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Segment Reporting under IFRS 8 — Evidence from Spanish Listed Firms

Abstract

This paper investigates the recent adoption of IFRS 8 by Spanish listed firms and gives
a detailed image of segment disclosures under the new standard. Results show that
operating segments are mainly based on lines of business, but the geographical
segments are associated with a higher disaggregation. Under IFRS 8 a small portion of
the sample still remain as single segment firms and a significant part fails to meet the
mandatory Entity-Wide information and not disclose separately most of items indicated
on IFRS 8. Size and profitability are, respectively, factors positively and negatively

related to higher disclosure practices.

Resumen

Este trabajo investiga la reciente adopcién de la NIIF8 por empresas esparfiolas
cotizadas. Los resultados muestran que los segmentos de explotacion se basan
principalmente en lineas de negocio, pero los segmentos geograficos se asocian con
una mayor desagregacion. Bajo NIIF8 una pequefia porcion de la muestra sigue
afirmando que solo tienen uno segmento, una parte significativa no cumple con la
obligacion de informacion relativa a la entidad en su conjunto y no revela en separado
la mayoria dos items indicados en NIIF8. El tamafio y rentabilidad son, respectivamente,

factores relacionado de forma positiva y negativa con mayores practicas de divulgacion.

1. Introduction



The development of economic groups, due to diversification and internationalization
strategies, led to an increasing complexity of firms activities with a strong effect on
financial information provided to analysts and investors. Thus, Consolidated Financial
Statements could aggregate different sources of risk and income that would not be
noticeable to users, without the presentation of disaggregated information by the different
segments where firms’ developed its activities. In the second half of the last century and
due to the increasing difficulty of analysis, primarily for investors, several groups mainly
formed by financial analysts and market regulators, demanded for more financial
segment disclosures and especially through the development of accounting standards.
In a study developed by Knutson (1993) and sponsored by the Association for
Investment Management and Research (AIMR), usefulness of segment information was
defined as vital, essential, fundamental and indispensable to investment analysis
process. Analysts need to know and understand how the various components of a multi-
faceted enterprise behave economically. The usefulness of financial segment reporting
has been tested by several researches in the last years and confirmed the importance
of such information, for example, in improving the ability to forecast firms’ future earnings
(Herrmann et al, 2000) and as a consequence, in influencing the investors and other
users in their decisions. (Berger et al, 2003). In the North American standard on segment
reporting (Statement of Financial Accounting Standards (SFAS) 131: Disclosures about
Segments of an Enterprise and Related Information”), the Financial Accounting
Standards Board (FASB) refers in §3, that “the objective of requiring disclosures about
segments of an enterprise and related information is to provide information about the
different types of business activities in which an enterprise engages and the different
economic environments in which it operates to help users of financial statements:
e Better understand the enterprise's performance
o Better assess its prospects for future net cash flows

¢ Make more informed judgments about the enterprise as a whole”.

On the other hand, and despite the benefits of segment information, some entities,
criticized the obligation of implementing those disclosures. The main concern relates to
competition problems. This concern was observed in studies from Hayes and Lundholm
(1996), Harris (1998) or Botosan and Stanford (2005). However, and as stated in §110
of SFAS 131, other entities referred that, “if a competitive disadvantage exists, it is a
consequence of an obligation that enterprises have accepted to gain greater access to
capital markets, which gives them certain advantages over nonpublic enterprises and
many foreign enterprises”. After the development of the first accounting standards on

segment reporting, the debate focused in the efficiency of those standards on improving
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segment disclosures. Segment reporting standards have been revised or replaced over

the last years, and discussion is highlighted in the pre and post periods of adoption.

More recent, disclosure of financial segment information has been a matter of discussion
under the convergence project between the International Accounting Standards Board
(IASB) and FASB. This project leaded to the approval, in December 2006, by the IASB,
of International Financial Reporting Standard (IFRS) 8 — “Operating Segments” which
was set as mandatory for 2009 Financial Statements. This new standard replaced
International Accounting Standard (IAS) 14 (as revised in 1997) and improved
convergence with SFAS 131. Thus, with IFRS 8, all entities applying IAS/IFRS should
now establish their segment reporting structure in accordance with the “Management
Approach” which states that segment reporting should be coincident with the way
segments are presented in internal information system to the Chief Operating Decision
Maker (CODM).

The adoption of "Management Approach" by the IASB induces, among other things that
this approach will contribute to more relevant segment information. The IASB believes
that implementation of IFRS 8 will result in several improvements on segment reporting,
such as, the increase in the number of segments and data available, allowing the users

to analyze firms’ “through the eyes of management”, reduce costs for producing segment
information, and promote a better consistency between segment information contained
in Financial Statements and the information disclosed in the Management Report.
However, the adoption of the standard in European Union (EU) was preceded by a
controversial discussion of its effects on segment reporting practices. The European
Commission (EC) report of September 2007 resumed the main issues concerning IFRS
8 future adoption, such as, allowing non-disclosure of most of the items if firms didn’t
provided to CODM, allowing restrictions to geographic disclosures (especially
geographic earnings) or permitting the use of non-GAAP measurements. For Véron
(2007), IFRS 8 was issued only for political reasons under the converge project. Finally,
on 21st of November, the EC adopts IFRS 8 issuing its Regulation n°® 1358/2007 and
listed firms of EU countries, had to adopt in 2009, the new segment report requirements
on their Consolidated Financial Statements. Thus, this requirement affected Spanish

listed firms that have been adopting revised IAS 14 since 2005.

With mandatory adoption of IFRS 8 being a very recent issue, little is known about
segment disclosure under these new rules. Therefore, the main objective of this paper

is to detail and characterize segment reporting practices in Spain under the new
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standard. For this purpose, we analysed segment reporting practices in 2009 Annual
Consolidated Financial Statements of Spanish listed firms and results are organized in
the following research questions:
(1) What are the new segment disclosures characteristics under the adoption of
IFRS 87
(2) Which items were disclosed on firms’ segment reporting and what is the level
of compliance with the standard?
(3) Which factors are associated with higher levels of compliance with the

standard?

Results show that operating segments are mainly based on lines of business (products
and services) and geographical segments represent the major typology in Entity-Wide
disclosures. However, under IFRS 8 a small portion of the sample still remains as a
single segment firm (no segmental disclosures) and a significant part fails to meet the
mandatory Entity-Wide disclosures. As for the disclosure of items per segment, the
majority of firms do not disclose separately, a significant part of items indicated on IFRS
8. A few firms used the possibility of non-reporting some items, by stating that they were

not presented internally to CODM.

The evidence on factor analysis show a significant positive relation between firms’ size
and the number of items disclosed on their operating segments. A significant and
negative relation was observed for profitability and aligned with some previous studies
where high profits are related to more hidden segment information. The additionally
analysis to voluntary disclosures confirm also the relation with size, but especially with
profitability. Thus, this study contributes to the literature by evidence segment reporting
practices in Spain under the new IFRS 8 and to extend the analysis on the determinants
of segment disclosures. In the past, studies addressing the adoption of different segment
reporting standards worked as an important contribution to accounting development and

standards revision.

2. IFRS 8 - Operating Segments

IASB new standard on segment reporting replaces IAS 14 and aligns with SFAS 131.
The main differences arise from the approach used as basis for identifying segment
reporting structure and items to be mandatory disclosed. Revised IAS 14 was based on
the so called “Risks & Returns Approach”, where the analysis to the dominant source

and nature of firms’ risks and returns should determine if primary and secondary format



of segmentation would correspond to business segments (products/services or group of

products/services) or geographical segments (§26, revised IAS 14).

The "Management Approach" under IFRS 8, and as in SFAS 131 establishes as
fundamental principle that, an entity shall disclose information to enable users of its
financial statements to evaluate the nature and financial effects of the business activities
in which it engages and the economic environments in which it operate (§1, IFRS 8). For
this purpose, segment information disclosed internally to CODM for his decision-making
process should be provided also to external users. Thus, IFRS 8 defines as primary
source of segmentation the main form used in the internal reporting systems, and named
it as "Operating Segments”. IFRS 8 also demands secondary segment disclosures,
referred as “Entity-Wide Disclosures”, by products or services, geographic areas and

major costumers.

In accordance with §5 of IFRS 8, “operating segment is a component of an entity:
a) That engages in business activities from which it may earn revenues and incur
expenses, even if it results from transactions with other components;
b) Whose operating results are regularly reviewed by the entity’s chief operating
decision maker' to make decisions about resources to be allocated to the
segment and assess its performance; and

c) For which discrete financial information is available.”

Beside the different approach the revised IAS 14 also indicates segment breakdown
used on internal reporting system as evidence to the dominant source and nature of risks
and returns. However and due to comparability purposes, internal segmentation could
only be used, if the format respects the definitions of business or geographical segments.
In IFRS 8, if internal format of segment reporting exist, typology used should be identified
as operating segments. Among other aspects, operating segments should now include
internal reported segments where the majority of its revenue comes from transactions
with other segments and can include items measured differently from the generally

accepted accounting principles used on firms’ Consolidated Financial Statements.

! Chief Operating Decision Maker (CODM) should identify a function and not necessarily a
manager with a specific title. In accordance with §7 that function regards the responsibility for

allocating resources and assess the performance of the operating segments.



Other important issue regards the possibility of firms’ internal segmentation in having two
or more overlapping sets of components for which managers are held responsible. This
is the case of matrix form of organization, where for example, there are managers
responsible for different products sold in different geographical areas, and also
managers responsible for different geographical areas with different products. If
operating results of both types of segmentation are reviewed regularly by the chief
operating decision maker, then the entity shall decide what are its operating segments
based on the core principle described in §1 (§10, IFRS 8).

In IFRS 8 remains the possibility, under certain requirements, of operating segments
aggregation, which was one of the most criticized aspects. This criterion was also
controversial in SFAS 131 and was considered an invitation for firms’ hiding their
operating segments (Sanders et al, 1999). After defined the operating segments, IFRS
8 uses the same quantitative thresholds as IAS 14, to analyze if segments are material

and should be considered reportable (reported individually).

As for the information to be disclosed by each segment, table 1 shows the main
requirements demanded by IFRS 8. In a comparison to the items demanded by IAS 14
for primary form of report, we find that the number of required items is almost the same,
but with the further mention of IFRS 8 to the disclosure of revenue and expense from
interest and from tax. However, the main difference arises from the fact that items
demanded by IAS 14 should always be reported, unlike IFRS 8 requirements, where
most of the items are only disclosed if they are included in the measures of segment

profit/loss and assets or are regularly reported to CODM.
Table 2 shows the main requirements of “Entity-Wide Disclosures” demanded by §31-34

of IFRS 8, and what can be considered as a secondary format of report. These

disclosures should be provided only if it is not reported in operating segments.

Table 1 — Disclosures for operating segments under IFRS 8

Information Required Mandatory




- Measure of profit or loss Yes

- Revenue from external customers
- Revenue from other segments

- Interest revenue and expense . .
o o If included in the measure of
- Depreciation and amortization .
segment profit/loss or regularly

- Material ltems of income and expense
reported to CODM

- Interest from profit or loss of investments accounted by the
equity method
- Tax income or expense

- Other material non-cash expenses

Yes (in 2009), If regularly
- Assets reported to CODM (in 2010) 2

If included in the measure of

- Investments accounted by the equity method segment assets or regularly

iti 3
- Additions to non-current assets reported to CODM
- Liabilities If regularly reported to CODM
- Reconciliations from segments totals and firms amount If the items were disclosed by
(revenue, profit/loss, assets, liabilities and material items) segment

Table 2 — Entity-Wide Disclosures under IFRS 8

Information Required External Revenue Non-Current Items (footnote 3)

) Based on entity financial
Products and Services -
statements measures.

o ) Divided by assets located in entity
) Divided by entity country of o )
Geographical Areas o . ) country of domicile and located in
domicile and all foreign countries . )
all foreign countries

If revenue from a single external
Major Costumers costumer represents 10% or more -

of entity’s revenues

3. Literature Review and Research Questions

2 Emend to §23 of IFRS 8 by the Commission Regulation (EU) n°243/2010, that adopted
improvements to IFRSs published in April 2009 by the IASB.

8 Other than financial instruments, deferred tax assets, post-employment benefit assets and rights
arising under insurance contracts.



Over the years, researchers followed closely the discussion surrounding the introduction
of the new standards and many studies were developed in order to achieve empirical
evidence on the characteristics and effects of their implementation. Street et al. (2000)
and Street and Nichols (2002) explored the implementation of SFAS 131 and IAS 14
respectively, and were mentioned by IASB as empirical evidence to compare different
segment reporting approaches and support the adoption of the “Management Approach”.
IASB refer that SFAS 131 adoption achieved in general better results on segment
disclosures practices. In Spain, Labat and Funez (2009) developed a study about the
characteristics of segment reporting under IAS 14 in its first year of adoption (2005). The
research revealed a good level of segment reporting and in line with other countries

adoption results.

Previous studies, like Street and Gray (2002), investigated compliance on IAS/IFRS
adoptions and identified several factors that could be associated with different levels of
compliance, such as firms’ size, listing status, profitability, among others. Some of those
determinants of compliance were also tested within IAS 14 and SFAS 131 adoption. For
example, firms’ size is normally positively associated with higher disclosures and
compliance with segment reporting standards (Prather-Kinsey and Meek, 2004). This
stream of investigation also includes the analysis of the factors associated with
management choices to establish segment disclosures (Hayes and Lundholm, 1996;
Botosan and Stanford, 2005; Berger and Hann, 2007; Hope and Thomas, 2008).

However, due to recent adoption of IFRS 8, little is known about the new reality of
segment disclosures and compliance levels. Therefore and based on IFRS 8 adoption

by Spanish listed firms, this study is developed to answer the following questions:

(1) What are the new segment disclosures characteristics under the adoption of IFRS
87?7
IFRS 8 demands the disclosure of operating segments, which should consist in the
same typology used for internal decision. Thus, operating segments can be based
on business, geographical or other segment classification. Also, under the new
standard, firms’ should disclose wide segment information, different from the one
presented as operating segments. As a starting point, is important to evidence the
characteristics of segment reporting structure presented by Spanish firms and the

number of reported segments within the different typologies.



(2)

Which items were disclosed on firms’ segment reporting and what is the level of
compliance with the standard?

Spanish listed firms under the adoption of IFRS 8 should disclose several items by
each operating segment (ex: total assets, total revenue) and in segments
presented as “entity-wide disclosures”. This analysis is crucial to identify a

disclosure score of compliance with the standard.

Which factors are associated with higher levels of compliance with the standard?

Many factors have been tested as associated with disclosure practices and
compliance with IAS/IFRS. Our regression model follows Prather-Kinsey and Meek
(2004) methodology, but with some different variables and applied to a different
disclosure scenario (IFRS 8). Their model tested the determinants, size, country of
domicile, industry, international listing status and auditing company. In our model,
additional factors are tested, such as profitability, leverage, IBEX 35 (firms
featuring in the main index) and the side effect of multi-nationality. Country factor
is however removed from the model, since our scope is for Spanish listed firms.
These are the main hypothesis test as being related to the level of items disclosed

by individual reported segment:

Hypothesis 1: Firms size is positively associated with operating segment disclosure
score.

Size is one of the most tested determinants of financial disclosure and most studies
identified this factor as positively associated to higher disclosures. However,

Prather-Kinsey and Meek (2004) did not find that relation statistically significant.

Hypothesis 2: Firms listed internationally are positively associated with operating
segment disclosure score.

Street and Gray (2002) and Prather-Kinsey and Meek (2004) identified a positive
and significant association between firms’ internationally listing status and higher

disclosure practices in general and in segment reporting, respectively.

Hypothesis 3: Firms audited by BIG 4 are positively associated with operating
segment disclosure score.

Prather-Kinsey and Meek (2004) identified also a positive and significant association
in this hypothesis. They mention several researchers that argue about reputation of
big auditing companies being more exposed to bad quality of financing reporting and

as a consequence exercising a higher pressure to better disclosures.
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Hypothesis 4: Firms with higher profitability are negatively associated with
operating segment disclosure score.

Evidence on the relation between profitability and financial disclosures is mixed
(Street and Gray, 2002) and complex (Prencipe, 2004). However, in segment
reporting negative relations between measures of profitability and disclosures
practices have been found, especially due to competition issues (Harris, 1998;
Botosan and Stanford, 2005; Nichols and Street, 2007).

Hypothesis 5: Firms with higher leverage are positively associated with operating
segment disclosure score.

Leverage is many times associated to higher disclosures for firms seeking to obtain
more financing. For Prencipe (2004) it is expected that as the rate of leverage
increases, firms are more motivated to disclose information in order to reduce

agency costs.

Hypothesis 6: Firms featuring in the index IBEX35 positively associated with
operating segment disclosure score.

Size of home stock is normally a measure associated with higher disclosure
practices (Street and Gray, 2002). For this purpose firms’ are divided in two groups,

as firms’ features in the main Spanish stock index (IBEX 35), or not.

In addition, determinants will also be tested as associated with a score of voluntary

segment disclosure practices identified in the second research question.

4. Empirical Study

4.1. Research Design

Our aim was to analyze segment reporting on listed Spanish firms quoted on regulated
markets. Thus, through Worldscope Database, we identified 156 listed firms with their
accounts submitted in 2009. Worldscope Database also presents some collected
segment information, being however, insufficient to provide evidence in order to answer
the research objectives and to a better characterization of IFRS 8 adoption. Therefore,
the next step consisted in obtaining the Annual Financial Reports in order to conduct a
content analysis on segment reporting disclosures. Annual Financial Reports of 2009
were mainly collected from internet site of Spanish security exchange commission

(CNMV - Comisién Nacional del Mercado de Valores) or from firms’ corporate site in
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alternative. From this process we collect 150 Annual Financial Reports, removing 6 firms

from the analysis, since their reports were not available.

In Spain, only firms presenting Consolidated Financial Statements have the obligation to
adopt IFRS 8, so we excluded 14 firms that only presented Individual Financial
Statements. Additionally 5 firms were excluded because their fiscal year started before
1t of January and therefore didn’t have the obligation to adopt IFRS 8. However 2 of
these firms decided for its early adoption. Table 3 resumes the process that leaded to an

identified sample of 131 firms for segment disclosure analysis.

Table 3 — Firms excluded from the analysis

Worldscope Database 156 firms
Annual Financial Reports not available -6
Firms presenting only Individual Accounts -14
Firms with different commercial year -5
Firms identified for Research Question 1 131 firms
Firms from Financial Sector -32
Firms identified for Research Questions 2 and 3 99 firms

Table 3 also shows that we excluded the financial sector from the analysis of disclosure
compliance, in terms of items, and as consequence from the analysis to the factors
related to those disclose practices. Later and for research question 2 and 3, the statistical
analysis will be based in a total of 99 firms, since financial sector is represented by 32
listed firms (table 4). Some of the independent variables (factors) are items from
Financial Statements, which represent different and not comparable measures between

financial and non-financial firms.

As we can see from table 4, and besides financial firms and the industries of construction
and utilities (energy, water, gas, communications) there is a strong distribution of firms
through the various industry codes defined by Worldscope Database. Also, due to that
fact we analysed industries at a 2 digit code, instead of the 4 digit desegregation, which

firms are specified in this database.

Table 4 — Sample Characterization

Industry Group Firms Net Sales or Revenue Operating Profit/Loss
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Worldscope Database? No. % Total (k€) Mean (k€) Total (k€) Mean (k€)

4300 - Financial 32 24,4 149.776 4.680 20.012 625
2800 — Construction 16 12,2 67.443 4.215 2.309 144
8200 — Utilities 11 8,4 127.284 11.571 24.822 2.257
4600 — Food 6 4,6 7.314 1.219 353 59
6100 — Paper 6 4,6 1.915 319 70 12
‘ézg?p;ng:fhi”ery & 5 3,8 4.581 916 174 35
g‘:ag(r)n;t%sugsl,-iealthcare 4 3.1 2115 529 302 76
5200 — Metal Producers 4 3,1 4.652 1.163 -338 -85
6700 — Recreation 4 3.1 2.334 584 198 49
8500 — Miscellaneous 21 16,0 21.975 1.046 3.058 146
Others Industry Groups 22 16,8 76.905 3.496 1.645 75
Totals 131 100,0% 466.296 3.560 52.604 402

@ Major representative 2 digit industry codes from Worldscope Database.

The process of collecting segment data from Annual Financial Reports and especially
from the Notes was conducted through a MS Excel Sheet containing the list of IFRS 8
requirements and open fields for the registration of any additional disclosures or relevant
observations. After treating segment information (including total number of disclosed
segments and disclosure scores of items required), financial data to characterize the
sample and to be used as measures of the determinants to test, was add to the same
MS Excel Sheet. For answering research questions 1 and 2 we used descriptive
statistical measures and for research question 3 a multiple linear regression model was
developed to evidence the statistical relation between the proposed determinants and

the number of items disclosed.

4.2. Segment reporting format under IFRS 8 adoption

First research question have the objective to evidence the main characteristics of
segment disclosures practices by Spanish listed firms, exploring how segmentation was
defined and organized. For the 131 firms analyzed, segment reporting and related
observations can be found in the Notes to Financial Statements, being normally
presented in the first (66 firms between note 2 and 9) or in the last (55 firms between

note 17 and 52) notes*. As we can see from table 5, other 10 firms’ referred to be Single

4 One other firm presented entire financial statements by segment outside the Notes statement.
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Segment (SS) or just were considered that way by not disclosing any information. The
majority of firms mention the adoption of IFRS 8 and the use of internal report of
segmentation as basis, but most of them affirmed that no significant impact was verified.
Only 20 firms (15,3%) referred directly to the impact of IFRS 8 (16 firms informed that
the adoption of the new standard resulted in a restatement of information from previous
years). Table 5 shows the frequency and type of segments related to the operating
segments format and by the main industry codes. Segment disclosures of Spanish listed
firms are mainly based on Lines Of Business (LOB) with a percentage of 71,0% (or
78,6% if we consider the Matrix form of segmentation). As LOB, we defined the segments
aligned with individual products or services or groups of products or services. In the
majority of firms, the internal reporting system is based on group’s structure where the
entities that compose it, are normally grouped by lines of similar products or services.
GEO represents the disclosure of information by geographical areas and Matrix format
represents a firm that disclosed at a first level the same information for LOB and GEO.
Despite of firms’ indication to which are considered operating segments in relation to the
core principle of IFRS 8, we consider both typologies (LOB and GEQO) as operating
segments, since firms maintained the same level of disclosure for the two in the called
Matrix format. For example in the Utilities industry we can say that the real total of firms

disclosing information by LOB is 8 (3 plus 5 from the Matrix format).

Table 5 — Operating Segments Format

Matrix
Industry Group LOB GEO (LOB & SS Total %
GEO)
4300 - Financial 24 2 0 6 32 24,4
2800 — Construction 15 1 0 0 16 12,2
8200 — Utilities 3 2 5 1 11 8,4
4600 — Food 4 2 0 0 6 4,6
6100 — Paper 6 0 0 0 6 4,6
4900 — Machinery & Equipment 4 1 0 0 5 3,8
Others Industry Groups 37 10 5 3 55 42,0
Total No. Firms (71?3%) (131’3%) (7?69’/0) (7?69’/0) 131 100%
Total No. of Disclosures (76?3%) (141’3%) (8?39’/0) - 121 100%

For geographical disclosures, in the operating segments format, we identified 28 firms
considering the Matrix format in a total percentage of 21,3%. The sample included also

10 non-disclosures what are identified as single segment firms. These results are similar
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to previous studies on other standards (Street et al, 2000; Street and Nichols, 2002; or
Labat and Funez, 2009).

As a result of operating segments characteristics, Entity-Wide disclosures are mainly
based on geographical areas (59,5% not considering the effect of Single Segment firms).
Table 6 shows the complete scenario of Entity-Wide basis of information and evidence
a significant portion, of non-single segment firms, without disclosures on this secondary
format (33,1%), even if IFRS 8 set this disclosures as mandatory. Comparing with Labat
and Funez, (2009) results of IAS 14 adoption in Spain (21%) this study show a larger
percentage of non-disclosures and this problem should be an enforcement target by

regulators in order to improve disclosures under IFRS 8 application.

Table 6 — Entity-Wide Disclosures

Typology Frequency % (131 firms) % (121 firms)
Products or Services 18 13,7 13,7
Geographical Areas 72 55,0 59,5
Costumers Information 25 19,1 20,6
Non-Disclosure Firms 40 30,5 33,1
Single Segment (SS) 10 7,6 -

Table 7 — Number of Reported Segments

Operating Segments Entity-Wide Totals

Typology

No. % No. % No. %
LOB 363 41,1 77 8,7 440 49,8
GEO 112 12,7 331 37,5 443 50,2
Totals 475 53,8 408 46,2 883 100,0
Mean (121 firms) 3,92 - 3,37 - 7,30 -
Mean (131 firms) 3,63 - 3,11 - 6,74 -

The resume on the number of reported segment by each format and typology is shown
in table 7 and the results indicate that, despite of the low number of firms disclosing
segments in the Entity-Wide format, the disclosure firms showed a large segment
disaggregation, especially by geographical areas and associated to country-by-country
disclosures. In the main format of report the average is 3,92 segments per firm, what is
similar but yet lower to IAS 14 adoption (mean of 4,04) in Street and Nichols (2002). Also
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in Spain, Labat and Funez (2009) showed a higher result for IAS 14, with an average of
4,09 segments by firm. However, results may be influenced by our decision to remove
most of the “other” segments, whenever they included non-allocated items, adjustments
or eliminations. Future analysis to IAS 14 using the same basis would certainly enhance
the comparison results. Spanish firms disclosed a total of 883 segments and the
combination of the two formats of report resulted in an average of 7,3 segments per firm

or 6,74 when single segments firms are included in the analysis.

4.3. Disclosures by individually segment under IFRS 8

As detailed in tables 1 and 2, IFRS 8 requires the disclosure of several items per segment
in both formats. In this section we analyze the disclosure of those requirements and
resume it on table 8. For this analysis and by the reasons presented before we excluded
the financial firms and worked with a sample of 99 firms (including 4 single segment
firms). Table 8 shows the frequency report of each analyzed item within the 95 firms that
disclosed information. The column “Not to CODM” identifies the effect of items not
disclosed, but justified by firms in the Notes with the fact that they did not include those
items in the internal reporting to CODM. This is a real concern of many entities regarding
the use of the “Management Approach” and some believe that managers could look to
this criterion as a form to avoid segment disclosures to the exterior. Two measures were
disclosed by all firms, namely profit or loss and external revenue. However, external
revenue was not clearly identified as such, and in some of those cases could include the
inter-segment revenue. Along with assets, liabilities and depreciation, these were the
most disclosed items. On the other hand, tax and investments accounted by the equity
method, were the items less disclosed. The total column is the measure more closely to
compliance, since IFRS 8 permits that most items could be dropped from external
segment reporting due to the fact seen before and presented on column “Not to CODM”.
The column “Disclosure” represents better the extension of items disclosed and the
results shown that 807 items were disclosed on operating segments format, representing
an average of 8,5 items per segment. Also is important to notice that the reconciliations

requirements were not included in this particularly analysis.
Only 1 firm disclosed the 13 items of table 8 and the most frequent number of items
disclosed was 9 (17 firms), followed by 11 (15 firms), 10 (14 firms) and 8 (13 firms). No

firm disclosed less than 3 items.

Table 8 — Frequencies of Disclosure for each ltem on Operating Segments
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Items Required Disclosure Not to CODM Total %

1 Profit or Loss Measure 95 0 95 100,0

2 External Revenue 95 0 95 100,0

3 Inter-Segment Revenue 47 0 47 49,5

4 Interest Revenue and Expense 53 8 61 64,2

5 Depreciation and Amortization 80 1 81 85,3

6 Material Items of Income and Expense 47 0 47 49,5

7 Interest by Equity Method 44 1 45 47,4

8 Tax Income or Expense 35 9 44 46,3

9 Other Material Non-Cash Expense 51 1 52 54,7

10 Assets 85 1 86 90,5

11 Investments (Equity Method) 34 0 34 35,8

12 Additions to Non-Current Assets 59 1 60 63,2

13 Liabilities 82 3 85 89,5

Total of Disclosure Firms - - 95 100,0
Single Segment Firms - - 4 -
Total of Disclosed Items 807 25 832 -
Mean of Disclosed Items (95 firms) 8,50 0,26 8,76 -

As for the Entity-Wide information, there are low disclosures by products and services,
since most line of business segments were considered in the main format, and therefore
revenue was the measure most disclosed with only 13 observations. For mandatory
Entity-Wide geographical information, the value of external revenue was disclosed by 39
firms and non-current assets by 14 firms. However, two measures required by IAS 14
(total assets or investment in non-current assets) were disclosed by 56 firms. This is
important evidence that some firms maintained their reporting structures and ignored the

specific requirements of IFRS 8.

Voluntary disclosures were also observed and divided in 4 groups: (1) different measures
of profit/loss; (2) disaggregated asset items; (3) disaggregated liabilities items; and (4)
disclosure of indicators or ratios. In the third research question we analyze, in addition,
the possible relation between the proposed determinants and a voluntary disclosure

score based on these 4 groups.

4.4. Determinants of IFRS 8 disclosure score
As we defined before, several studies in financial accounting and also in financial
segment reporting investigated the determinants or factors associated with disclosure

practices. Thus, and in accordance with the objective of research question 3 we estimate

17



a model for the factors associated to the level of items disclosed in operating segments
under the mandatory adoption of IFRS 8 by Spanish listed companies. Additionally, we
apply the same variables to a score of voluntary disclosures presented by firms’ in the
operating segments format. The OLS regression is performed considering all variables,
but also results from an alternative Stepwise regression are shown. Although, some of
the variables in the model are different, regression analysis follows the methodology
used by Prather-Kinsey and Meek (2004). Our model contains 3 common variables
which are size, international listing status and audit company. We also tested industry
codes, even if it is not part of the presented model and for the reasons explained later.
In addition to Prather-Kinsey and Meek (2004) model we add profitability, leverage and
IBEX35 as determinants of segment disclosure. Since our study is only about Spanish
listed firms we did not use the variable country. Like industry, multi-nationality (weight of
internationalization) was also marginally tested. The regression model on the

determinants of segment disclosure compliance is represented by the following equation:

(1) DCSi = ai + B1SIZE; + B2LIST; + B:AUDIT; + B4ROA; + BsLEV; + BsIBEX; + &;

Where the dependent variables are:

DCSi— Disclosure Compliance Score of firm i.
Similar to Prather-Kinsey and Meek (2004), DSC corresponds to a score of disclosure in
accordance with IFRS 8 requirements for operating segments. This variable will be
measured dividing the total of items reported by the total of items required by the standard.
In the previous section, the disclosure compliance score was analysed considering (SCS_1)
or not (SCS_2) as an item disclosed, the reference to that item as non-included in internal
report to CODM.

Independent variables were measured with the following criterions:

SIZE;— Size of firm i is measured by the logarithm of net sales.

LISTi—“Dummy” variable that assumes the value 1 if firm i is listed internationally and 0 otherwise.

AUDIT;— “Dummy” variable that assumes the value 1 if firm j is audited by the major audit firms
(BIG 4) and 0 otherwise.

ROA,; — Instead of using net income to measure profitability of a firm, we use the “Return On
Assets” ratio. As we seen before, this is a measure normally used in segment reporting
research for testing competition problems.

LEV: — Leverage of firm j is measured by the ratio driven from total liabilities divided by total
assets.

IBEXi— “Dummy” variable that assumes the value 1 if firm j featured in IBEX 35 index and 0

otherwise.
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Table 9 show the results for the disclosure score, considering the reference noted before,

as an item disclosed.

Table 9 — SCS_1 Regression Results

Un.Coef. Stand.Coef. Collinearity Statistics
Std.

B Error Beta t Sig. Tolerance VIF
(Constant) -3,206 2,332 -1,375 0,173
SIZE 2,000 0,406 0,605 4,933 0,000 0,529 1,891
LIST -2,423 1,074 -0,218 -2,256 0,026 0,854 1,171
AUDIT 1,249 1,030 0,119 1,213 0,228 0,822 1,217
ROA -0,090 0,038 -0,235 -2,384 0,019 0,818 1,222
LEV 0,017 0,014 0,115 1,151 0,253 0,792 1,262
IBEX -1,276 0,739 -0,192 -1,728 0,087 0,646 1,549
Adjusted R2 0,220
F 5,604
Sig. 0,000

Person correlation tests did not evidence problem of multicollinearity since all values are
below 0,9. The higher correlation verified, is between the variables size and IBEX with
the value of 0,586. Also trough the analysis of VIF (Variance Inflation Factor) we can
observe an absence of higher correlation between variables, what happens when VIF is

superior to 10.

Regression results for SCS_1 confirm hypothesis 1 (Size) and 4 (Profitability) and are
statistically significant at a level of 0,05. Thus, size is a determinant positively and
significantly related to segment disclosure score of Spanish listed firms. This result is
aligned with prior assumptions and in comparison with Prather-Kinsey and Meek (2004)
model, significance here, was verified. Hypothesis 4 is also confirmed and statistically
significant (p.=0,019), therefore in our model profitability (measured by ROA) is a factor
negatively related to higher disclosure practices and supports previous studies that
observed the same relation (Botosan and Stanford, 2005; Nichols and Street, 2007). This
result could indicate that competitive disadvantages, in certain cases, still prevail over
the indication of lower company risk to the market (Prencipe, 2004). Also statistically
significant is the relation between segment disclosure score and international listing
status. However an unexpected negative relation was evidence by the model and could
result from the low number of Spanish firms listed internationally. No statistically

evidence supports hypotheses 3, 5 and 6.

Overall, the model for SCS_1 is explained by the independent variables in 22% (adjusted
R?). The F-test from the analysis of variance (ANOVA) is significant at 0,000, what
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indicates that the model have explanatory power, since at least one beta is different from
zero. In the alternative Stepwise regression, the results confirmed full regression for
SCS_1, and only the 3 variables (Size (p.=0,000), international listing status (p.=0.012),
profitability (p.=0.047)) entered the model. In Stepwise regression adjusted R? is 19,3%.

The regression for SCS_2 present similar results (adjusted R? of 20,1%), with size
(p.=0,000), profitability (p.0,014) and international listing status (p.=0,016), being again

statistically significant.

Finally, we applied the model, without modification of the independent variables, to the

level of voluntary disclosures. The model is represented in the following equation:
(2) VSDS; = ai + B1SIZE; + B2LIST; + B3AUDIT; + B4ROA; + B5LEV; + BsIBEX; + &i

Where the dependent variable is:

VSDSi— Voluntary Segment Disclosure Score of firm i.

Voluntary score is calculated dividing the number of voluntary categories the firm disclose

information by the 4 categories identified in previous section.

Table 10 — VSDS Regression Results

Un.Coef. Stand.Coef. Collinearity Statistics
Std.

B Error Beta t Sig. Tolerance VIF
(Constant) -0,517 1,065 -0,485 0,629
SIZE 0,445 0,185 0,315 2,402 0,018 0,529 1,891
LIST -0,652 0,491 -0,137 -1,329 0,187 0,854 1,171
AUDIT 0,049 0,470 0,011 0,103 0,918 0,822 1,217
ROA -0,051 0,017 -0,312 -2,961 0,004 0,818 1,222
LEV -0,003 0,007 -0,051 -0,473 0,638 0,792 1,262
IBEX -0,069 0,337 -0,024 -0,203 0,840 0,646 1,549
Adjusted R2 0,108
F 2,976
Sig. 0,011

Results from the application of the model to voluntary disclosure score are, in general,
less relevant. The model has an explanatory power of 10,8%, and through F-test still is

significant at a level of 0,05.
However, the result for profitability (ROA) is more significant and is an important

evidence of how discretionary choices of disclosure could be conditioned in firms

presenting higher investment returns. Size is also statistically and positively related to
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voluntary segment disclosures and for all the other variables no significant statistical

relation was found.

The regression analysis was based on 99 non-financial Spanish listed firms, therefore
we believe that some of the variables tested, could become more significant in larger
samples. A higher number of firms would permit the introduction of industry codes as
explanatory variables. However, we test for industry in parallel, but the results were very
poor, what was expected due to an almost perfect distribution of firms by each industry
category (even using a 2-digit code). Multi-nationality was also tested in parallel but not
included in the model due to incomplete data for some observation and to the use of
international listing status. We also think that binary variables like international listing
status or audit company would gain relevance in larger samples, since normally the

number of observations of 1 or 0, tend not to be equilibrated.

5. Conclusions and Future Research

In this paper we have proposed an empirical analysis to the first year of IFRS 8
application using Spanish listed firms. Also, was an objective, the extension of the factors
related to segment disclosures and especially tested in a new regulatory scenario. The
results showed that almost 79% of the Spanish listed firms have their operating
segments based on lines of business. Due to that fact, Entity-Wide disclosures are
essentially based on geographical areas. However, when geographic segments are the
basis of segmentation a larger set of individually segments are disclosed, normally due
to country-by-country disclosure. A small portion of firms (7,6%) did not present any
segment information and some indicated that they were single-segment firms.

The average number of segments in the primary format is 3,92 operating segments by
firm, what is close to disclosure levels identified by other authors. However, there is no
information of how the “other” segment was treated, what could lead to a different score.
Only 1 firm disclosed the 13 items mentioned on table 8 for operating segments and only
profit/loss and external revenue were the items disclosed by all firms. The average
disclosure was 8,5 items per segment, due to a significant part of the sample with poor
disclosure score. The controversial criterions of “Management Approach” are far from
being put aside.

As for the determinants of disclosure compliance, the results evidence that size is
statistically related to higher levels of disclosure and that higher profitability is statistically
related to lower disclosure scores (also on voluntary disclosures). These results may
evidence that under IFRS 8, firms still hide higher profits through segment aggregation

in order to reduce competitive costs.
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For future research, the directly comparison with the last year of IAS 14 would improve
the evidence of IFRS 8 effect on segment reporting. The extension of sample would also
be relevant for country analysis and for a higher robustness of the determinants of the
model.

Overall, we think this research contributes to the literature by showing the characteristics
of the recent adoption of IFRS 8 by Spanish listed firms and for testing new determinants

of segment disclosure in a new scenario under the “Management Approach”.
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