
companies
B small-sized

companies

Figure 1: Structure of the sample
Source: Author’s analysis
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The initial objective was to conduct the study on a sample of listed companies.
Listed companies are exposed to more pressure to provide relevant information
to shareholders. They pay more attention to solving the problem of information
asymmetry. It is assumed that the financial reporting practice is more developed
in listed companies than in other companies. Therefore, it can be expected that
listed companies will use fair value accounting more than other companies.

Initially, a sample of 162 listed companies was created. The sample consisted of
companies which are listed on Banja Luka Stock Exchange or Sarajevo Stock
Exchange and whose complete financial statements are publicly available. The
analysis showed that the sample contained not more than 12 financial compa-
nies. In order to increase the share of financial companies in the sample, 28
financial companies, banks and insurance companies, which were not listed on
the stock exchange, were added to the sample. In this way, a sample of 190 com-
panies was obtained.

The data required for the study were collected from the financial statements of
the companies for 2017. All companies in the sample prepare financial state-
ments in accordance with IFRS. The total assets of companies in sample are 42
billion BAM, the total liabilities are 27 billion BAM and the total equity are 15
billion BAM. About 66% of total assets belong to financial companies that make
up 21% of the sample.

4. FINDINGS

The findings of the study are presented in this section. Table 1 documents the
share of assets for which the application of fair value accounting is required
or allowed in the total assets. This indicates the maximum share of assets that
can be measured at fair value. This does not imply that these assets are really
measured at fair value. The last line in the table indicates the share of assets that,
according to IFRS, cannot be measured at fair value. For the whole sample, the
share of assets that can be measured at fair value is significantly lower than the
share of assets that cannot be measured at fair value. The shares of these assets
are significantly different in financial and non-financial companies and among
large, medium and small-sized companies.

The share of assets that can be measured at fair value is smaller in financial
companies than in non-financial companies. It may seem unexpected because in
developed countries financial companies invest considerable funds in securities
that are measured at fair value. The financial market in Bosnia and Herzego-
vina has not been sufficiently developed. Therefore, financial companies do not
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invest a lot of funds in securities. Investments in securities are not an impor-
tant source of income for them. Most of the financial companies included in the
sample are banks. More than 80% of bank assets are loans that are measured at
amortized cost.

Table 1. The percentage share of assets for which the use of fair value is required or
allowed in the total assets

Total By business sector By company size
Assets sample Non-financial Financial = Large Medium Small
companies companies companies companies companies
Assets that can be 31.05 72.98 9.58 30.06 72.32 82.83
measured at fair value
Intangible assets 0.85 2.03 0.25 0.86 0.43 0.35
Property, plant and 24.53 68.29 2.13 23.97 47.81 55.34
equipment
Investment property 1.02 2.16 0.44 0.54 21.55 18.93
Biological assets 001 0.03 0.00 0.00 0.28 0.00
Available-for-sale 430 0.44 6.28 4.36 1.75 8.23
financial assets
Financial assets at fair ~ 0.33 0.04 0.48 0.33 0.49 0.00
value through profit
or loss
Assets that cannot be  68.95 27.02 90.42 69.94 27.68 17.17

measured at fair value

Source: Author’s analysis

Table 2 documents the share of assets measured at fair value in total assets.
Based on the data in Table 1 and Table 2, it is obvious how many assets can be
measured and how many assets are really measured at fair value. Although 31%
of total assets can be measured at fair value, less than 14% of total assets are
measured at fair value. When it comes to non-financial companies, the share of
assets measured at fair value is very low compared to the high share of assets
that can be measured at fair value. When it comes to financial companies, the
difference between these shares is not big due to the high share of financial as-
sets in assets that can be measured at fair value. When considering large, medium
and small-sized companies, it can be noticed that as the size of the company
decreases, the share of assets that can be measured at fair value increases and the
share of assets that are measured at fair value is approximately equal.

Table 2 also documents data about the percentage share of assets measured at
fair value for each type of assets. Exactly 100% of available-for-sale financial
assets and financial assets at fair value through profit or loss are measured at fair
value because companies are required to measure these assets in such a way. It is
interesting to observe how many assets are valued at fair value when companies
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can make a choice between fair value and historical cost. The application of fair
value is optional to property, plant and equipment, investment property and in-
tangible assets. The share of assets that are measured at fair value is the highest
for investment property. However, it is the lowest for intangible assets. For large
companies, almost 70% of the total value of investment property are measured
at fair value. The share of intangible assets that are measured at fair value is
lower than 10%. Small and medium-size companies do not measure intangible
assets at fair value. The share of biological assets that are measured at fair value
is extremely low. Biological assets should be measured at fair value only if fair
value measurement is reliable, otherwise it should be measured at historical cost.

Table 2. Percentage share of assets measured at fair value

By business sector By company size
Asset Total -
ssets sample oo -1 Financial Large Medium Small
. companies companies companies companies
companies
Value in millions BAM 42.292 14.316 27.976 41.321 924 47
— P
g S Measured at fair value (%) 14 13 7 14 13 13
F 17}
¥ Measured at other bases (%) 86 87 93 86 87 87
o Value in millions BAM 360 290 70 356 4 0.2
‘E,J £ Measured at fair value (%) 9 10 7 9 0 0
172}
E &  Measured at historical cost 91 90 93 91 100 100
= (%)
R Value in millions BAM 10.374 9.777 597 9.906 442 26
E 5 E Measured at fair value (%) 36 36 24 37 15 5
== 2
£ E’ £, Measured at historical cost 64 64 76 63 85 95
A~y (% )
s = Value in millions BAM 433 310 123 225 199 9
E 5 Measured at fair value (%) 43 39 46 68 15 7
7 =
2 £ Measured at historical cost 57 61 54 32 85 93
= &
= (%)
= Value in millions BAM 4 4 - 1 3 -
'é, 4;; Measured at fair value (%) 1 1 - 0 2 -
2 & Measured at historical cost 99 99 - 100 98 -
2] o
(%)
é =  Value in millions BAM 1.820 63 1.757 1.800 16 4
=g
ﬁ E £ Measured at fair value (%) 100.00 100 100 100 100 100
S = 2
= ; & Measured at historical cost 0.00 0 0 0 0 0
23 (%
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By business sector By company size
Total
Assets Non- . : .
sample g oo Fmanc1.al Largev Medlurp Small.
. companies companies companies companies
companies

=%, Valuein millions BAM 139 5 134 134 5 -
222
§ _’Z‘ —: Measured at fair value (%) 100 100 100 100 100 -
z88
£35&
s> £ Measured at historical cost 0 0 0 0 0 -
S .= =y
g5

Source: Author’s analysis

Table 3 illustrates the number and the percentage share of companies that use
fair value accounting. About 50% of companies that are covered in the sample
use fair value accounting. Around 22% of all companies use it just because they
hold assets that require measurement at fair value and 28% of all companies use
it voluntarily. Almost all financial companies use fair value accounting, and most
of them just because they are required. The share of companies that use fair value
accounting is higher for financial companies than for non-financial. The size of
the company also affects the application of fair value accounting. Not only do
larger companies use it more often than smaller ones for the reason that they in-
vest in securities more than smaller companies, but also because they voluntarily
choose to use fair value accounting more frequently.

Table 3. Share of companies that use fair value accounting

By business sector By company size
Total Non- . . .
Asset
ssets sample  financial Flnanm.al Large‘ Medlum Small'
. companies companies companies companies
companies

Total number of companies 190 150 40 106 63 21
Companies that use fair value

No. of companies 95 58 37 71 20 4

% of companies 50 39 92 67 32 19

Companies that use fair value
accounting only because they

have to
No. of companies 42 22 20 30 10
% of companies 22 15 50.00 28 16 9.5

Companies that have chosen
to use fair value accounting

No. of companies 53 36 17 41 10
% of companies 28 24 42 39 16 9.5

Source: Author’s analysis
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Table 4 also presents the number and percentage share of companies that use fair
value accounting, but data is organized by type of assets that can be measured
at fair value or at historical cost. About 60% of companies that have investment
property measure them at fair value. Around 23% of the companies use fair value
for at least one asset class in property, plant and equipment, 15% use fair value
for all types of property, plant and equipment, 8% use it only for property, mostly
for land, 20% of the companies that have biological assets measure them at fair
value and only 6% of the companies that have intangible assets measure them at
fair value.

Table 4. Share of companies that use fair value accounting by type of assets

Total By business sector By company size
Assets sample Non-financial ~ Financial Large Medium Small
companies ~ companies companies companies companies

2 No. of companies that 148 111 37 95 42 11
% own assets
o No. of companies that 9 7 2 9 0 0
ﬁ) use fair value
§ % of companies that 6 6 5 9 0 0
= use fair value

No. of companies that 190 150 40 106 63 21
£ ownassets
a No. of companies that 29 26 3 25 4 0
‘S, use just fair value
< % of companies that 15 17 7.5 24 6 0
£ use just fair value
& No. of companies 16 8 8 10 4 2
2 that use fair value and
£ historical cost
Q
g % of companies that 8 5 20 9 6 10
&  use fair value and

historical cost

No. of companies that 75 48 27 44 24 7
g . ownassets
o
g g No. of companies that 30 17 13 23 6 1
8 o use fair value
E % oof companies that 60 35 48 52 25 14
use fair value
£ No. of companies that 10 10 0 4 6 0
% own assets
=  No. of companies that 2 2 0 0 2 0
'Eu use fair value
o
S % of companies that 20 20 0 0 33 0
A use fair value

Source: Author’s analysis

Table 5 presents the structure of assets measured at fair value by fair value hier-
archy. The fair value hierarchy refers to the inputs used to measure the fair value
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of an asset. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets that the company can access on the measurement date. Level 2
inputs are observable inputs other than Level 1 quoted prices, such as quoted
prices for similar assets in active markets, quoted prices for identical or similar
assets in markets that are not active, etc. Level 3 inputs are unobservable inputs
that should reflect the assumptions that market participants would use when pric-
ing the asset.

Table S. Fair value hierarchy

Total By business sector By company size
Assets sample Non-financial =~ Financial Large Medium Small
companies companies companies companies companies
Assets measured at fair 5.870 3.720 2.150 5.747 117 6
value (in millions BAM)
Assets measured at fair
value by using
Level 1 inputs (%) 14 0.20 39 14 7 0
Level 2 inputs (%) 18 0.00 49 19 0 0
Level 3 inputs (%) 1 0.03 3 1 0 0
Unknown inputs (%) 67 99.77 9 66 93 100

Source: Author’s analysis

For most of the fair value assets, inputs used to measure fair value are unidenti-
fied. According to IFRS 13 — Fair Value Measurement, reporting entities are
required to disclose information on these inputs (IASB, 2018). This information
should be available in notes to the financial statements but numerous companies
do not disclose them. This is particularly noticeable for non-financial companies
and for small and medium-sized companies. According to fair value hierarchy,
the structure of fair value assets can be analysed just for companies that dis-
close this information. These companies mostly use indirectly observable inputs
(Level 2) to measure fair value. A low asset ratio is measured using unobservable
inputs (Level 3).

Table 6 illustrates the structure of fair value assets by valuation techniques that
were used for determining the fair value. The objective of valuation technique
application is to estimate the price at which an orderly transaction to sell the
asset or to transfer the liability would take place between market participants
on the measurement date under current market conditions (IASB, 2018). Three
widely used valuation techniques are the market approach, the income approach
and the cost approach. Market approach is a valuation technique that uses prices
and other relevant information generated by market transactions, including iden-
tical or comparable assets. Income approach is defined as a valuation technique
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that converts future cash flows or income and expenses to a single discounted
amount. Cost approach is a valuation technique that reflects the amount that
would be required currently to replace the service capacity of an asset. In some
cases, companies use a single valuation technique. In other cases, the use of mul-
tiple valuation techniques is more appropriate.

Table 6. Valuation techniques used to measure fair value

Total By business sector By company size
Assets sample Non-financial Financial —Large Medium  Small
companies companies companies companies companies
Assets measured at fair 5.870 3.720 2.150 5.747 117 6
value (in millions BAM)
Assets measured at fair
value by using
Market approach (%) 15 1 41 16 6 0
Income approach (%) 10 0 26 10 0 0
Cost approach (%) 0 0 0 0 0 0
Multiple approach (%) 15 22 2 14 32 0
Unknown approach (%) 60 77 31 60 62 100

Source: Author’s analysis

For most of the fair value assets, the data about valuation techniques used to
measure fair value are not available in notes to the financial statements. This
problem is more prevalent in non-financial companies than in financial ones, as
well as in smaller companies than in larger ones. Companies that have disclosed
data about valuation techniques mostly apply market and multiple approach to
measuring fair value. There are differences referring to the volume of application
of valuation techniques between non-financial and financial companies, as well
as between large and medium-sized companies. Non-financial companies mostly
use multiple approach for measuring fair value, while financial companies most-
ly use market approach. In large companies, market and multiple approaches to
measuring fair value are approximately equally used. In medium-sized compa-
nies, a multiple approach to measuring fair value is dominantly used. No small-
sized company has disclosed data on valuation techniques.

5. DISCUSSION AND CONCLUSION

In this study, the application of fair value accounting in Bosnia and Herzego-
vina is examined. The study was conducted on a sample of 190 companies. The
findings prove that a low asset ratio is measured at fair value for two reasons.
The first reason lies in the fact that the share of financial assets which require
measuring at fair value in total assets is insufficient. The second reason signi-
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fies that a reasonably small number of companies choose to use fair value ac-
counting for non-financial assets. Half of the companies in the sample do not
use fair value accounting at all. Almost half of the remaining companies use
it just because they hold assets that require measurement at fair value. Obvi-
ously, most companies in Bosnia and Herzegovina do not have tendency to use
fair value accounting. Based on the findings of other studies, it can be assumed
that the reasons for their unwillingness to use it are related to: difficulties in
obtaining fair value information; lack of technical knowledge and professional
judgement skills relating to fair value among accountants, auditors and asset ap-
praisers; complexity of fair value standards; high costs of measuring fair value,
etc. (ICAEW, 2017; Christensen & Nikolaev, 2013; Jung et al., 2013). Active
market for non-financial assets is not often available. When active market is not
available, fair value is determined based on assessment of managers, which is
one of the main challenges to the application of fair value for non-financial as-
sets. Still, various companies have decided to use fair value accounting and they
have reasons to make such a decision. Their reasons are probably related to the
perception that fair value more reliably reflects the value of the assets, an urge
to improve the quality of accounting information and desire to manage earnings
(ICAEW, 2017).

This study shows higher application of fair value accounting than it was elabo-
rated in studies mentioned in Section 2. It does not necessarily mean that fair val-
ue accounting is much more used in Bosnia and Herzegovina than in Australia,
the UK (Cairns et al., 2011), Germany (Christensen & Nikolaev, 2013) and other
EU countries (ICAEW, 2007). All the studies mentioned in Section 2 were con-
ducted on data relating to the first year after the implementation of IFRS. Their
results show to what degree fair value accounting was used more than ten years
ago. Probably, the degree of their use has changed so far. Therefore, the findings
of these studies are not comparable. However, if the use of fair value accounting
is really higher in Bosnia and Herzegovina than in some economically developed
countries, this could happen due to the fact that companies in Bosnia and Herze-
govina considerably rely on the debt market when it comes to financing. Chris-
tensen & Nikolaev (2013) have found a positive association between the applica-
tion of fair value for non-financial assets and reliance on debt financing. Highly
leveraged companies that access debt market are commonly required under their
credit arrangements to provide valuations of collateral. Creditors are interested
in the fair value of assets because they aim to know their liquidation value. The
application of fair value accounting for non-financial assets usually increases
the likelihood of overstating the book value of assets, resulting in a decrease in
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leverage ratio and thus enhanced borrowing capacity (Yoo et al., 2018; Jung et
al.. 2013; Christensen & Nikolaev, 2013; Aljinovi¢ Bara¢ & Sodan, 2011).

This study indicates that financial and larger companies use fair value account-
ing much more than non-financial and smaller ones. The impact of company
size on the application of fair value accounting is probably related to the cost
of using this concept. The application of fair value accounting causes direct and
indirect costs. Direct costs include appraisal fees when an independent valuer is
employed, increase in audit fees and increase in record-keeping costs, whereas
indirect costs are mainly opportunity costs related to the time and effort manag-
ers spend on selecting items which will be measured at fair value, reviewing fair
values of the selected items, and the discussion of these values with auditors
(Yoo et al., 2018, p. 98). A large amount of these costs are fixed costs. These
costs are not as significant for larger companies as for smaller ones because
larger companies can achieve the effects of economies of scale.

This study confirms the findings of other studies which indicate that fair value
accounting is more frequently used for investment property than for other non-
financial assets (ICAEW, 2017; Cairns et al., 2011; Christensen & Nikolaev,
2013). Property markets are generally more liquid and property prices have in-
creased recently. The fair value of investment property can improve profitability
indicators because the gain or loss arising from the change in fair value is rec-
ognised in profit or loss for the period in which it arises. The gain or loss arising
from a change in fair value of other non-financial assets that can be measured at
fair value is recognised in equity as revaluation surplus. This gain or loss does
not affect the profit or loss for the period it arises in.

When it comes to property, plant and equipment companies measure land at fair
value. This can be related to the fact that depreciation is not calculated on land.
One of the consequences of the application of fair value accounting for deprecia-
ble assets is the increase of the depreciation base which decreases future reported
financial results through increased depreciation costs. By selecting fair value ac-
counting for land, companies can increase the value of assets and equity without
worrying about the detrimental effect of the increased depreciation base on their
future reported financial results. The decision to use fair value is not random and
it is made when benefits outweigh costs.

The findings of this study suggest that the application of fair value accounting
in companies of Bosnia and Herzegovina increases the uncertainty in their fi-
nancial statements. The quality of fair value disclosures is very low, particularly
for non-financial companies. Numerous companies do not disclose information
at the level of fair value hierarchy and valuation techniques that were used for
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fair value measurement. Therefore, it is not possible to identify the inputs that
were used in determining fair values, nor the ways in which fair values were
determined. Companies that disclose this information in their financial state-
ments mostly use indirectly observable inputs (Level 2) to measure fair value.
Prior studies on fair value measurements imply that assets based on lower-level
fair value inputs (Level 2 or Level 3) are less transparent, associated with greater
valuation uncertainty and subject to more discretion (Xu, 2019, p. 109). IFRS 13
requires detailed disclosures for Level 3 fair value assets but there are no such
disclosure requirements for Level 2 assets. This suggests that Level 2 fair value
measurements create more room to manage earnings than Level 3 fair value
measurements. All this increases information risk and information asymmetry.

The findings of this study can be useful for financial statement preparers, users
of financial statements and regulators. One should be careful about generaliz-
ing the findings because the sample is comparably small. These findings can be
extended in the future research by examining the characteristics of companies
that use fair value accounting for non-financial assets. It would be interesting to
investigate whether profitability, leverage, proportion of non-financial assets to
total assets, etc. stimulate the decision to use fair value accounting.
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INPUMJEHA PAYYHOBO/ICTBA ®EP BPUJE/JTHOCTH Y
BOCHHU U XEPIHEI'OBUHHA

1 Amupa [To6puh, Yausepsuter y Vicrounom CapajeBy, Exonomcku daxynrer bpuxo

CAKETAK

Ius oBe ctymuje jecte yTBphuBame CTerneHa ymoTpede padyHOBOACTBA (ep
BpHjenHoCcTH y KoMmmnaHujama y bocau u Xepuerosunu. Ctyauja je cipoBeieHa
Ha y30pKy ox 190 xomnanwmja. Y3opak unau 150 nHepunancujckux u 40 punan-
CHjCKMX KOMITaHHWja, oqHOcHO 106 Bemmkux, 63 cpenme u 21 mMana koMIaHuja.
[lomar moTpeOHU 3a CTYyAHjy Cy MPHUKYIJbEHH U3 (PMHAHCHjCKUX W3BjeIITaja
kommanuja 3a 2017. roqunay. CBEe KOMITaHU]e Y y30pPKY CacTaBibajy (hMHAHCH]CKE
u3BjemTaje y ckiaay ca MCOU. Ynorpeba pauyHOBOACTBa (ep BPHjEIHOCTH
n3a3uBa OpOjHE KOHTPOBEP3E KOj€ Ce THIY PENIEBAHTHOCTH U MOY3JaHOCTH WH-
dopmammja o dep BpujenHocTH. Bjepyje ce na crenen ynorpebde mozena dep
BpHjeTHOCTH Ha HajOOJHM HAYHMH OJ[paykaBa CTaBOBE cacTaBihbada (PMHAHCH]CKUX
W3BjeITaja 0 KOPUCHOCTH OBOT Mojena. Pesynratu oBe cTyamje mokasyjy aa
BehinHa komnianuja y bocHu 1 XepleroBuHu He el Ja KOPUCTH PadyyHOBOJI-
ctBO (ep BpujenHoctu. [lomoBrHA KOMIaHMja y Y30PKY YOIIITE HE KOPUCTH
pagyHOBOACTBO (pep BpHujenHocTH. CKOPO TMONOBHHA KOMIIAHHM]a KOje KOPHUCTE
PadyHOBOZACTBO (ep BPHjeTHOCTH, KOPUCTE Ta caMo 3aT0 IITO MMajy CPEICTBA
K0ja MOpajy 1ia ce Mjepe 1o ¢dep BpujenqHoct. PUHAHCH]CKe KOMITaHH]€ KOPUCTE
padyHOBOACTBO (ep BPHjeIHOCTH MHOTO BHIIIE HETO MITO TO YNHE HE(PUHAHCH]-
CKe KOMITaHHje, a Behe KoMITaHWje ra KOpUCTe MHOTO BHUIlle o MamuXx. JJoopo-
BOJHHO, KOMITaHHje KOPHCTE PadyHOBOACTBO (hep BPHjETHOCTH HajBHUIIE 32 Mje-
perbe MHBECTUIIMOHUX HekpeTHHHA. To Moxke Jia Oy/ie mocJbeInia YHICHUIIE J1a
¢dep BpHjeqHOCT MHBECTHIIMOHNX HEKPETHUHA MOXeE Ja M0o00JbIa ITOKa3aTeshe
po(hUTaOUITHOCTH jep ce JOOUT WM TYOUTaK KOju IPOM3IIa3H U3 mpomjeHe dep
BpHjeIHOCTH TPU3HAje Y padyHy JOOUTKA M TYOUTKA y IIEpHOY y KOjeM HacTaje.
Kommanuje 6upajy na mjepe mo ¢ep BpHUjeAHOCTH 3eMJBUIITE TIPHje HEro OWIo
KOjy IPYyTy TPYIY CPEJICTaBa y OKBUPY HEKPETHHHA, TOCTPOjeha U onpeme. 13-
0opom padyHOBOICTBA (hep BPHUjEIHOCTH 3a 3eMJBHIITE, KOMITAaHH]€ MOTY TIOBe-
haru BpHjeqHOCT MMOBHHE U KannTajia 0e3 Opure o MTETHOM yYHWHKY roBehaHe
aMopTH3aIOHe OCHOBE Ha BUX0oBe Oynyhe ¢puHancH]jcke pesynrare. Komnanwuje
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HajMame KOPUCTE PauyyHOBOJICTBO (pep BPHjEIHOCTH 3a MjepEeHe HeMarepuja-
HuX cpenacraBa. Omiyka qa ce kopuctu (ep BpUjeAHOCT HHUjE CliydajHa U jaBJba
ce KaJaa KOPUCTH MpeBa3mia3e TpolkoBe. Takohe, pe3ynrartu ykasyjy Ha To Ja
yrnorpeba padyHOBOJCTBa Qep BpHjeJHOCTH NoBehaBa HEU3BjeCHOCT y (huHAH-
cujckuM m3Bjemrtajuma. Kpamurer objennonamuBama 0 Gep BPHjeIHOCTHU j& Be-
oMa Hu3ak. 3HaTaH Opoj KOMIIaHWja He o0jenonamyje uH(popMalije o Xujepap-
xuju (ep BpUjEHOCTH U TEXHUKAaMa IMPOI[jeHe Koje Cy KopuIheHe 3a Mjepeme
¢dep Bpujennoctu. Kommnanuje koje odjenonamyjy oBe nHhopmalyje, yriiaBHOM
KOPHUCTE UHIUPEKTHO yousbuBe uHmyTe (Il HUBO) 3a Mjepeme dep BpUjeIHOCTH
KOjU CTBapajy MHOTO MPOCTOpa 32 YIPaBJbAHE PE3YJITATOM.

Kibyune pujeun:

PauynoBonctBo ep BpujenHoctn, bocHa m XepueropuHa, HeQHHAHCHjCKA
cpeacTBa, GPMHAHCH]CKE KOMIIaHH]e, HE(PUHAHCH]CKE KOMIIAHU]e, BEIMYMHA KOM-
naHuje.
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