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Introduction
Over the past two decades the financial information systems of Eastern European companies have developed considerably. These complex systems usually handle and manage a great amount of data, which are presented in a consolidated form in the companies’ financial statements. In today's fast changing economic environment these data have to relay relevant information about the income and financial conditions of firms for representing a reliable and fair picture. Because of the last decade's challenges in case of some balance-sheet items the valuation method is much rather based on fair value than book value in order to increase the usefulness of the annual reports. In recent years the shift in accounting measurement is driven by market-based measures. The two main standard setters, FASB and IASB
 stress the importance of market values to incorporate in the accounting information systems. According to Hitz 2007, opponents of fair value measurement criticize the questionable reliability of fair value measures, especially for relying on management’s expectations and projections. The use of fair value accounting has grown considerably in Central and Eastern European financial reporting, and nowadays there are more than 80 accounting standards that require or allow the use of fair value. The movement toward global accounting convergence has been a driving force behind the increased use of fair value in financial reporting. The FASB and the IASB have been working together to establish a single set of global accounting standards. However, some believe that fair value accounting contributed to the recent difficult economic conditions, while others state that it did not cause the problem, but revealed it. This article illustrates its economic background, European regulation and the relation with the annual report considering the challenges in fair value because of the financial crisis of 2007 and 2008.

Fair value and its measurement
Usually fair value is the price that would be received to sell an asset or paid to transfer a liability in transaction between market participants at the measurement date. A uniform definition can be found on the standards level: ‘Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.’ Fair value accounting is the practice of accounting that values certain assets and liabilities at their current market value, and it seeks to capture and report the present value of future cash flows associated with an asset or a liability. IAS 39 establishes the principles for recognising and measuring financial assets, financial liabilities and some contracts to buy or sell non-financial items. This standard includes provisions about the classification of financial instruments, when financial instruments should be recognised and derecognised. In financial statements fair values are used in the three circumstances:

•to measure some assets and liabilities at each balance sheet date;

•to measure some assets and liabilities on their initial recognition in the financial statements or on transition from national GAAP to IFRS
; and

•to determine some asset impairments.
Only the first of these conditions should be described as fair value accounting. IFRS require measurement at fair value at each balance sheet date and the recognition of unrealised gains, in other words, fair value accounting only for derivatives, equity investments, some investments in debt securities, other financial assets and financial liabilities that are held for trading, some non-financial liabilities (provisions), and some biological assets.
 IFRS allow, but does not require, measurement at fair value at each balance sheet date and the recognition of unrealised gains for investment property, property, plant and equipment, intangible assets, and financial assets or liabilities that otherwise would be measured at amortised cost (Cairns 2008). In sum the objective of fair value measurement is to determine the price at which a transaction would take place. Because prices quoted in active markets are preferable to other valuation methods, this type of accounting essentially might enhance the transparency of financial data in volatile times. The reliability of fair value depends on the inputs in the measurement procedure. An ordinary method of valuation for assets is the discounted cash flow (DCF), but the reliability of this valuation technique is questionable, because it uses forecasting. However, DCF is generally used in measuring fair value for intangible and long-lived assets, and fair value information is more preferable for liquid assets, such as marketable securities. Estimating future cash flows always carries risk and fair value for long-term and intangible assets is even more subjective and less reliable, even if other techniques were used (Krumwiede 2008). To grab the difficulty in measuring risk, we could consider some of the valuation problems for debt securities backed by subprime mortgages.
 The uncertainty in measuring risk illustrates the difficulty in making accurate predictions for purposes of fair value. The current pressure on corporate cash flows means that liquidity risk is likely to be a material risk for many firms. Because of the lack of market information and uncertainty in recent months European companies are facing challenges, and therefore in October 2008 the IASB has issued a draft report
 to provide useful information and educational guidance for measuring and disclosing fair values.
Besides dealing with increased liquidity risk, the other major outcome of these off-putting changes is expected to be about going concern assumption. If this concept is not applicable there will often be a material and negative impact on the financial statements. It is the governing body or the management that is required to make an assumption about whether or not the enterprise is a going concern for the foreseeable future when it prepares its financial statements.
Going concern and the financial crisis

In the International Accounting Standards Framework we can find a basic concern (going-concern concept), which assumes that a company will remain in existence for at least 12 months. Going concern is a fundamental accounting concept that underlies the preparation of financial statements of all European companies.

IAS 1
 requires management to make an assessment of an entity’s ability to continue as a going concern when preparing financial statements. IAS 1 paragraph 25 states:

“When preparing financial statements, management shall make an assessment of an entity’s ability to continue as a going concern. An entity shall prepare financial statements on a going concern basis unless management either intends to liquidate the entity or to cease trading, or has no realistic alternative but to do so. When management is aware, in making its assessment, of material uncertainties related to events or conditions that may cast significant doubt upon the entity’s ability to continue as a going concern, the entity shall disclose those uncertainties.”

In light of the financial crisis and the tightening of credit markets, may unfortunately affect many firms, and uncertain times will bring challenges to Central and Eastern European firms. In the late 1990s, it was common to hear that when it came to new Internet companies, earnings did not matter. The technology bust in the early 2000s should have put that claim to rest, but the succeeding housing boom of 2002 to 2007 was a case, when homeowners’ earnings didn't matter. The subprime credit market failure nearly brought the $28 trillion credit cycle of the U.S. business economy to a complete standstill in August 2007, and it also caused worsening conditions such as growing probable credit losses, concerns regarding asset quality, as well the loss of investors and lender confidence
 (Mannarino 2009, VanDenburgh-Hannelink 2008). In this economic environment there will be an even greater need for preparers of financial statements to carefully consider the following:

• bank lending intentions and the availability of finance
• the impact of the economic downturn on a company’s own business

• the impact of the economic downturn on partners (customers and suppliers).

The effect of the current market situation on any particular company requires careful evaluation. However, the general economic situation at the present time does not necessarily mean that a material uncertainty exists about an entity’s ability to continue as a going concern. The economic conditions being faced by many European companies will necessitate careful consideration by managers when assessing whether it is reasonable for them to use the going concern basis of accounting, and whether disclosure has been given of going concern risks and other uncertainties. Firms must address these challenges before the preparation of financial reports, because it may help avoid problems that might unsettle investors and providers of finance.

Concluding remarks

Overall we might assume that fair value accounting and reporting provide more timely and relevant information in the European and in the international accounting systems as well. Financial information must contain varying degrees of relevance and reliability to be useful, but sometimes only historical cost accounting produces reliable information, especially in the case of instruments without active markets. Nevertheless, among the balance sheet items that could be valued at fair value financial assets and liabilities play an important role, because in the globalising world economy capital revenues become more and more significant, and investors give resources only for those investment opportunities that have the maximum yield. Fair value accounting could give a framework for measuring the reliability and the usefulness of information in financial statements.
The difficulties in the global credit market have precipitated an international concern about fair value measurement, and increased the uncertainty in the world economy as well. One impact of current conditions may be to limit finance available from suppliers, customers and providers of finance. As a result of the present financial crisis, the depressing economic conditions affect the European companies and their trading counterparties. Although there are many obstacles, the movement toward a compromise on how to measure better fair value, combined with its better disclosure and identification of the elements of the going concern concept, should eventually help investors make more informed decisions by assessing a firm’s financial position, performance more effectively.
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� FASB: Financial Accounting Standards Board, IASB: International Accounting Standards Board


� GAAP: Generally Accepted Accounting Principles, IFRS: International Financial Reporting Standards


� IAS (International Accounting Standard) 39 Financial Instruments: Recognition and Measurement


� These securities include mortgage-backed securities (MBS) and collateralized debt obligations (CDO)


� IASB Expert Advisory Panel: Measuring and Disclosing the Fair Value of Financial Instruments in Markets that are No Longer Active


� IAS 1 Presentation of financial statements


� Major financial players, including Bear Stearns, Fannie Mae and Freddie Mac, Lehman Brothers, and AIG have been already become victims.





