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Introduction

High quality accounting information is of key importance for a large number of
users, as it influences the quality of the decisions made. Providing high quality and
useful accounting information is a prerequisite for the efficiency of the enterprise.
The usefulness of the accounting information is connected with the extent to which
this information corresponds to the particular needs at any given time and how the
information contributes to the solution of a particular problem. Usefulness is determined
by the quality of accounting information. By useful information we mean the kind of
information that, because of its consumer features, is necessary and needed by its
users; is provided on time and is used for performing a particular activity and for the
implementation of direct or indirect link/feedback between the creators and the users
of accounting information.

Measuring and assessing the quality and usefulness of accounting information
are of particular importance, as these activities will not only enhance the quality of
economic decision-making for the users, but the overall market efficiency of the business
as well.

The main objective of this article is to present a sample methodology for
measuring and assessing the quality and usefulness of accounting information. This
calls for the development of sample scales and tables, which, in the process of research,
should allow us to establish the extent to which financial statements match each of the
qualitative characteristics separately and in combination. First, a sample set of tools
will be constructed for measuring and assessing the quality and usefulness of accounting
information based on the qualitative characteristics required by the Financial
Accounting Standards Board (FASB) and the International Accounting Standards
Committee (IASC) in the Conceptual Framework. Second, we are going to review
the existing literature on assessing and measuring the quality and usefulness of
accounting information1. Third, we shall develop several hypotheses, which, upon
their application in a certain business enterprise, will be either proven or rejected.

To achieve the objective formulated above, the following tasks can be set: - To
present some of the qualitative characteristics available in the accounting literature
and the conceptual framework of financial reporting.

1 Beest, van Ferdy , Geert, B., Boelens, S., „Quality of Financial Reporting: measuring qualitative
characteristics”, Institute for Management Research, Radboud University Nijmegen, Nice Working
Paper 09-108, April 2009.
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- To put forward working hypotheses.
- To develop the methodology for measuring and assessing accounting

information.
- To present sample summary tables referring to determining the quality level

of accounting information in the annual financial reports of the selected
enterprises.

I. Theoretical aspects of measuring and assessing the quality
of accounting information

One of the major problems of accounting literature and practice is the
following:

The Financial Accounting Standards Board and the International Accounting
Standards Committee2 have adopted the new, improved Conceptual frame of
financial reporting [ED- ExposureDraft]3, which includes all substantial
characteristics defining certain accounting information as high quality information.

It is feasible that the methodology for quality measurement includes all qualitative
characteristics, as they determine the utility of the decisions made, based on the financial
reporting information4.

For better results, the sample methodology for measuring and assessing the quality
of financial reporting could be based on two types of survey5. First, it is necessary
for the study to be based on a consumer survey of the largest investors in
Bulgarian business6 for the particular year. The questionnaire may include questions
concerning the qualitative characteristics that financial statements should match, so
that they are considered to be presenting high quality information. The second survey
should be based on an empirical study of the financial statements of exactly
those businesses where the above mentioned investments were made
(seeAppendix1). On that basis it is possible to study the qualitative characteristics of
accounting information. As a result, it is possible to establish to what extent the

2 FASB (2008). Financial Accounting Series, Statement of Financial Accounting Standards No. 1570-
100: Exposure Draft on an Improved Conceptual Framework for Financial Reporting. Norwalk.

3 As a result of the joint project of IASC and FASB a new joint Conceptual framework was developed
in order to include the objectives of financial reporting and the related qualitative characteristics that
accounting standards should be based on. In May 2008 IASC and FASB published for discussion the
project “An improved Conceptual framework for financial reporting. The Conceptual framework
represents the basis of accounting standards”. The application of the objectives and qualitative
characteristics should result in high quality accounting standards, which in turn should lead to rendering
high quality financial reporting as useful in decision making.

4 http://www.fasb.org/project/completed_past_projects.shtml; (30 Aug 2013) FASB. Completed/Past
Agenda Projects. Available (accessed July 13 2008).

5 The author does not claim hers is the only possible choice of methodology for measuring and assessing
the quality of financial reporting.

6 The choice of companies attracting the largest investments was made based on the assumption that
investors are among the major users of financial reports. Investor-made assessment could lead us into
the reason and foundation of their particular investment decisions, as well as the type of information
they need in order to invest in a certain enterprise.
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information in the companies’ annual reports corresponds to the requirements concerning
the qualitative characteristics that define information as high, medium or low level
information. To conclude, based on these two parallel studies, we could prove or
reject the hypotheses developed in accounting literature, as well as the corresponding
conclusions and recommendations concerning the information represented in the annual
statements and reports. The choice of a parallel study of measuring and assessing
the quality and usefulness of accounting information (a survey questionnaire to
be completed by investors, and an empirical study of financial reports) is
influenced by the fact, that it is precisely investors that are some of the major
users of financial reporting and it is on the basis of companies’ financial reports
that decisions are made.

When constructing a measurement instrument we could, first of all, refer to the
specialized literature, which defines the quality of financial reporting with regard to
the basic rights and the improvement of qualitative characteristics that are the
foundation of usefulness, as it is defined in the Conceptual framework. The basic
qualitative characteristics (i.e. relevance and faithful representation,
understandability and comparability)are among the most important ones and largely
determine the contents of the financial reporting information. Raising the level of
qualitative characteristics results in great improvements in theusefulness and the
effectiveness of decision –making.

HYPOTHESIS 1 (H 1) – We assume that accounting information could be
classified as quality information if it corresponds to the qualitative characteristics
formulated in the conceptual framework, as well as in some international accounting
research, namely: relevance, faithful representation, understandability and
comparability7.

 With the help of a scale the level of quality of the presented accounting information
in each of the enterprises under study could be identified as low, medium or high.

The scale for measuring the quality level of the presented information comprises
the four qualitative characteristics and goes like this:

- 0-1 = If none or only 1 of the 4 qualitative characteristics is observed, then the
quality level of the presented accounting information may be considered low.

- 2 -3 = If 2 to 3 qualitative characteristics are observed, we could consider
the quality level of presented accounting information to be medium.

- 4 = Only if all four qualitative characteristics have been observed and applied,
shall we consider that the quality level of the accounting information
presented is high.

Next, the four qualitative characteristics, as well as their components, will be
presented separately and using them certain other working hypotheses will be
formulated.

RELEVANCE
According to the accounting literature researched in advance, relevance is defined

in 3 points, related to forecast value and present value .
7 http://www.ru.nl/nice/workingpapers- 12 Apr 2012.
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Forecast value explicitly refers to information about the capacity of the business
to generate future cash flows. Forecasting value, being the most important indicator,
plays a key role in useful decision-making and it does that with the help of three
elements. The first element measures the extent to which annual reports generate
visionary statements. Visionary statements usually describe the management’s
expectations about the future development of the company. This information is
of great importance for the users of the annual report, since management has
access to private information in order to prepare forecasts, which is not the case
for other stakeholders8[R1].

The second element measures to what extent annual reports disclose information
concerning business opportunities and risks. [R2].

Jonas and Blanchet9 claim that if information in the annual report is a kind of
feedback for the users of that report about previous transactions and events, that will
help users to have their expectations confirmed or altered[R3].

All these components belonging to the qualitative characteristic of relevance
lead to the formulation of the second hypothesis in this paper, HYPOTHESIS 2 – it
could be assumed that the qualitative characteristic of relevance will be present when
all the three components that comprise it have been achieved. The three components
are of equal importance. We also adopt the following scale for measuring the level
of the qualitative characteristic relevance:

- 0-1 = If none or only one of the elements defining relevance is present, this
could mean that the level of relevance in the annual reports is low.

- 2 = if two of the elements defining relevance are present, this could mean the
level of relevance in the annual reports is medium.

- 3= if all three elements defining relevance are present, this could mean high
level of relevance in the annual reports.

FAITHFUL REPRESENTATION
Faithful representation is the second qualitative characteristic that has been

developed in the new Conceptual frame. In order for economic phenomena to be
faithfully presented, information in financial statements should be comprehensive,
objective and without substantial material errors. According to the literature we
researched (Dechev; Jonas; Maines & Wahlen) , faithful representation is measured
with the help of the following constituents concerning: neutrality, comprehensiveness,
lack of material errors, verifiability and control. Botosan10, claims it is difficult to
measure faithful representation directly by giving an assessment of the annual report
only, as information about actual economic events is necessary to ensure faithful
representation.

8 Bartov, E. & Mohanram, P. . Private information, earnings manipulations, and executive stock-option
exercises. The Accounting Review, 2008, 79(4), 889-1010.

9 Ibid.
1 0 Botosan, C., Discussion of a framework for the analysis of risk communication. The International

Journal of Accounting, 2004, Vol. 39, pp.289-295.
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The first constituent refers to being “free from bias”. The prepared annual
report cannot be completely free from bias and subjectivity, as the economic
phenomena represented in the report are frequently measured under conditions
characterized by high degree of uncertainty. Therefore, it is important to examine
the argumentation provided on the different evaluations and estimations that
were carried out in the annual report11.[F1].

The second constituent establishes that the verified and well-founded
arguments of the accounting principles increase the probability that the
individuals who have compiled the report fully understand quality measurement.
This will reduce the chance for unintentional material errors in financial
reports.[F2].

The third constituent determines that the term faithful representation, or
objectivity, is defined as ”lack of prejudice and bias aimed at achieving a pre-
determined result or causing a particular behavior”. Neutrality is about objective
representation of events. It applies to both positive and negative events and
facts. [F3]

The fourth constituent refers to measuring the faithful representation of an
Audit report. Many authors have studied the impact of the audit and audit report
over the economic value of the business entity (e.g. Gaeremynck & Willekens12,
Kim et А; Willeken). Maines and Wahan even argue that the audit report is a necessary
prerequisite for considering the accounting information to be reliable and faithfully
presented [F4].

Finally,, an increasingly important factor of faithful representation in the
annual report is the corporate governance report. Corporate governance may
be defined as a set of mechanisms by means of which the business enterprise
organizes and shares the responsibility of management and control. More exactly,
corporate governance increases the probability of accurate representation of accounting
information (Sloan, R.13) [F5].

All 5 constituents that describe the qualitative characteristic of faithful
representation take us to the formulation of the third hypothesis in this paper, namely,
that we can only speak of faithful representation when all its constituent elements are
present. The five constituents are of equal importance. We also adopt the following
scale for measuring the level of faithful representation as a qualitative characteristic:

HYPOTHESIS 3
- 0-2 = If none or no more than two of the constituents of faithful representation

are present, that could mean the level of faithful representation in annual
reports is low.

1 1 G. & Blanchet, J., Assessing Quality of Financial Reporting. Accounting Horizons, 2000, 14(3), 353-
363.

1 2 Gaeremynck, A.& Willekens, M., The Endogenous Relationship between Audit-Report Type and
Business Termination: Evidence on Private Firms in a Non-Litigious Environment. Accounting and
Business Research, 2005, 33(1), 65-79.

1 3 Sloan, R., Financial accounting and corporate governance: a discussion. Journal of Accounting and
Economics, 2003, 32, р. 335-347.



57
Articles

- 3-4 = If 3 or 4 of the constituents of faithful representation are available, that
could mean a medium level of faithful representation in annual reports.

- 5 = If all 5 constituents of faithful representation are there, we speak of a
high level of faithful representation in the annual reports.

UNDERSTANDABILITY
Understandability defines the quality of information inasmuch as consumers

of information can understand its meaning. Understandability will be enhanced
when information is properly classified and is presented clearly and concisely.
Understandability can be measured by means of four constituents. They should
measure and assess the transparency and clarity of the information represented
in the annual reports14.

First, classification of information refers to how well and how orderly
information is presented in the annual report. If the annual report is well-structured
and it is relatively easy to figure out where to look for the particular information, then this
is a prerequisite for a better quality of representing accounting information in financial
statements[U1]. Besides, disclosing information, in particular the notes to the balance
sheet and income statement, can be appreciated in the terms and conditions for clarifying
and providing a better representation of income in figures15 [U2].

In addition, the availability of tables and graphs can greatly enhance
understandability [U3]. When the person who prepares the annual report uses
easily understandable words and sentences, the reader will be able to understand
the content better. Should the use of specialized terminology be unavoidable,
then additional explanation must be provided in a glossary or in footnotes, so as
to enhance the understandability of information [U4].

All four constituents of understandability as an accounting quality lead us to
the formulation of the next hypothesis in this paper. Following it, we can assume that
the qualitative characteristic understandability will be present when all its four
constituents are available. The four constituents are equally important. We also
adopt the following scale for measuring the level of the qualitative characteristic
understandability:

HYPOTHESIS 4
- 0-1 = If none or only one of the constituents defining understandability is

available, this could mean a low level of understandability of annual
reports.

- 2-3 = If 2 or 3 of the constituents of understandability are available, then the
level of understandability of annual reports is medium.

- 4 = if all four constituents of understandability are present, there is high
quality of understandability of annual reports.

1 4 Iu, J. & Clowes, C.,Evaluating a measure of content quality for accountingnarratives (with an empirical
application to narratives from Australia, Hong Kong, andthe United States), 2004, Working paper
series.

1 5 Beretta, S. & Bozzolan, S., A framework for the analysis of firm riskcommunication., 2004, The
International Journal of Accounting, 39, 265-288.
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COMPARABILITY
It is the qualitative characteristic of comparability that allows the users to

identify the similarities and differences between two economic phenomena.
Comparability is measured with the help of four constituents, all based on consistency.

“consistency refers to the use of the same accounting policy and
accounting procedures, throughout the accounting period within the business
entity, or using the above mentioned policy and principles in all the business
entities for one and the same period”. According to the report about the new
Conceptual framework, businesses should strive towards comparability through
consistency. Generally, new information, rules or regulations force businesses to
change their assessments, evaluations and accounting policies [C1, C2].

Comparability is not only about a company’s consistent usage of accounting
procedures; it also refers to the possibility to match and compare different business
enterprises [C3]. In addition, the ratios (financial indicators) and indexes can be
useful when they are compared with the successful performance of other
companies[C4].

All these four constituent elements of the accounting quality of comparability
lead to the formulation of the last hypothesis in this paper. Based on this hypothesis we
can assume that he qualitative characteristic of comparability is achieved, when all 4
elements that describe it are present. The four constituent elements are of equal
importance. We also adopt the following scale for measuring the level of the qualitative
characteristic comparability:

HYPOTHESIS 5
- 0-1 = If none or only one of the constituents of comparability is present, this

could mean low level of comparability in the annual reports.
- 2-3 = If 2 to 3 of the constituents defining comparability are available, the

level of comparability in annual reports is medium.
- 4 = If all four constituents of comparability are present, the level of

comparability in annual reports is high.

II. Methodical aspects of measuring and assessing the quality
of accounting information

Summaries of the results of a sample field study of selected basic enterprises
and investors concerning measuring the quality of financial reporting based on its
qualitative characteristics can be filled in the following table.
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Table 3

Absolute and relative share of enterprises according to the quality
of accounting information

Conclusion

It is necessary to design and eventually test the set of tools with which to measure
and subsequently assess the level of quality and usefulness of the accounting information
represented in the annual financial reports. For this reason several fundamental elements
have been defined and brought forward as constituents of the qualitative characteristics
identified in the Conceptual framework, which could be used to measure the quality of
accounting information. Overall assessment of the quality of financial reporting is
essential as it can improve the quality of the economic decisions consumers make and
improve market efficiency in general, thus reducing the price of capital for the business
enterprises.

The implementation of the basic requirements, criteria and indicators for quality
assessment of accounting information creates the necessary prerequisites for adopting
a universal methodology for quality measurement. This will bring about comparability
of the quality and usefulness of the information. In addition, the result of studying the
quality of information through adequate mechanisms is also an irrevocable condition
for the qualitative assessment of the authors of financial reports.

Absolute and
relative share

Enterprises

Absolute share of
enterprises under

study

Relative share of
enterprises under

study

Enterprises with low quality level
of accounting information
Enterprises with medium quality
level of accounting information
Enterprises with high quality level
of accounting information
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Appendix 1

Enterprises with largest investments for 2013
(based on data provided by the Ministry of Economy, Energy and Tourism)

MEASURING AND ASSESSING THE QUALITY AND USEFULNESS
OF ACCOUNTING INFORMATION

Assist. Prof. Gergana Tsoncheva

Abstracts

High quality accounting information is of key importance for a large number of users, as
it influences the quality of the decisions made. Providing high quality and useful accounting
information is a prerequisite for the efficiency of the enterprise. Usefulness is determined by
the quality of accounting information. Measuring and assessing the quality and usefulness of
accounting information are of particular importance, as these activities will not only enhance
the quality of economic decision-making for the users, but the overall market efficiency of the
business as well.

Keywords: evaluation, methods, quality, efficiency, accounting information.


