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POOR COMMUNICATION IS  AL IVE  AND WELL: 

A STUDY OF ANNUAL REPORT READABIL ITY 

John K .  Cour t i s  

School o f  Accountancy 

En i ve r s i t y  o f  Waterloo 

Annual  repor ts  p rov ide  t he  p r ima ry  communication medium 
between corporat ions and  t he i r  important  external  
audiences, notably  t he i r  shareholders. Th i s  s t u d y  applies 
Flesch and  Fog formulas t o  demonstrate t h a t  Canadiar? 
corporate annual repor ts  a re  p repared  t o  degrees o f  reader 
comprehension d i f f i cu l t y  beyond t he  educational attainment 
levels o f  90% o f  a l l  Canadians, and  two- th i rds o f  Canadian 
shareholders. 

Les rappor ts  annuels sont  le p r inc ipa l  v6hic le de 
communication en t r e  les corporat ions e t  la populat ion 
concernCe, notamment leurs  actionaaires. Cet te dtude a 
recours aux  modsles de Flesch e t  Fog, a f in  de  p rouve r  que, 
les rappor ts  annuels des corporat ions canadiennes sont 
prCparCs a u n  niveau de connaissance supdr ieur  a ce lu i  de 
9 0  pour  cen t  des Canadiens, e t  d e  deux- t iers  des 
act ionnaires canadiens. 

In t roduc t ion  

Annual  repor ts  a re  a p r ima ry  means b y  which corporat ions 

communicate formally w i t h  t he i r  shareholders, investors,  c red i to rs  and  

t he  general  publ ic ,  and  unless t h i s  specialized communication medium 

can be  b road ly  understood, a t  least some readers w i l l  have d i f f i cu l t y  

a r r i v i n g  a t  rat ional  investment decisions. Insofar  as low levels o f  

annual r epo r t  comprehension p roduce  resource misallocation behaviour ,  

a l l  o f  society may be  seen t o  su f f e r ,  a n d  n o t  j u s t  the  ind iv idual  

investor .  

I n  t h i s  s tudy ,  Flesch and  Fog readabi l i ty  formulas were appl ied 

t o  sections o f  the annual repor ts  o f  97 Canadian corporat ions f o r  the  

year  1983. Minimum leng th  passages o f  100 words were selected 

randomly and  analyzed f rom the  "chairman's address" and  from 
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"footnotes t o  the  f inancial statements," a n d  the readab i l i t y  scores 

generated were re lated t o  t he  educational attainment levels o f  bo th  the  

Canadian populat ion i n  general,  a n d  o f  p r i va te  stockholders. 

F ind ings  o f  t h i s  s t u d y  were re lated to the  f ind ings  o f  similar ear l ier  

research, and  the  a r t i c le  concludes w i th  a proposed simple s t ra tegy  

f o r  improving readabi l i ty .  

The  Flesch formula (Flesch, 1974) considers two var iables -- 
sentence length,  a n d  the number o f  syl lables f o r  100 words. 

Gunning 's  "Fog Index"  (1968) was appl ied t o  t he  sample o f  annual 

r epo r t s  as a check to corroborate the  Flesch formula f ind ings.  The  

Gunn ing  ("Fog") formula measures the  number o f  "hard"  words in a 

g i ven  passage, be ing  words o f  th ree  syl lables o r  more. 

Readabi l i ty Procedures 

Effect ive communication wi l l  occur  in f inancial r epo r t i ng  if the  

meanings in tended b y  the  in format ion source, ( i  .e. , the  d i rectors,  

managers a n d  accountant),  a r e  assigned t o  the  f inancial statement 

messages b y  the dest inat ion, (i.e., the  rec ip ients) .  Be t te r  

communication would occur i f  w r i t e r s  o f  corporate documents f o r  

pub l i c  consumption could object ive ly  ascer ta in the  ex ten t  t o  which 

in tended meanings wi l l  b e  assigned b y  readers t o  f inancial statement 

messages. 

One technique f o r  evaluat ing the  effect iveness o f  communication 

in f inancial r epo r t i ng  i s  t o  measure readabi l i ty .  T h i s  te rm is  def ined 

as an  object ive and quant i ta t i ve  measure f o r  evaluat ing the  

comprehension ease o f  what  has been wr i t ten .  The  Flesch formula i s  

t he  most widely accepted method o f  assessing readabi l i ty .  

The  pa t t e rn  o f  reading ease ra t i ngs  as suggested b y  Flesch is 

shown in Table 1. Th i s  represents a predetermined standard against 

which reading ease scores can be  compared as a f i r s t  approximation t o  

determine if f inancial repor t ing  messages would be  understandable t o  

the  rec ip ients o f  annual repor ts .  I f  the  reading ease score lies above 



Canadian Journal  o f  Communication, 1986, Vol. 1 2  No. 3-4 3 

50, i t can be  assumed t ha t  the  messages have been w r i t t en  in a 

manner which makes them comprehensible t o  the major i ty  o f  r epo r t  

rec ip ients.  

B y  comparing the score t o  the  standard pa t t e rn  o f  ra t ings  as 

shown i n  Table 1 ,  an indicat ion o f  t he  reading ease o f  the  annual 

r e p o r t  can be  obtained, as well as the  level o f  educational attainment 

normally requ i red  fo r  t h i s  degree o f  reading d i f f i cu l t y .  A n  

assumption i s  made t ha t  educational attainment level and  reading 

g rade  level a re  equivalent.  If there  i s  any  d i spa r i t y  between these 

two levels, the  educational attainment level is normally above the  

reading g rade  level. 

TABLE 1 

Pattern o f  Reading Ease Ratings 
Reading Ease 

Rat ing 

0 - 30 
30- 50 

50 - 60 
60 - 70 
70 - 80 
80 - 90 
90 - loo 

Descr ip t ion  of 
S t y l e  

Very D i f f i c u l t  

D i f f i c u l t  

Fa i r l y  D i f f i c u l t  
Standard 

Fa i r l y  Easy 

Easy 

Very ~ a s y  

Education 

Postgraduate 
Undergrad 

Degree 
Grade 10 - 12 
Grade 8 - 9 
Grade 7 

Grade 6 

Grade 5 

Type 

Sc ien t i f i c  

Academic 

Qual i ty  
D iges ts  
S l i c k  - F i c t i on  

Pulp - F i c t i on  

Comics 
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Pr io r  Research 

Pr io r  research has been under taken  i n t o  t he  readabi l i ty  o f  

annual  repor ts ,  footnotes to f inancial statements, the  chairman's 

address, employee repor ts  and  aud i t  repor ts .  Pashalian and  Cr issy  

(1950) were t he  f i r s t  t o  pub l i sh  evidence re la t ing  t o  the  use  o f  the  

Flesch formula t o  invest igate the  readab i l i t y  o f  corporate annual 

repor ts  in t he  Un i ted  States. They  a rgued t h a t  since v e r y  large 

pub l i c  corporat ions would have t he  largest  numbers o f  stockholders, 

as wel l  as v e r y  large numbers o f  employees and  o ther  persons 

in terested in t he i r  operat ions, in te res t  in annual  repor ts  o f  these 

companies general ly  would be  b road ly  based. One hund red  word  

passages were chosen f rom eve ry  o ther  page o f  each o f  26 selected 

repor ts .  A tota l  o f  211 sample passages produced an average reading 

ease score o f  34.37, w i t h  a range o f  readabi l i ty  scores between 6 and  

58. The  readabi l i ty  o f  these repor ts  var ies w i t h i n  descr ip t i ve  s ty les 

o f  " v e r y  d i f f i cu l t1 '  t o  " f a i r l y  d i f f i cu l t , "  and  in te rp re ted  i n  terms o f  

t he  t hen  educational attainment o f  the  Un i ted  States adu l t  populat ion, 

suggests a potential  audience o f  f rom 4 112% o f  t he  populat ion 

complet ing un i ve r s i t y  t o  40% o f  t he  populat ion who have had  some 

secondary schooling. On t he  basis o f  the  Flesch formula, the  

language o f  t he  repor ts  i s  apparen t l y  too d i f f i c u l t  f o r  t he  b u l k  o f  the  

d ivers i f ied  readership t o  comprehend. Preparers o f  annual repor ts ,  

(even i n  1948) were, b y  t he i r  act ions, overest imating the  language 

experience o f  t he i r  potent ia l  audience - stockholders, employees and  

the  general  publ ic .  

Soper a n d  Dolphin (1964) evaluated t he  change t ha t  had 

occur red  in t he  readabi l i ty  o f  these annual repor ts  1 3  years later.  

The  reading ease scores f o r  25 o f  t he  26 companies were calculated, 

again b y  choosing 100  word  samples f rom eve ry  o ther  annual r epo r t  

page. Th i s  new evidence found tha t  as annual  repor ts  became more 

technical,  overa l l  reading ease decl ined t o  28.76. On  average, annual 

repor ts  fel l  w i t h i n  t he  reading r a t i ng  category o f  " v e r y  d i f f i cu l t . "  
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Two studies appl ied t h e  Flesch formula t o  footnotes t o  the  

f inancial statements. Smith and  Smith (1971) randomly sampled t he  

notes t o  49 o f  t he  f i r s t  50 companies on For tune's  l i s t  o f  500 largest  

Un i ted  States indus t r ia l  corporat ions f o r  1969. The  average score f o r  

the  analysis was 23.49, r a t i ng  the reading ease o f  footnotes i n  the  

" v e r y  d i f f i cu l t1 '  category commensurate w i t h  an  educational attainment 

o f  post  g raduate  qual i f icat ions. The  range was -10.28 t o  47.83. 

Healy (1977) under took a similar readabi l i ty  s t u d y  o f  footnotes 

contained w i t h i n  the  annual r epo r t s  o f  50 New Zealand pub l i c  

companies. The  overa l l  average score was 30.19 w i t h  a range o f  7.35 

t o  53.04. The  readabi l i ty  scores o f  annual repor ts ,  which had  been 

rec ip ients o f  the New Zealand Society o f  Accountants'  annual award 

f o r  t he  Bes t  Annual  Report  and  Accounts between 1971 and  1976, 

ranged between 28.34 and  44.7 w i t h  an  overa l l  average o f  34.29. 

When t he  reading ease scores o f  each o f  these 50 companies a re  

re lated t o  d i f f i cu l t y  level, 48% o f  companies1 footnotes ranked as " v e r y  

d i f f i cu l t  ,I1 and  64% as "d i f f i cu l t .  'I When compared w i t h  the  educational 

attainment level o f  the  New Zealand populat ion, t he  readabi l i ty  scores 

revealed t h a t  t he  educational level expected was beyond t ha t  at ta ined 

b y  808 o f  the  populat ion. 

A number o f  researchers (Lee and  Tweedie, 1975; Wilton and  

Tabb,  1978; Anderson, 1979; Most and  Chang, 1979; Court is ,  1982) 

have shown tha t  the  most read section o f  the  annual r epo r t  is t he  

Chairman's Address.  T h i s  element has received the h ighes t  

readership r a t i n g  from several su r veys  i n t o  p r i va te  shareholder 's 

usage and  unders tand ing  o f  annual repor ts .  It migh t  be  expected, 

therefore,  t ha t  those responsible f o r  t h i s  sect ion would make it as 

readable as possible. S t i l l  (1972) under took  a s t udy  i n t o  the 

adab i l i t y  o f  chairman's statements w i t h i n  50 randomly selected 1971 

l i t e d  Kingdom annual repor ts .  The  Flesch reading ease score 

eraged across the  sample a t  42.51. The  h ighes t  score obtained was 

.9, and  the  lowest 18.0. As  many as 77% o f  repor ts  may be  

pected t o  y ie ld  Flesch scores unde r  50, r equ i r i ng  a reading g rade  

/el o f  a t  least g rade  10. The  conclusion mus t  be  t ha t  a large 
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major i ty  o f  B r i t i s h  repor ts  a re  beyond t he  f l uen t  comprehension o f  

most stockholders, employees and  others.  

Pound (1980)  examined t he  readabi l i ty  o f  employee repor ts .  

These a re  a special purpose annual r epo r t ,  ta i lored t o  t he  in terests o f  

t he  organizat ion's own employees. Pound compared the  reading ease 

scores o f  annual and  employee repor ts  f rom a sample o f  30 Austra l ian 

pub l i c  companies. The  reading ease scores o f  employee repor ts  were 

h i ghe r  than  those o f  the  company annual  r e p o r t  in 75% o f  t he  cases 

tested, thereby  ind icat ing a more simplist ic approach t o  the  

presentat ion o f  nar ra t i ves  in employee repor ts .  Fu r t he r ,  annual 

repor ts  general ly  requ i red  a h igher  level o f  educational attainment 

than  employee repor ts ,  a l thouah 89% o f  employee repor ts  requ i red  an 

educational attainment o f  schooling years  t o  Grade 10 - 12 o r  be t te r .  

When these reading ease levels were compared w i t h  t he  level o f  

educational attainment o f  t he  Aus t ra l ian  workforce,  annual r epo r t  

material  was read i l y  comprehensible on ly  t o  8.3% o f  t h i s  workforce.  

Pound (1981)  extended h i s  s t u d y  b y  appl icat ion o f  t he  Flesch 

approach t o  the  aud i t  repor t .  Th i s  r e p o r t  i s  an  in tegra l  p a r t  o f  t he  

corporate communication o f  economic information, and  i s  in tended t o  

add  c red ib i l i t y  t o  the  f inancial representat ions o f  management. I n  

tes t ing  f o r  t he  reading ease o f  Aus t ra l ian  aud i t  repor ts ,  Pound 

examined a random sample o f  20 aud i to r ' s  repor ts  o f  pub l i c l y  l is ted 

companies. He found t h a t  readers o f  aud i t  repor ts  requ i red  

educational background t o  t he  un i ve r s i t y  undergraduate  level i n  o rder  

t o  comprehend t he  messages contained. T h i s  s ign i f i can t l y  l imits t he  

audience t o  which aud i t  repor ts  a re  understandable. Pound also 

found t h a t  it i s  l i ke ly  there  a re  ind iv idua ls  who possess supposedly 

adequate un i ve r s i t y  levels o f  education, b u t  who wi l l  designate 

d i f f e ren t  connotat ive meanings t o  words typ ica l l y  used w i t h i n  the  

con tex t  o f  an aud i t  repor t .  Such words as "reserve1' and  

"depreciat ion" were c i ted  b y  Pound as examples. 

A n  approach similar t o  the  Flesch system f o r  the  measurement o f  

readabi l i ty  is the  Fog Index.  T h i s  was appl ied b y  Kwoler (1973) t o  a 
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range  o f  technical and  popular  l i te ra tu re ,  w i t h  the  conclusion t ha t  

l i t e ra tu re  w i t h  a Fog index value g rea te r  than  14.0 p robab ly  would be  

ignored b y  a l l  readers, except  those w i t h  special in terest ,  motivat ion 

o r  education. If an annual r e p o r t  has a Fog l ndex  value o f  17.0 o r  

more, it would be  on a level o f  much sc ient i f ic  o r  technical l i t e ra tu re ,  

and  o f  l imited accessibi l i ty t o  a v e r y  s ign i f i can t  p ropor t ion  o f  

ind iv idua l  stockholders. Readabi l i ty indexes f o r  var ious types  o f  

l i t e ra tu re  a re  shown in Table 2. 

TABLE 2 
I I 

Readability Indexes Derived Using the Fog lndex 

Category Fog Index 

Technicel Books 19.5 
Sc ien t i f i c  L i terature 17.0 
Newspapers 13.7 

I Inst ruct ion Manuals 12.6 
Generel Circulat ion Magazines 9.7 
Youth Magazines 8.6 

Parker  (1982) gained evidence about  the social accessibi l i ty o f  

Austra l ian annual repor ts  t h rough  appl icat ion o f  a Fog lndex  tes t  t o  

t he  chairman's address, and  t o  notes t o  the  accounts o f  a small 

sample o f  10 randomly selected repor ts  f o r  1980. The  resul ts  

ind icated the range f o r  the  chairman's address t o  be  14.0 t o  25.7, 

whi le  f o r  the  notes, 16.1 t o  24.4. The  average Fog lndex  score f o r  

the  chairman's address was 19.1, and  f o r  t he  notes 20.1. These 

scores suggest  t ha t  a t  least these two items must  be  considered 

inaccessible t o  a large p ropor t ion  o f  s tockholders,  and  corroborates 

the  f ind ings  o f  t he  Flesch appl icat ions. 
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The  Present S tudy  

A sample o f  97 Canadian corporate annual repor ts  f o r  1983 was 

studied t o  determine reading ease levels o f  selected prose passages 

w i t h i n  the  chairman's address, and  footnotes t o  t he  f inancial 

statements. These two areas were selected because t he  chairman's 

address i s  the  most read sect ion w i t h i n  t he  annual repor t ,  whi le 

f inancial footnotes a re  in tended t o  c l a r i f y  and  elaborate f inancial 

statement items, and  thereby  a i d  in t he  reduc t ion  o f  investor  

uncer ta in ty .  I f  these two areas a re  found  t o  have reading ease 

d i f f i cu l t y  levels beyond t he  educational attainment o f  most o f  the  

inves to r  populat ion, concern must  ex i s t  as t o  whether  ef fect ive 

communication i s  occur r ing .  

For  each annual repor t ,  th ree  random passages o f  a t  least 100 

words  were selected from the  chairman's address, and  another  th ree  

f rom those footnotes where su f f i c ien t  prose was inc luded f o r  

measurement. Syl lable a n d  sentence leng th  counts were appl ied t o  

t he  Flesch and  Fog formulas, and  f o r  each corporate annual r epo r t  

overa l l  average reading ease and  Fog lndex  scores were obtained f o r  

t he  chairman's address, and  the  footnotes. Overal l  average resul ts  

a re  shown in Table 3. A l i s t  o f  corporat ions examined and  scores 

obtained a re  shown in t he  Appendix.  

TABLE 3 

I Overall  Average Reedebil i  t y  Scores 

Flesch Reeding Eese 

Fog Index 

Chairmen's 
Address 

20.96 

19.40 

Footnotes 

25.96 

20.32 
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The  overa l l  average Flesch reading score was 28.96 f o r  t he  

chairman's address, and  25.96 f o r  t he  footnotes. When re lated t o  the  

pa t t e rn  o f  reading ease ra t ings  shown i n  Table 1, bo th  measures fa l l  

w i t h i n  t he  "scient i f ic" reading level category,  r equ i r i ng  an educational 

attainment o f  a postgraduate un i ve r s i t y  degree. The  Fog Index  

+cores o f  19.48 f o r  the  chairman's address, and  20.32 f o r  footnotes, 

ace these aspects o f  annual repor ts  w i t h i n  the  "Technical Books" 

tegory .  Th i s  suggests t ha t  annual repor ts  a re  inaccessible t o  a 

"ge p ropor t ion  o f  stockholders. 

Addi t ional  ins igh ts  in to  the  apparent  lack o f  ef fect ive 

mmunication can be  obtained b y  d isaggregat ing the  reading ease and  

~g scores. O f  the  97 companies, 54% were found  t o  have Flesch 

ores between 0 and  30 f o r  t he  chairman's address, and  another  43% 

~d scores between 31-50. On l y  two  companies, (Ul t ramar and  

IDAL), had  scores above 50, the  h ighes t  score being Ultramar's a t  

. 03 .  Footnotes appear to  be  even more d i f f i c u l t  t o  comprehend, 

th two companies, (Be l l  Canada and  Roxy  Petroleum), p roduc ing  

tgat ive scores; 718 hav ing  scores between 0 - 30; and another  26% 

?tween 31 - 50. On l y  one company had  a score above 50, th is  being 

IDAL again w i t h  59.84. These resu l ts  a re  summarized in Table 4. 

ABLE 4 

Distribution of Flesch Reading Ease Scores 

Score 

Less than 0 
0 - 30 
31 - 50 

Above 50 

Maximum 
Minimum 

3d .  Deviation 

Chairman's Address 

0 0% 
5 3 5 4 
42 43 
2 3 

9 7 100% 

54.03 
3.99 

10.85 

Footnotes 

2 2% 
6 9 7 1 
25 2 6 

1 1 

97 100% 

59.84 
-1057 
10.8 1 
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The  Fog lndex  scores corroborate t he  Flesch f ind ings.  For  the 

chairman's address, 47% o f  the  sampled companies had  scores o f  19.5 

and  above, t he  h ighest  score be ing  Canadian Commercial Bank w i t h  

31 .O5. Another  38% fe l l  between 17.0 - 19.4; 14% between 13.7 - 
16.9; and  on l y  one company was found  t o  have a score approximat ing 

the  general  c i rcu lat ion magazines category.  Again, t he  footnotes were 

more d i f f i cu l t ,  w i t h  6090 o f  companies scor ing 19.5 and  above; 30% 

between 17.0 and  19.4, and  8% between 13.7 - 16.9. One company 

fel l  between 9.7 and  12.5, and  Malart ic Hygrade  Gold Mines had  a 

score o f  9.18. A summary o f  t h i s  d i s t r i bu t i on  i s  shown in Table 5. 

TABLE 5 

Distr ibut ion of Fog Index Scores 

maxi mum 
Minimum 

Score 

9.5 end ebove 
17.0 - 19.4 
13.7 - 16.9 
12.6 - 13.6 
9.7 - 12.5 
Up t o  4.6 

Xd. Deviation 3.15 

Chairman's Address 

45 47% 
3 8 3 8 
13 14 
0 
0 
1 1 

Footnotes 
to  Financiel Statements 

Both  readabi l i ty  measures indicate t ha t  these sections o f  annual 

repor ts  a re  equivalent  t o  Technical lAcademic and  Scient i f ic  l i t e ra tu re .  

For  ease o f  comprehension, t he  reader  should have  an educational 

attainment o f  a t  least an undergraduate  degree. Unless the  major i ty  

o f  annual r epo r t  readers, ( o f  whom the  dominant g r o u p  i s  

s tockholders) ,  have achieved t h i s  level o f  education, concern i s  
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raised whether  most inves to rs  w i l l  b e  capable o f  read ing  a n d  

~ n d e r s t a n d i n g  annual  repor ts .  

A n  ind icat ion o f  t h e  social access ib i l i ty  o f  annual  r e p o r t s  can be 

3btained by consider ing t h e  educational a t ta inment  levels o f  t h e  

Canadian populat ion a t  large. T h e  1981 census s tat is t ics  reveal  t h a t  

mly 8% o f  t h e  populat ion aged 15 a n d  o v e r  have  at ta ined t h e  

3ducational level o f  an  underg radua te  degree; and  o n l y  a q u a r t e r  o f  

these ho ld  post -graduate qual i f icat ions.  These s ta t i s t i cs  sugaest  t h a t  

since o n l y  a small p ropor t ion  o f  t h e  populat ion can read  and  f u l l y  

~ n d e r s t a n d  t h e  con ten t  o f  Canadian corporate annual  repor ts ,  as a 

nedium these r e p o r t s  mus t  fa i l  t o  communicate e f fec t i ve ly  t o  t h e i r  

intended audience. 

Imp l i c i t  in such a conclusion, o f  course, i s  t h e  assumption t h a t  

the a t t r i b u t e s  o f  annual  r e p o r t  readers, and,  i n  par t i cu la r ,  

j tockholders,  a r e  t h e  same as those o f  t h e  genera l  populat ion.  

For tunate ly ,  such an  assumption is somewhat less t h a n  accurate, as 

*evealed by a demographic s t u d y  o f  i nves to rs  pub l i shed  b y  the  

Toronto Stock Exchange (T.S.E., 1984). In 1983, t h e  T.S.E. 

"etained a marke t  research consu l t i ng  f i r m  t o  conduc t  a Canadian 

stockowner s u r v e y .  T h i s  f i r m  subcontracted Canadian Gal lup Poll 

Limited t o  conduc t  in-home in te rv iews  w i t h  1,235 adu l t s  age 18 and  

~ I d e r .  I n t e r  alia, it was found  t h a t  11.3% o f  a l l  Canadian adu l t s  were 

j tockowners.  These, therefore,  m i g h t  b e  considered t h e  na tu ra l  

zxternal  r e p o r t i n g  audience. Stockholders a r e  b r o a d l y  d i s t r i b u t e d  

) v e r  a l l  age g roups ,  w i t h  35% be ing  u n d e r  t h e  age o f  35; 40% between 

35-54; a n d  25% a t  55 o r  o lder .  T h e  s u r v e y  found  t h a t  43.9% o f  

j tockholders had  acqu i red  some un ive rs i t y - leve l  education, w i t h  31.7% 

3eing u n i v e r s i t y  graduates.  Incidence o f  s tock ownership increases 

j i r e c t l y  w i t h  educational levels, f rom j u s t  6% among those w i t h  par t ia l  

? igh  school education, t o  24% among u n i v e r s i t y  graduates.  

These f ind ings  ind icate t h a t  t h e  dominant annual  r e p o r t  rec ip ien t  

group i s  n o t  represen ta t i ve  o f  t h e  populat ion a t  l a rge  w i t h  respect  t o  

zducational attainment. Whereas o n l y  8% o f  t h e  to ta l  populat ion have 
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at ta ined un i ve r s i t y  education, the  f i gu re  is 31.7% among t he  investor  

populat ion. A more p ruden t l y  based in te rp re ta t ion  o f  t he  reading 

ease and  Fog Index  scores, therefore,  is t ha t  t he  chairman's address 

and  footnotes sections a re  w r i t t en  a t  a level which i s  commensurate 

w i t h  the  educational attainment o f  a t  least one- th i rd  o f  annual r epo r t  

recipients. T h e  indictment remains, nonetheless, t ha t  p resen t  

corporate annual r epo r t  communications exceed i n  d i f f i cu l t y  level the 

educational attainments o f  two- th i rds  o f  t he  shareholder populat ion 

and  a t  least 90% o f  t he  general Canadian populat ion. 

Summary and  Conclusion 

For  accounting year  ended 1983, selected prose passages o f  97 

Canadian annual repor ts  were measured f o r  ease o f  comprehension and  

social accessibi l i ty.  On t he  basis o f  Flesch and Fog scores obtained 

f rom passages examined w i t h i n  t he  chairman's address and  footnotes 

t o  t he  f inancial statements, it was found  t h a t  t he  repor ts  o f  97% o f  

the  sampled companies were w r i t t en  a t  a level o f  d i f f i cu l t y  equivalent  

t o  academic o r  sc ient i f ic  l i t e ra tu re .  T o  be  able t o  read and  

unders tand  these aspects o f  the  annual repor t ,  educational attainment 

t o  a t  least the  un i ve r s i t y  undergraduate  level would have had  t o  have 

been reached. Such a level has been at ta ined b y  on ly  8% o f  the  

Canadian populat ion above t he  age o f  15. 

It was found  t ha t  Canadian p r i va te  investors were n o t  equivalent  

t o  t he  populat ion in general w i t h  r ega rd  t o  educational attainment, in 

t h a t  approximately one- th i rd  o f  t h e  dominant rec ip ien t  g r o u p  o f  

annual repor ts  had  at ta ined un i ve r s i t y  qual i f icat ions. Therefore,  

whereas readabi l i ty  o f  annual repor ts  i s  beyond the  f luen t  

comprehension o f  approximate ly  90% o f  t he  overa l l  populat ion, 

readabi l i ty  would appear t o  be  less o f  a problem to  stockholders, 

a l though s t i l l  beyond the  f l uen t  comprehension o f  two- th i rds  o f  t h i s  

g roup .  Since there are almost 2.7  mil l ion p r i va te  Canadian investors, 

readabi l i ty  presumably remains a problem f o r  1 .8  mil l ion o f  these 

ind iv iduals .  The  potential  f o r  resource misallocation t h rough  improper 

unders tand ing  o f  annual r e p o r t  con ten t  remains s igni f icant .  
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Annual  r e p o r t  p reparers  should be  more sensi t ive regard ing  the  

ducational attainment o f  the  audience t o  whom they  a re  repor t ing .  

h i s  audience extends beyond p resen t  s tockholders t o  potential  

Ivestors.  p resen t  c red i to rs ,  supp l ie rs ,  employees, t r ade  unions and  

overnment  off ic ials. As  2 f i r s t  s tep in improv ing  ef fect ive 

ommunication, annual r epo r t  p reparers  should app ly  Flesch and  Fog 

eadabi l i ty formulae t o  d r a f t  copies o f  t he i r  own corporate documents 

1 o rde r  t o  iden t i f y  present  levels o f  d i f f i cu l t y .  These documents 

ould then  be  r ewr i t t en  t o  achieve a readabi l i ty  level more consistent 

i t h  t he  educational attainment o f  the  in tended audience. Un t i l  such 

nprovements occur, it would appear t ha t  poor communication is a l ive 

n d  well i n  the  guise o f  recent  corporate annual repor ts  released 

i t h i n  Canada. 
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APPENDIX 

Summary of P lesch  Reading Ease and Fog Index Scores For 
Chairman's Address and Footnotes  t o  F i n a n c i a l  Statements:  1983 Annual Reports  

Companies i n  Sample Ch. Address 
I 

Alber ta  Energy 
Algoma C e n t r a l  Railway 
AMP Inc. 
Atomic Energy of Canada 
B e l l  Canada E n t e r p r i s e s  
Bombardier 
Bow Valley Resource Serv ices  
BP. ~ e s o u i c e s  Canada 
Bralorne Resources 
Bramalea Ltd. 
Budd Canada 
Campbell Soup 
Canada Development 
Canadian Commercial Bank 
Canadian National  
Canadian Occidental  P e t r o l  
Canadian U t i l i t i e s  
Canadian Worldwide Energy 
C a r l i n g  O'Keefe 
Celanese Canada 
C h i e f t a i n  Development 
Chrys le r  Corp. 
C.I.L. 
Conwest Explora t ion  
Core-Mark I n t e r n a t i o n a l  
Cos ta in  Ltd. 
Cul ina r  
Crestbrook Fores t  
DataTech System 
De Aavil land A i r c r a f t  
Dofasco 
Donohue Inc. 
Doman I n d u s t r i e s  
D'or Val Mines 
Echo Bay Mines 
F i r s t  I n t e r s t a t e  Bancorp 
F i r s t  Marathon Inc. 
F l o r i d a  Power C Light  
Drummond McCall Inc. 

Genstar  
George Weston 
Riram Walker Resources 

- 

ootnotec h Address oo tno tes  
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Husky O i l  
IMASCO 
I NCO 
INDAL 
I r w i n  Toy 
I s l a n d  Telephone 
I . U .  I n t e r n a t i o n a l  
IVACO 
John L a b a t t ' s  
Kidd Creek Mines 
Lac Mine ra l s  
Laf a r g e  
Le Groupe SGF 
Lehndorff  Canadian P r o p e r t i c  
Lumonics 
M a l a r t i c  Hygrade Gold Mines 
Mari t ime Te l .  6 Telephone 
Masco Corp. 
Moore Corp. 
Newfoundland Telephone 
Ne Penn Energy 
Northwest  Drug 
Nova 
Nowaco Well  S e r v i c e  
Numac 
O n t a r i o  Eydro 
Oshawa 
Pa rk land  I n d u s t r i e s  
P e t r o  Canada 
Precambrian S h i e l d s  Resource 
P rov igo  
Quebec Telephone 
Ranchmen's Resources  
Redpath  I n d u s t r i e s  
Rober t  M i t c h e l l  
Robin Bood Mul t i foods  
Rogers  Cablesystems 
Ro l l and  Inc .  
Roxy Petroleum 
Royal Bank o f  Canada 
S i l c o r p  
Si lverwood I n d u s t r i e s  
St .  Lawrence Cement 
S u l l i v a n  Mines 
S u l p e t r o  
Suncor  

Sun L i f e  Assurance 
Texaco Canada 
T o r s t a r  
TransCanada P i p e l i n e s  
T r i - S t a r  Resources  
Ul t ramar  
Unicorp Canada 
V e r s a t i l e  Corp. 
Westburne I n t e r n a t i o n a l  

Means 1- 
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