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Abstract 
The purpose of this study is to analyse the current accounting practices for financial instruments by 
Portuguese companies and compare them to the measurement, recognition and disclosure requirements 
stipulated in IAS 32 and 39.  
In order to attain our objective, we drew up a list of 120 categories of inquiry and 370 possible responses 
that we were interested in analysing. We applied content analysis technique to 2001 listed companies’ 
annual reports.  
Our results suggest that the accounting practices for financial instruments by companies listed on the 
Portuguese stock exchange are very far from what IAS 32 and 39 require. This is especially observed in 
the measurement and recognition criteria applied to the categories of financial instruments for which the 
adoption of fair value is required (that is, held-for-trading and available-for-sale financial assets). In what 
derivative instruments are concerned, we found that the fair value measurement criterion is being adopted 
by a large number of derivative users. However, with respect to hedging transactions, the gap between 
accounting practices and the relevant accounting Standards is quite wide. A big improvement in reporting 
practices regarding this type of instruments will be needed. 
These findings throw light on the challenges of adopting IAS, particularly with respect to fair value 
measurement, now that 2005 is near.     
 
Keywords: Financial instruments accounting, Fair Value, International Accounting, IAS, Portugal 
 
Resumo 
O objectivo deste estudo é analisar as práticas das empresas cotadas em Portugal ao nível da 
contabilização dos instrumentos financeiros e compará-las com as exigências das Normas Internacionais 
de Contabilidade (NIC) 32 e 39.  
Analisámos compreensivamente os Relatórios e Contas de 2001 utilizando o método de análise de 
conteúdo baseado numa lista de categorias pré-construída composta por 120 categorias de informação e 
370 respostas possíveis. Os nossos resultados mostram que as práticas contabilísticas relativas a 
instrumentos financeiros não derivados estão longe das exigências das NIC 32 e 39, designadamente ao 
nível dos instrumentos financeiros para os quais é exigido a mensuração ao justo valor (activos 
financeiros de negociação e disponíveis para venda). Quanto aos instrumentos financeiros derivados, o 
critério do justo valor está a ser usado por um grande número de empresas. Contudo, ao nível da 
contabilidade de estratégias de cobertura, a situação é bastante diferente, prevendo-se a necessidade de 
grandes alterações aquando da passagem para as NIC. Estes resultados trazem novas evidências sobre o 
impacto da estratégia da União Europeia relativa a 2005. 
 
Palavras chave: Contabilidade dos instrumentos financeiros, Justo Valor, Contabilidade Internacional, 
NIC, Portugal 
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I. INTRODUCTION 

International standard setters have been coming to recognise the need for change in the 

conventional accounting model, setting fair value accounting for financial instruments 

in several standards1. For example, in a first phase IASB and FASB issued standards 

which require fair value at disclosure level: IAS 32 Disclosure and Presentation, FAS 

105 Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk 

and Financial Instruments with Concentrations of Credit Risk and FAS 107 Disclosures 

about Fair Value of Financial Instruments. Nowadays, these bodies are at a more 

advanced phase in terms of fair value accounting, after the publication of standards 

which require fair value at measurement and recognition level: IAS 39 Financial 

Instruments: Recognition and Measurement2, FAS 133 Accounting for Derivative 

Instruments and Hedging Activities3, amended by FAS 149 Amendment of Statement 

133 on Derivative Instruments and Hedging Activities and by FAS 138 Accounting for 

Certain Derivative Instruments and Certain Hedging Activities - an amendment of 

FASB Statement 133. 

In 2002, the European Parliament and the Council adopted the Proposal of regulation 

(Regulation 1606/2002) of the European Commission regarding the use and adoption of 

International Accounting Standards within the European Community. This regulation 

states that for each financial year starting at the 1st January 2005, companies whose 

securities are traded on a regulated market shall prepare their consolidated accounts in 

accordance with International Accounting Standards adopted by the Commission. Each 

member state may permit or require listed companies to prepare their annual accounts 

and other companies to prepare their consolidated or annual accounts in conformity with 

those International Accounting Standards. 

The adoption of the International Accounting Standards means, among other things, a 

change in the principle stated in the Fourth Council Directive (78/660/EEC) by which 

the items shown in the annual accounts should be valued on the basis of the principle of 

purchase price or production cost. So, in September 2001, The Parliament and the 

Council adopted the 2001/65/EC Directive which amends Directives 78/660/EEC, 

83/349/EEC and 86/635/EEC as regards the valuation rules for the annual and 

                                                 
1 Fair value accounting has also been required for other types of assets. That is the case of IAS 40 
Investment Property and IAS 41 Agriculture that use fair value as reference measurement criterion.  
2 Issued in March 1999, effective from 1st January 2001. 
3 Originally, to be effective after 15th June 1999, then deferred to 15th June 2000, by FAS 137. 
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consolidated accounts of certain types of companies as well as of banks and other 

financial institutions, allowing fair value valuation for certain types of assets and 

liabilities. 

The 2001/65/EC Directive and Regulation 1606/2002 are effective signs of the 

irreversibility of the accounting harmonization process within Europe, meaning that 

Portuguese companies will have to adopt IAS very soon. 

Regarding financial instruments recognition and measurement, there are several 

differences between Portuguese accounting standards and IAS. In Portugal, financial 

assets and liabilities are not valued at fair value (except the trading securities of 

financial institutions) and hedge accounting rules are much less restricted.  

The new European Union accounting strategy concerning the year 2005 and the recent 

developments in financial instruments accounting standards have prompted studies 

about, both the fair value accounting of financial instruments and current compliance 

with International Accounting Standards. 

The purpose of this paper is twofold. First, we want to analyse current accounting 

practices for financial instruments by Portuguese companies and address the following 

questions: 

- How are Portuguese companies accounting for financial instruments (including 

derivatives) costs, gains and losses? 

- How are Portuguese companies calculating and disclosing the fair value of 

financial instruments? 

- How are Portuguese companies disclosing the risks of their financial instruments 

positions? 

- Is the disclosed information understandable, comparable and therefore useful to 

financial agents? 

Then, we want to compare these practices with the measurement, recognition and 

disclosure requirements of International Accounting Standards 32 and 39, in order to 

ascertain how far the Portuguese companies are from IAS requirements. 

This empirical work enables us to estimate the impact of the European Union 

accounting strategy concerning 2005.  
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The remainder of the paper is organised as follows: Section II reviews prior literature. 

Section III contains the regulatory background related to financial instruments 

accounting comparing Portuguese standards and IAS 32 and 39. The data and research 

method are detailed in Section IV. Section V presents empirical results while Section VI 

discusses the results and outlines future research. 

II. PRIOR LITERATURE 

Our research is based on the harmonization and comparability literature. Tay and Parker 

(1990) make a very clear distinction between, what they call, de jure harmony (that of 

accounting regulations) and de facto harmony (that of companies’ actual practices). The 

first does not necessarily imply the second one (for example, if the standards allow for 

options), nor does the second necessarily mean that the first exists4. Furthermore, they 

also clarify the concept of compliance with regulations, presenting differences in 

accounting regulations between countries. They argue that “when seeking to measure 

compliance, the different types of regulations, and the different types of companies to 

which they relate, must be distinguished” (p. 75).  

van der Tas’s (1992) comment on Tay and Parker (1990) clarifies the concept of 

compliance, saying that quantifying the compliance or observance degree with a 

standard is not the same as measuring harmonization (because, as IAS allows different 

methods, compliance may be high but harmony may be low). Additionally, van der Tas 

makes a very interesting point for our research, focusing the problem of non-disclosure. 

If the same method is used to quantify measurement harmony and to quantify disclosure 

harmony, very strange conclusions will be reached. If a lot of companies decide to do 

not disclose, this will mean, according to Tay and Parker’s method, a high degree of 

harmony, but what we may actually have is very different situations (companies to 

which the particular item does not apply, or companies that simply do not comply with 

the standard). So, it is important to note that the methods used to analyse measurement 

items cannot be used (or at least, must be used with caution) in analysing disclosure 

items.   

This discussion has important implications for our empirical study. In fact, according to 

Tay and Parker (1990), we will develop a de facto harmony analysis because we will 

analyse accounting practices in a one-year period study. Also, as the study includes 

                                                 
4 For a literature review of de jure and de facto harmony studies see Cañibano and Mora (2000). 
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several items related to disclosures, the appropriate method of analysis involves 

quantifying the number (or percentage) of companies that disclose a given item or that 

adopt a given recognition/measurement criterion. Cañibano and Mora (2000) also 

emphasise the importance of an adequate definition of the research aim in order to 

choose the most appropriate method. Index based methods (van der Tas, 1988) and 

statistical models (first suggested by Tay and Parker, 1990, and then revisited by Tay 

and Parker, 19925) are not alternatives. Statistical models are better suited to measuring 

the level of harmony between countries. The construction of indexes is suitable for 

determining if companies adopt the same accounting method.   

Aisbitt (2001) refers to some problems of index based studies, especially reliability 

problems caused by the treatment given to non-disclosure and by the marked effect of 

the number of accounting methods considered on the index. Indexes also have validity 

problems in capturing increases or decreases in harmony and in capturing the 

comparability of the financial statements (again, with respect to non-disclosure, a high 

index does not necessarily mean that they are comparable; it is by analysing the reason 

for non-disclosure that we will discover whether there is really an increase in harmony). 

So this work highlights the problem of using indexes to analyse disclosure items, which 

is of great importance for our study. 

Considering the objectives of our empirical study, we will focus our attention on 

empirical studies that analyse accounting decisions and disclosure practices in terms of 

their compliance degree either with IAS or with financial instruments’ accounting 

standards. 

Early studies on compliance with IAS include Evans and Taylor (1982) and Nobes 

(1990). Evans and Taylor studied the impact of IAS on the financial reporting in 

member nations by analysing companies’ financial reports. Nobes (1990) also used the 

financial reports6 of companies to ascertain the degree of compliance with IAS. Both 

studies present the results in terms of compliance rates (percentage of companies which 

meet IAS requirements) and find low compliance rates, meaning the IASC had little 

influence over each country’s accounting practices.  

                                                 
5 More recently, Archer et al. (1996) and McLeay et al. (1999) developed measurement techniques based 
on statistical models. 
6 Another important source of data for compliance studies is survey data published by consulting 
companies or compiled by authors (Doupnik and Taylor (1985); Purvis et al. (1991)).  The disadvantages 
of using survey data are summarized by Nobes (1987). 
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More recently, Street and Gray (1999), Street et al. (1999) also investigated the extent 

of compliance with IAS based on companies’ annual reports and presented the results in 

terms of the number of companies that comply/do not comply with IAS requirements. 

The first paper, which analyses US companies accounting practices in terms of their 

compliance with IAS disclosure requirements, indicates that the sample companies 

generally comply with IAS, more because of the consistency between IAS and US 

GAAP, than because of voluntary compliance. Street et al. (1999) analyze companies 

that claim to comply with IAS and conclude that there is significant noncompliance 

(selective compliance) indicating that many companies would like the status that the 

adoption of IAS gives but do not in practice fulfill every requirement.  

More directly related to financial instruments accounting standards, Chalmers (2001) 

and Chalmers and Godfrey (2000) studied the degree of compliance with Australian 

financial instruments accounting standards, namely AASB 1033 Presentation and 

Disclosure of Financial Instruments, among Australian companies. By analyzing the 

number of companies that comply, these studies show high levels of non-compliance 

among sample companies and problems of understandability, comparability and 

consistency with derivative disclosures. 

 

III. REGULATORY BACKGROUND 

In this section, we present the regulatory background related to financial instruments’ 

accounting. We adopt the definition of financial instrument of IAS 32 (2000, para. 5), 

which is “any contract that gives rise to both a financial asset of one enterprise and a 

financial liability or equity instrument of another enterprise”7. IAS 32 and 39 apply to 

all financial instruments except to interest in subsidiaries, associates and joint ventures, 

leases, employee benefit plans and insurance contracts. Equity instruments issued by the 

reporting enterprise (options, warrants that are classified as shareholders’ equity) are 

excluded from IAS 39, but are covered by IAS 32.  

 

                                                 
7 In this regulatory background description we are going to follow the 2000 versions of IAS 32 and IAS 
39 because these were the versions that were operative for financial statements in 2001 (the year of our 
empirical study). 
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Portugal8 

Non-financial companies 

In Portugal, accounting rules applied to non-financial companies are contained in the 

Accounting Act (POC - Plano Oficial de Contabilidade, Decree-law 410/89) and in the 

Accounting Directives (Directrizes Contabilísticas) issued by the Portuguese 

Accounting Standards Board (Comissão de Normalização Contabilística)9.  

The Accounting Act establishes two principles that are relevant to our analysis: 

- Historical cost: the accounting registers should be based on acquisition or production 

costs; 

- Prudence: it is possible to include some degree of caution in the financial statements in 

situations when predictions are uncertain, but without allowing for hidden reserves or 

excessive provisions or the deliberate imbalance of assets and liabilities. 

Regarding the valuation criteria for short-term financial assets and financial 

investments, the Accounting Act defines the adoption of the lowest of acquisition cost 

or the market price. If the acquisition cost exceeds the market price, this amount is 

recognised as a provision. 

Accounting Directive 17 covers exchange-traded futures. The measurement criterion 

depends on the type of operation. Trading operations are accounted at market value, 

with market value changes being immediately recognised in the profit and loss account. 

In hedging operations, the principle is the matching of the hedged and the hedging 

positions, meaning that when the hedged position is held at cost, the gains/losses of the 

future are deferred until the gains and losses of the hedged position are recognised.  

Directive 17 does not cover the other type of financial instruments. According to 

Accounting Directive 18, non-financial companies are obliged to comply with 

International Accounting Standards in the absence of national accounting rules. 

                                                 
8 In April, 2004, it was approved the Decree-Law 88/2004 which is the transposition to Portugal of the 
2001/65/EC Directive, allowing, not obliging (it is not mandatory) Portuguese companies (financial and 
non-financial) to adopt fair value accounting for financial instruments in their consolidated accounts from 
1st January 2004 onwards. This regulatory review is based on the mandatory standards, and thus does not 
include the provisions of Decree-Law 88/2004. 
9 The Portuguese Accounting Standards Board is an independent technical body, which functions under 
the Ministry of Financial Affairs. According to Decree-Law 367/99, its main objective is to issue 
standards and establish accounting procedures, harmonized with European and International Standards of 
the same nature, in order to achieve higher quality financial information. One of its powers is to issue 
Accounting Directives, which are compulsory and approved by the Finance Minister. 
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Portuguese companies are therefore subject to IAS relative to most financial 

instruments, including almost all derivative instruments.  

To sum up, accounting rules for non-financial companies in Portugal include fair value 

measurement in futures contracts accounting (trading operations). As far as other off-

balance-sheet financial instruments are concerned, there are no specific accounting 

rules. The on-balance-sheet financial instruments should be measured at cost (or market 

value, if it is lower). 

Financial companies 

Regarding credit institutions and financial companies, the accounting rules are 

established by the Portuguese Central Bank (Banco de Portugal), through its Instruction 

no. 4/96, which establishes the Accounting Act for the Banking System (PCSB - Plano 

de Contas do Sistema Bancário). 

The Accounting Act for the Banking System establishes the principle of Prudence, 

which means that it is possible to include some degree of caution in the financial 

statements in situations when predictions are uncertain, but without allowing for hidden 

reserves or excessive provisions or the deliberate imbalance of assets and liabilities. 

In financial companies, fair value should be applied to trading securities and to FRAs, 

futures, options and swaps when used in trading operations. Changes in the fair value 

should be registered in profits and losses for the period in which they occur. Regarding 

operations that qualify for hedging accounting, the profits and losses of the hedging 

instruments and the hedged instruments are registered simultaneously, with the 

measurement criterion of the hedged position prevailing. 

International Standards 

IAS 32 – Financial Instruments: Disclosure and Presentation 

This Standard “prescribes certain requirements for presentation of on-balance-sheet 

financial instruments and identifies the information that should be disclosed about both 

on-balance-sheet (recognised) and off-balance-sheet (unrecognised) financial 

instruments” with the objective of enhancing “financial statement users’ understanding 

of the significance of on-balance-sheet and off-balance-sheet financial instruments to an 
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enterprise’s financial position, performance and cash-flows”10. Regarding fair value, 

this Standard is seen as a first step to the fair value measurement of financial 

instruments, as it prescribes the disclosing of both recognised and unrecognised 

financial instruments’ fair value information. When it is not practicable to determine the 

fair value with reliability, this fact must be disclosed. 

IAS 39 – Financial Instruments: Recognition and Measurement 

According to this Standard, all financial assets and liabilities, including derivatives, 

should be recognised in the Balance Sheet. After initial recognition (which should be 

made at cost), all financial assets should be measured at fair value11. Regarding 

financial liabilities, this Standard establishes that held-for-trading liabilities and 

derivatives are measured at fair value. Other financial liabilities are measured at cost (or 

amortised cost). Changes in fair value are registered on the profit and loss account for 

the period in which they occur. Changes in fair value of available-for-sale financial 

assets may be recognised either in the profit/loss account or on equity. IAS 39 

establishes that derivatives are always considered as held-for-trading, unless they are 

identified as hedging instruments, in which cases special accounting rules are 

established. The table below compares Portuguese accounting rules and IAS 32 and 39, 

highlighting the differences between the two.   

                                                 
10 In IAS 32 (2000), Objective. 
11 Except the following categories of financial assets: a) loans and receivables originated by the 
enterprise; b) held-to-maturity investments; c) non-quoted financial assets, for which fair value cannot be 
reliably measured. 
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 International Accounting Standards Portuguese Standards 
 Non- financial companies Financial companies 
 IAS 32/39 Accounting Act/ Acc Directive 17 Accounting Act for the Banking System 

Scope All enterprises Non-financial enterprises Financial enterprises 
 All financial instruments (with exceptions: 
interest in subsidiaries, associates and joint 
ventures, leases, employee benefit plans, 
insurance contracts) 

Only primary financial instruments (among others, cash, 
receivables, payables, financial investments, treasury) and 
exchange traded futures 

All financial instruments 

Definitions 
Financial instrument Any contract that gives rise to both a financial 

asset of one enterprise and a financial liability 
or equity instruments of another enterprise 

Same as IAS Same as IAS 

Financial asset Any asset that is cash, contractual right to 
receive cash or another financial asset, 
contractual right to exchange financial 
instruments under conditions that are 
potentially favorable or an equity instrument of 
another enterprise. 

Same as IAS Same as IAS 

Financial liability Contractual obligation to deliver cash or 
another financial asset or to exchange financial 
instruments under conditions that are 
potentially unfavorable  

Same as IAS Same as IAS 

Equity instrument Any contract that evidences a residual interest 
in the assets of an enterprise after deducting all 
of its liabilities 

Same as IAS Same as IAS 

Fair value Amount for which an asset could be exchanged 
or a liability settled, between knowledgeable, 
willing parties in an arm’s length transaction 

Same as IAS N. A.  

Derivative Financial instrument whose value changes in 
response to the change in a specified interest 
rate, security price, commodity price, foreign 
exchange rate, index of prices or rates, that 
requires no initial net investment and that is 
settled at a future date 

Financial instrument whose fair value changes reflect fair value 
changes of the underlying; allows the transference of the risk of 
an underlying financial instruments; there is no reference to no 
initial investment 

Financial instrument whose value is related to the 
price of the underlying asset, exchange rate or index; 
there is no reference to no initial investment 

Recognition All financial assets and financial liabilities are 
recognized on the balance sheet, including all 
derivatives 

Only primary financial instruments are recognized on the 
balance sheet 

Only primary financial instruments are recognized on 
the balance sheet; off-balance sheet accounts should 
be used for derivatives reporting 

Derecognition Lost of control of the contractual rights (by 
expiration, realization or surrender) of the 
asset; extinguishing of the obligation specified 
in the liability (by discharging, expiration or 
cancellation) 

Not available in applicable portuguese accounting standards 
(N. A., hereon) 

Allows derecognition if most of the risks and benefits 
are transferred  and the value of the retained risks and 
benefits may be reliably measured 
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Measurement 
Initial Measured at the fair value of what was received 

or paid; Transaction costs are included in the 
initial measurement of all financial instruments 

Acquisition cost (includes transaction costs) Acquisition cost or nominal value (discounted 
securities), not including transaction costs 

Subsequent 
Financial Assets 
Held for trading  Fair value LOCOM Same as IAS 
Available for sale Fair value LOCOM  Acquisition cost or nominal value (discounted 

securities) 
Derivatives Fair value Futures for trading: Same as IAS FRA, Swaps, Futures and Options (exchange traded 

or OTC) for trading : Same as IAS 

 Other derivatives: N. A.  
Loans and receivables originated 
by the enterprise 

At cost / amortized cost + impairment test Cost Cost 

Held to maturity At cost / amortized cost + impairment test LOCOM Acquisition cost or nominal value (discounted 
securities) 

Assets whose fair value cannot 
be reliably measured - unquoted 
equity instrument + derivative  
linked to and that must settled by 
the delivery of such an 
instrument 

At cost / amortized cost + impairment test Not applicable Not applicable 

Strict test for held-to-maturity Ability to hold to maturity Not applicable Same as IAS 

Tainting of held-to-maturity by 
early sale  

Exists; expires after 2 years Not applicable Does not exist 

Financial Liabilities 

Financial liabilities other than: Amortized cost Same as IAS Cost 
Held for trading  Fair value Not possible Same as IAS 
Derivatives Fair value Futures for trading: Same as IAS FRA, Swaps, Futures and Options (exchange traded 

or OTC) for trading : Same as IAS 

  Other derivatives: N. A.  
Fair value changes 
Held-for trading (including 
derivatives): 

Net profit or loss for the period in which it 
arises 

Futures: Same; Other derivatives: N. A.  Same as IAS 
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Available -for-sale Either in the net profit or loss for the period or 
in equity until the financial asset is sold or 
determined to be impaired, at which time the 
cumulative gain or loss should be included in 
net profit or loss. 

Not applicable Not applicable 

Hedging 
 Only hedging with derivatives can qualify for 
hedge accounting, except hedge of a foreign 
currency risk 

Implicitly, the same Implicitly, the same 

 Three types of hedging relationships: fair value 
hedge; cash-flow hedge; hedge of a net 
investment 

Does not exist Does not exist 

Hedge accounting The hedging and the hedged items are 
measured at fair value (even if the hedged item 
would not be measured at fair value 
individually) 

Futures: Match of measurement criteria: the hedged position 
determines the measurement criterion for the hedging position - 
Always deferral hedge accounting;                                                
Other derivatives: N. A.  

Match of measurement criteria: the hedged position 
determines the measurement criterion for the hedging 
position 

 Allows for macro hedging for a portfolio hedge 
of interest rate risk 

Implicitly, the same Implicitly, the same 

Qualification for hedge 
accounting 

Formal documentation since the inception Same as IAS Same as IAS 

 Expected to be highly effective (80-125%) Does not exist Same as IAS, but not quantified 
 Highly probable forecasted transaction Does not exist Same as IAS, plus expected time less than a year 
 Effectiveness can be reliably measured Does not exist Does not exist 
 Assessment of hedge effectiveness during the 
period 

Same as IAS Same as IAS 

  
Disclosure 
Accounting Policies Accounting policies separately for each class of 

asset/liabilities 
Same as IAS Same as IAS 

Fair value Fair value calculation methods and significant 
assumptions 

Not required Not required 

Fair value changes in Available-
for-sale financial assets  

Amount recognized/removed in/from equity Not applicable Not applicable 

 
Inability of reliability in 
measurement  

Financial assets description Not required Not required 

 Their carrying amount Not required Not required 
 Explanation of the reason Not required Not required 
 Range of estimates within which the fair value 

is likely to lie 
Not required Not required 
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Information about securitization 
and repurchase agreements 

Accounting policy Not required Same as IAS 

 Nature and extent Not required Same as IAS 
 Collateral Not required Same as IAS 
 Information about the key assumptions used in 
calculating the fair value of new and retained 
interests 

Not required Not required 

 Whether the financial assets have been 
derecognized 

Not required Same as IAS 

 
Derivatives Risk management policy, including hedging 

policy  
Futures: Same as IAS Same as IAS 

 Objectives of holding or issuing derivatives Futures: Same as IAS Same as IAS 
 Accounting policies and methods adopted  Futures: Same as IAS Same as IAS 
 Monitoring and controlling policy  Futures: Same as IAS Same as IAS 
 Financial controls Futures: Same as IAS Same as IAS 
 Segregation by risk categories Futures: Same as IAS Same as IAS 
 Principal, stated value, face value, notional 
value 

Futures: Same as IAS Same as IAS 

 Maturity Futures: Same as IAS Same as IAS 
 Weighted average/effective interest rate Futures: Same as IAS Same as IAS 
 Information about hedging transactions Futures: Same as IAS Same as IAS 
 Hedging description Futures: Same as IAS Same as IAS 
 Accounting method Futures: Same as IAS Same as IAS 
 Financial instruments designated as hedging 
instruments 

Futures: Same as IAS Same as IAS 

 Fair values Not required Not required 
 Nature of the risks being hedged Futures: Same as IAS Same as IAS 
 The period in which forecasted transactions are 
expected to occur 

Not required Not required 

 The period they are expected to enter in income Not required Not required 
 The amount recognized in equity in cash-flow 
hedging 

Not required Not required 

 The amount removed from equity and 
recognized in income 

Not required Not required 

 The amount removed from equity and added to 
initial measurement of the acquisition cost 

Not required Not required 

Information about interest rate 
risk 

Future changes in interest rates Not required Not required 
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 Maturity dates Not required Same as IAS 
Information about credit risk Counterparties identification Not required Not required  

 Maximum amount of credit risk exposure  Not required Not required  
 Significant concentration of credit risk Not required Not required  

Information about collateral  Terms and conditions Same as IAS Same as IAS 
 Carrying amount and fair value Not required Not required 
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Analysing Table 1, we conclude that the two standards are not as alike as one might 

think at first sight. In fact, Portuguese accounting directives (which include Directive 17 

Futures) are almost a transposition of IAS to Portugal (Portuguese Accounting 

Standards Board, 2003). One of the most obvious facts is the lack of derivatives’ 

accounting standards for non-financial companies. This lack is remedied by Accounting 

Directive 18 that establishes compliance with IAS whenever Portuguese standards are 

not available. So, it can be expected that Portuguese companies are already making use 

of IAS 32 and 39 in their derivatives accounting. Further evidence is the difference in 

hedge accounting rules. In fact, Portuguese rules indicate that the measurement criteria 

of the hedged position define the measurement criteria of the hedging derivatives. This 

means that, since historical cost is the basis of measurement in almost all financial 

instruments, hedge accounting is based on the deferral of gains and losses. There is only 

one exception to this – the hedging of the trading securities of financial institutions that 

are already marked to the market. With respect to non-derivative financial instruments, 

there are some quite striking differences, particularly in non-financial companies: the 

general measurement criterion is LOCOM and fair value has not been introduced yet. 

Accounting rules for financial companies are closest to IAS since fair value is accepted 

for trading financial instruments. 

Next, we complement this comparison between Portuguese standards and IAS with an 

analysis of accounting practices by Portuguese companies. 

 

IV. RESEARCH METHOD AND DATA 

Research Method 

With the aim of identifying accounting practices for financial instruments, we applied 

content analysis technique to listed companies’ annual reports.  

Holsti (1969, p. 14) says that content analysis is “any technique for making inferences 

by objectively and systematically identifying specified characteristics of messages”. 

Content analysis has been widely used in accounting research, namely applied to annual 

reports in order to analyse several issues, such as social, environmental, research and 

development disclosures. The following table summarise some of these studies. 
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Table 2: Selected accounting studies that use content analysis 

Author(s)   Accounting Issue Object 

Bettman, J. Weitz, B. 1983 Corporate Performance Letters to Shareholders 

D'Aveni, R.A. MacMillan, C. 1990 Bankruptcy Letters to Shareholders 

Entwistle, G.  1999 Research & Development 

Disclosures  

Annual Reports 

Frazier, K. Ingram, R. 

Tennyson, B. 

1984 Methodological issues All narrative accounting 

disclosures 

Ingram, R. Frazier, K. 1980 Environmental Performance Annual Reports 

Mason, S. McCartney, S., 

Sherer M. 

2001 Value of management letters to 

unlisted companies 

Management letters 

Milne, M. Adler, R. 1999 Environmental Disclosures 

(Literature review) 

n.a. 

O'Dwyer, B.  2001 Environmental Disclosures Annual Reports and 

environmental reports  

Shrives, P. Linsley, P. 2002 Risk disclosures Annual Reports 

Tennyson, M. Ingram, R. 

Dugan, M. 

1990 Bankruptcy  Narrative disclosures 

Unerman, J.  2000 Environmental Disclosures 

(Literature review) 

n.a. 

Williams, S.  2004 Information technology disclosures 

(Year 200) 

Annual Reports 

 

Jones and Shoemaker (1994) reviewed a large number of studies that use content 

analysis within accounting research. They identified 68 studies that are classified in 

thematic (which focus on themes) and syntactic studies (which focus on the cognitive 

difficulty of reading a message)12. They present a wide description of data units, coding 

methods and measurement models used in textual accounting research. They also 

address reliability and validity issues. 

Specifically concerning financial instruments, we refer to some recently published 

studies that examine information published on the companies’ annual reports in order to 

identify accounting practices.  They are summarized in the following table. 

                                                 
12 Since, according to this classification, our study is included in the thematic analysis category, the 
literature review presented in Table 2 only covers this type of studies. 
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Table 3: Content analysis studies on accounting practices for financial instruments 

 Instrument/Standard Country 

Woods and Marginson (2004) Derivatives/ FRS1313 United Kingdom 

Chalmers and Godfrey (2000) and 

Chalmers (2001) 

Derivatives / AASB 103314 Australia 

Blankley et al. (2000) and Roulstone 

(1999) 

Derivatives / FRR 4815 United States of America 

Edwards and Eller (1995), (1996) 

and Mahoney and Kawamura (1995) 

Derivatives/ SFAS 11916 United States of America 

 

All studies are specifically concerned with derivative accounting and disclosure 

practices. We extended our analysis to all financial instruments. In order to develop the 

content analysis of the annual reports, we drew up a list of the categories of inquiry and 

possible responses that we were interested in analysing. These categories and responses 

covered the items that would assist our attempt to identify the adoption of IAS 39 

measurement and recognition rules and the existence and content of disclosures required 

by IAS 32 and IAS 3917. 

The analysis of the annual reports was structured into two levels: 

1 – Analysis of the Balance sheet and Income statement to obtain numerical information 

about financial instruments. The amounts of the following items were collected:  

- Financial investments, excluding: parts of capital in group companies and associated 

companies, loans to group and associated companies and prepayments;  

- Short-term marketable securities;  

                                                 
13 FRS 13: Derivatives and other Financial Instruments: Disclosures, issued by the UK Accounting 
Standards Board, 1998. 
14 AASB 1033: Presentation and Disclosure of Financial Instruments, issued by the Australian 
Accounting Standards Board (AASB), 1996. 
15 FRR 48: Disclosure of Accounting Policies for Derivative Financial Instruments and Derivative 
Commodity Instruments and Disclosure of Quantitative and Qualitative Information about Market Risk 
Inherent in Derivative Financial Instruments, Other Financial Instruments and Derivative Commodity 
Instruments, issued by the US Securities Exchange Commission, 1997. 
16 SFAS 119: Disclosure about Derivative Financial Instruments and Fair Value of Financial Instruments, 
issued by the Financial Accounting Standards Board (FASB), 1994 
17 Before developing the content analysis for the entire sample, we conducted an exploratory analysis on 3 
selected annual reports to test the adequacy of the categories/variables identified. This exploratory 
analysis resulted in few adjustments to the first list of categories related to the amounts of gains and 
losses realised/non-realised for financial instruments, commissions due to financial instrument operations 
and amounts of collateral of derivative instruments, which were removed from the list because they were 
not reported by the companies. 
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- Loans, which include long and short term bond issues, loans and debts to credit 

institutions18. 

2 – Analysis of the Notes to the accounts, and other parts of the annual report, namely 

letter to shareholders, management report and corporate governance report in order to 

codify the quantitative and qualitative information into the pre-defined categories and 

responses. 

As derivative instruments have very specific accounting rules compared with other non-

derivative instruments, we divided this part of the analysis into three parts. The first 

relates to non-derivative financial instruments, the second to derivative instruments and 

the third to information related to all financial instruments.  

For each category of information, we qualified the type of information reported as either 

quantitative (numerical/monetary) or qualitative (narrative/descriptive) and registered 

the location in the annual report (letter to shareholders, management report, notes to 

accounts, other, including corporate governance report and certain parts). In addition, 

we recorded whether the company reports any negative information about financial 

instruments. 

In all, 120 categories and 370 possible responses were drawn up. Appendix I shows the 

list of categories19. 

 

Sample Design and Data Collection  

Our sample includes all listed companies at Euronext Lisbon on 31st December 200120. 

Appendix II contains a list of the sample companies and their respective economic 

sector.  

At the end of 2001, there were 56 quoted companies in Portugal. One company did not 

publish the annual report and accounts in 2001 and so it was excluded from the sample. 

Consequently, the final sample includes 55 companies, of which 29% are from the 

industrial sector and 20% from the financial sector. 

 

                                                 
18 This item is not applicable to financial institutions. 
19 A complete list with all the 370 possible responses is available from the authors upon request. 
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Table 4: Sample sectoral distribution 

Economic sector N 
Basic materials 7 12,7%
Consumer, cyclical 9 16,4%
Consumer, non-cyclical 4 7,3%
Financial 11 20,0%
Industrial 16 29,1%
Technology 4 7,3%
Telecommunications 3 5,5%
Utilities 1 1,8%

Total 55 100,0%

 

We began by developing a standard form to be used to collect the responses to each of 

the categories of inquiry. All data were then collected by hand from the companies’ 

2001 annual reports. A separate form was completed for each company. Finally, we 

entered the responses from the completed forms in a database from which the data could 

be analysed (SPSS software). 

Besides the data related to the categories of inquiry, we also collected information about 

certain firm characteristics to allow a better understanding of the companies’ accounting 

and disclosure practices. The characteristics selected are: size, industry, auditor type, 

listing status, degree of multinationality, shareholders/creditors relationship and the 

importance of shareholders. The proxies for these variables are shown in the following 

table. 

 
Table 5: Firm characteristics 

Size Total assets 
Decimal log of total assets 
Total sales 
Decimal log of total sales 

Industry Financial/Non-financial (1 = yes; 0 = no) 
Auditor type Big5 / Non Big5 
Listing status Listed, origin country stock exchange/ Listed, (one) foreign stock exchange / 

Multilisting, including USA / Multilisting, not-including USA 
Multinationality Sales outside Portugal/ Total sales 
Shareholders/creditors Total liabilities/ Total assets 

Financial liabilities / Total assets 
Debt/Equity 

Shareholders Market value/ Total assets 

 

The main descriptive statistics are the following: 

                                                                                                                                               
20 We chose the year 2001 because it is the year that IAS 39 became effective and it is the last year that 
there were published annual reports when we started the research. 
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Table 6: Descriptive statistics 

Continuous variables 
 N Min Max Mean Std. 

Deviation 
Total assets (10^6 euros) 55 22,05 358137,51 10833,29 48944,85
Liabilities/ Asset (%) 55 37,91 96,33 72,55 15,06
Liabilities /Equity (D/E) 55 ,61 26,28 4,93 5,51
Sales (10^6 euros) 55 5,80 34885,49 1720,26 4890,21
Sales to foreign countries/Sales (%) 45 ,00 93,46 28,84 31,02
Market value /Assets (%) 55 3,36 219,49 37,12 39,95
Financial liabilities/ Assets (%) 45 ,04 63,60 35,25 15,21
Categorical variables 

Variable Attributes N  
Listing status    
 Listed, origin country stock exchange 50 90,91% 
 Listed, (one) foreign stock exchange 0 0,00% 
 Multilisting, including USA 5 9,09% 
 Multilisting, not-including USA 0 0,00% 
Auditor status    
 Big five 42 76,36% 
 Not Big five 13 23,64% 
 

V. EMPIRICAL RESULTS  

In this section, we present the main results of the content analysis of the annual reports 

of the Portuguese stock exchange listed companies. The structure of this section is 

based on the list of categories used in the content analysis. First of all, we characterize 

the financial instruments’ (excluding derivatives) accounting practices, then the 

derivatives ones and, finally, we present the results for items related to all financial 

instruments.  

In accordance with previous empirical studies whose objectives are the same as for this 

(Tay and Parker, 1990; Evans and Taylor, 1982; Nobes, 1990; Street and Gray, 1999; 

Street et al., 1999; Chalmers, 2001 and Chalmers and Godfrey, 2000), we are going to 

present an analysis of the collected information based on descriptive statistics. This 

analysis allows us to attain two objectives. First, we want to answer to the following 

questions: 

- How are Portuguese companies accounting for financial instruments (including 

derivatives) costs, gains and losses? 

- How are Portuguese companies calculating and disclosing the fair value of 

financial instruments? 
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- How are Portuguese companies disclosing the risks of their financial instruments 

positions? 

- Is the disclosed information understandable, comparable and so useful for 

financial agents? 

Next, we want to ascertain how far the actual accounting practices for financial 

instruments by companies are from the recognition, measurement and disclosure 

requirements of IAS 32 and 39.  

Before presenting the results, a note must be made relating to non-disclosure. We were 

very careful when classifying a company as a non-disclosing one. An item was 

considered non-disclosed only if it was applicable to the company. In the opposite case, 

it was considered non-applicable and the company was excluded from the analysis of 

that specific item.  

 

Financial Instruments, excluding derivatives 

Measurement 

Regarding measurement criteria, Portuguese companies use historical cost accounting, 

combined with the prudence principle. All categories of financial assets are measured at 

cost or amortised cost by the majority of the companies (between 73% and 98%, 

according to the financial asset category). 

20% of the companies measure held-for-trading financial assets at market value or fair 

value. If we analyse the sectorial distribution of these companies, we conclude that 

almost all of them belong to the financial sector (8 among 9 companies). This result was 

expected since the Accounting Act for the Banking System has already required held-

for-trading financial assets to be measured at market value. 

IAS 39 requires that available-for-sale financial assets are measured at fair value. 

Regarding this category of assets, the scenario is very far removed from that defined by 

IAS 39, given that only 2 companies adopt that criterion. 

Concerning held-for-trading liabilities, the measurement criterion most used is fair 

value. Among the companies that report this category of financial instrument (only 3), 

two companies adopt fair value and the other does not disclose the measurement policy. 
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Table 7: Accounting Policies 

 Non 
disclosing

Cost or 
amortised cost 

Fair value or 
market value

Held-for-trading financial assets  3 (6,7%) 33 (73,3%) 9 (20,0%) 
Held-to-maturity financial assets  1 (2,0%) 48 (98,0%) 0 
Loans and Receivables Originated by the Enterprise 1 (1,8%) 54 (98,2%) 0 
Available-for-sale financial assets 1 (1,9%) 50 (94,30%) 2 (3,8%) 
Held-for-trading Liabilities  1 (33,3%)  2 (66,7%) 
Other financial liabilities 1 (1,8%) 54 (98,2%) 0 
Notes: 

(1) Number of companies that adopt each method. Between brackets, it is the weight in the total number 

of sample companies. 

 

Fair value disclosures 

According to IAS 32 and 39, companies are required to disclose the fair value 

determination method and the significant assumptions adopted. Forty-five companies do 

not disclose the first item21. The market price is reported by 7 companies. One company 

reports the adoption of the discounted cash-flows method and two companies use more 

than one calculation method (including the market price). None of them discloses the 

significant assumptions. Financial companies have higher disclosure levels compared 

with the non-financial ones. In fact, our results show a non-disclosing percentage of 

27% companies in the financial sector against 95,5% companies in non-financial 

sectors. 

 

Available-for-sale assets 

IAS 39 requires firms to disclose if the gain or loss in available-for-sale financial assets 

is recognised directly in net profit or loss or in equity. Among the companies that adopt 

fair value in available-for-sale assets, only one discloses that it includes the fair value 

changes in equity. This company also discloses, as required by IAS 39, the amount 

recognised and the amount removed from equity during the period. 

 

  

                                                 
21 As cost or amortised cost criteria include accounting for provisions when there are non-realisable 
losses, we considered that this item (disclosure of fair value calculation method) is applicable to all 
sample companies. 
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Table 8: Fair value changes in available-for-sale assets 
 N % 

Non-disclosing 2 66.7 
Equity 1 33.3 
Total 322 100.0 
Non-applicable 52  

55  

 

When the presumption that fair value can be reliably measured has been overcome, IAS 

39 requires additional disclosures, namely the description of the financial assets, their 

carrying amount, the reason for it and the range of estimates within which fair value is 

likely to lie. Eight companies report the existence of this type of situation; but the 

disclosure level is insufficient. Only one company (from the financial sector) describes 

the financial assets and explains why fair value cannot be reliably measured; none of the 

companies discloses the carrying amount of the assets or the range of estimates within 

which fair value is likely to lie. 

 
Table 9: Presumption of reliability in measuring fair value 

PANEL A Yes No 
Non possibility of reliable measure 8 (66,7%) 3 (33,3%) 

 
PANEL B Non-disclosing Disclosing 

 Financial Non-financial Financial Non-financial 
Description of the financial assets 6 1  1  
Carrying amount 7 1   
Reason 6 1 1  
Range of estimates 7 1    

Note: This analysis includes only the companies that adopt fair value for one category of financial assets 

or liabilities, which is 11 companies. 

 

Lastly, regarding the location of the disclosures about financial instruments accounting 

policies and about fair values in the annual report, all firms report this information in 

the Notes to the accounts. 

Summing up, this analysis suggests that the accounting practices for financial 

instruments by companies listed on the Portuguese stock exchange are very far from 

what IAS 32 and 39 require. This is especially observed in the measurement and 

recognition criteria applied to the categories of financial instruments for which the 

                                                 
22 This number includes one company that does not disclose the available-for-sale assets accounting 
policies (and so potentially could adopt fair value). 
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adoption of fair value is required (that is, held-for-trading and available-for-sale 

financial assets). There is one exception: financial companies have been already using 

fair value for held-for–trading assets. However, as far as the available-for-sale assets are 

concerned, there is almost complete divergence between current practice and IAS 39 

requirements. Additionally, the quality of disclosures is less than satisfactory. The main 

weaknesses are found in the disclosure about the fair value determination. 

 

Derivatives 

Before analysing the accounting practices for derivatives, we are going to characterize 

the sample regarding the user type, instrument type, risk categories and purposes stated 

for the use of derivatives. 

User type 

The sample includes 18 companies that are explicitly derivative users with material 

positions at the end of 2001 and one company that uses derivatives but has no open 

positions at the balance sheet date. Thirty-six firms were classified as implicit non-users 

since they made no reference to derivative instruments in their annual reports. The 

following analysis is based on the 19 users of derivative instruments. 

 
Table 10: User type 
 N % Non-

financial 
Financial 

User 18 32,7 10 8 
User but not at year end 1 1,8 0 1 
Implicit non-user (a) 36 65,5 34 2 
Explicit non-user (b) 0 0 0 0 
Total 55 100,0 44 11 
Notes: 
(a) Firms with no reference to derivatives in their annual reports were considered to be implicit non-users. 
This group was excluded from the subsequent analysis relating to derivatives accounting. 
(b) This category includes the firms that explicitly refer to the fact that they do not use derivative 
instruments. In our sample, none of the firms made such a statement. 

 

Analysing the sectoral distribution of the derivative users, we conclude that in this 

category, 44,4% companies belong to the financial sector. So the group of companies 

that is now going to be analysed has a significant weight of financial companies, 

compared with non-financial ones. This situation, which may limit a generalization of 

the results, signifies a real situation. The financial companies are big derivative users 
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and so they comprise the group that should be most affected by IAS 32 and 39. It is also 

expected that financial firms have more sophisticated risk management mechanisms and 

are thus able to produce higher quality information, providing a benchmark for other 

sectors (Roulstone, 1999). 

Instruments and risks 

According to firms’ descriptions of the derivative types, the most used instrument is 

interest rate swap (66,67% of the companies), followed by the exchange rate swap and 

forward (each reported by 50% of the companies). 

 
Table 11: Instrument types 

  Instrument type 

   Swaps Options Forwards Futures 

Interest rate 12 (66,67%) 5 (27,78%) 5 (27,78%) 6 (33,33%) 

Exchange rate 9 (50,0%) 5 (27,78%) 9 (50,00%) 2 (11,11%) 

Equity 2 (11,11%) 8 (44,44%)   4 (22,22%) 

Commodities       4 (22,22%) U
nd

er
ly

in
g 

Unknown       3 (16,67%) 

Notes: 
(1) The percentages are calculated based on the total number of derivative users (18) with outstanding 
positions at final year. 
(2) When identifying the type of instruments used, the absence of a reference to a specific instrument was 
interpreted as it not being used. 

 

Purposes of holding derivative instruments 

Regarding the purposes of holding derivative instruments, most companies state 

hedging purposes only (42,1%), explicitly reporting not using derivatives for trading 

purposes. One company uses derivatives for hedging but makes no statement about 

trading operations. Trading operations are exclusively held by financial companies. 

 
Table 12: Purposes of holding derivatives 

N Financial Non-financial 
Non-disclosing 2 (10,5%) 1 1 
Hedging only 8 (42,1%) 0 8 
Hedging and no mention to trading 1 (5,3%) 0 1 
Trading 1 (5,3%) 1 0 
Hedging and Trading 7 (36,8%) 7 0 

Total 19 (100,0%) 9 10 
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Accounting policies 

Among the sample companies that use derivatives, 47,4% do not disclose any 

information, revealing a high level of non-disclosing, mainly among non-financial 

companies. Seven companies disclose the use of fair value/market value combined with 

hedge accounting in hedging operations. There is one company that uses only fair value 

measurement; this is the company that uses derivatives for trading only. 

  
Table 13: Accounting policies and methods adopted  

  N Financial Non-financial 
Non-disclosing 9 (47,4%) 2 7 
LOCOM 1 (5,3%) 0 1 
Fair value / Market value 1 (5,3%) 1 0 
Hedge accounting 1 (5,3%) 0 1 
Fair value / Market value + hedge 
accounting 

7 (36,8%) 6 1 

Total 19 9 10 

 

Analysing the hedge accounting methods, we conclude that most companies (44,4%) 

uses deferral accounting, contrary to the IAS 39 requirements23. Only two companies 

recognise gains and losses immediately in hedging operations, one in the profit and loss 

account and the other in equity. Once again, the results show a big percentage of 

companies (44,4%, the majority from the non-financial sector) that does not disclose the 

accounting method for hedging derivatives. 

 
Table 14: Hedging accounting policies 

  N Financial Non-financial 
Non disclosing 8 (44,4%) 2 6 
Deferral 8 (44,4%) 6 2 
Gain and loss account 1 (5,6%) 0 1 
Equity 1 (5,6%) 0 1 
Total 18 (100,0%) 8 10 

 

This analysis reveals that firms are not forthcoming with details about accounting 

policies applied to derivative instruments, considering the large number of non-

disclosing firms. The information disclosed by companies about accounting policies is 

                                                 
23 IAS 39 requires the gain and loss recognition of the hedged instruments measured at cost to be speeded 
up. 
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too general and consequently it is not very useful and comparable, making the analysis 

of accounting figures very difficult. 

The information about derivative accounting policies and hedging accounting policies is 

located mainly in the Notes to the accounts.  

Other policy disclosures 

Regarding other policy disclosures, financial control policy is the least disclosed item. 

Risk management policies are already being quite well disclosed by companies. 
Table 15: Derivative policies disclosures 

 Non-disclosing Disclosing 
 N Financial Non-

financial 
N Financial Non-

financial 
Risk management 
policy 

8 (40,0%) 3 5 12 (60,0%) 6 6 

Monitoring policy 9 (45,0%) 2 7 11 (55,0%) 7 4 
Financial control 13 (65,0%) 5 8 7 (35,0%) 4 3 

We also analysed the additional disclosure requirements of IAS 32 and 39 relating to 

hedging operations. Most companies disclose a description of the financial instruments 

designated as hedging instruments (72,2% of the companies) and the nature of the risks 

being hedged (77,8% of the companies).  Quite a big percentage of companies (42,1%) 

does not disclose the description of the hedge. The item that shows the biggest 

disclosure deficit is the fair value of the financial instruments designated as hedging 

instruments, which is not disclosed by 77,8% of the companies involved in hedging 

operations. This fact re-emphasises the distance between the companies’ accounting 

practices relating to the fair value calculation and disclosure (and, even worse, to the 

fair value recognition). 
Table 16: Hedging disclosures 

 Non-disclosing Disclosing 
 N Financial Non-

Financial 
N Financial Non-Financial 

Hedging description 8 
(42,1%) 

5 3 1124 
(57,9%) 

3 8 

Financial instruments 
designated as hedging 
instruments description 

5 
(27,8%) 

4 1 13 
(72,2%) 

4 9 

Their fair values 14 
(77,8%) 

5 9 4 
(22,2%) 

3 1 

Nature of the risks being 
hedged 

4 
(22,2%) 

4 0 14 
(77,8%) 

4 10 

                                                 
24 The total of the companies that disclose and the ones that do not disclose the description of the hedge is 
19 and not 18 (the number of companies that are supposed to make hedging descriptions: 16 that entered 
into hedging operations and 2 that do not say anything about the objective of holding derivatives). This is 
because one company reports “hedging actions” but does not indicate hedging instruments, and so it was 
considered a derivative non-user, developing natural hedges.     
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The forecasted transactions and the cash-flow hedges imply additional disclosures. We 

identified 8 companies that engaged in hedgings of forecasted transactions and 10 in 

cash-flow hedgings. Six companies did not disclose the type of hedge. 

 
Table 17: Hedging operation types 

 No Yes Unknown 
  Total Financial Non-Financial  
Hedges of forecasted transactions 4 8 4 4 6 
Cash-flow hedges 2 10 4 6 6 

Note: We considered “Unknown”, when the company has hedging operations, but does not disclose 
information about the type of hedging.  

 

Relating to the hedging of forecasted transactions, there is a big deficit of disclosure: 

only one company discloses the period in which the forecasted transactions are expected 

to occur and when they are expected to appear in the determination of the net profit or 

loss.  The situation is the same with respect to cash-flow hedging: total lack of 

information relating to all items required by the Standards (except for one company that 

discloses the amount recognised in equity). Here, a note regarding the bad performance 

regarding disclosure levels of the financial companies. 
 

Table 18: Hedging of forecasted transaction disclosures 
 Non-disclosing Disclosing 
 Total Financial Non-

financial 
Total Financial Non-

financial 
Period in which the transaction is expected
to occur 

7 4 3 1 0 1 

Period in which it is expected to appear in
the determination of net profit or loss 

7 4 3 1 0 1 

 
Table 19: Cash-flow hedging disclosures 

 Non-disclosing Disclosing 
 Total Financial Non-

financial 
Total Financial Non-

financial 
Amount recognised in equity 10 4 6 1 0 1 
Amount removed from equity and reported in
net profit or loss 

11 4 7 0 0 0 

Amount removed from equity and added to the
initial measurement of the acquisition cost 

11 4 7 0 0 0 

 

When it comes to the majority of derivative risk disclosures, the companies are closer to 

what is required. In fact, most companies separate the information by risk category, 

disclose the principal, stated, face or similar amount of derivative positions and their 

maturity. Non-financial companies show quite good disclosure levels for these items. 
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Table 20: Derivative risk disclosures 

 Non-disclosing Disclosing 
 Total Financial Non-

financial 
Total Financial Non-

financial 
Segregation by risk categories 5 3 2 14 6 8 
Extent 5 3 2 14 6 8 
Maturity 8 4 4 11 5 6 
Effective or weighted interest 
rate 

17 8 9 1 0 1 

 

Fair value disclosures 

Most companies (73,7%) do not disclose the derivative fair value calculation method. 

This result is not surprising, considering the results obtained in fair value information in 

other financial instruments. Once again, non-financial companies show a total lack of 

this information. 
Table 21: Derivative fair value calculation method 

Total 
N % 

Financial Non-financial 

Non-disclosing 14 73,7 4 10 
Market price 1 5,3 1 0 
Similar instrument market price 0 0 0 0 
Independent appraisal 0 0 0 0 
Discounted cash-flow analysis 0 0 0 0 
Option valuation model 0 0 0 0 
Several 4 21,1 4 0 
Total 19 100,0   

 

Regarding additional fair value disclosures required by IAS, they are almost totally 

absent, except the amount of derivative fair value, which is disclosed by 8 companies 

(six are financial companies). This means that some companies are already prepared to 

calculate the fair value of financial instruments, though they are reluctant to disclose the 

calculation method and assumptions. These factors complicate the understandability, the 

comparability and the consistency of the information. We question the usefulness of the 

information about the amount of fair value, without the other disclosures. 

 
Table 22: Fair value disclosures 

Non-disclosing Disclosing 
 N Financial Non-financial N Financial Non-financial
Fair value amount 11 3 8 8 6 2 
Significant assumptions 19 9 10 0 0 0 
Average fair value in the
period 

19 9 10 0 0 0 
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Regarding the location of derivatives fair value, all companies disclose the information 

in the Notes to the accounts. 

To sum up, we found that the fair value measurement criterion is being adopted by a 

large number of derivative users. However, with respect to hedging transactions (the 

most frequent operation in our sample companies), the gap between accounting 

practices and the relevant accounting Standards is quite wide. The majority of 

companies uses deferral accounting as the accounting method for hedging operations. 

Additionally, the level of hedging disclosure is also very low. Therefore, the adoption of 

International Standards will have its major impact on hedging accounting practices. 

Since the strategy most adopted with derivatives is hedging, we can conclude that 

companies will be required to make a big change in their derivative accounting 

practices, as a whole. A big improvement in reporting practices regarding this type of 

instruments will be needed. 

 

Financial Instruments 

We will characterize disclosure practices relating to all financial instruments 

(derivatives or not), namely, interest rate risk disclosures, credit risk disclosures, 

collateral and negative information. 

 

Interest rate risk disclosures 

Regarding interest rate risk, the level of disclosure is low when compared to that 

required by IAS 32 and 39. Only a small number of companies includes the exposure to 

future changes in the interest rates. Most companies disclose the contractual repricing or 

maturity dates of the assets and liabilities exposed to interest rate risk. 
Table 23: Interest rate risk disclosures 

Non-disclosing Disclosing 
 Total Financial Non-

financial 
Total Financial  Non-

financial 
Effects of future interest
rate changes 

51 7 44 4 4 0 

Maturity dates 21 6 15 34 5 29 

 

IAS 32 suggests several alternative formats for information disclosure, including 

tabular, narrative descriptions based on maturity time bands, fixed and floating rate 
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exposures, interest rate sensitivity analysis and through the use of weighted average 

rates or ranges of rates. Our sample companies choose either narrative descriptions 

(33,3%) or a tabular format (50,0%). Only a small number of companies discloses 

sensitivity analysis information (8,3%). 
Table 24: Format 

Total   
N % 

Financial Non-financial 

Narrative descriptions 12 33.3 0 12 
Tabular format 18 50.0 3 15 
Sensitivity analysis 3 8.3 3 0 
Combination of several 
formats 

3 8.3 1 2 

Total 36 100.0   

 

Regarding the location of interest rate risk disclosures, most companies give the 

information in the Notes to the accounts. Although small in number, there is a group of 

companies that presents the information only in the Management Report, that is, in the 

non-audited part of the annual report. One company discloses the information in several 

parts of the annual report. 
Table 25: Interest rate risk disclosures location 

  N % 
Management Report 4 11.1 
Notes to the accounts 31 86.1 
Several, including Notes 1 2.8 
Total 36 100.0 

 

Credit risk disclosures 

Regarding credit risk, we registered an even worse scenario than in the above item. 

Only a small number of companies discloses the main counterparties (7,3%), the 

maximum amount of credit risk (3,6%) and significant concentration of credit risk 

(9,1%). 
Table 26: Credit risk disclosures 

 Non disclosing Disclosing 
 Total Financial Non-

financial
Total Financial Non-

financial 
Counterparties identification 51 (92,7%) 8 43 4 (7,3%) 3 1 
Maximum amount of credit risk 
exposure 

53 (96,4%) 9 44 2 (3,6%) 2 0 

Significant concentration of 
credit risk 

50 (90,9%) 8 42 5 (9,1%) 3 2 
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By analysing the type of information about credit risk, we conclude that concerning 

counterparties identification, companies make quantitative disclosures; regarding the 

concentration of credit risk, the disclosures are mainly qualitative. 

 
Table 27: Credit risk type of information 

 Quantitative Qualitative 
Type of information about counterparties identification  3 (75,0%) 1 (25,0%) 
Type of information about maximum amount of credit risk
exposure 

2 (100,0%)  

Type of information significant concentration of credit risk 1 (20,0%) 4 (80,0%) 

 

Information about credit risk is disclosed mainly in the Management Report (namely the 

one related to credit risk concentrations) and in the Notes to the Accounts (namely the 

counterparties identification). 

 
Table 28: Credit risk disclosure location 

 Management 
Report 

Notes to the 
accounts 

Several, including Notes 
to the accounts 

Counterparties identification location 2 (50,0%) 1 (25,0%) 1 (25,0%) 
Maximum amount of credit risk exposure
location 

2 (100,0%)   

Credit risk concentration location 4 (80,0%)  1 (20,0%) 

 

Collateral disclosures 

The level of collateral disclosures is greater than for the previous items. In fact, most 

companies (60,0%) disclose the amount of financial assets pledged as collateral and a 

smaller number (38,2%) discloses the significant terms and conditions relating to 

pledged assets. This information is in all cases located in the Notes to the accounts. 

 
Table 29: Collateral 

 Non-disclosing Disclosing 
 Total Financial Non-

financial 
Total Financial Non-

financial 
Collateral – terms and 
conditions 

34 (61,8%) 5 29 21 (38,2%) 6 15 

Collateral - amounts 22 (40,0%) 5 17 33 (60,0%) 6 27 

Negative information 

Complementing the analysis presented above, we tried to see if the companies disclose 

negative information about financial instruments. There are only 6 cases (10,9% of the 

companies) in which we found negative information. Regarding the type of information 

presented by the companies, it is shared equally between qualitative and quantitative. 
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This type of information is distributed around several parts of the annual report, 

depending on the company. Two companies disclose it in the management report, 

another 2 in the Notes to the accounts, another one uses the Corporate Governance 

report to disclose negative information, and there is one company that discloses it in 

more than one part of the annual report. The following Table summarizes the negative 

information found in the annual reports analysed. 

 
Table 30: Negative information disclosed by sample companies 

Banco Espírito Santo: “However, the equity markets poor performance had a strongly negative 
impact on this [capital markets] area's results, leading to the recognition of significant losses. Still, 
these losses were in part mitigated by the results obtained from the negotiation of sale options on 
minority blocks of shares in insurance companies included in Tranquilidade Group; The bank's 
performance from the standpoint of its capacity to generate income by developing the various business 
components was strongly affected by the capital market's negative situation, with trading results falling 
38,5%” 
 
Central: “The large losses reported in “financial operations”, which amount 17 354 thousand euros, 
are the result of effective or potential losses in the trading and investment portfolios held by the bank 
or its subsidiaries.”* 
 
Companhia de Celulose do Caima: “In accordance with what has already been disclosed to the 
market, the Enron Group, with which, in 2000, taking advantage of the good price conditions, we had 
established future contracts on cellulose pulp, for a five year period, is late in the payment of its 
obligations”* 
 
“ As a result of the non-fulfilment of the contract by the company responsible for the hedging, in the 
future, the company will not count on the moderating instrument for the cyclical variations in the price 
of the pulp, and so will be exposed to positive and negative cycles relative to the pulp.”* 
 

Efacec: “ Their [of the exchange rate contracts] amount totals 27,3M USD, and their valuation at the 
31st December 2001 exchange rate means an opportunity cost to the Group of 1496,394 Euros...”* 
 
Jerónimo Martins: Interest rate and exchange rate swap fair value unfavourable* 

Reditus: “Reporting as a financial loss, the devaluation of the national and international issuers 
security portfolio”* 

Citations marked with * are free translations from the Portuguese version of the annual reports. 

In conclusion, as far as interest rate risk and credit risk are concerned, though some 

companies present quite satisfactory disclosure levels, very few companies disclose 

much information. With regard to the assets pledged as collateral, we found that 

companies have already been disclosing this type of off-balance-sheet information, 

though some aspects are missing particularly relative to the terms, conditions and fair 

value of those assets. Last, we found that companies are reluctant to disclose negative 

information in their annual reports.    
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VI. DISCUSSION OF THE RESULTS AND FUTURE RESEARCH 

The primary objective of this study was to analyse the accounting practices for financial 

instruments actually applied by Portuguese companies and compare them to the 

measurement, recognition and disclosure requirements of International Accounting 

Standards 32 and 39. In order to achieve this objective, we began by analysing 

Portuguese accounting standards (applied to both financial and non- financial 

companies) relating to financial instruments and compared them with International 

Accounting Standards, with specifically regard to measurement, recognition and 

disclosure rules. This provided a first insight into those areas where Portuguese 

companies are farther away from IAS requirements. But this analysis would not be 

completed without a thorough analysis of companies’ accounting practices. So, we next 

tried to answer the question of whether Portuguese companies’ accounting practices are 

very distant from the IAS stipulation for financial instruments. An assessment of the 

degree of proximity is very important as European Union requires listed companies to 

prepare their consolidated accounts in accordance with IAS from 2005 onwards. 

For this, we chose a sample composed of all Portuguese listed companies (55 

companies) and comprehensively examined their 2001 annual reports, based on a pre-

constructed list of categories. Our analysis suggests that the accounting practices for 

financial instruments are very far from meeting the IAS 32 and 39 requirements, 

especially in the measurement and recognition criteria applied to the categories of 

financial instruments for which the adoption of fair value (that is, held-for-trading and 

available-for-sale financial assets) is required. The quality of the disclosures is less than 

satisfactory, particularly with respect to fair value determination. Regarding derivative 

financial instruments, fair value measurement is being adopted by a large number of 

derivatives users. However, relative to hedging transactions, the gap between 

accounting practices and the relevant accounting standards is quite wide. Furthermore, 

the level of hedging disclosure is very low. The adoption of International Standards will 

have a major impact on hedging accounting practices. Given that the most adopted 

strategy with derivatives is hedging, we conclude that companies will have to make a 

considerable change in their derivative accounting practices, as a whole. In addition, 

IAS 32 and 39 will require enhanced disclosures, in terms of both quantity and 

specificity. 



 35

As a next phase of this research, we are going to extend this study to other European 

countries to ascertain and compare how close accounting practices come to IAS in other 

countries that are going to be affected by the 2005 accounting regulation. The 

determination of accounting practices in a multi-country sample will yield valuable 

conclusions. 

Finally, we would like to mention some limitations of this study. First, we are aware 

that annual reports may not be the best source of information on compliance, at least, 

they are certainly not the only one. We should thus accept that our results may not show 

important aspects of accounting practices, and that they are naturally influenced by the 

source of information used. Then there is the limitation inherent to the research method 

adopted. The authors took every care when examining the information provided in the 

annual reports and classifying it into the categories, but errors may have occurred.  

In spite of these limitations, we think that this research is very important since it sheds 

light on the areas where Portuguese companies will encounter more difficulties when 

changing to IASB standards. These findings are very useful to Portuguese accounting 

standard setters as they point out which areas will require more work in order to achieve 

a smooth transition to IAS. 
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Appendix I - List of categories for the content analysis 
1.  FINANCIAL INSTRUMENTS, EXCLUDING DERIVATIVES 
Information about accounting policies 

Held for trading securities 
Held-to-maturity securities 
Loans and receivables originated by the enterprise 
Available-for-sale financial assets 
Liabilities held for trading 
Other financial liabilities 
Trade date vs Settlement date 

Information about fair values and market values 
Measurement method  
Significant assumptions 
Fair value changes in Available-for-sale financial assets  
Amount recognised in equity 
Amount removed from equity 
Unability of reliability in measurement  
Financial assets description 
Their carrying amount 
Explanation of the reason 
Range of estimates within which the fair value is likely to lie 

Information about securitisation and repurchase agreements 
Accounting policy 
Nature and extent 
Collateral 
Information about the key assumptions used in calculating the fair value of new and retained 
interests 
Whether the financial assets have been derecognised 

 
2. DERIVATIVES 
Information about accounting policies 

Risk management policy, including hedging policy  
Objectives of holding or issuing derivatives 
Accounting policies and methods adopted  
Monitoring and controlling policy  
Financial controls 

Information about risks 
Segregation by risk categories 
Information about the following: 

Principal, stated value, face value, notional value 
Maturity 
Weighted average/effective interest rate 

Information about hedging transactions 
Hedging description 
Accounting method 
Financial instruments designated as hedging instruments 
Fair values 
Nature of the risks being hedged 
Future transactions hedging 

Existence 
The period in which forecasted transactions are expected to occur 
The period they are expected to enter in income 

Cash-flow hedging 
Existence 
The amount recognised in equity 
The amount removed from equity and recognised in income 
The amount removed from equity and added to initial measurement of the acquisition cost 

 
Information about fair values 

Fair value  
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Method adopted 
Significant assumptions 
Average fair value during the year 

 
3. ALL FINANCIAL INSTRUMENTS 
Information about interest rate risk 

Future changes in interest rates 
Maturity dates 
Disclosure format 

Information about credit risk 
Counterparties identification  
Maximum amount of credit risk exposure  
Significant concentration of credit risk 

Information about collateral  
Terms and conditions 
Carrying amount and fair value 

Negative Information 
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Appendix II – Sample companies 

Company Name Economic Sector Company Name Economic Sector 
Barbosa & Almeida Industrial ITI  Consumer, cyclical 

BANIF Financial Jerónimo Martins Consumer, non-cyclical 

BCA Financial LISGRAFICA Consumer, cyclical 

BCP Financial Mota-Engil Industrial 

BES Financial Mundicenter Financial 

BPI Financial NOVABASE Technology 

BRISA Industrial Soc. Comercial Orey 

Antunes 

Industrial 

BSCH Financial Papelaria Fernandes Consumer, cyclical 

Banco Totta & Açores Financial PARAREDE Technology 

Corticeira Amorim Industrial PORTUCEL Produtora de 

Pasta e Papel 

Basic materials 

Companhia de Celulose do 

Caima 

Industrial PT Multimédia.Com  Technology 

CENTRAL - Banco de 

Investimento 

Financial PT Multimédia Consumer, cyclical 

CIMPOR  Industrial REDITUS Technology 

CIN Basic materials Salvador Caetano Industrial 

CIRES Basic materials Soares da Costa Industrial 

COFINA Basic materials SAG GEST  Consumer, cyclical 

COMPTA  Technology SEMAPA  Industrial 

Modelo Continente Consumer, non-cyclical SOMAGUE  Industrial 

EDP Utilities SONAE Indústria Industrial 

EFACEC Industrial SONAE SGPS Consumer, non-cyclical 

Estoril - Sol Consumer, cyclical SONAE.COM Telecommunications 

F.Ramada Basic materials SUMOLIS  Consumer, non-cyclical 

FINIBANCO Financial Teixeira Duarte Industrial 

FISIPE Basic materials Portugal Telecom Telecommunications 

Grão-Pará Industrial TERTIR Industrial 

IBERSOL Consumer, cyclical Vista Alegre Atlantis Consumer, cyclical 

IMOLEASING Financial Vodafone Telecel  Telecommunications 

IMPRESA Consumer, cyclical   

INAPA Basic materials   
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