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Abstract This study provides comprehensive descriptive evidence on the occur-
rence, size, and reporting by managers and the financial press of debt value
adjustments due to a change in own credit risk (DVAs). The study is motivated by a
public debate about DVAs in which critics describe them as “counterintuitive” and
claim that managers disclose DVA information strategically to make firms “look
good”. Analyzing a sample of 405 firm-quarters of 19 US financial firms that report
DVAs between 2007 and 2014, I found that positive and negative DVAs appear
similarly often and with similar magnitude. I further found that managers provide
more information on large negative DVAs compared to positive DVAs. Managers
also provide more DVA information when they have strategic incentives to do so.
Examining newspaper articles on 202 firm-quarters, I found that the financial press
is more likely to cover large positive DVAs and DVAs about which managers
provided more information. Analyzing the articles’ content, I found that the press is
more likely to provide new DVA information if managers’ press releases contain
little information. The findings are in line with popular claims of asymmetric DVA
reporting by managers. They are further consistent with the financial press acting as
a counterweight to such asymmetric reporting.
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1 Introduction

This study provides comprehensive descriptive evidence on the occurrence, size,
and reporting by managers and the financial press of debt value adjustments due to a
change in own credit risk (DVAs). Under US GAAP and IFRS accounting
regulation, DVAs cause net income gains when a firm’s credit risk deteriorates and
net income losses when a firm’s credit risk improves. This characteristic has stirred
an ongoing public debate. Critics perceive DVAs as “counterintuitive” and call
them “some fuzzy math” (Dash 2009), “one of the more ridiculous concepts that’s
ever been invented in accounting” (Rapoport 2012), a “mess” (Tchir 2012) or an
“abomination” (Keoun and Henry 2010). They state that DVAs’ introduction in
accounting was the result of lobbying efforts by big banks (Keoun 2008) who “were
looking for ways to find profits” (Rice 2012). Moreover, critics accuse managers of
asymmetric DVA reporting, i.e., highlighting DVA losses but downplaying DVA
gains, in an attempt “to trick the media and investors” (Milstead 2012). Potentially
incentivized by the debate, international financial accounting regulators shifted
DVASs’ recognition from net income to other comprehensive income in future
periods (FASB 2016; IASB 2014).

Opinions on DVAs in the prior academic literature vary. Theoretical literature
warns that DVAs could be “counterintuitive” (Chasteen and Ransom 2007) and
even “dangerous” (Lipe 2002). Recent experimental literature finds that investors
have difficulties interpreting firms’ performance and risk if DVAs influence net
income (Gaynor et al. 2011; Lachmann et al. 2015). At the same time, recent
empirical studies do not find that DVASs’ perceived “counterintuitiveness” results in
adverse capital market effects. Instead, the evidence suggests that investors perceive
DVAs as value-relevant (Chung et al. 2017), that investors understand the relation
between DVAs and incomplete fair value accounting (Cedergren et al. 2015), and
that DVAs do not increase information asymmetry between investors (Schneider
and Tran 2015; Fontes et al. 2018).

Yet, the young stream of DVA literature provides little evidence on basic
characteristics of DVAs such as their occurrence, size, and reporting. The scarce
evidence in this regard comes mostly in the form of scaled measures (see, e.g.,
Schneider and Tran 2015; Fontes et al. 2018) or from potentially incomplete
samples (Cedergren et al. 2015; Chung et al. 2017). Prior evidence on DVAs’
reporting stems from only two studies. Bischof et al. (2014) found for a European
sample that the majority of observed analysts explicitly exclude DVAs from
earnings. Eichner and Mettler (2014) found low DVA disclosure quality in the
annual reports of European firms in the year 2012. Motivated by the public DVA
debate, the recent changes in DVA accounting regulation, and the somewhat
varying opinions on DVAs in prior literature, I seek to add to these findings by
giving comprehensive descriptive evidence on DVAs’ occurrence, size, and
reporting by managers and the financial press.

Analyzing 405 firm-quarters of 19 DVA-reporting US financial firms between
2007 and 2014, I found that DV As that increase net income (positive DVAs) and
DV As that decrease net income (negative DV As) occur about equally often and on
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average with similar size, which does not support public concerns that managers use
DVAs to systematically inflate their profits. Still, DVAs’ impact on net income can
be significant, as they are on average 93.7% as large as the contemporaneous net
income in the sample. Analyzing managers’ DVA reporting in the corresponding
quarterly earnings press releases, I found that managers mention DVAs in most
firm-quarters (60.5%) but rarely give directional information that could help unravel
DVASs’ perceived counterintuitiveness (26.4%). 1 further found that managers
present certain pieces of DVA information, e.g., DVAs’ sign and origin, more
frequently for large negative than for positive DVAs. I also found weak evidence
that managers give more DVA relational information when they have strategic
incentives to do so, for example, when negative DVAS turn a net profit into a loss.
These findings are consistent with claims from the DVA debate that managers report
negative, income-decreasing DVAs more transparently than positive DVAs which
improve firms’ performance figures.

Analyzing 173 financial press articles, I found that the press covers DVAs in
18.5% of the sample firm-quarters. The probability for press coverage is higher for
large positive DV As consistent with the press providing counterweight to managers’
emphasis on negative DV As. Still, I also found a higher chance of press coverage of
DVAs when managers give more DVA information and when managers place DVA
information on the first page of their press releases, in line with the financial press
picking up spin from managers’ DVA reporting (see Sadique et al. 2008).
Nevertheless, the finding could also reflect that the press disseminates the
information that managers highlight because it is most valuable for investors
(Bowen et al. 2005).

Analyzing the content of the financial press articles, I found that the probability
for new DVA information by the press is higher when the corresponding press
releases contain little DVA information. The press is also more likely to give new
information on large positive DVAs than on large negative DV As. The findings are
in line with the financial press possibly assuming a “watchdog” role in two regards:
First, the press adds new DVA information when DVA information by managers is
scarce. Second, the press is more likely to supply original information about
positive, income-increasing DV As that could potentially mislead investors towards
a too positive evaluation of firms’ performances.

Taken together, the findings contribute to the young DVA literature by giving
thorough descriptive evidence on DVAs, thereby enhancing our knowledge of an
unusually controversial accounting item. By evaluating public claims, the results
also contribute to the DVA debate. Finally, the findings add to the literature on the
financial press by giving insights into the press’ reporting of an “obscure” (Sorkin
2012) financial accounting item.

The results should be of interest to international accounting standard setters. For
example, the Financial Accounting Standards Board (FASB) and the International
Accounting Standards Board (IASB) take an active role in the public DVA debate
acknowledging that DVAs are “controversial” (Rapoport and Lucchetti 2011) and
“potentially misleading” (IASB 2009). The regulation of DVA accounting is a
central topic for both standard setters and, as said, was recently changed in both
accounting sets (FASB 2016; IASB 2014a). The results should also yield valuable
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insights to other stakeholders concerned with DVAs such as investors, researchers,
managers, financial analysts, financial journalists and rating agencies.

The paper proceeds as follows. The next section outlines the theoretical
background on DVA accounting regulation, the public DVA debate, and prior
literature. Section 3 details the sample selection and data collection. Section 4
presents results on DVASs’ occurrence, size, and reporting by managers. Section 5
presents results on DVAs’ reporting by the financial press and Sect. 6 concludes.

2 Debt value adjustments: theoretical background, the public debate,
and prior literature

2.1 Debt value adjustments due to a change in own credit risk (DVAs)

In February 2007, the Financial Accounting Standards Board (FASB) issued the
Statement of Financial Accounting Standards No. 159 (FAS 159), “The Fair Value
Option for Financial Assets and Financial Liabilities” (new codification since 2009:
ASC Topic 825-10). The therein codified fair value option for financial liabilities
(FVOL) permits firms to measure financial liabilities at fair value, i.e., at
(hypothetical) market values (FASB 2006). Firms can elect the FVOL for an
instrument only at specified “election dates”, for example, the day of an item’s first
recognition. The option can only be applied to entire instruments (not to portions)
and cannot be revoked (FASB 2007). Besides the election dates, as a one-time
measure, FAS 159 allowed firms to apply the FVOL to eligible items at the
standards’ effective date, which was the fiscal year beginning after November 15,
2007, or in the fiscal year before that as early adoption.

In each interim or annual financial statement, FAS 159 requires firms to disclose
their reasons for electing the fair value option for each item. Firms also need to
disclose which balance sheet items contain liabilities for which the FVOL has been
elected. FAS 159 further requires firms to disclose gains and losses from fair value
changes for each income statement line item included in earnings. Generally, gains
and losses from changes in fair values for which the FVOL has been elected do not
need to be disclosed separately from other fair value changes in the same line item.
As an exception, firms need to separately disclose gains and losses from fair value
changes that are attributable to changes in firms’ own credit risk. For example, if a
firm’s ability to meet its outstanding debt decreases, the market value of its issued
debt decreases simultaneously. On the other hand, if markets assume that a firm’s
solvency improved, its liabilities’ market values increase. Such value changes are
called DVAs—debt valuation adjustments due to a change in own credit risk.

As Merton (1974) explains, DVAs represent wealth redistributions between the
shareholders and the debtholders of the firm that issued the debt. This is because a
firm’s debt implies an option for the shareholders to put the firm’s assets to the
debtholders for an amount equal to the debt’s face value. This option is an economic
asset to the firm and the asset’s value depends on the value of the firm’s debt (Barth
and Landsman 1995). For example, a decrease in the value of a firm’s assets in
principle causes a decline in net income. Still, the corresponding increase in the
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firm’s own credit risk means that the value of the shareholders’ put option increases
which, in turn, causes a wealth transfer from debtholders to shareholders that partly
mitigates the decline in net income. Or, to quote Barth and Landsman (1995):
“Effectively, the debtholder contractually has committed to accept an interest rate
that subsequently proves to be economically too low.” Another way to rationalize
DVAs’ wealth redistribution effect is to consider that, for example, a decrease in the
market value of a firm’s debt lets shareholders repurchase the debt at a lower price
on secondary markets.

DVAs are recognized in firms’ income statements and thereby increase or
decrease firms’ net income in fiscal years beginning before December 15, 2017.
After a recent amendment to ASC 825, DVAs will instead be recognized in other
comprehensive income in fiscal years beginning after this date (FASB 2016).

2.2 The public DVA debate

Since DVASs’ introduction in accounting, they are center of a public debate. The
focal point of the debate is a unique characteristic of DV As that critics perceive as
counterintuitive: the fact that economically unfavorable increases in firms’ own
credit risk lead to positive DV As which increase net income. If the firm’s credit risk
decreases, on the other hand, it recognizes a loss from DVAs. Critics often voice
three related concerns about this characteristic.

A first concern is that investors are unable to differentiate between earnings from
DVAs and core earnings. Critics suspect that, as a consequence, investors’ view on
the actual firm performance could be blurred, e.g., in cases in which large DVA
gains turn a firm’s net loss into a net gain. Associations with DVAs from financial
media expressing this concern are “counterintuitive”, “artificial”, “phantom
revenue” (Keoun 2008), “ludicrous” (Goff 2011), “accounting fiction”, “paper
profits” (Burne 2011), “unnatural” (Pollack 2011), “weird” (Hofman 2011), an
“abomination” (Keoun and Henry 2010), “accounting voodoo” (Carver 2012b),
“bizarre”, “Alice in Wonderland-ish” (Rice 2012), “schmee-VA”, an “accoun-
tancy spider’s web (...) as dusty and all-enswathing as Miss Havisham’s boudoir”
(DVA, CVA, schmee-VA! 2013), or just “some fuzzy math” (Dash 2009). FASB
member Donald M. Young dissented with the issuance of FAS 159 because DVAs
“could mislead users and potentially misrepresent or conceal operating performance
issues” (FASB 2007). Other participants of the debate argue that DV As bring clarity
for investors. They point out that DVAs enable firms to “show investors changes in
the fair value” (Elstein 2012) of liabilities and thereby “offer a clearer picture of
[their] actual value” (Phillips 2009).

A second concern in the debate is that managers deliberately use DVAs to
improve earnings and other performance measures. Bob Rice, the founder of
Tangent Capital Partners LLC, argues in an interview that the FASB introduced
DVAs “because frankly the banks and their accountants were looking for ways to
find profits” (Rice 2012). Analyst Meredith A. Whitney said in 2009 that banks use
DVAs as a tool for a “great whitewash” to create the impression that banks are
stabilizing after the financial crisis (Dash 2009). Other critics that share this point of
view see DVAs as “accounting tactics—gimmicks” (Dash 2009), “accounting
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tricks”, or even a “shameful scam” that banks deploy “to boost their profits”
(Carver 2012a). Still other voices in the DVA debate contradict this view. For
example, Joyce Frost, a co-founder of Riverside Risk Advisors LLC, states that
DVAs are “not something banks decided to use to boost their earnings” (Burne
2011). Another expert argues that “shareholders cannot push for more of a mark-to-
market world, but then cherry-pick when they want to include the mark-to-market”
(Burne 2011).

A third concern by critics related to the first two is that managers give DVA
information selectively, potentially to shape investors’ perceptions of the firms’
performances. David Milstead from the Canadian newspaper The Globe and Mails
says that “banks have been more than happy to highlight these [DVA] losses in their
earnings releases, while being a lot more circumspect when valuation gains boost
earnings”. Quoting another critic, he adds that this “makes it look like they are
trying to trick the media and investors and make the story better than it is” (Milstead
2012). An article in the UK magazine Euroweek states that “when the DVA strip-
out makes the bank look good, it is more likely to end up in the press release
headlines than when it does not” (DVA, CVA, schmee-VA! 2013). Similarly, Rolf
Benders says in the German newspaper Handelsblatt that managers only complain
about DVAs’ artificiality in quarters in which DV As reduce banks’ profits but less
so when the DVAs result in gains (Benders 2012). Laurie Carver, Senior Staff
Writer at Risk magazine argues that “[b]anks downplay [DVAs] in their earnings
report” (Carver 2012b). Financial executive Bob Pozen disagrees: “When reporting
earnings, financial firms have been clearly laying out what part of their earnings
come from DVA” (Pozen 2011). Other experts say that managers make their
reporting transparent by excluding DVAs from reported figures (Goff 2011)
although still others claim that managers just do so “to avoid the public reputation
risk” (Castagna 2012). Another, less common concern relates to the role of the
financial press. Bob Rice said in 2012 that “[m]ost mainstream media is only now
picking up on the basic idea that these [DV As] are really irrelevant” (Rice 2012). In
contrast, Bob Pozen stated in 2011 that “the media has reported earnings explaining
that profits from DVA are an ‘accounting gain’ rather than true earnings” (Pozen
2011). I give further evidence on the DVA debate in Appendix 1.

In conclusion, DVAS’ critics make various claims in the DVA debate. Still,
empirical research that evaluates these claims is very scarce. This study attempts to
address this scarcity.

2.3 Prior literature

The relatively young research on DVA accounting consists of theoretical,
experimental, and empirical studies. In a theoretical study, Lipe (2002) is the first
to document a counterintuitive DVA result in a “what-if” scenario and concludes
that DVAs are potentially “dangerous”. Chasteen and Ransom (2007) state that
DVAs are “counterintuitive” and suggest an alternative approach for liability
measurement that excludes DVAs. In an experiment among 184 Certified Public
Accountants, Gaynor et al. (2011) find that over 70% wrongly interpret DVA gains
as a signal for decreased credit risk and DVA losses as a signal for increased credit
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risk. Lachmann et al. (2015) conducted an experiment with 93 auditors. They find
that participants are more likely to misinterpret a firm’s performance if net income
includes DV As relative to a firm’s performance where DVAs are disclosed in other
comprehensive income.

In an empirical study before DVASs’ introduction in accounting, Barth et al.
(2008) find that the decrease (increase) in a firm’s equity value associated with an
increase (decrease) in the credit risk of the firm is mitigated by a higher debt-to-
assets ratio. This suggests that investors price the wealth transfer from debtholders
to shareholders that DVAs represent correctly when firms do not recognize DV As.
Chung et al. (2017) find that investors potentially misprice DVAs but perceive them
as value-relevant. Cedergren et al. (2015) add to the latter finding by showing that
investors also understand the offsetting relation between DVAs and corresponding
changes in unrecognized intangible assets. Schneider and Tran (2015) find that
information asymmetries between investors are not higher for firms that recognize
DVAs compared to other FVOL adopting firms. Finally, Fontes et al. (2018) find
that fair value measurement of banks’ assets is associated with lower information
asymmetry among investors and that this reduction is noticeably larger when banks
also recognize DVAs.

Regarding the reporting of DVAs, Bischof et al. (2014) find that a majority of
financial analysts discuss DVAs’ impact on performance figures in analyst reports
and often exclude them from performance figures. Eichner and Mettler (2014) find
low DVA disclosure quality in annual reports of European firms in the year 2012.

Overall, the findings from theoretical, experimental, and empirical DVA
literature are not necessarily inconclusive. Still, they seemingly show somewhat
different opinions from researchers on DVAs’ usefulness. In any case, prior DVA
literature offers informative insights into DVAs’ properties from different
viewpoints. Still, no research yet gives comprehensive descriptive evidence on
basic characteristics of DVAs such as their occurrence, their size, and their
reporting. In light of DVASs’ topicality and the young but growing DVA literature,
such evidence should make a valuable contribution to this literature and to the DVA
debate.

Additionally, thorough descriptive evidence on DVAS’ reporting by the financial
press should contribute to the literature of the financial press as an information
intermediary (Bushee et al. 2010). In particular, descriptive evidence on the
financial press’ DVA reporting should contribute to the literature on the financial
press’ coverage of firms’ accounting practices (Foster 1987, 1979; Miller 2006) and
firms’ reporting practices (Koning et al. 2010).

3 Sample selection and data collection

I give descriptive evidence on DVAS’ occurrence, size, and reporting by managers
for all firm-quarters of US financial firms that reported DVAs and published
quarterly earnings press releases between 2007 and 2014. I combine two
identification strategies from the recent literature on FVOL adoption (Cedergren
et al. 2015; Wu et al. 2016; Chung et al. 2017). First, I used data from regulatory
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FRYOC reports of 8,558 bank holding companies. I require firms to file a gain or
loss on fair value liabilities in the sample period. This is true for 94 firms. I excluded
41 firms for which I cannot retrieve a CIK code. For the remaining 53 firms, I
collected all 10-Q and 10-K filings from SEC Edgar in the sample period.
Performing a thorough manual search of these filings, I found 11 firms that report
DVA:s.

Second, I considered all 5757 financial firms covered by Compustat in fiscal
years between 2007 and 2014. I identify 207 financial firms as adopters of the fair
value option because they have the item “Adoption of Accounting Changes” equal
to “FS159” in any year within the sample period. Next, I eliminate 47 firms without
fair value liabilities and then 65 firms without fair value changes reported in
earnings. Next, I eliminate 10 firms without CIK identifier and 31 firms whose 10-K
and 10-Q filings I already searched in the first part of the identification process. For
the remaining 54 firms, I collected all available 10-K filings and searched them for
key terms related to DV As. I found such terms in filings of 41 firms. I did a thorough
manual search of all annual and quarterly filings of these firms and hereby find 9
more firms that report DVAs in the sample period. Finally, I exclude one firm that
does not file quarterly earnings press releases with the SEC in the sample period. In
total, my sample comprises 19 DVA-reporting firms.

My initial sample of firm-quarters consists of the 540 firm-quarters of these 19
firms for which I can collect the respective financial report (10-Q or 10-K filing)
between 2007 and 2014 from SEC Edgar. I exclude 20 firm-quarters without §8-K
reports. Finally, I exclude 115 firm-quarters without FVOL adoption. In total, my
sample consists of 405 firm-quarters in which DVA-reporting US financial firms
adopted the FVOL and released a quarterly earnings press release. Table 1, Panel A
summarizes the sample selection.

I further give evidence on DVASs’ reporting by the financial press in US
newspapers. Again, I run a twofold approach. First, I collect all articles that cover
the 405 sample firm-quarters from The Wall Street Journal, The New York Times,
The Washington Post, and USA Today. Doing an extensive manual search, I found
125 articles with DVA information. Second, I conduct a search of DV A-related key
terms in The Wall Street Journal and all US newspapers included in the Nexis
database. Hereby, I found 55 more articles with DVA information. I exclude seven
articles that I cannot link to my sample firm-quarters. In total, I use 173 articles with
DVA information for my tests, covering 75 distinct firm-quarters. Table 1, Panel B
provides an overview of the articles distribution over time and across newspapers.
Appendix 2 provides a detailed description of the sample selection.

4 DVAS’ occurrence, size, and reporting by managers
4.1 Characteristics of DVA-reporting firms
Prior literature remains silent on the characteristics of DV A-reporting firms. To

give insights, I compared financial characteristics of DVA reporters with those of
FVOL adopters that do not report DVAs and with those of non-FVOL adopters.
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Table 1 Sample Selection and Article Distribution

Panel A: Sample selection process

Step 1: Identification of DV A-reporters through Bank Regulatory Reports

All bank holding companies filing FRY9C reports between 2007 and 2014 8558
Firms without FVOL adoption in the sample period — 8464 94
Firms without link between RSSD ID and PERMCO -39 55
Firms without link between PERMCO and CIK -2 53
Firms without information on DVAs in SEC filings — 42 11

Step 2: Identification of DVA-reporters through Compustat accounting data

All financial firms with coverage in “Compustat North America Annual Database between 2007 and 5757

2014

Firms without fair value option adoption — 5550 207
Firms without fair value liabilities — 47 160
Firms without fair value changes recognized in earnings — 65 95
Firms without CIK identifier — 10 85
Firms whose filings I searched in Step 1 of the selection process — 31 54
Firms without mentioning of DVA-related keywords in 10-K filings — 13 41
Firms without information on DVAs in SEC filings - 32 9
Firms without 8-K filings (quarterly earnings press releases) -1 8

Step 3: Identification of FVOL firm-quarters of DVA-reporting firms with earnings press releases

Firm-quarters of 19 DVA reporting firms with SEC filings (10-Q and 10-K) between 2007 and 2014 540
Firm-quarters without 8-K filings (quarterly earnings press releases) — 20 520
Firm-quarters without FVOL adoption — 115 405

Panel B: DVA articles’ distribution over time and across newspapers
Newspaper 2007 2008 2009 2010 2011 2012 2013 2014 Total
AdvisorOne 3 9 2 14
American Banker 2 1 1 3 7
Business Insurance 1 1
Crain’s New York Business 1 1
National Mortgage News 1 1
Research and Research Breaking News 1 1 3 5
St. Louis Post-Dispatch 1 1
St. Paul Pioneer Press 1 1
The New York Post 2 2
The New York Times 10 9 8 11 7 7 52
The Washington Post 3 2 2 2 5 14
ThinkAdvisor 1 1 2
USA Today 1 1 2 2 6
The Wall Street Journal 1 3 14 2 10 20 6 10 66
Total 1 5 32 14 26 50 27 18 173
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Table 1 continued

Panel C: Relation between individual financial press articles and article-firm-quarters observations

154 Article(s) give(s) DVA information for 1 Sample firm- = 154 Article-firm-
quarter(s) quarters

13 2 = 26

3 3 = 9

2 4 = 8

1 5 = 5

173 Articles give DVA information for a total of 202  Article-firm-quarter
observations

Panel A of this table summarizes the sample selection process (see Appendix 2 for more details). Panel B gives an
overview of the distribution of DVA articles over time and across newspapers. Panel C gives information on the relation
between individual financial press articles and article-firm-quarters (see Appendix 5 for more details)

I used data from the fourth quarter of 2006, because it is the effective date for
firms’ decisions whether to adopt early the FVOL and the last quarter whose
accounting data is unaffected by this choice.'" My research setting for this test
follows Guthrie et al. (2011). Appendix 3, Panel A presents definitions of the used
variables and Table 2 presents descriptive statistics. Comparing FVOL adopters
that do not report DVAs with non-FVOL adopters, I found FVOL adopters to be
significantly larger in terms of total assets and total liabilities. For example, the
average total assets of FVOL adopters without DVAs are $69.06 billion while the
average total assets of non-FVOL adopters are $26.07 billion. This is consistent
with larger US financial institutions that are more engaged in complex activities,
for example, hedging activities, having a higher demand for an adoption of the
FVOL to ease these activities (Guthrie et al. 2011). FASB’s reason for the
issuance of the FVOL was to relieve firms from the burden to follow complex
hedge accounting provisions for derivatives (FASB 2007). In line with this, I
found that FVOL adopters are significantly more likely to use derivatives before
the introduction of the FVOL than non-adopters (46% compared to 20%). In
contrast, FVOL adopters and non-FVOL adopters are not significantly different
concerning their average ratio of instruments for which the fair value option is
eligible in my sample.

Comparing DVA-reporting FVOL adopters with FVOL adopters that do not
report DVAs, I found that DV A-reporters are significantly larger. For example, the
median of total assets of DVA-reporters is $182.20 billion compared to $8.86 billion
of other FVOL adopters. DVA-reporters also have significantly more fair value
liabilities, in absolute terms and relative to total liabilities (according to a Wilcoxon
rank-sum test). The finding is consistent with DV A-reporters applying the FVOL to

! As data for one firm from the sample of DV A-reporters is missing for the fourth quarter of 2006, I use
the earliest data available for this firm instead, i.e., data from the fourth quarter of 2008. The results are
not sensitive to the exclusion of this firm.
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Table 2 Characteristics of DV A-reporters

Mean Std. Dev  Min Median Max N
Panel A: DVA-reporters
Total assets (in $bn) 528.77*%%  608.88 1.21 182.20%** 1884.32 19
Total liabilities (in $bn) 492.29%**  566.16 1.10 164.36*%** 1764.54 19
Total fair value liabilities (in $bn)  107.49***  169.39 0.01 9.70%** 479.90 19
Total fair value liabilities (%) 0.16 0.15 0.00 0.08*** 0.45 19
Eligible instruments (%) 0.81 0.18 0.23 0.85 0.97 19
Derivative user (dummy) 0.84%** 19
Return on equity (%) 0.12 0.06 0.01 0.12 0.27 19
Panel B: FVOL adopters that do not report DVAs
Total assets (in $bn) 69.06%* 184.61 0.41 8.86%** 1030.51 78
Total liabilities (in $bn) 63.17%* 174.84 0.13 7.03#%% 982.18 78
Total fair value liabilities (in $bn)  12.40%**  64.80 0.00 0.09%#:* 467.20 78
Total fair value liabilities (%) 0.10%#:* 0.22 0.00 0.0 %% 1.00 78
Eligible instruments (%) 0.80 0.21 0.10 0.91 0.99 78
Derivative user (dummy) 0.46%** 78
Return on equity (%) 0.13 0.12 —0.07  0.12%** 0.83 78
Panel C: Non-FVOL adopters
Total assets (in $bn) 26.47 154.03 0.00 0.84 1965.16 1690
Total liabilities (in $bn) 24.60 147.20 0.00 0.65 1919.42 1690
Total fair value liabilities (in $bn)  0.00 0.00 0.00 0.00 0.00 1690
Total fair value liabilities (%) 0.00 0.00 0.00 0.00 0.00 1690
Eligible instruments (%) 0.76 0.26 0.00 0.92 1.00 1690
Derivative user (dummy) 0.21 1690
Return on equity (%) 0.13 1.11 — 1857 0.10 25.68 1690

Panel A, B, and C of this table give descriptive statistics on financial characteristics of DV A-reporters,
FVOL adopters that do not report DVAs, and non-FVOL adopters, respectively. All statistics are for the
fourth quarter of 2006. As data for one DV A-reporter is missing for the fourth quarter of 2006, I use the
earliest data available for this firm instead (i.e., data from the fourth quarter of 2008). The results are not
sensitive to the exclusion of this firm. The identification of DV A-reporters follows Step 1 and 2 of the
sample selection, the identification of FVOL adopters follows Step 2 of the sample selection, and the
sample of non-FVOL adopters comprises all respective firms from Step 2 with required data available, see
Table 1, Panel A. *** ** and * indicate significance at the 1, 5, and 10% level of two-tailed t-tests
(means) and Wilcoxon rank-sum tests (medians) of equality between statistics of DVA-reporters and
statistics of FVOL adopters that do not report DVAs in Panel A and between statistics of FVOL adopters
that do not report DVAs and statistics of non-FVOL adopters in Panel B. Definitions of variables are
reported in Appendix 3, Panel A

larger portions of liabilities. This is plausible as FAS 159 requires reporting only of
material DVAs (FASB 2007) and DVASs’ size depends on the size of debt for which
the FVOL has been elected, amongst other factors. The large majority of DVA-
reporters use derivatives (84%), significantly more than other FVOL adopters
(46%). Both, the ratio of instruments for which the fair value option is eligible and
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the return on equity are not significantly different between DV A-reporters and other
FVOL adopters.

In conclusion, DVA-reporters seem to be systematically different from other
FVOL adopters and from non-FVOL adopters in several aspects. DVAs appear to
concern mainly few, very large and complex US financial institutions that apply the
FVOL extensively. For example, five of the largest six US bank holding companies
are among the 19 DVA-reporters.”

4.2 DVAS’ occurrence and size

Table 3, Panel A depicts descriptive statistics on DVAs’ occurrence and size. The
mean of quarterly DVAs is $6.91 m (median: —$0.20 m). Negative DV As appear in
50.6% of the firm-quarters. The largest negative DVA in the sample is —$3,600 m,
the largest positive DVA is $4,506 m. The mean of absolute quarterly DVAs is
$285.42 m (median: $66.30 m). The mean ratio of absolute quarterly DVAs to
absolute quarterly net income is 93.7% (median: 8.6%). Only 12 of the 405 firm-
quarters have a DVA of zero (2.96%, untabulated). Taken together, the descriptive
evidence is consistent with DVAs causing losses about equally often as gains.
Further, the low mean of DV As is consistent with positive and negative DV As being
on average similarly large. Hence, the findings do not support concerns from the
public DVA debate that DVAs are an “accounting trick” (Carver 2012a) used “to
find profits” (DVA, CVA, schmee-VA! 2013). Still, the results do not rule out that
managers could profit from DVAs because prior literature suggests that investors
perceive positive and negative DV As differently (Gaynor et al. 2011). In any case,
the findings are consistent with a regular and notable impact of DVAs on firms’
results and therewith further motivate the following analyses on DVASs’ reporting by
managers and the financial press.

4.3 DVA reporting by managers
4.3.1 Measures of DVA reporting quality

To explore managers’ reporting of DVAs, I analyze the DVA information in
quarterly earnings press releases. Quarterly earnings press releases are a direct way
of managers to communicate with financial markets and among the most common
and important instruments of voluntary disclosure (Davis et al. 2012; Davis and
Tama-Sweet 2012). Compared to financial reports, they are unaudited and less
regulated, and therefore, allow for a higher level of discretion on form and content
(Henry 2008). Also, as shown in Sect. 2.2, public criticism often targets managers’
DVA reporting in earnings press releases.

I checked the press releases for several DVA disclosures and constructed
respective binary variables (see similar: Baumker et al. 2014). Ment, indicates that

2 Specifically: JPMorgan Chase & Co., Bank of America Corp., Citigroup Inc., the Goldman Sachs
Group Inc., and Morgan Stanley. See https://www.ffiec.gov/nicpubweb/nicweb/HCSGreaterThan10B.
aspx. Accessed 26 April 2017.
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the quarterly earnings press release mentions DV As. Sign indicates that the press
release contains information on the DVAS’ sign (i.e., whether DV As are positive or
negative). Size indicates that the press release contains the DVAs’ size as an
absolute or per share figure.> Due indicates that the press release contains
information explaining that DVAs stem from a change in debt value or from a
change in credit risk. Dir indicates that the press release contains directional
information on DVAs. For example, in firm-quarters with negative DVAs, Dir
indicates that the press release contains the information that the negative DVAs
stem from an increase in own debt’s value and/or that they stem from a decrease in
the firm’s own credit risk. According to experimental evidence, this information
helps investors unravel the criticized “counterintuitiveness” of DVAs (Gaynor et al.
2011).

Comment indicates that the press release provides an evaluative comment on
DVAs. For example, in Morgan Stanley’s press release of the first quarter of 2009,
its CEO John J. Mack says ,[iln fact, Morgan Stanley would have been
profitable this quarter if not for the dramatic improvement in our credit spreads—
which is a significant positive development, but had a near-term negative impact on
our revenues.” Excl indicates that the press release provides a non-GAAP
performance figure that excludes DVAs or a description of a scenario that excludes
DVAs, for example, “excluding DVAs, net income increased”. Prior literature
considers such non-GAAP figures as information on the excluded items’
transitoriness (Curtis et al. 2014; Baumker et al. 2014).

As an overall measure of disclosure quality, quantity and of reporting emphasis,
Agglnfo is an aggregated “checklist” measure equal to the sum of Ment, Sign, Size,
Due, Dir, Comment, and Excl (see e.g., Hail 2002; Botosan 1997). Finally,
FirstPageMent indicates that the press release gives DVA information or a non-
GAAP figure excluding DVAs on its first page. Prior literature finds that managers
place items prominently in press releases to emphasize them (see e.g., Bowen et al.
2005; Guillamon-Saorin et al. 2012). I provide an example for the measures’
codifications in Appendix 4 and a discussion of the measures in the conclusion of
the paper.

4.3.2 Descriptive statistics

Table 3, Panel B shows descriptive statistics of the disclosure measures. Managers
mention DVAs in 60.5% of the quarterly earnings press releases in the sample. They
give DVAS’ sign, size, and the fact that DV As arise from changes in debt and credit
risk similarly often (57.3, 53.8, and 57.3%). In contrast, they give directional DVA
information that explains DVAs’ “counterintuitivity” in only 26.4% of the press
releases. They give evaluative comments on DVAs in 3.0% and a non-GAAP
figure excluding DVAs in 41.0% of the press releases. An average press release

3 In some quarterly press releases, I found that managers report DVAs’ size aggregated with other
amounts such as credit value adjustments (from counterparty risk changes) or certain fair value
adjustments on derivatives. Such “mixed” reporting potentially weakens the test results for this measure.
The results from my tests are not sensitive to the exclusion of the Size variable. For details, see Appendix
3, Panel B.
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contains 2.99 of the seven investigated pieces of information (median: 4). Finally,
managers give DVA information on the first page of 28.6% of the press releases.

In sum, the descriptive evidence of managers’ DVA disclosures is not consistent
with managers providing DVA disclosures very continuously but it is also not
consistent with DVA disclosures by managers being very scarce. Rather, managers’
DVA reporting in quarterly earnings press releases varies which further motivates
the following analysis on its determinants.

4.3.3 Determination analyses

I examine potential determinants of managers’ provision of DVA information using
multivariate regression analyses. This allows for a better identification of the
association between the provision of information and individual factors as it
simultaneously controls for the association of the information’s provision with other
factors in the model. Motivated by claims from the DVA debate that managers
report DVAs asymmetrically and strategically, I investigate whether DV A relational
information in quarterly earnings press releases is associated with DVAs’ size and
sign (Schrand and Walther 2000) and with strategic incentives to give more
information (Marques 2010; Baumker et al. 2014). I use probit models for
regressions with binary dependent variables and OLS models for regressions of
Agglnfo. The regression model is:

Disclosurey, = fiy + f;AbsDVA; + f,AbsDVA; * NegDVA,, + f3NegDVA;
+ fiIncentive; + fsPages; + fgsQuarter; + f,TAi + &,
()

where Disclosure represents the different measures of DVA information: Ment,
Sign, Size, Due, Dir, Comment, Excl, Agglnfo, and FirstPageMent. AbsDVA is the
absolute amount of DVAs scaled by the natural log of total assets. NegDVA is a
binary variable indicating that DV As are negative in the firm-quarter. Incentive is a
binary variable indicating the presence of at least one of two possible strategic
incentives for managers to report/emphasize DVAs. In line with prior literature, I
consider the following two incentives: 1. net income is negative while net income
excluding DV As is positive and 2. net income is below last year’s net income while
net income excluding DVAs is above last year’s net income excluding DVAs
(Marques 2010). Unlike prior literature (e.g., Baumker et al. 2014), I do not consider
a missed mean consensus analyst forecast due to DV As as an incentive because the
majority of analysts exclude DVAs from their forecasts (Bischof et al. 2014). Pages
is the natural log of the number of pages in the quarterly earnings press releases. I
include it to control for firms’ transparency in the respective quarter. Quarter is a
time trend variable (see Woolridge 2013) increasing with equal steps from 1 (first
quarter of 2007) to 32 (fourth quarter of 2014).4 I include it to control for a
potentially increasing DVA awareness over time. TA is the natural log of total
assets and controls for various factors associated with firms’ size. I used robust

4 An alternative test specification includes quarter indicators instead of Quarter. The results of my tests
are not sensitive to this specification choice.
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Fig. 1 DVA Reporting Conditional on DVAs’ Size and Sign. This figure shows predictive probabilities
of DVA reporting conditional on DVAs’ size (AbsDVA), conditional on whether DVAs are positive or
negative, and conditional on whether the reporting is by managers or the financial press. The predictive
probabilities for managers’ DVA reporting are obtained from regression model (1), Table 4, Panel A:
Ment;; = fi, + f;AbsDVA;; + f,,AbsDVA;; * NegDVA; + f;3NegDVA, + f,Incentive; + fsPages; +
P¢Quarter;, + f,TAy + &. The predictive probabilities for the press” DVA reporting are obtained from
regression model (1), Table5: Coverage; = fi, + f/{AbsDVA; + f,AbsDVA; * NegDVA,; +
p3NegDVA; + f,Agglnfo, + fsFirstPageMent;, + fsAbsNIi + f;NegNI; + fgAbsNI * NegNI; +
PoPages; + fjoQuarter, + S, TAi + & The regression models have standard errors that are
heteroskedasticity robust and clustered by firms. Predictive probabilities are evaluated with covariates
fixed at their means. Bars reflect the number of observations within a specific range of
AbsDVA. Definitions of variables are reported in Appendix 3, Panel B

standard errors that are clustered by firms (White 1980). Table 3, Panel C shows
descriptive statistics of the independent variables. It shows, for example, that a
strategic incentive for managers to report/emphasize DV As is present in 8.6% of the
405 firm-quarters.

Table 3, Panel D shows the corresponding correlation coefficients. Most DVA
reporting measures are positively correlated with DVAs’ size (AbsDVA). In contrast,
DVA'’s sign is not significantly correlated with the DVA reporting measures except
for Excl. Many DVA reporting measures are highly correlated with each other (e.g.,
Ment, Sign, Size, and Due) indicating that managers often provide this DVA
information in concert.

Table 4, Panel A shows the regression estimations of the determinants models of
managers’ DVA reporting. The coefficient on AbsDVA is significantly positive in
all models except for Model 6 and 7. Similarly, the sum of the coefficients AbsDVA
and AbsDVA*NegDVA is positive and significant in all models but Model 7 as the
results of Chi-squared/F-tests show. These findings are consistent with managers
giving more DVA information for both, larger positive DVAs and larger negative
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DVAs, in quarterly earnings press releases. The coefficient on AbsDVA*NegDVA
is significantly positively associated with four disclosure measures in the regression
models (Ment, Sign, Due, and Comment). This finding indicates that managers give
this information on DVAs more often for larger negative DVAs than for larger
positive DVAs.

Figure 1 illustrates this finding. It displays the predictive probabilities that
managers mention DVAs for different sizes of negative and positive DVAs (filled
circles). The predictive probability for DVA reporting by managers is mostly larger
for negative DV As than for positive DVAs. The gap is largest for small to medium
DVA:s. For the largest DV As, the gap narrows again until the predictive probability
for managers’ DVA reporting is about 100% for both, positive and negative DVAs.

The coefficient on Incentive is positive and significant in Model 7 (Excl). This is
consistent with managers providing non-GAAP figures excluding DVAs more often
when they have a strategic incentive, for example, when the non-GAAP figure shows
a profit while GAAP income is a loss. On average, the presence of a strategic
incentive increases the likelihood for managers’ reporting of a non-GAAP
figure excluding DVAs by 84.7%.° The coefficient on Pages is significantly
positive in several models indicating a higher likelihood for DVA information in
longer earnings press releases. The coefficient on Quarter is significant in Model 7,
consistent with more frequent reporting of non-GAAP figures excluding DVAs over
time.

In Model 9, the coefficient on AbsDVA and the joint coefficient of AbsDVA +

AbsDVA*NegDVA show that DVA reporting on a press release’s first page is
more likely for larger positive and negative DVAs. The significantly positive
coefficient on Quarter is in line with more prominent DVA reporting by managers
over time.

I rerun the analyses including firm indicators. Thereby, I control for time-
invariant firm characteristics that are associated with the propensity to give DVA
information. This leads to different sample sizes for the models as some firms never
give specific DVA information. Table 4, Panel B shows the results.® The prior
results largely persist. In particular, the coefficients on AbsDVA*NegDVA keep
their signs and statistical and economic significance. The coefficient on Incentive is
significantly positive in Model 5 (Dir) and Model 6 (Comment).

In Model 9 (FirstPageMent), the coefficient on Incentive is positive and weakly
significant, consistent with more prominent DVA reporting in press releases when
strategic incentives for such emphasis are present.

In conclusion, the findings from my regression analyses on the determinants of
managers’ DVA reporting are consistent with claims from the public DVA debate
that managers give specific DVA information more often on large negative DVAs

5 I estimate differences in likelihoods as the relative change in predictive probabilities with covariates
fixed at their means. For example, the increase in the likelihood for managers to provide a non-GAAP
figure excluding DVAs (Excl) when they have a strategic incentive to do so is (68.7-37.2%)/
37.2% = 84.7%.

6 I caution to interpret the results of all probit models in this paper that include firm indicators with care,
because they inherently suffer from the incidental parameter problem (see Lancaster 2000 for a survey of
the problem).
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than on large positive DVAs. I also find that managers seem more likely to give
rather profound disclosures (i.e., directional DVA information, evaluative com-
ments, and non-GAAP figures excluding DVAs) in the presence of strategic
incentives, i.e., when DV As cause net losses or results that compare unfavorably to
last year’s results. Finally, I found weak evidence that such situations also
incentivize managers to place DVAs more prominently in press releases.

5 Financial press’ DVA reporting
5.1 Determinants of DVAs’ coverage by the financial press

To give evidence on DVA relational information by the financial press, I conducted
two sets of determination analyses. In this section, I investigate determinants of the
press’ decision to cover a firm-quarter with an article containing DVA information.
Table 1, Panel B provides an overview of the distribution of 173 financial press
articles with DVA information that I found in US financial newspapers over time
and across newspapers. Because some firm-quarters are covered by more than one
article, the 173 articles cover only 75 of my 405 sample firm-quarters (18.5%). This
indicates a rather selective than broad DVA reporting by the financial press and
further motivates my analysis on the determinants of DVAs’ press coverage.

I consider DVAs’ size (AbsDVA) and sign (NegDVA) and managers’ DVA
reporting (Agglnfo, FirstPageMent) as potential determinants of the press’ decision
to cover DVAs. Bischof et al. 2014 do a similar analysis on financial analysts’ DVA
coverage. I used the following probit regression model:

Coverage; = f, + f;AbsDVA;; + f,AbsDVA; x NegDVA; + ;NegDVA,, + f,Agglnfo;
+ psFirstPageMent; + i AbsNI;; + f,NegNI,, + f3AbsNI x NegNI;,
+ BoPages;, + fi;Quarter; + 1, TAi + &

2)

where Coverage is a binary variable indicating that a firm-quarter is covered by at
least one financial press article with DVA information. AbsNI is the absolute value
of quarterly net income and NegNI is a binary variable indicating a negative
quarterly net income. I add the latter two variables to control for situations in which
large DVAs cause extreme income figures and thereby indirectly drive press cov-
erage of the firm-quarter. Again, I include Pages to control for firms’ transparency in
the respective quarter, Quarter to control for a time-trend, and TA for firm-size
related effects. I use robust standard errors that are clustered by firms.

Table 3, Panel D shows the respective correlation coefficients. Coverage is
positively correlated with AbsDVA, in line with a higher likelihood of press
coverage when DVAs are large. Coverage is also positively correlated with all
measures of managers’ DVA reporting, consistent with an association between
managers’ and the press’ DVA reporting.

Table 5 shows the results of the regression estimations on the determinants of
financial press’ DVA coverage. In Model 1, the coefficient on AbsDVA is
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Table 5 Determinants of DVAs’ coverage by the Financial Press

Dependent variable (€)) ?2) 3) (@)
Coverage Coverage Coverage Coverage
AbsDVA 0.006%*** 0.004%* 0.006%** 0.004**
(5.3601) (2.1711) (5.3265) (1.9937)
AbsDVA*NegDVA — 0.005 — 0.008%*** — 0.005 — 0.009%**
(— 1.3089) (— 2.6205) (— L.3111) (— 3.5907)
NegDVA 0.012 0.197 0.017 0.222%*
(0.1499) (1.5101) (0.1829) (1.9621)
Agglnfo 0.284%* 0.290%** 0.245%* 0.538%**
(2.3961) (2.6574) (2.0113) (3.2539)
FirstPageMent 1.026%#%* 1.047%%* 1.060%#%* 0.815%
(2.8617) (2.2819) (3.1639) (1.7644)
Ment 0.206 — 1.425
(0.2837) (— 1.5589)
AbsNI — 0.002%* — 0.000 — 0.002%* — 0.000
(— 2.5168) (— 0.4838) (— 2.4921) (— 0.8101)
NegNI — 0.402 0.188 — 0.397* 0.218
(— 1.6367) (0.5204) (— 1.7272) (0.5077)
AbsNI*NegNI 0.002%%* 0.001 0.002%** 0.001
(2.5890) (0.8681) (2.5899) (1.3528)
Pages — 1.029* 0.081 — 1.030* —0.197
(— 1.8393) (0.1180) (— 1.8997) (— 0.2238)
Quarter 0.037%** 0.015* 0.036%** 0.025%*
(2.8304) (1.8716) (2.8453) (2.2539)
TA 0.671#%* — 0.207 0.680%%* — 0.093
(4.3716) (— 0.1642) (4.2277) (— 0.0701)
Constant — 8.930%** 1.127 — 9.075%#* 0.424
(— 3.4419) (0.0638) (— 3.2000) (0.0230)
Firm Indicators No Yes No Yes
Chi-squared: 0.684 0.124 0.693 0.038
AbsDVA+
AbsDVA*NegDVA
Pseudo R* 0.556 0.434 0.556 0.445
N 405 188 405 188
Pred. prob. of DVA coverage (in %)
NegDVA =0 2.7% 34.3% 2.6% 35.3%
NegDVA =1 2.2% 29.9% 2.1% 30.5%
FirstPageMent = 0 1.2% 22.1% 1.1% 24.9%
FirstPageMent = 1 10.8% 61.0% 10.8% 55.4%

This table shows coefficient estimates from probit regression models. The underlying regression model is:
Coverage;, = i, + i AbsDVA; + ,AbsDVA;, * NegDVA,, + f3NegDVA, + f,Agglnfo; + fsFirstPageMent;, + f¢
AbsNI; + f;NegNI; + figAbsNI s NegNI, + foPages; + f;oQuarter;, + f5;, TA; + & Coverage is a binary variable
indicating that a firm-quarter of the sample is covered by a minimum of one financial press article. The regression
models have standard errors that are heteroskedasticity robust and clustered by firms. z-statistics are reported in
parentheses. *, **, and *** indicate significance at the 10, 5, and 1% level, respectively. All Chi-squared statistics result
from two-tailed tests. Predictive probabilities are evaluated with covariates fixed at their means. Definitions of variables
are reported in Appendix 3, Panel B
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significantly positive. This indicates more press coverage of larger positive DVAs.
In contrast, the joint coefficient on AbsDVA + AbsDVA*NegDVA is not different
from zero (p value: 0.684). This is not consistent with more press coverage of larger
negative DVAs. Figure 1 illustrates the predictive probabilities that the press covers
DVAs for different sizes of negative and positive DVAs (hollow circles). It shows
that the probability of press coverage of positive DVAs increases with increasing
DVASs’ size. In comparison, the probability of press coverage of negative DVAs
increases less and is consistently below the probability of press coverage of equally
large positive DV As. Figure 1 further highlights the difference between managers’
DVA reporting as discussed in Sect. 4.3 (filled circles) and the press’ DVA
reporting. While managers are more likely to mention negative DV As than positive
DVAs in earnings press releases, the press is more likely to cover positive DVAs
than negative DV As in press articles.

The coefficient on Agglnfo is significantly positive. This is in line with more press’
DVA coverage when managers give more DVA information in quarterly earnings
press releases. The coefficient on FirstPageMent is significantly positive, too. This
implies more DV A coverage by the press when managers place DVAs prominently in
earnings press releases. The significantly positive coefficient on AbsNI*NegNI
indicates more press’ DVA coverage in firm-quarters with higher net losses. Finally,
the significantly positive coefficients on Quarter and TA imply more DVA coverage
by the press over time and for larger firms. I rerun the analysis including firm
indicators (Model 2). This decreases the sample size as some firms never receive DVA
press coverage. The coefficients on my main variables stay unchanged except for the
now significantly negative coefficient on AbsDVA*NegDVA. This is consistent with
the financial press covering large positive DVAs more than large negative DVAs.
Managers’ prominent placement of DVAs on press releases’ first page increases the
predictive probability for their press coverage from 22.1 to 61.0%. I repeated both
analyses including Ment to control for the possibility that press’ DVA coverage is
mainly driven by managers’ decision whether to report DV As (Model 3 and 4). The
results stay virtually unchanged.

In conclusion, findings from my analyses on the determinants of DVA coverage
by the financial press are in line with the financial press being more likely to cover
large positive DV As relative to large negative DVAs. This is consistent with the
financial press providing some counterweight to asymmetric DVA reporting by
managers who rather emphasize negative DVAs. It is also consistent with prior
literature that finds that “bad news” receive more press coverage, as larger positive
DV As reflect higher increases in credit risk (Gaa 2008). Still, possibly contrasting a
“watchdog role” of the press, the findings are also in line with findings from prior
literature that the financial press potentially follows managers’ reporting spin as
DVA coverage is associated with managers’ reporting emphasis on DVAs in press
releases (Ahern and Sosyura 2014; Dyck and Zingales 2003). To the extent that
managers’ asymmetric DVA reporting follows informative motives rather than
strategic motives, however, this finding is consistent with the press disseminating
valuable DVA information by managers (Bushee et al. 2010).
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5.2 Determinants of new DVA information by the financial press

In this section, I investigate the determinants of “new” DVA information by the
financial press, i.e., information beyond managers’ DVA disclosures. Some of the
173 sample articles contain information on more than one firm-quarter. I “split”
such articles in two or more “article-firm-quarters”. For example, if an article gives
DVA information on three different firm-quarters, I split this article in three article-
firm-quarters. Thereby, I am able to compare the DVA information on each firm-
quarter in the article with the DVA information in the respective firm-quarters’
earnings press-releases. In total, I split the 173 articles in 202 article-firm-quarters,
i.e., 202 non-distinct firm-quarters on which a financial press article gives DVA
information. Table 1, Panel C and Appendix 5 give further details.

Hand-collecting the contents of DVA information from the press articles, I build
NewlInfo: a binary variable indicating that for a given article-firm-quarter, the press
article gives DVA information that the firm’s quarterly earnings press release does
not give. Appendix 5 details the coding of NewlInfo.

Table 6, Panel A shows descriptive statistics for the article-firm-quarters. I found
that the press gives new DVA information in 20.8% of the article-firm-quarters.
Untabulated results show that the most common forms of new DVA information by
the press are non-GAAP figures excluding DVAs and evaluative comments on
DVA:s. In contrast, I only found three instances in which an article mentions DVAs
that the corresponding firm press release does not mention and only one article that
provides a DVA’s size that is not given in the respective press release.

Panel B of Table 6 shows the respective correlation coefficients. NewlInfo is
negatively correlated with AggInfo and FirstPageMent, consistent with the financial
press providing more new information if managers give less information. In
contrast, NewInfo is not correlated with DVAs’ size (AbsDVA) or DVAs’ sign
(NegDVA).

To test for the determinants of new DVA information by the press, I use the
following probit regression model:

Newlnfoi, = fy + f;AbsDVA;; + f,AbsDVA;; * NegDVA;, + f3NegDVA;
+ psAgglnfo, + fsFirstPageMent;, + foPages; + f,,Quarter;
+ BuTAi + &,
(3)

where NewlInfo is a binary variable indicating new DVA information by the press. I
use AbsDVA, NegDVA, and their interaction to test if new DVA information by the
press is associated with DVAs’ size and sign. I use Agglnfo and FirstPageMent to
test the association between the press’ DVA reporting and managers’ DVA
reporting. Finally, I include Pages, Quarter, and TA to control for overall trans-
parency, time-trends, and firm-size related factors. I used robust standard errors that
are clustered by firms. Appendix 1, Panel B summarizes the variables for this test.

Panel C of Table 6 shows the results of the regression estimations. In Model 1,
the coefficient on AbsDVA is significantly positive. This is consistent with the
financial press being more likely to give new information for large positive DV As.
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Table 6 New DVA information by the Financial Press
Mean Std. Dev. Min Median Max N
Panel A: descriptive statistics for article-firm-quarter observations
NewInfo 0.208 202
AbsDVA 75.433 79.270 0.343 38.691 308.359 202
NegDVA 0.530 202
Agglnfo 5.391 1.124 0 5 7 202
FirstPageMent 0.713 202
Pages 2.702 0.338 2.079 2.639 3.332 202
Quarter 19.738 6.917 3 21 32 202
TA 14.154 0.475 13.347 14.448 14.723 202
N =202 NewInfo  AbsDVA  NegDVA  AggInfo  FirstPageMent Pages  Quarter TA
Panel B: Correlation coefficients for article-firm-quarter observations
NewInfo 1
AbsDVA — 0.041 1
NegDVA —0.079 - 0.009 1
Agglnfo — 0461  0.219 0.187 1
FirstPageMent  — 0.376  0.231 0.191 0.524 1
Pages —0.087  0.109 0.070 0.117 —0.127 1
Quarter —-0230 —0.291 0.112 0.144 0.395 0.169 1
TA —0.059 —0.051 —0.138 0.156 — 0315 0719 —0035 1
Dependent variable () ) 3) 4)
NewInfo NewInfo NewInfo NewInfo
Panel C: determinants of DVA information enhancement by the financial press
AbsDVA 0.001* 0.001* 0.002%* 0.003
(1.9516) (1.7403) (1.6707) (1.1660)
AbsDVA*NegDVA 0.000 — 0.003%#* 0.002 — 0.003*
(0.2539) (— 2.5994) (0.5980) (— 1.8916)
NegDVA 0.101 0.324 0.421 0.779%##
(0.3435) (1.0802) (1.2665) (2.9763)
Agglnfo — 0.585%%* — 0.622%* — 1.048%** — 1.182%%*
(— 3.2320) (— 2.4968) (— 3.0425) (— 3.1996)
FirstPageMent — 0.646% — 0.540 — 0.456 — 1.944*
(— 1.6655) (— 1.3691) (— 0.5747) (— 1.9045)
Pages — 0.287 —0.991* — 0.303 — 1.590%
(= 0.9257) (— 1.8640) (— 0.6640) (- 1.6711)
Quarter — 0.020 — 0.027 0.005 0.005
(— 0.8118) (— 1.2371) (0.1110) (0.0964)
TA — 0.251 — 4.774%%% — 0.757 — 8.607%**
(— 0.8738) (— 4.4718) (— 1.0841) (— 4.1253)
Constant 7.126%* 70.440%%* 15.394* 127.267%##*
(2.0386) (4.8082) (1.7155) (4.3299)
Firm Indicators No Yes No Yes
Chi-squared: AbsDVA+ AbsDVA*NegDVA  0.372 0.416 0.181 0.835
Pseudo R* 0.259 0.313 0.379 0.460
N 202 198 146 144
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Table 6 continued

Dependent variable (1) 2 3) (C))
NewlInfo NewInfo NewlInfo NewlInfo

Pred. prob. of add. DVA information

(in %)
NegDVA =0 13.6% 12.3% 5.4% 1.3%
NegDVA =1 16.7% 14.8% 13.9% 4.7%

Panel A of this table gives descriptive statistics for article-firm-quarter observations as used for the tests in Sect. 5.2
of the paper. Panel B gives Pearson’s correlation coefficients for article-firm-quarter observations. Bold letters
indicate significance at the 10% level in Panel B. Panel C shows coefficient estimates from probit regression
models. The underlying regression model is: Newlnfoy = ff; + ff; AbsDVA; + f,,AbsDVA; * NegDVA;+
p3NegDVA; + f,Agglnfo, + BsFirstPageMent; + foPages;, + foQuarter; + ff;; TAj + & NewlInfo is a binary
variable indicating that an article-firm-quarter provides DVA information beyond the information provided in the
respective firm’s quarterly earnings press release. The regression models have standard errors that are
heteroskedasticity robust and clustered by firms. z-statistics are reported in parentheses. *, **, and *** indicate
significance at the 10, 5, and 1% level, respectively. All Chi-squared-statistics result from two-tailed tests. Pre-
dictive probabilities are evaluated with covariates fixed at their means. Definitions of variables are reported in
Appendix 3, Panel B

The insignificant joint coefficient of AbsDVA 4 AbsDVA*NegDVA (p value:
0.372) implies that this association, in contrast, does not hold for large negative
DVAs. In line with the correlation analysis, the coefficient on Agglnfo is
significantly negative. This is consistent with the financial press being more likely to
give new DVA information when managers give fewer DVA disclosures. The
coefficient on FirstPageMent is significantly negative on a low level, providing
weak evidence that a prominent placement of DVAs in earnings press releases is
associated with less new DVA information by the press.

I rerun the estimation including firm indicators (Model 2).The coefficient on
AbsDVA*NegDVA is significantly negative suggesting more new information on
large positive DV As than on large negative DV As by the press. Still, the average
likelihood for new DVA information by the press is 20.3% higher for negative
DV As than for positive DVAs. This underlines that a press’ tendency to give more
new information on positive DVAs than on negative DVAs is mainly visible for
large DVAs. I found that the within-firm-quarter variance of NewlInfo is larger for
firm-quarters with positive DV As, because in firm-quarters with negative DV As, the
newspapers in the sample often uniformly do not give new information;
nevertheless, the difference between the variances is statistically insignificant
(untabulated).

Figure 2 illustrates the predictive probabilities for new DVA information by the
press for different sizes of negative and positive DVAs. In line with the findings
mentioned above, the likelihood that the press provides new DVA information is
higher for negative than for positive DVAs when DVAs are small. Still, the
probability of new information on negative DVAs by the press decreases with
DVASs’ size, potentially because managers already provide comprehensive disclo-
sures for large negative DVAs (see Sect. 4.3). In contrast, the likelihood that the
press provides new information on positive DVAs increases with DVASs’ size.
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Fig. 2 New DVA Information by the Press Conditional on DVAs’ Size and Sign. This figure shows
predictive probabilities of new DVA information in a financial press article conditional on DVASs’ size
(AbsDVA) and conditional on whether DVAs are positive or negative. The predictive probabilities are
obtained from regression model (2), Table 6, Panel C: Newlnfoy = f, + f/;AbsDVA;, + /,AbsDVA;*
NegDVA,, + f3NegDVA,; + f,Agglnfo; + fsFirstPageMent; + foPages; + ff;oQuarter; + f;, TAj + &it.
The regression model includes firm indicators and has standard errors that are heteroskedasticity robust
and clustered by firms. Predictive probabilities are evaluated with covariates fixed at their means. Bars
reflect the number of observations within a specific range of AbsDVA. Definitions of variables are
reported in Appendix 3, Panel B

Consequently, for larger DVAs, the probability for new DVA information by the
press is higher for positive than for negative DVAs.

The negative coefficient on Pages provides weak evidence that the press
enhances DVA information more often for less transparent firms. The coefficient on
Agglnfo keeps its sign and significance. To make sure that the coefficient is not
mainly driven by observations where managers give thorough information and the
financial press, therefore, has little opportunities to add information, I re-estimate
Model 1 and 2 excluding observations where Agglnfo is above 4 (Model 3 and 4). |
found that the coefficients on my test variables mostly do not change.

Taken together, the findings are consistent with the financial press providing new
DVA information more often on large positive, income-improving DVAs and when
managers give little information. The findings are in line with the financial press
enhancing managers’ DVA information and providing some counterweight to
asymmetrical managerial DVA reporting, consistent with prior literature (Koning
et al. 2010).
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6 Conclusion

Based on a sample of 405 firm-quarters and 202 article-firm-quarters of US financial
firms that report DVAs between 2007 and 2014, I give comprehensive descriptive
evidence on the occurrence, size, and reporting by managers and the financial press
of controversial debt value adjustments due to a change in own credit risk (DVAs). I
found that DV As occur mainly for few, very large US financial firms who apply the
fair value option for liabilities thoroughly. For these firms, I found that DVAs occur
regularly and that DVA gains and DVA losses occur about equally often and on
average with comparable size. I further found that managers mention DVAs in
60.5% of their quarterly earnings press releases but scarcely give directional DVA
information that could help unravel DVAs’ perceived “counterintuitiveness”
(26.4%). Consistent with claims from the public DVA debate, I found that managers
give specific DVA information more often for large negative DV As than for large
positive DVAs. Also, I found evidence that managers give rather profound DVA
information more often when they have strategic incentives to do so. Concerning
financial press’ DVA reporting, I found that the press potentially acts as a
counterweight to this behavior by covering large positive DVAs more often than
large negative DV As. However, I also find evidence that the press’ decision to cover
DVAs follows the emphasis that managers put on DV As. Finally, I found that the
financial press possibly enhances investors’ understanding of DVAs by providing
new DVA information on income-increasing DVAs and when managers’ DVA
reporting is scarce. The evidence provides insights into the properties and the
informational environment of a novel accounting item that is the subject of a public
debate.

My findings have several limitations. First, the findings are purely descriptive and
should not be interpreted as causal relations. Second, there is no evidence of the
“optimal” level of DVA information by managers or the financial press. Therefore,
while the found reporting behavior by managers and the press is consistent with
evidence from prior literature, it could still follow different incentives. Third, my
text-based measures of DVA information underlie inherent limitations. Foremost,
they are subjective by nature. In addition, the aggregating measures (Agglnfo and
NewInfo) weigh pieces of information equally that are likely of different importance
and do not consider that the aggregated pieces of information might be
complements or substitutes (Leuz and Wysocki 2016). Finally, DVAs are innately
a small-sample story and while the firms in the sample arguably cover a large share
of the financial firms’ market, the evidence in this paper only represents 19 firms
and their press coverage.

Acknowledgements For valuable comments, I thank Joerg-Markus Hitz, Nico Lehmann, Ulf Bruegge-
mann, and participants at the Research Seminar in Finance, Accounting, and Tax, Goettingen University
(December 2013), and the Annual Meeting of the European Accounting Association in Tallinn (May
2014).

Open Access This article is distributed under the terms of the Creative Commons Attribution 4.0
International License (http://creativecommons.org/licenses/by/4.0/), which permits unrestricted use, dis-
tribution, and reproduction in any medium, provided you give appropriate credit to the original

@ Springer


http://creativecommons.org/licenses/by/4.0/

Business Research (2019) 12:755-794 785

author(s) and the source, provide a link to the Creative Commons license, and indicate if changes were
made.

Appendix 1: Evidence on the DVA debate

To give insights into the DVA debate, I present narrative disclosures from the 173
sample newspaper articles (see Appendix 2). I found that the press often mildly
criticizes DVAs by calling them “accounting items” without relation to funda-
mental value creation (e.g., Gogoi 2009; Murakami Tse 2010; Craig 2011). Also,
the press commonly refers to DVAs as “one-time” gains or losses that “boosted”
respectively “hit” net income (e.g., Murakami Tse 2009; Healy and Story 2009;
Schwartz 2011; Schwartz 2012a). The press often uses nicknames for DVAs. For
example, I found the expression “accounting quirk” in ten articles (untabulated,
e.g., Eavis 2009b; Landy 2011). Another common name for DVAs in press articles
is “paper profits” or “paper gains” (e.g., Eavis 2008; DeCambre 2012).

The press regularly states that DVAs can be “counterintuitive” (e.g., Eavis 2008;
Landy 2009; Rapoport and Lucchetti 2011; Browdie 2012). Other times, the press
implies that DVASs’ effects on net income can be confusing by referring to them as
“weird results” (Phillips 2009), “ugly results” (Eavis 2009a), “obscuring”
(Appelbaum 2009), “erratic” (Davis 2010), “noise” (Protess 2012), “a mirage”
(Elstein 2012) “arcane” (Eavis 2015), or “fuzzy math” (Beck 2009). The press also
targets the accounting rule itself by calling it “nonsensical” (Currie and Cox 2010)
or “twisted” (Currie and Campbell 2010).

In a few articles, the press argues polemically against DVAs (“fundamentally
unconscionable”, Landy 2009; “perverse practical impact”, Reilly 2011a; “I am not
making this up”, Weinreich 2012). One article in the Washington Post rants
lengthily on managers DVASs’ reporting in quarterly earnings press releases: “I still
can’t translate [DVA] into language approaching English (...). [I]nvestor relations
people [are] distributing gibberish and sowing confusion” (Sloan 2013).

Finally, I found sixteen articles (untabulated) that describe the logic behind
DVAs and thereby give constructive criticism. The vast majority of these articles
explain that as a consequence of, for example, an increase in own credit risk, banks
book DVA gains because they could “theoretically buy the debt back at a lower
cost” (Associated Press 2011). The journalists behind these articles argue that
DVAs make “some sense” (Eavis 2008) “as they seem to offer a clearer picture of
to the actual value of a company’s liabilities” (Phillips 2009) and that the regulation
“was well intended” as it was “designed to let banks show investors changes in the
fair value” (Elstein 2012). Three articles explicitly refer to the respective
accounting standard, FAS 159 (Landy 2009; Enrich 2009; Browdie 2012). Five
of these articles focus on DVAs as their main topic (Beck 2009; Landy 2009;
Phillips 2009; Rapoport and Lucchetti 2011; Browdie 2012).
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Appendix 2: Sample selection

To ensure a broad identification of DV A-reporting financial firms in the US in the
sample period between 2007 and 2014, I combine two identification approaches
from prior literature. In a first step, following Cedergren et al. (2015), I use data
from regulatory FRY9C reports as provided by the “Bank Regulatory Database—
Bank Holding Companies”. The restriction of my sample to firms from the financial
industry is consistent with prior literature on DVAs (e.g., Schneider and Tran 2015;
Cedergren et al. 2015). I considered all 8,558 bank holding companies with data
available for the sample period between 2007 and 2014. I require firms to file a non-
zero amount for one or both of the following items at least once in the sample
period: net gains (losses) on fair value liabilities (BHCKF553) and estimated net
gains (losses) on fair value liabilities attributable to changes in instrument-specific
credit risk (BHCKF554). This is the case for 94 firms. Because the regulatory data
from FRYOC filings is possibly not fully compliant with US-GAAP, I require
accounting data from 10-K filings. Therefore, I used the New York Fed link data to
match the firms’ RSSD IDs from the regulatory database with PERMCO
identifiers.” This excludes 39 firms. Then, I match the retrieved PERMCOs with
CIK identifiers through the *“CRSP/Compustat Merged—Fundamentals Annual”
database which excludes another two firms. For the remaining 53 firms, I used the
CIK codes to collect all available 10-Q and 10-K filings from the SEC Edgar
company filings database. Performing a thorough manual search of these filings, I
found that 11 of the firms report DVAs in the sample period.

In a second step, following Wu et al. (2016) and Chung et al. (2017), I consider
all 5,757 financial firms, i.e., firms with a SIC code starting with “6”, that are
covered by the “Compustat North America annual database” for fiscal years
between 2007 and 2014. I identify 207 financial firms as adopters of the fair value
option because they have the item “Adoption of Accounting Changes” (accthcg)
equal to “FS159” in any year within the sample period.® To exclude firms that did
not elect the fair value option for liabilities, I eliminated 47 firms without any fair
value liabilities (tfvl) in periods after their fair value option adoption. I further
eliminate 65 firms without fair value changes reported in earnings after their FVO
adoption (tfvce) because potential DVAs are reflected in this item, among other fair
value changes. Next, I eliminate 10 firms without CIK identifier (cik) and 31 firms
whose 10-K and 10-Q filings I already searched in the first part of the identification
process. For the remaining 54 firms, I used the CIK identifier to collect all available
10-K filings in the sample period from the SEC Edgar company filings database. 1
search all collected filings for the terms “instrument-specific credit risk”, “own
credit”, “own debt”, “own liabilities”, “own spread”, and “credit spreads”. I found
these terms in 10-K filings of 41 firms. I do a thorough manual search of all
available 10-Q and 10-K filings of these firms in the sample period. I hereby find 9

7 The data is available from http://www.newyorkfed.org/research/banking_research/datasets.html (Ac-
cessed 26 April 2017).

& The corresponding number of non-financial firms that adopted the fair value option in the sample period
is 134.
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more firms that report DVAs in the sample period. Finally, I exclude one firm that
does not file any 8-K reports in the sample period and, therefore, no quarterly
earnings press releases that are attached to these reports. In total, my sample
comprises 19 DVA-reporting firms, 11 from the first sample selection step and 8
from the second.

My initial sample of firm-quarters consists of the 540 firm-quarters of these 19
firms for which I can collect the respective financial report (10-Q or 10-K filing)
between 2007 and 2014 from the SEC Edgar database. I exclude 20 firm-quarters
without 8-K reports (because quarterly earnings press releases are attached to these
reports). Finally, I excluded 115 firm-quarters without FVOL adoption. In
conclusion, my sample consists of 405 firm-quarters in which DVA-reporting US
financial firms adopted the FVOL and released a quarterly earnings press release. I
am confident that my approach allows for the most comprehensive identification of
DVAs in recent research. For example, while the sample of Cedergren et al. (2015)
has 193 firm-quarter observations with non-zero DVAs between 2007 and 2013, my
sample has 346 such observations in the same period (untabulated). Table 1, Panel
A summarizes the sample selection.

To collect press articles with information on DV As in the sample period between
2007 and 2014, I also pursue a twofold approach. First, I collected all articles that
cover the 405 sample firm-quarters from four influential daily newspapers with
nationwide circulation (Fang and Peress 2009): The Wall Street Journal, The New
York Times, The Washington Post, and USA Today. I collected Wall Street Journal
articles from the ProQuest database and the remaining articles from the Nexis
database. Following Engelberg and Parsons (2011), I define that an article “covers”
a firm’s quarterly earnings press release if the respective database indexes the article
on day 0, 1, or 2 after the issuance of the firm’s earnings press release and mentions
the firm in the article’s index. Performing an extensive manual search of the articles,
I found 125 articles that cover the firm-quarters and contain DVA information.

Second, I conducted a search in all US newspapers included in the Nexis
database. The Nexis database provides news and business information from several
sources. Specifically, I search the 205 US newspapers included in Nexis for all
combinations of the keywords “debt/debit/credit”, “value/valuation”, and “adjust-
ment/adjustments”, as well as for “DVA”, “CVA”, and “own credit risk” in the
sample period between 2007 and 2014. I additionally do the same searches for the
Wall Street Journal via ProQuest. Analyzing all found articles by hand, I found 55
more articles with information on DVAs.

In sum, I found 180 articles with DVA information in the sample period. I
exclude one article that has DVA information on a firm that did not disclose DVAs
in their financial reports and, therefore, is not part of the sample. I further exclude
two articles covering non-US firms and another four articles which contain general
information on DVAs. In total, I thereby exclude seven articles that I cannot link to
one of my sample firm-quarters. The fact that I do not find further articles about
DVAs of US firms outside my sample provides reassurance on the completeness of
the sample. In conclusion, I used 173 articles with DVA information for my tests,
covering 75 distinct firm-quarters of the sample. Table 2, Panel B provides an
overview of the distribution of the articles over time and across newspapers.
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Appendix 3: Variable definitions and measurement

Variable name

Definition

Panel A: Variables on firms’ financial characteristics

Total assets (in $bn)
Total liabilities (in $bn)
Total fair value
liabilities (in $bn)
Total fair value
liabilities (%)

Eligible instruments (%)

Derivative user
(dummy)

Return on equity (%)

Total assets (Compustat item at)
Total liabilities (Compustat item 1t)

Total liabilities at fair value (Compustat item tfvl)
Total fair value liabilities/Total liabilities

Instruments eligible for fair value measurement [Compustat items
(rect + ivst 4 ivaeq + ivao + ap + dlc + dltt)/(at + 1t)]

Binary variable indicating use of derivatives, i.e., one or both of Compustat
items cidergl and aocidergl are different from zero

Return on equity (Compustat items ib/seq)

Panel B: DVA variables, DVA information variables, and further regression inputs

DVAs (in $mn)
Absolute DVAs (in
$mn)

AbsDVA

NegDVA
DVA (%)

Incentive

Pages
Quarter

TA
Ment

Sign

Size

Debt value adjustments due to a change in own credit risk on liabilities for
which the fair value option has been elected (DVAs) in millions of $US

Absolute DVAs in millions of $US

Absolute DV As scaled by natural log of total assets (Compustat item atq)
Binary variable indicating negative DVASs in a given firm-quarter

Ratio of absolute quarterly DVAs to absolute quarterly net income
(Compustat item niq)

Binary variable indicating that, in a given firm-quarter, net income is
negative while net income excluding DVAs is positive and/or that net
income is below last year’s net income while net income excluding DVAs
is above last year’s net income excluding DVAs

Natural log of the number of pages in the quarterly earnings press release
(gepr) of a given firm-quarter

Time trend variable increasing with equal steps from 1 (first quarter of 2007)
to 32 (fourth quarter of 2014)

Natural log of total assets

Binary variable indicating that a gepr mentions DV As, regardless of under
which name, for example: “debt-valuations adjustments”, “CVA of
liabilities at fair value option”

Binary variable indicating that a gepr provides the sign of DVAs, for
example, “positive DVAs”, “negative revenue from debt-valuation
adjustments”

Binary variable indicating that a qepr provides either 1. the size of DVAs or
2. an aggregated amount that includes DVAs and an explicit statement
that the amount includes DVAs or 3. a figure including and excluding
DVAs within one paragraph, for example, “net income was $1.8 billion
and $1.6 billion excluding DVAs”
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Appendix continued

Variable name Definition

Due Binary variable indicating that a qepr provides the information that DVAs
result from a change in the value of the firm’ own debt or from a change
in firm’s own credit risk, for example: “mark-to-market losses on the

Company’s fair value public debt”, “negative revenue related to debt-
related credit spreads”

Dir Binary variable indicating that a gepr provides information on the direction
of the change in debt’s value or the direction of the change in credit risk,
for example: “negative impact from the tightening of debt-related credit
spreads,” gain from a decline in the value of debt”

Comment Binary variable indicating that a gepr provides a supplementary comment on
DVAs, e.g., by the CEO, for example: ,,In fact, Morgan Stanley would
have been profitable this quarter if not for the dramatic improvement in
our credit spreads—which is a significant positive development, but had a
near-term negative impact on our revenues.” (CEO of Morgan Stanley in
the first quarter of 2009) “While the improvement in our credit spreads
results in a negative adjustment to earnings this quarter, it should not
overshadow the positive momentum that we are seeing in our
businesses.” (CEO of Bank of America in the first quarter of 2012)

Excl Binary variable indicating that a gqepr provides a non-GAAP figure that
excludes DVAs or a description of a situation that excludes DV As, for
example: “revenues of 20.8 billion, excluding DVA”, “excluding DV As,
net income increased”

Agglnfo Ment + Sign + Size 4+ Due + Dir + Comment + Excl

FirstPageMent Binary variable indicating that a gepr’s first page provides DVA information
or a non-GAAP figure excluding DVAs

Coverage Binary variable indicating that a firm-quarter is covered by one or more
financial press articles that give DVA information

AbsNI Absolute value of net income (Compustat item niq) scaled by natural log of
total assets

NegNI Binary variable indicating negative net income in a given firm-quarter

NewlInfo Binary variable indicating that a financial press article provides a piece of

information as measured by Ment, Sign, Size, Due, Dir, Comment, or
Excl that the gepr of the firm-quarter covered by the article does not give

This table summarizes the definitions and measurement of the variables used in this paper. The data is
collected from the Compustat database where indicated, otherwise by hand from financial reports (10-Q
and 10-K filings), from quarterly earnings press releases attached to 8-K reports, or from newspaper
articles. Appendix 4 gives an example of the DVA reporting measures’ coding (Ment-FirstPageMent).
Appendix 5 details the coding of NewInfo

Appendix 4: Example of the coding of DVA reporting measures

This Appendix describes an exemplary coding of the DVA reporting measures
Ment, Sign, Size, Due, Dir, Excl, Comment, Agglnfo, and FirstPageMent. As an
example, I used an excerpt from the quarterly earnings press release of Morgan
Stanley’s third fiscal quarter in 2011.

@ Springer



790 Business Research (2019) 12:755-794

Morgan Stanley Reports Third Quarter 2011:
e Net Revenues of $9.9 Billion; Income from Continuing Operations of $1.14 per Diluted Share

e  Results Included Revenues of $3.4 Billion, or $1.12 per Diluted Share, from the Widening of Morgan Stanley’s
Debt-Related Credit Spreads

e  Strong Performance in Equity Sales & Trading, Interest Rates and Commodities; Ranked #1 in Global Completed
M&A; Net New Assets of $15.5 Billion in Global Wealth Management

The press release mentions DVAs (Ment), gives DVAs’ sign (Sign), gives DVAs’
size (Size), gives the information that DVAs stemmed from a change in debt
value/credit risk (Due), and gives directional information, here: explains that credit
spreads widened, i.e., that the positive DVAs stemmed from an increase in own
credit risk (Dir). Therefore, for this firm-quarter observation, I code the respective
five binary variables as 1. I do not find evaluative comments on DVAs (Comment)
or non-GAAP figures excluding DVAs (Excl) in the press release. Therefore, I code
these two binary variables as 0. Agglnfo is equal to the sum of the seven binary
variables. Therefore, I code it as 5 for the firm-quarter observation. The excerpt is
taken from the first page of the press release. Ergo, the first press release page
provides DVA information so I code FirstPageMent as 1 in this firm-quarter.
Appendix 3, Panel B summarizes the variables.

Appendix 5: New DVA information by the press: article-firm-quarters
and NewlInfo

To analyze if financial press articles give new information on DVAs, I link the 173
found articles to all firm-quarters on which they give DVA information. I thereby
avoid a loss of information on DVAs from the articles. For example, the following
excerpt is from an article in the newspaper “American Banker” from April 19, 2012
(Monks 2012).

“[Bank of America’s] bottom-line results were skewed by a $4.8 billion
accounting charge involving the performance of its debt, as well as from gains
from equity investments and securities sales. Citigroup (NYSE:C) also
reported profits that were similarly skewed by a negative debt-valuation
adjustment.”

For my sample, I split this article in two article-firm-quarter observations. One
article-firm-quarter observation on Bank of America’s first quarter of 2012
providing the DVA information pieces Ment, Sign, and Size, and a second
article-firm-quarter observation on Citigroup’s first quarter of 2012 providing the
information Ment and Sign.

Table 1, Panel C shows statistics of the relation between the 173 individual
financial press articles and the 202 article-firm-quarters that constitute the sample
for my tests of new DVA information by the press.

For the 202 article-firm-quarter observations, I check whether the pieces of DVA
information in the press article are also given in the respective firm-quarter’s
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earnings press release. If not, I code the variable NewlInfo as 1. Regarding the two
exemplary article-firm-quarters from above, Bank of America’s quarterly earnings
press release for the first quarter of 2012 contains the information Ment, Sign, and
Size, amongst other. Therefore, I code NewlInfo as O for the first of the two
exemplary article-firm-quarters. Citigroup’s press release from the first quarter of
2012 contains Ment and Sign, amongst other DV A information. So, I code NewInfo
as 0 for the second article-firm-quarter of the example, too. To give another
example: An article in the Wall Street Journal that covers Goldman Sachs’ results of
the third quarter of 2011 explains that its “revenue was bolstered by a $450 million
gain due to falls in the value of its own debt” (Reilly 2011b). This article contains
new DVA information (specifically: Ment, Sign, Size, Due, and Dir) because
Goldman Sachs’ respective press release does not give any information on DV As.
Therefore, I code NewlInfo as 1 for this article-firm-quarter.
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