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Challenges of modern financial reporting
in the context of corporate governance trends
and information resources

Abstract. Presently, the market position of modern economic organizations is increasingly
more determined by the availability and the quality of information resources, and the adopted model
of information resource management. At the same time, in the context of the need for eliminating
information asymmetry as the most fundamental principal-agent dilemma in view of modern trends
in corporate governance, organizations face the problem of measuring, valuating, interpreting, and
presenting the information resources accumulated or generated by the organization as part of its
intellectual capital. An important question raised in this context is: what are the most significant
problems in reporting and disclosing information resources under the present format of financial
reporting? Does the use of modern instruments, such as network analysis and information audits,
offer any help in reducing uncertainty in the measurement and valuation of this particular type of
company resources and important source of company market value?
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Introduction

Modern economic organizations, operating in a turbulent environment of
highly competitive markets, place more and more emphasis on optimization of
their business models. Their market position is increasingly more determined by
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the availability and the quality of information resources (data, information and
knowledge) and by the adopted model of information resource management. The
diversity and quantity of information available in modern economy poses a sig-
nificant challenge to dynamic development of companies, since their management
— due to overabundance of information — faces problems in identifying informa-
tion of potential significance for management-related tasks. In effect, as empha-
sized by G. Mazurek, information resources as such are no longer the key factor
for organizational development — the most crucial determinants are the skills that
ensure proper identification, evaluation and utilisation of the most significant bits
of information available [Mazurek 2011: 187].

At the same time, in the context of the need for eliminating information asym-
metry as the most fundamental principal-agent dilemma, and in view of modern
trends in corporate governance, organizations face the problem of measuring,
valuating, interpreting and presenting the information resources accumulated or
generated by the organization as part of its intellectual capital. Company boards
have already begun to appreciate the role of immaterial resources in day-to-day
operation. Immaterial assets are of great significance for the survival and devel-
opment of any organisation. As a result, based on careful diagnoses of immate-
rial factors (including the information resources), boards formulate strategies for
organisational development to increase future market value for the company as
a whole, including the value increase of intellectual capital [Paliszkiewicz 2008:
137].

An important question can raised in this context: what are the most significant
problems in reporting and disclosing of information resources under the present
format of financial reporting? The aim of the paper is to indicate management
tools (social networks, audit information) to assist measurement and valuation
intellectual capital (information resources) in terms of corporate governance, on
the basis of the literature using reasoning by analogy.

1. Trends in corporate governance

Corporate governance represents a system of rules and practices by which
companies are directed and controlled. It comprises of principles and standards
related to the broadly defined area of company management. This is why the dis-
tribution of decision-making and controlling entitlements of top management is of
crucial value [Samborski 2012: 102].

One of the popular concepts in this context is ‘enterprise governance’, integrat-
ing two fundamental areas of company supervision: the achievements (corporate
governance) and the compliance (business governance). The concept places an
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obligation on company boards to control the realisation of managerial tasks in the
‘compliance’ dimension that reflects past accomplishments and in the ‘achieve-
ments’ dimension that reflects future accomplishments. Board responsibilities in
the first area are focused on ensuring the compliance of business operation with
legislative regulations, other provisions (such as those formulated in company
statutes), best practices of corporate governance, the adopted standards and poli-
cies of accounting, auditing, internal control and audit, and so on. Compliance, in
this context, refers to the adjustment of financial and non-financial information
systems to the pending regulations and adopted standards. Boards are obliged to
ensure that the relevant information presents a clear and true image of company
operating results, and this aspect serves as evidence of proper realisation of the
managerial responsibilities imposed upon the board as the trustees [Gad 2012:
779].

M. Marcinkowska suggests that the most fundamental processes in the man-
agement of company accomplishments in the ‘achievements’ area are those that
apply to: strategic planning, strategic risk management, designing of scorecards,
designing of information systems, etc., under the assumption that the main pur-
pose of these processes is to generate value and ensure a responsible use of com-
pany resources [Marcinkowska 2004: 25].

The multitude of approaches to defining corporate governance is a clear in-
dicator of the multifaceted nature of this phenomenon and of the evolution in its
interpretation. Regardless of the adopted approach, all definitions emphasise the
problem of effective realisation of organisational policy based on respect for the
interests of all stakeholder groups, effective information policy and communica-
tion with stakeholders. Consequently, the central postulate of corporate gover-
nance is to ensure transparency, clarity and promptness of information disclosed
as part of the reporting obligation. Since information resources (and information
systems) are the source of added value for any organisation, all information
generated internally by economic entities should be represented in the adopted
reporting model (this also involves the problem of IT governance, but this aspect
is beyond the scope of this paper).

2. Information as an element
of company information resources

Company information resources we can define as sets of potentially useful
information and meta-information accumulated and stored in time, in place, and
based on the use of technologies and organisation methods that ensure its utility
for end users [Olenski 2000: 161]. Information resources, as any other type of
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company resources, should fulfil the following conditions: be of strategic signifi-
cance, constitute a rare resource, and constitute value irreplaceable by any other
resource. In line with this approach, not every bit of information accumulated and
stored by the organisation can be interpreted as a resource. This label can only
be used with respect to information that can be processed and used for the purpose
of increasing the entity’s value [Materska 2005].

Professional literature offers many definitions of information as an element of
company information resources.

Below are some of the attributes of information that differentiate it from mate-
rial resources [Cleveland 1982: 34-39]:

— information is expandable — its value grows with use and dissemination,

— information is condensable (it may be compressed, integrated),

— information can replace other resources, also those of material character,

— information is mobile (easily transportable),

— information is diffusive, with tendency to ‘seep through’ organisational
boundaries and control/security systems, requiring strict information policy
(including protection measures),

— information is shareable — it will not deplete in transfer; when shared (ei-
ther intentionally or against the owner’s intentions), it will remain in the owner’s
possession, despite the fact that the other party may now use it for their own pur-
pose.

Information is defined by a set of quantitative and qualitative attributes that
may serve as measures of its utility and value. The most important factor deciding
on information utility is its context, closely related to the proper interpretation of
its significance by the recipient [Gospodarek 2008: 128].

Professional literature provides a number of classifications with respect
to the qualitative attributes of information, based on a variety of criteria.
However, regardless of the adopted approach to classification and the
adopted terminology, most of the authors agree that the most important
attribute of information is its relevance. The postulate of relevance entails its
suitability and adjustment to the information needs of the user, as required for
the solution of a specific decision-making problem. In other words, it should be in
an operationally useful relation to the activities that yield specific results. This
means that the relevance of information in decision-making processes is defined
by the strength of correlation between informational needs, decisions, and the
effects of those decisions.

Professional literature provides also a number of attribute sets that describe
the notion of information. Some authors (cf. Busko et al.), based on the definitions
of management functions and objectives and the operating capabilities of users,
postulate that information be [Busko et al. 1980, after Gryncewicz 2007: 110]:
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— credible, i.e. in objective accordance with the notion it describes at a given
place and time,

— up to date — it should be provided to the user concurrent with the problem it
applies to,

— detailed — its scope should be adjusted to the level of management, as ap-
propriate for a given class of decision-making problems,

— addressable, i.e. targeted to specific recipients,

— accurate, i.e. sufficiently precise and properly structured, within the limits
of the user’s requirements and the acceptable processing cost,

— non-dissonant, i.e. in logical (semantic), substantial and formal accord with
the field it describes,

— accessible, i.e. available at a specific time and place, using the simplest of
procedures acceptable to the recipient,

— complete, i.e. covering the whole extent of the problem faced in the deci-
sion-making process,

— unambiguous, i.e. clearly identifying and describing the problem at hand, in
a manner that defies any interpretation problems,

— cheap (economic), i.e. obtainable at the lowest possible cost.

The economic success of any organisation depends on the effectiveness of its
information systems. In effect, information in such systems should be characterised
by the following attributes: usefulness (in a subjective sense of the term), relevance
to the problem at hand, promptness, accuracy, adjustment (formatted to suit the
user’s requirements in the context of the problem at hand), completeness (deemed
sufficient by the user), and accessible (both in the context of information security
and the user’s perceptive potential) [Gupta 2000, za Gryncewicz 2007: 107].

E. Kolbusz introduces the notion of utility as a synthetic representation of
various qualitative attributes of information in an open configuration related to
the specific needs of the user. In this approach, information of utility represents
any type of information that provides the expected content at the required level of
significance, as judged by the user of such information [Kolbusz 1993, za Grynce-
wicz 2007: 107].

In an infological approach to the interpretation of information, each qualita-
tive feature is related to certain elements of the information-bearing message, with
quality of information indicated by measure of its concordance with the require-
ments formulated by recipients in the form of properties and property weights.
The resulting indicators, such as one formulated by B. Stefanowicz [Stefanowicz
2004, za Gryncewicz 2007: 111], allow to relate the notion of quality with the
notion of information on the plane defined by message, offering a basis for the
formulation of conclusions on the quality of information and on the directions
for its improvement, regardless of the interpretation of its individual qualitative
properties.
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Many interesting concepts were generated in response to the increased interest
in quantifying information. These include the pioneering theory by C.E. Shannon,
R. Ackoft’s definition of information; the non-probabilistic approach to informa-
tion (represented in the works of R. Ingarden and K. Urbanik); the concept of
relating information to its content (cf. Bar-Hillel) to its quality (cf. M. Mazur) or
to its usability (cf. K. Szaniawski) [Sienkiewicz 2011: 127-128]. Of all the models
used for the valuation of information in professional literature, the most popular
include models by J. Marschak, Altrogge (based on Bayes’ theorem) and V. Schin-
del [Nadolna 2013: 453].

M. Zmigrodzki postulates to relate the value of information to the ‘return
on decision’ and to the increase (or decrease) of the probability of making such
a decision. If a bit of information is a source of a new decision variant for the user,
then its value can be determined based on the forecasted increase of the chance
to make the decision and the projected returns obtained as a result of making
the decision. Similar determination can be made if the information reduces the
chance of selecting an unprofitable variant. The problem lies in determining
the coefficient representing the share of analysed information in the decision-
-making process.

Thus, the value of information can be appraised by determining its decision-
making value, with measure of information value defined in terms of increase
of benefits related to the information under examination. Following this ap-
proach, the value of information takes up a subjective quality, since it is related
to the degree to which the information meets the user’s expectations formulated
at a specific place and time and determined by conditions of present situation
[Zmigrodzki 2007: 35].

The process of determining the value of information is encumbered by several
factors. The most important reasons for difficulties in this respect are related to the
following properties [Mazurek 2011: 190]:

— examination of the value of information requires agreement on the concept
of exchange value,

— multitude of applications — the same bit of information may be used simul-
taneously by many users; each of them may attach different value to it;

— asymmetry of information and its subjectivity make it difficult to determine
its value a priori;

— the quality of information is also subjective and may be judged differently
by different users;

— the quantity of information: the degree to which information reduces the
uncertainty in the evaluation of the present state of a phenomenon under observa-
tion is directly related to the value attached to it.

The effective access to information and its application depends on the provi-
sion and the quality of information systems — autonomous, multilayered structures
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for processing of input information into output results adjusted to predefined re-
quirements, based on suitable instruments, methods and algorithms Matulewski
2007: 98].

The quality of information is also affected by distortions (the so-called noise)
generated in the course of message transmission from the sender to the recipient,
thus relating the quality of information to the quality of information systems.

The starting point for the evaluation of information system quality is the
determination of its effectiveness and efficiency. Effectiveness, in this context,
relates to the system’s capacity for providing the expected result, while efficiency
describes the system’s potential for effective use of resources, i.e. the relation
between the effect and the cost of resources consumed in the process [Martyniak
2000: 11].

Information resource management in business organisations should strive
to determine a viable strategy for the realisation of the company informative
function, based on efficient and effective use of intellectual capital resources
(as a source of company value).

3. Modern challenges for information resource reporting

The problem of accurate representation of information resources generated
internally by business organisations is related to the difficulties and ambiguities
in defining the concept of intellectual capital and the associated taxonomy (in the
most popular definitions of intellectual capital, the information resources are part
of company’s structural capital).

Professional literature offers both quantitative and qualitative methods for the
evaluation of intellectual capital. The problem lies not only in the multitude of
assessment and valuation methods, but also in the large variety of postulated clas-
sifications, since no universal standard of classification applies in this context.

The problem of accurate representation of information resources generated in-
ternally by economic organisation under the present model of financial reporting is
determined by the fact that non-material assets create value in synergy with other
resources. Therefore, the most important issue is to determine whether a particular
immaterial resource can be interpreted in terms of organisational assets. There are
difficulties in establishing a precise capacity for this type of resources to gener-
ate tangible economic benefits, as well as in determining the cost associated with
this type of resource [Michalczuk 2008: 235]. It must be noted that reducing the
criteria used for recognition of the value of non-material assets may significantly
reduce the reliability of financial statements, without increasing their usefulness
[Mucko 2014: 133].
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Analyses of financial statements produced by business organisations shows
that reporting of intellectual capital (if at all present) tends to follow one of the
following two approaches: on the one hand — narrative reports supplemented by
non-financial reports on various factors affecting the company financial result, on
the other hand — detailed reports on non-material (intellectual) assets. Speaking
of trends in the development of methods for measuring and reporting data and in-
formation on intellectual capital, it may be useful to emphasise, after P. Rumniak,
that the initiatives related to measurement and reporting of data and information
on non-material resources are largely internal, typically non-obligatory, and that
there are no efforts at present to harmonise them on international level [Rumniak
2012: 315].

Organisations willing to face the challenges of corporate management of
information and knowledge, particularly the problem of accurate quantification
of their information and knowledge resources, should in the first place examine
(identify and locate) both the available and the required (and obtainable) resources
[Materska 2005]. The methodical process involving the determination of company
requirements for information and knowledge, the recognition of information flow
channels, the examination of uses, processes and transfers of information, the
identification of information gaps is referred to as information audit. Its results,
in the form of ‘information mapping’, are used as basis for effective formulation
of company information strategies. In other words, analyses of company
requirements for information serve as basis for information auditing of com-
pany public information resources (traditional documents stored in digital
format) and for auditing of knowledge, i.e. organisational skills and experience of
inherently imperceivable character (as part of the so-called invisible resources).
Information audit also requires accurate measurement and valuation of information
resources [Materska 2008: 234].

Estimation of the value of information resources — for example, the value of
information in the context of its decision-making utility — can also be based on
network analysis (an interdisciplinary approach to processing of relational data).
The fundamental concept in this approach is the notion of network, as a complex
system (structure) of nodes interconnected by relational links at various levels of
relationships, element groups, etc. Thus defined, the organisational network offers
potential for monitoring and managing the flow of central resources — such as in-
formation or knowledge — for the purpose of streamlining its allocation. The layer
of the network that corresponds to relations in the decision-making context offers
insight into the level of complexity involved in individual paths of the decision-
making process. It can also be used for the purpose of analysing the involvement
of individual employees and — most of all — as illustration of the flows of informa-
tion and decisions [Zbieg et al. 2014: 116].
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Conclusions

The cognitive value of information as a fundamental resource of any busi-
ness organisation can be examined in both objective and subjective approach,
with “objective value of information related to its utility in a particular decision-
making context.” On the one hand, it is determined by the quality, the quantity and
the value of the information content, on the other — by the organisation’s demands
and requirements for information. This means that the value of information can
be expressed as a difference between results obtained with access vs. without ac-
cess to information under examination. In a subjective approach, the cognitive
value of information is related to individual experiences, attitudes, preferences
and skills of its users [Kiziukiewicz 1984, za Gminska, Magier-Lakomy 2014:
80]. Since the information resources generated by a business organisation do not
meet the requirements of financial reporting standards, they are typically excluded
from financial statements and interpreted as part of the so-called company value.
This problem is related to the lack of internationally accepted standards for mea-
surement, valuation and disclosing of intellectual capital. To solve this dilemma,
a set of universal criteria should be adopted for: the valuation of non-material
resources, the evaluation of their effectiveness and efficiency, and so on. Certain
instruments, such as information audit and network analysis, can be employed to
effectively reduce the uncertainty inherent in the measurement and valuation of
information resources.
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Wyzwania wspolczesnej sprawozdawczosci finansowej
w kontekscie wzrastajacej roli zasobow informacyjnych
organizacji gospodarczych

Streszczenie. Wspolczesnie efektywne konkurowanie na rynku jest w coraz wiekszym zakresie
zdeterminowane posiadanymi zasobami informacyjnymi i przyjetq koncepcjq zarzqdzania nimi.
Rownoczesnie wobec problemu eliminacji asymetrii informacji jako podstawowego problemu teorii
agencji oraz tendencji w tadzie korporacyjnym istotny staje sie problem pomiaru, wyceny, ujecia
i prezentacji w systemach rachunkowosci zasobow informacyjnych wytworzonych wewnetrznie
przez organizacje gospodarczq, ktore stanowiq element tzw. kapitatu intelektualnego. Na tym tle
powstaje pytanie: jakie sq najistotniejsze problemy z ujeciem w modelu sprawozdawczym zasobow
informacyjnych? Czy wykorzystanie narzedzi takich jak analiza sieci i audyt informacyjny moze by¢
pomocne w zmniejszeniu niepewnosci pomiaru i wyceny tych zasobow, ktore sq zrodtem wartosci
kazdej organizacji gospodarczej?

Stowa kluczowe: sprawozdawczosc finansowa, tad korporacyjny, zasoby informacyjne, audyt
informacyjny, analiza sieci



