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D i r e c t o r ’ s P re fa c e

S hou ld  an  in d e p e n d e n t p u b l ic  a c c o u n ta n t  r e p o r t  on a  com pany 's  

p u b l is h e d  e a r n in g s  f o r e c a s t ?  No s in g l e  r e s e a r c h  s tu d y  can  answ er 

t h a t  q u e s t io n .  The p ro b lem  h a s  s e v e r a l  d im e n sio n s  and a  r e s e a r c h  

s tu d y  h a s  to  fo c u s  on one o f  th o s e  d im e n s io n s . T h is  t e c h n i c a l  

r e s e a r c h  r e p o r t  fo c u s e s  on how u s e r s  o f  a  CPA's r e p o r t  on an  e a r n in g s  

f o r e c a s t  m ig h t i n t e r p r e t  th e  CPA's r e p o r t .  O th e r  r e l e v a n t  and 

r e l a t e d  q u e s t io n s  su ch  a s  w h e th e r  a CPA sh o u ld  be a s s o c i a t e d  w ith  

d a ta  t h a t  a r e  more s u b je c t iv e  th a n  h i s t o r i c a l  f i n a n c i a l  s ta te m e n ts  

and th e  ty p e s  and am ounts o f  e v id e n c e  t h a t  would n o rm a lly  be a v a i l 

a b le  to  s u p p o r t  a  judgm ent on a  f o r e c a s t  p r e s e n t a t i o n  a re  n o t

c o n s id e r e d .

One o f  th e  m a jo r d i f f i c u l t i e s  i n  d e s ig n in g  r e s e a r c h  on how 

u s e r s  m ig h t i n t e r p r e t  a CPA's r e p o r t  i s  s e l e c t i n g  s u b j e c t s  t h a t  

w i l l  r e p r e s e n t  th o s e  u s e r s .  The r e s e a r c h e r s  who c o n d u c te d  t h i s  

s tu d y  a t te m p te d  to  s e l e c t  r e p r e s e n t a t i v e s  o f  a v e ra g e  u s e r s  and 

s o p h i s t i c a t e d  u s e r s .  U sing  s tu d e n t  s u b j e c t s  a s  s u r r o g a te s  f o r  

a v e ra g e  u s e r s  r a i s e s  th e  q u e s t io n  o f  how w e l l  s tu d e n ts  r e p r e s e n t  

th e  " a v e ra g e "  u s e r .  The p a r t i c u l a r  s tu d e n ts  s e l e c t e d  i n  t h i s  s tu d y  

w ere p ro b a b ly  more k n o w le d g ea b le  th a n  s tu d e n ts  t h a t  have b een  u se d  

i n  some p r i o r  s t u d i e s  and th e  r e s e a r c h e r s '  a p p ro a c h  r e p r e s e n t s  a  

b e t t e r  th a n  a v e ra g e  s o l u t i o n  to  a  d i f f i c u l t  q u e s t io n  o f  r e s e a r c h  

d e s ig n .

F i n a n c i a l  a n a l y s t s  a r e  p ro b a b ly  a  v a l i d  c h o ic e  f o r  r e p r e 

s e n t a t i v e s  o f  s o p h i s t i c a t e d  u s e r s ,  b u t  t h e i r  s e l e c t i o n  r a i s e s  

a n o th e r  p ro b lem . On November 29 , 1972 , th e  c h a irm a n  o f  th e  s p e c i a l  

co m m ittee  on c o r p o r a te  e a r n in g s  f o r e c a s t s  o f  th e  F in a n c i a l  A n a ly s ts  

F e d e r a t io n  t e s t i f i e d  a t  p u b l ic  h e a r in g s  on f o r e c a s t i n g  h e ld  by  th e

i i



S e c u r i t i e s  and Exchange Com m ission. He r e p o r t e d  th e  r e s u l t s  o f  

r e s e a r c h  sp o n so re d  by th e  FAF t h a t  i n d ic a t e d  th e  s t r o n g  o p p o s i t io n  

o f  a n a l y s t s  to  CPAs r e p o r t i n g  on f o r e c a s t s .  As m ig h t be e x p e c te d ,  

th e  a n a l y s t s  s e l e c te d  by th e  r e s e a r c h e r s  f o r  t h i s  t e c h n i c a l  

r e s e a r c h  r e p o r t  re c o n f irm e d  t h a t  o p p o s i t io n .  N e v e r th e le s s ,  th e  

v iew s o f  a n a l y s t s  on d i f f e r e n t  ty p e s  o f  r e p o r t s  on f o r e c a s t s  shed 

some l i g h t  on th e  r e a s o n s  f o r  t h e i r  a t t i t u d e s .  In  g e n e r a l ,  a n a l y s t s  

do n o t seem to  f e e l  t h a t  a CPA's r e p o r t  on a  f o r e c a s t  w ould be 

p a r t i c u l a r l y  u s e f u l  to  them  i n  e v a lu a t in g  th e  s h a r e s  o f  p u b l i c l y  

t r a d e d  com pan ies f o r  in v e s tm e n t  d e c i s i o n s .

P u b lis h e d  e a r n in g s  f o r e c a s t s  by p u b l i c l y  t r a d e d  com panies 

a r e  n o t  th e  o n ly  f o r e c a s t s  on w h ich  CPAs m ig h t r e p o r t .  CPAs 

f r e q u e n t ly  r e p o r t  on c a sh  f o r e c a s t s  o f  s m a ll  to  medium s i z e  com

p a n ie s  s u b m itte d  f o r  bank  lo a n s  and p r o j e c t i o n s  i n  ta x  s h e l t e r  

in v e s tm e n t  o f f e r i n g s  and rev e n u e  bond p r o s p e c tu s e s .  S ta n d a rd s  f o r  

re v ie w in g  and r e p o r t i n g  on f o r e c a s t s  need  to  be d e v e lo p e d  f o r  t h a t  

p r e s e n t  p r a c t i c e  and f o r  th e  p o t e n t i a l  p r a c t i c e  o f  r e p o r t i n g  on th e  

p u b l is h e d  f o r e c a s t s  o f  p u b l i c l y  t r a d e d  co m p a n ie s . T h is  t e c h n i c a l  

r e s e a r c h  r e p o r t  sh o u ld  be o f  a s s i s t a n c e  i n  d e v e lo p in g  th o s e  

s t a n d a r d s .  Once s ta n d a r d s  a re  d e v e lo p e d  u s e r s  o f  CPAs' r e p o r t s  

w i l l  e x e r c i s e  th e  u l t im a te  judgm en t on th e  u s e f u ln e s s  o f  th o s e  

r e p o r t s .

D. R. C a rm ic h a e l
November 1973 D i r e c t o r  o f  T e c h n ic a l  R e se a rc h

i i i



U ser R esponses to  CPA R e p o r ts  on F o r e c a s ts  

By: John  C. C o r le s s  and C o rin e  T. N orgaard*

In tro d u c  t i on1/

F o r th e  f i r s t  tim e  in  i t s  h i s t o r y  th e  S e c u r i t i e s  and 

Exchange Com m ission p la n s  to  f o r m a l ly  p e rm it  com pan ies to  in c lu d e  

f o r e c a s t  d a ta  in  t h e i r  f i l i n g s .  T h is  a c t i o n  o c c u r re d  a f t e r  a 

lo n g  d e b a te  to  d e te rm in e  w h e th e r  f o r e c a s t s  sh o u ld  become m anda

to r y  and i s  s e e n  by many as th e  f i r s t  s t e p  to w ard  m an d a to ry  

d i s c lo s u r e  o f  f o r e c a s t  d a ta .  A lth o u g h  th e  SEC 's c u r r e n t  p o s i t i o n  

i s  t h a t  no v e r i f i c a t i o n  by t h i r d  p a r t i e s  sh o u ld  accom pany f o r e 

c a s t s , th e  f u t u r e  r o l e  o f  CPAs w ith  r e g a rd  to  f o r e c a s t  d a ta  i s  

u n c le a r .  As a  c o n se q u e n c e , th e  a c c o u n tin g  p r o f e s s io n  i s  in  a 

u n iq u e  p o s i t i o n  to  c o n s id e r  th e  q u e s t io n  o f  f o r e c a s t s , to  d e t e r 

mine w h e th e r  o r  n o t r e p o r t i n g  on f o r e c a s t s  w ould be d e s i r a b l e , 

and to  ta k e  w h a te v e r  s te p s  a re  n e c e s s a r y  to  make i t s  p o s i t i o n  

a c c e p ta b le  to  th e  f i n a n c i a l  w o rld .

The r e s e a r c h  on w hich  t h i s  a r t i c l e  i s  b a se d  was d e s ig n e d  

to  h e lp  th e  a c c o u n tin g  p r o f e s s io n  d e f in e  i t s  r o l e  i n  f o r e c a s t i n g  

by d e te rm in in g  how r e c i p i e n t s  o f  a CPA's r e p o r t  on f o r e c a s t  d a ta  

w ould re sp o n d  to  and i n t e r p r e t  su ch  a r e p o r t .  S p e c i f i c a l l y ,  th e  

r e s e a r c h  was c o n c e rn e d  w ith  a n sw e rin g  th e  fo l lo w in g  q u e s t io n s :

* P h .D ., A s s i s t a n t  P r o f e s s o r  o f  A cco u n tin g  and P h .D ., CPA, 
A s s o c ia te  P r o f e s s o r  o f  A cco u n tin g , r e s p e c t i v e l y .

_1/ The a u th o r s  w ish  to  g r a t e f u l l y  acknow ledge th e  f i n a n c i a l
s u p p o r t  p r o v i d e d  f o r  t h i s  p r o j e c t  b y  th e  T e c h n i c a l  R e s e a r c h  
D iv is io n  o f  th e  AICPA. In  a d d i t i o n ,  th e y  w ish  to  th a n k  D. R. 
C a rm ic h a e l , D i r e c to r  o f  T e c h n ic a l  R e s e a rc h , f o r  h i s  many h e l p 
f u l  s u g g e s t io n s .
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2

1. How does th e  r e p o r t  o f  a CPA a f f e c t  th e  
u s e r 's  c o n f id e n c e  i n  th e  r e l i a b i l i t y  o f  
f o r e c a s t  d a ta ?

2 . What r o l e  do u s e r s  o f  f o r e c a s t  d a ta  assume 
th e  GPA p la y s  when he r e p o r t s  on su ch  d a ta ?

3. What sh o u ld  th e  CPA's l e g a l  l i a b i l i t y  be 
when he r e p o r t s  on f o r e c a s t s ?

4 . What a re  th e  p e rc e iv e d  e f f e c t s  on th e  CPA's 
in d ep e n d en c e  when he r e p o r t s  on f o r e c a s t s ?

5 . Would a change i n  th e  s t y l e  o f  th e  CPA's 
f o r e c a s t  r e p o r t  a f f e c t  th e  re s p o n s e s  to  
q u e s t io n s  1 -4 ?

6 . Would d i f f e r e n t  ty p e s  o f  u s e r s  o f  th e  CPA's 
f o r e c a s t  r e p o r t  re sp o n d  d i f f e r e n t l y  to  
q u e s t io n s  1 -4?

R e se a rc h  Method

A r e c e n t  a r t i c l e  r e p o r te d  th e  r e s u l t s  o f  a su rv e y  o f

a t t i t u d e s  o f  CFAs, CPAs, and FEI members tow ard  CPA r e p o r t s  on 
 f o r e c a s t s . 2/ The r e s e a r c h  on w h ich  t h i s  a r t i c l e  i s  b a sed  w ent a  

s t e p  f u r t h e r  by c a s t i n g  r e s e a r c h  p a r t i c i p a n t s  i n  th e  r o l e  o f  u s e r s  

o f  a CPA's r e p o r t  on f o r e c a s t  d a ta .  P a r t i c i p a n t s  i n  th e  s tu d y  w ere 

o f  two ty p e s :  f i n a n c i a l  a n a l y s t s  who w ere assum ed to  r e p r e s e n t  th e  

more s o p h i s t i c a t e d  u s e r  o f  f o r e c a s t  in f o r m a t io n , and MBA s tu d e n ts  

who w ere assum ed to  r e p r e s e n t  th e  l e s s  s o p h i s t i c a t e d  u s e r .

A q u e s t io n n a i r e  was m a ile d  to  750 f i n a n c i a l  a n a l y s t s  who 

had  b e en  random ly  s e l e c te d  from  th e  m em bership  o f  th e  F in a n c i a l  

A n a ly s ts  F e d e r a t io n  i n  B o s to n , M a s s a c h u s e t ts , and New Y ork C i ty .  

From t h i s  g ro u p , 264 (35%) u s a b le  r e s p o n s e s  w ere r e c e iv e d .

2 /  R ic h a rd  J .  A sebrook  and D. R. C a rm ic h a e l, " R e p o r tin g  on F o re 
c a s t s :  A S u rv ey  o f  A t t i t u d e s , ” J o u r n a l  o f  A cco u n tan cy , A u g u st, 
1973.
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A n o th e r 25 a n a l y s t s  w ere random ly  s e l e c te d  from  th e  m em bership  o f

th e  F in a n c i a l  A n a ly s ts  F e d e r a t io n  in  H a r t f o r d , C o n n e c t ic u t .  These

two g ro u p s  w ere in te rv ie w e d  and g iv e n  th e  q u e s t io n n a i r e .  The

q u e s t io n n a i r e  was a l s o  a d m in is te r e d  to  80 MBA s tu d e n ts  e n r o l l e d  i n

th e  e v e n in g  p rogram  o f  th e  U n iv e r s i ty  o f  C o n n e c t ic u t .  These w ere

n o t  t y p i c a l  s tu d e n ts  in  t h a t  a l l  had  b u s in e s s  e x p e r ie n c e  w hich

ra n g e d  from  1 to  30 y e a r s  and a l l  w ere c u r r e n t l y  em ployed on a

f u l l - t i m e  b a s i s .  T h is  p a r t i c u l a r  g ro u p  was c h o sen  b e c a u se  th e s e

s tu d e n ts  w ere e x p e c te d  to  have  some a p p r e c i a t i o n  o f  th e  r o l e  o f

th e  CPA; y e t  th e y  w ere assum ed to  be l e s s  s o p h i s t i c a t e d  i n  th e  
3 /i n t e r p r e t a t i o n  o f  f i n a n c i a l  d a ta  th a n  w ere th e  a n a l y s t s . 3/

E ach q u e s t io n n a i r e  c o n ta in e d  one o f  th e  fo l lo w in g  ty p e s

o f  r e p o r t s  w h ich  a CPA m ig h t make on f o r e c a s t  d a ta :  (a) a  r e p o r t  

g iv in g  n e g a t iv e  a s s u ra n c e  w ith  r e s p e c t  to  th e  u n d e r ly in g  assum p

t i o n s ,  (b) a  r e p o r t  g iv in g  p o s i t i v e  a s s u ra n c e  w ith  r e s p e c t  to  th e  

a s s u m p tio n s , and (c) a  t h i r d  s t y l e  s i m i l a r  to  t h a t  u sed  i n  th e  

U n ite d  Kingdom. The e x a c t  w o rd in g  o f  e ach  o f  th e s e  r e p o r t s  was as 

fo l lo w s : 4 /

E n g l is h  S ty le

We have rev ie w ed  th e  a c c o u n tin g  b a s e s  and 
c a l c u l a t i o n s  f o r  th e  p r o j e c te d  s ta te m e n t  o f  
o p e r a t io n s  o f  th e  XYZ Company f o r  th e  y e a r  
ended  D ecem ber 31 , 1972 ( f o r  w hich  th e  m anage
m ent i s  s o l e l y  r e s p o n s i b l e ) . The f o r e c a s t s  
in c lu d e  r e s u l t s  shown by u n a u d ite d  i n te r im

3 /  None o f  th e s e  s tu d e n ts  had  e x te n s iv e  e x p e r ie n c e  i n  th e  p r e p a 
r a t i o n  o r  a n a l y s i s  o f  f i n a n c i a l  s t a te m e n ts .

4 /  T hese r e p o r t  s t y l e s  w ere d e v e lo p e d  by D. R. C a rm ic h a e l,
    D i r e c to r  o f  T e c h n ic a l  R e s e a rc h , AICPA.
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a c c o u n ts  f o r  th e  p e r io d  ended  Decem ber 31 , 
1972. In  o u r  o p in io n , th e  f o r e c a s t s , so f a r  
a s  th e  a c c o u n tin g  b a s e s  and c a l c u l a t i o n s  a re  
c o n c e rn e d , have b een  p r o p e r ly  co m p iled  on th e  
b a s i s  o f  th e  a s su m p tio n s  made by m anagem ent 
and a re  p r e s e n te d  on a b a s i s  c o n s i s t e n t  w ith  
th e  a c c o u n tin g  p r a c t i c e s  n o rm a lly  a d o p te d  by 
th e  company.

P o s i t i v e  A ssu ran ce

We have s tu d ie d  th e  p ro je c te d , s ta te m e n t  o f  
o p e r a t io n s  o f  th e  XYZ Company f o r  th e  y e a r  
ended  Decem ber 31 , 1972. Our s tu d y  was c o n 
d u c te d  in  a c c o rd a n c e  w ith  a p p l i c a b le  s ta n d a r d s  
p u b l is h e d  by th e  A m erican  I n s t i t u t e  o f  C e r t i 
f i e d  P u b lic  A c c o u n ta n ts . We p e rfo rm ed  such  
t e s t s  and p ro c e d u re s  w ith  r e s p e c t  to  th e  com pi
l a t i o n  o f  th e  f o r e c a s t  from  th e  s t a t e d  a ssu m p tio n s  
a s  we c o n s id e re d  n e c e s s a r y  in  th e  c ir c u m s ta n c e s .  
H ow ever, a s su m p tio n s  a s  to  f u tu r e  e v e n ts  m ust 
rem a in  th e  s o le  r e s p o n s i b i l i t y  o f  m anagem ent.
Our p ro c e d u re s  w ith  r e s p e c t  t h e r e to  w ere 
g e n e r a l l y  l im i t e d  to  th o s e  w hich  a c c o u n ta n ts  
m ig h t r e a s o n a b ly  em ploy and w ere c h o sen  in  
o r d e r  to  a p p r a i s e  th e  c a re  and c o n s id e r a t i o n  
g iv e n  to  th e  s e l e c t i o n  o f  a ssu m p tio n s  by 
m anagem ent.

On th e  b a s i s  o f  o u r  s t u d y , we b e l i e v e  t h a t  
th e  p r o j e c te d  s ta te m e n t  o f  o p e r a t io n s  g iv e s  
e f f e c t  to  th e  a s su m p tio n s  d e s c r ib e d  on th e  
b a s i s  o f  a c c o u n tin g  p r i n c i p l e s  r e g u l a r l y  em
p lo y e d  by th e  company. We b e l i e v e  t h a t  
m anagem ent h a s  c h o se n  th e  a s su m p tio n s  w ith  due 
c a r e  and c o n s i d e r a t i o n .  We e x p re s s  no o p in io n  
a s  to  w h e th e r  th e  p r o j e c te d  s ta te m e n t  may 
a p p ro x im a te  a c t u a l  f u t u r e  r e s u l t s .

N e g a tiv e  A ssu ran ce

We have s tu d ie d  th e  p r o j e c te d  s ta te m e n t  o f  
o p e r a t io n s  o f  th e  XYZ Company f o r  th e  y e a r  ended  
Decem ber 31 , 1972. Our s tu d y  was c o n d u c te d  i n  
a c c o rd a n c e  w ith  a p p l i c a b l e  s ta n d a r d s  p u b l is h e d  
by th e  A m erican I n s t i t u t e  o f  C e r t i f i e d  P u b lic  
A c c o u n ta n ts . We p e rfo rm ed  such  t e s t s  and p r o 
c e d u re s  w ith  r e s p e c t  to  th e  c o m p i la t io n  o f  th e  
f o r e c a s t  from  th e  s t a t e d  a ssu m p tio n s  a s  we 
c o n s id e r e d  n e c e s s a r y  i n  th e  c i r c u m s ta n c e s .  
H ow ever, a s su m p tio n s  a s  to  f u t u r e  e v e n ts  m ust 
rem a in  th e  s o le  r e s p o n s i b i l i t y  o f  m anagem ent.
Our p ro c e d u re s  w ith  r e s p e c t  t h e r e to  w ere
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g e n e r a l ly  l im i te d  to  th o s e  w hich  a c c o u n ta n ts  
m ig h t r e a s o n a b ly  em ploy and w ere ch o sen  in  
o r d e r  to  a p p r a i s e  th e  c a re  and c o n s id e r a t i o n  
g iv e n  to  th e  s e l e c t i o n s  by m anagem ent.

On th e  b a s i s  o f  o u r  s tu d y ,  we b e l ie v e  t h a t  
th e  accom panying p r o j e c te d  s ta te m e n t  p r o p e r ly  
g iv e s  e f f e c t  to  th e  a s su m p tio n s  d e s c r ib e d ,  
u s in g  g e n e r a l l y  a c c e p te d  a c c o u n tin g  p r i n c i p l e s .
F u r t h e r ,  n o th in g  came to  o u r  a t t e n t i o n  a s  a  
r e s u l t  o f  o u r  s tu d y  t h a t  c a u se d  us to  b e l i e v e  
t h a t  such  a s s u m p tio n s , w hich  have b een  s e l e c t e d  
by m anagem ent, do n o t  c o n s t i t u t e  r e a s o n a b le  
b a s e s  f o r  th e  p r e p a r a t i o n  o f  th e  e s t im a te s  in  
th e  p r o j e c te d  s ta te m e n ts  o f  o p e r a t io n s .  S in c e  
p r o j e c t i o n s  a r e  p r e d i c a t e d  on th e  o c c u r re n c e  
o f  f u t u r e  e v e n ts  w h ich  a re  s u b je c t  to  ch an g es i n  
econom ic and o t h e r  c i r c u m s ta n c e s ,  we e x p re s s  no 
o p in io n  on th e  l i k e l ih o o d  o f  t h e i r  a c h ie v e m e n t.

A f te r  s tu d y in g  th e  CPA's r e p o r t  he had r e c e iv e d ,  e ac h  

r e s e a r c h  s u b j e c t  an sw ered  a  s e t  o f  q u e s t io n s  d e s ig n e d  to  d e s c r ib e :  

(1) t h e ,  e f f e c t s  o f  th e  CPA's r e p o r t  on th e  u s e r 's  c o n f id e n c e  in  

th e  f o r e c a s t  d a ta  w h ich  i t  a cc o m p a n ie s , (2) th e  u s e r 's  i n t e r p r e 

t a t i o n  o f  th e  r o l e  w hich  th e  CPA p la y e d  i n  g e n e r a t in g  th e  f o r e c a s t  

and th e  r e s p o n s i b i l i t y  he i s  assu m in g  when he r e p o r t s  on i t ,  (3) 

th e  l i a b i l i t y  w h ich  sh o u ld  be a t t r i b u t e d  to  th e  CPA in  c o n ju n c t io n  

w ith  h i s  r e p o r t  on th e  f o r e c a s t  d a t a ,  and (4) th e  p e rc e iv e d  

e f f e c t s  on th e  CPA's in d ep e n d en c e  when he r e p o r t s  on f o r e c a s t s .

The r e s p o n s e s  to  th e  q u e s t io n s  a re  a n a ly z e d  in  th e

f o l lo w in g  s e c t i o n s .  E x cep t a s  i n d i c a t e d ,  d i f f e r e n c e s  b e tw een

re s p o n s e s  g iv e n  by r e c i p i e n t s  o f  d i f f e r e n t  r e p o r t  s t y l e s  and

d i f f e r e n c e s  b e tw een  r e s p o n s e s  o f  a n a l y s t s  and th o s e  o f  MBA 
5 /s tu d e n ts  w ere g e n e r a l l y  i n s i g n i f i c a n t . 5/

5 /  To d e te rm in e  w h e th e r  d i f f e r e n t  re s p o n s e s  to  d i f f e r e n t  s t y l e
r e p o r t s  w ere s t a t i s t i c a l l y  s i g n i f i c a n t  and w h e th e r  th e  r e s p o n s e s  
o f  th e  a n a l y s t s  w ere s i g n i f i c a n t l y  d i f f e r e n t  from  th o s e  o f  
s t u d e n t s ,  Chi S q u are  t e s t s  w ere m ade. A l l  d i f f e r e n c e s  whose 
Chi S q u are  v a lu e  had  a s i g n i f i c a n c e  l e v e l  o f  .05  o r  l e s s  have 
b e en  d e s c r ib e d  i n  t h i s  r e p o r t .
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E f f e c t s  on th e  U s e r 's  C o n fid en ce

To i n v e s t i g a t e  how a CPA's r e p o r t  on f o r e c a s t  d a ta  w ould 

a f f e c t  th e  c o n f id e n c e  o f  u s e r s  i n  t h a t  d a t a , re s p o n d e n ts  w ere a sk ed  

to  com pare a f o r e c a s t  accom panied  by a CPA's r e p o r t  w ith  (a) a 

f o r e c a s t  n o t accom panied  by a CPA's r e p o r t , and (b) a f o r e c a s t  

g e n e r a te d  by a f i n a n c i a l  a n a l y s t .  P a r t i c i p a n t s  c o u ld  i n d i c a t e  

t h a t  th e y  h a d :

1 . l e s s  c o n f id e n c e  i n  th e  f o r e c a s t  accom panied  
by th e  CPA's r e p o r t ;

2 . a b o u t th e  same l e v e l  o f  c o n f id e n c e  i n  th e  
f o r e c a s t  accom panied  by th e  CPA's r e p o r t ;

3 . s l i g h t l y  more c o n f id e n c e  i n  th e  f o r e c a s t  
accom panied  by th e  CPA's r e p o r t ;

4 . much g r e a t e r  c o n f id e n c e  i n  th e  f o r e c a s t  
accom panied  by th e  CPA's r e p o r t .

A summary o f  r e s p o n s e s  g iv e n  i n  m aking th e s e  c o m p a riso n s

a p p e a rs  in  T ab le  I .  In  com paring  a f o r e c a s t  accom panied  by a

CPA's r e p o r t  w ith  one n o t accom panied  by su ch  a r e p o r t , th e  e f f e c t

on th e  u s e r 's  c o n f id e n c e  te n d e d  to  be s l i g h t , w ith  86% o f  th e

re s p o n d e n ts  i n d i c a t i n g  t h a t  th e y  had  e i t h e r  e q u a l  c o n f id e n c e  in

b o th  f o r e c a s t s  o r  s l i g h t l y  g r e a t e r  c o n f id e n c e  in  th e  f o r e c a s t

on w hich  th e  CPA r e p o r t e d .  Only 9% had t h e i r  c o n f id e n c e  g r e a t l y

in c r e a s e d  by th e  CPA's r e p o r t .

TABLE I
U s e r s ' C o n fid en ce  In  F o r e c a s t  On Which The CPA R e p o rte d

C o n fid en ce  i n  F o r e c a s t  on 
w hich  CPA R e p o rte d

Compared w ith  a F o r e c a s t
Not A ccom panied by P re p a re d  by F in a n c ia l

a CPA's R ep o rt A n a ly s ts

L ess c o n f id e n c e 4 .9 % 18.1%
E qual c o n f id e n c e 3 6 .8 3 9 .6
S l i g h t l y  more c o n f id e n c e 4 9 .2 3 4 .1
Much g r e a t e r  c o n f id e n c e 9 .1 8 .2



S im i la r  r e s u l t s  w ere o b ta in e d  when u s e r s  w ere a sk ed  to

com pare t h e i r  c o n f id e n c e  in  a  f o r e c a s t  accom panied  by a  CPA’ s 

r e p o r t  w ith  t h a t  i n  a f o r e c a s t  g e n e ra te d  by a  f i n a n c i a l  a n a l y s t .  

Pew had t h e i r  c o n f id e n c e  g r e a t l y  in c r e a s e d  by th e  p re s e n c e  o f  th e  

CPA's r e p o r t .  Most (7 3 . 7%) a g a in  had e i t h e r  e q u a l  c o n f id e n c e  o r  

o n ly  s l i g h t l y  more c o n f id e n c e  in  th e  f o r e c a s t  on w hich  th e  CPA 

r e p o r t e d .

In  a d d i t i o n  to  th e  co m p a riso n s  d e s c r ib e d  a b o v e , r e s e a r c h  

s u b je c t s  w ere a sk ed  to  com pare t h e i r  c o n f id e n c e  i n  f o r e c a s t s  

accom pan ied  by a  CPA’s r e p o r t  w i th  t h a t  i n  a u d i te d  f i n a n c i a l  

s t a te m e n t s .  The r e s u l t s  o f  t h i s  c o m p a riso n  a re  sum m arized in  

T ab le  I I .  As w ould be e x p e c te d , a  m a jo r i ty  (77%) o f  th e  p a r t i c i -
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TABLE I I
F o r e c a s t  Compared W ith A u d ited  F in a n c i a l  S ta te m e n ts

C o n fid en c e  i n  F o r e c a s t  on MBA A ll
w hich  CPA R e p o rte d S tu d e n ts A n a ly s ts R esp o n d en ts

E qual c o n f id e n c e 2 6 .3 % 10.9% 14.2%
A lm ost a s  much c o n f id e n c e 1 6 .2 6 .7 8 .8
L ess c o n f id e n c e 4 1 .2 3 3 . 0 3 4 .8
Much l e s s  c o n f id e n c e 1 6 .3 4 6 .7 40 . 0
No c o n f id e n c e 0 2 .7 2 .2

p a n ts  i n d ic a t e d  th e y  had  " l e s s , "  "much l e s s "  o r  "no" c o n f id e n c e  in  

th e  f o r e c a s t  d a ta .  In  a n a ly z in g  th e  re s p o n s e s  o f  th e  re m a in in g  

23%, an  i n t e r e s t i n g  d i f f e r e n c e  b e tw een  a n a l y s t s  and MBA s tu d e n ts  

was n o te d .  Of th e  s tu d e n t  g ro u p , 42.5%  in d ic a t e d  e q u a l  o r  a lm o s t 

a s  much c o n f id e n c e  i n  th e  r e l i a b i l i t y  o f  th e  f o r e c a s t  d a ta  a s  i n  

a u d i te d  f i n a n c i a l  s ta te m e n ts ,  w h ile  o n ly  17.6% o f  th e  a n a l y s t s  made 

th e s e  r e s p o n s e s .  Our r e s e a r c h  does n o t  e n a b le  us to  o f f e r  a
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d e f i n i t i v e  e x p la n a t io n  f o r  t h i s  d i f f e r e n c e ;  th e r e  a re  s e v e r a l

e q u a l ly  c r e d i b le  e x p la n a t io n s .  F i r s t s  th e  g r e a t e r  c o n f id e n c e  o f  

th e  s tu d e n t  g ro u p  may i n d i c a t e  t h a t  th e  l e s s  s o p h i s t i c a t e d  u s e r  i s  

more l i k e l y  to  c o n fu se  a  CPA's r e p o r t  on f o r e c a s t  d a ta  w ith  an 

a t t e s t  to  f i n a n c i a l  s t a te m e n ts .  On th e  o th e r  h a n d , th e  s tu d e n t  

g ro u p  may be i n d i c a t i n g  a  l a c k  o f  c o n f id e n c e  i n  a u d i te d  f i n a n c i a l  

s t a te m e n t s .  In  th e  g ra d u a te  b u s in e s s  p ro g ra m , some em p h asis  i s  

p la c e d  on th e  sh o r tc o m in g s  o f  f i n a n c i a l  s ta te m e n ts  and th e  s tu d e n t  

i s  ex p o sed  to  c r i t i c i s m s  o f  th e  way i n  w hich  th e  a u d i t  f u n c t io n  i s  

p e rfo rm e d . F i n a l l y , th e  s tu d e n t  may be l e s s  f a m i l i a r  w i th  b o th  

f o r e c a s t s  and f i n a n c i a l  s ta te m e n ts  th a n  f i n a n c i a l  a n a l y s t s .  T hus, 

h i s  i n a b i l i t y  to  d i f f e r e n t i a t e  b e tw een  th e  CPA's r e p o r t  on a f o r e 

c a s t  and h i s  o p in io n  on h i s t o r i c a l  f i n a n c i a l  s ta te m e n ts  may be a 

r e s u l t  o f  c o n fu s io n  r e g a r d in g  th e  b a s ic  n a tu r e  o f  th e s e  two ty p e s  

o f  d a ta .  D u rin g  i n t e r v i e w s , s e v e r a l  a n a l y s t s  a l s o  e x p re s s e d  th e  

v iew  t h a t  " l e s s  s o p h i s t i c a t e d  i n v e s to r s "  w ould e r r o n e o u s ly  

a t t r i b u t e  to o  much r e l i a b i l i t y  and c e r t a i n t y  to  f o r e c a s t  d a ta  

s im p ly  b e c a u se  i t  a p p e a rs  in  p r i n t e d  form  i r r e s p e c t i v e  o f  w hat th e  

CPA m ig h t say  i n  a  r e p o r t  w hich  accom pan ies th e  f o r e c a s t .

A ll  p a r t i c i p a n t s  who d id  n o t i n d i c a t e  t h a t  th e y  had  e q u a l

c o n f id e n c e  i n  th e  h i s t o r i c a l  s ta te m e n ts  and f o r e c a s t  d a ta  w ere

a sk ed  to  i n d i c a t e  th e  r e a s o n s  f o r  t h e i r  l a c k  o f  c o n f id e n c e  i n  th e  

l a t t e r .  The re a s o n  f o r  l a c k  o f  c o n f id e n c e  m ost o f t e n  g iv e n  (7 4 .8 % 

o f  a l l  r e s p o n d e n ts )  was t h a t  f o r e c a s t s  a r e  t e n t a t i v e  i n  n a tu r e  

w h e rea s  th e  f i n a n c i a l  s ta te m e n ts  a re  b a se d  on e v e n ts  t h a t  have

a c t u a l l y  h ap p en ed . T h is  s u g g e s ts  t h a t  even  i f  CPAs do r e p o r t  on 

a f o r e c a s t , th e  m a jo r  so u rc e  o f  c o n c e rn  in  th e  m inds o f  u s e r s
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r e g a r d in g  th e  r e l i a b i l i t y  o f  f o r e c a s t  d a ta  w i l l  s t i l l  re m a in . In  

s u p p o r t  o f  t h i s  p o i n t , s e v e r a l  a n a l y s t s  commented d u r in g  in te r v ie w s  

t h a t  i n  ju d g in g  th e  r e l i a b i l i t y  o f  f o r e c a s t  d a t a , th e  n a tu r e  o f  th e  

company i t s e l f , i t s  i n d u s t r y , and th e  p e r io d  c o v e re d  by th e  f o r e 

c a s t  a re  much more im p o r ta n t  th a n  th e  p re s e n c e  o r  a b sen c e  o f  th e  
CPA's r e p o r t . 6 /

C o l la b o r a t in g  th e  d a ta  o b ta in e d  from  th e  q u e s t i o n n a i r e s , 

th e  a n a l y s t s  in te rv ie w e d  g e n e r a l ly  i n d ic a t e d  t h a t  th e  CPA’ s r e p o r t  

w ould c o n t r i b u t e  o n ly  s l i g h t l y  to  t h e i r  c o n f id e n c e  i n  f o r e c a s t  d a ta .  

S e v e ra l  a n a l y s t s  e x p re s s e d  th e  view  t h a t  a c c o u n ta n ts  w ere n o t  com

p e te n t  to  rev iew  f o r e c a s t  d a t a , e s p e c i a l l y  th e  u n d e r ly in g  a s s u m p tio n s . 

They d i d , h o w ev er, n o te  t h a t  CPAs c o u ld  v e r i f y  th e  c o m p u ta t io n a l

a c c u ra c y .

In  te rm s  o f  p o s i t i v e  b e n e f i t s  w hich  w ould a r i s e  i f  th e  CPA 

r e p o r te d  on f o r e c a s t  d a t a , s e v e r a l  a n a l y s t s  m en tio n ed  t h a t  com pan ies 

w ould be more c a r e f u l  i n  p r e p a r in g  f o r e c a s t s  i f  th e y  knew a  CPA 

w ould be re v ie w in g  them . In  a d d i t i o n , th e  CPA m ig h t be a b le  to  

o f f s e t  any o p t i m i s t i c  o r  p e s s i m i s t i c  b i a s e s  w hich  m anagem ent m ig h t 

c o n s c io u s ly  o r  u n c o n s c io u s ly  b u i ld  i n t o  i t s  f o r e c a s t .

6 /  A d d i t io n a l  e v id e n c e  o f  th e  u s e r s  in te n s e  c o n c e rn  w ith  th e s e  o th e r  
    f a c t o r s  was fo und  d u r in g  two p i l o t  s t u d i e s .  In  th e s e  s t u d i e s

r e s e a r c h  s u b j e c t s  w ere g iv e n  f i n a n c i a l  s ta te m e n ts  o f  a  company 
and b a ck g ro u n d  d a ta  r e g a r d in g  th e  company m aking th e  f o r e c a s t  on 
w hich  th e  CPA was r e p o r t i n g .  The r e s e a r c h  s u b j e c t s  w ere so p r e 
o c c u p ie d  w ith  t r y in g  to  make t h e i r  own p r o j e c t i o n s  from  th e  
d a ta  p ro v id e d  t h a t  th e y  gave l i t t l e  a t t e n t i o n  to  th e  p re s e n c e  o r  
a b sen c e  o f  a  CPA's r e p o r t  o r  w hat t h a t  r e p o r t  s a i d .
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In  summary, r e s p o n s e s  to  th e  q u e s t io n n a i r e  and comments made 

d u r in g  in te r v ie w s  i n d i c a t e  t h a t  th e  in c r e a s e  i n  c o n f id e n c e  in  

f o r e c a s t  d a ta  w h ich  can  b e r e l a t e d  to  th e  p re s e n c e  o f  a CPA's 

r e p o r t  i s  s l i g h t .  The CPA’ s r e p o r t  c a n n o t a t  p r e s e n t  o f f s e t  th e  

u s e r ’ s c o n c e rn  a b o u t such  f a c t o r s  a s  th e  ty p e  o f  company m aking th e  

f o r e c a s t ,  i t s  h i s t o r y ,  th e  i n d u s t r y  o f  w hich  i t  i s  a  p a r t ,  and th e  

t e n t a t i v e  n a tu r e  o f  f o r e c a s t  d a ta .  T hus, th e  u s e r 's  l a c k  o f  c o n 

f id e n c e  a p p e a rs  to  r e f l e c t  a  l a c k  o f  f a i t h  i n  f o r e c a s t s  r a t h e r

th a n  i n  th e  CPA.

The CPA's Role

A s e r i e s  o f  q u e s t io n s  in c lu d e d  in  th e  q u e s t io n n a i r e  w ere 

d e s ig n e d  to  d e te rm in e  how u s e r s  would i n t e r p r e t  th e  r o l e  w hich  th e  

CPA p la y e d  i n  g e n e r a t in g  and r e p o r t i n g  on f o r e c a s t  d a ta .

R e s p o n s i b i l i t y  f o r  U n d e r ly in g  A ssu m p tio n s . R esp o n d en ts  

w ere f i r s t  a sk e d  who made th e  a s su m p tio n s  u n d e r ly in g  th e  f o r e c a s t .  

E ig h ty - th r e e  p e r c e n t  o f  a l l  r e s p o n d e n ts  s t a t e d  t h a t  th e  a s su m p tio n s  

u n d e r ly in g  th e  f o r e c a s t  w ere th o s e  o f  m anagem ent; l e s s  th a n  1% 

s a id  th e y  w ere th o s e  o f  th e  CPA f i rm  w hich  r e p o r te d  on th e  f o r e c a s t s . 

( I t  sh o u ld  be n o te d  t h a t  i n  te rm s o f  n u m e r ic a l  r e s u l t s ,  none o f  th e  

a n a l y s t s  th o u g h t  th e  CPA had made th e  a s su m p tio n s  on w hich  th e  

f o r e c a s t  was b a se d  and o n ly  3 s tu d e n ts  gave t h i s  r e s p o n s e .)  S ix  

p e r c e n t  th o u g h t  b o th  m anagem ent and th e  CPA w ere r e s p o n s ib le  f o r  
th e  a s su m p tio n s7 /  w h ile  a n o th e r  10% s t a t e d  t h a t  th e y  c o u ld  n o t 

d e te rm in e  who made th e  a s s u m p tio n s .

7 /  In  i n te r v ie w s  w ith  a n a l y s t s ,  s e v e r a l  n o te d  t h a t  th e  in t im a c y  
  w ith  w h ich  th e  CPA was in v o lv in g  i n  th e  f o r e c a s t  c o u ld  be

e x p e c te d  to  v a ry  g r e a t l y  d e p e n d in g  on th e  r e l a t i o n s h i p  b e tw een  
th e  company m aking th e  f o r e c a s t  and i t s  CPA f i r m  and th e  
e x p e r t i s e  a v a i l a b l e  w i th in  th e  company to  p r e p a r e  f o r e c a s t s .
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Review o f  th e  U n d e r ly in g  A ssu m p tio n s . Most u s e r s  th o u g h t 

th e  a s su m p tio n s  u n d e r ly in g  th e  f o r e c a s t  w ere made by m anagem ent, b u t  

a l a r g e  num ber (7 6 .6 %) th o u g h t  t h a t  th e  CPA had rev ie w ed  th e  assum p

t i o n s  u n d e r ly in g  th e  f o r e c a s t s .  T ab le  I I I  sum m arizes th e  re s p o n s e s  

r e g a r d in g  th e  CPA's p e rc e iv e d  r o le  i n  re v ie w in g  th e  a s s u m p tio n s .

A s i g n i f i c a n t l y  g r e a t e r — p r o p o r t io n  o f  th e  r e c i p i e n t s  o f  th e  U. K. 

s t y l e  r e p o r t  d id  n o t  assum e th e  CPA had rev ie w ed  th e  a s su m p tio n s  

th a n  d id  r e c i p i e n t s  o f  th e  o t h e r  two r e p o r t  s t y l e s .  T h is  r e s u l t  

i s  to  be e x p e c te d  b e c a u se  in  th e  U. K. s t y l e  r e p o r t  th e  CPA s t a t e s  

t h a t  "m anagem ent i s  s o l e l y  r e s p o n s ib le "  f o r  th e  a s s u m p tio n s . How

e v e r , i t  i s  i n t e r e s t i n g  to  n o te  t h a t  a  m a jo r i ty  o f  th e  r e c i p i e n t s  

o f  th e  U. K. s t y l e  r e p o r t  d id  assum e th e  CPA had rev ie w ed  th e  

a s s u m p tio n s . These r e s u l t s  s u g g e s t  t h a t  a  CPA may n o t  be a b le  to  

r e p o r t  on f o r e c a s t s  w i th o u t  many u s e r s  assum ing  t h a t  he rev ie w ed  

th e  u n d e r ly in g  a s s u m p tio n s , ev en  when h i s  r e p o r t  d i s c la im s  r e s p o n s i 

b i l i t y  f o r  them .

A lth o u g h  th e  p re c e d in g  d a ta  i n d i c a t e  t h a t  u s e r s  o f  f o r e 

c a s t s  w ould e x p e c t  th e  CPA to  rev iew  th e  a ssu m p tio n s  i f  he i s  

r e p o r t i n g  on a f o r e c a s t ,  in te r v ie w s  w ith  a n a l y s t s  s u g g e s t  t h a t  th e y  

w ould n o t  p la c e  g r e a t  r e l i a n c e  on t h i s  re v ie w . As p r e v io u s ly  

d i s c u s s e d ,  some a n a l y s t s  w ere s k e p t i c a l  o f  th e  a b i l i t y  o f  th e  CPA 

to  make a m e a n in g fu l e v a lu a t io n  o f  th e  r e a s o n a b le n e s s  o f  th e  u n d e r 

ly in g  a s s u m p tio n s . A lso , a l l  th e  a n a l y s t s  in te r v ie w e d  a g re e d

8 /  The C hi S quare  v a lu e  f o r  t h i s  co m p a riso n  was s i g n i f i c a n t  a t  th e  
  .01  l e v e l .
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s t r o n g l y  t h a t  th e y  w ould much r a t h e r  know w hat a ssu m p tio n s  w ere 

u se d  i n  m aking a f o r e c a s t  th a n  have a CPA's r e p o r t  s t a t i n g  th e  

a s su m p tio n s  w ere r e a s o n a b le .

V e r i f i c a t i o n  o f  h i s t o r i c a l  d a t a , a p p r o p r i a te n e s s  o f  

s t a t i s t i c a l  te c h n iq u e s  and a c c u ra c y  o f  th e  c o m p u ta t io n s . The 

p a r t i c i p a n t s  w ere a sk ed  w h e th e r  th e  CPA had v e r i f i e d  th e  h i s t o r i c a l  

d a ta  w hich  was u sed  i n  m aking th e  f o r e c a s t  w hich  h i s  r e p o r t  

a cco m p an ied , v e r i f i e d  th e  a p p r o p r i a te n e s s  o f  th e  s t a t i s t i c a l  

te c h n iq u e s  w hich  w ere used  o r  v e r i f i e d  th e  a c c u ra c y  o f  th e  compu

t a t i o n s  in h e r e n t  i n  th e  f o r e c a s t .  The re s p o n s e s  to  th e s e  q u e s t io n s

a re  sum m arized in  T ab le  IV.

R esp o n ses i n d i c a t e  t h a t  s l i g h t l y  more th a n  h a l f  (51.7% ) o f  

th e  p a r t i c i p a n t s  c o u ld  n o t d e te rm in e  w h e th e r  th e  h i s t o r i c a l  d a ta  had 

b een  v e r i f i e d .  S ix te e n  p e r c e n t  s a id  t h a t  th e  a u d i t o r  had  n o t 

v e r i f i e d  th e  d a ta  w h ile  32.2% th o u g h t t h a t  th e  CPA had made such  

a v e r i f i c a t i o n .  The re s p o n s e s  o f  th e  a n a l y s t s  a p p e a r  to  be 

s i m i l a r l y  d i s t r i b u t e d  f o r  a l l  th e  s t y l e s  o f  CPA r e p o r t s , b u t  th e  

MBA s t u d e n t s ' r e s p o n s e s  w ere d i f f e r e n t  f o r  th e  d i f f e r e n t  ty p e s  o f  

r e p o r t s .  Among th e  s tu d e n t  r e c i p i e n t s  o f  th e  U. K. s t y l e  r e p o r t ;  

52.0%  o f  th e  s tu d e n ts  i n d ic a t e d  th e y  th o u g h t th e  CPA had v e r i f i e d  

th e  h i s t o r i c a l  d a ta  w h ile  4 3 . 3% o f  th o s e  r e c e iv in g  th e  n e g a t iv e  

a s s u ra n c e  r e p o r t  gave t h i s  re s p o n se  and 25% o f  th e  r e c i p i e n t s  o f  

th e  p o s i t i v e  a s s u ra n c e  r e p o r t .  I t  i s  n o t c l e a r  why a  h ig h e r  

p r o p o r t io n  o f  th e  MBA s tu d e n ts  r e c e iv in g  th e  U. K. s t y l e  r e p o r t  

w ould assum e th e  CPA had v e r i f i e d  th e  h i s t o r i c a l  d a ta  w h ich  was 

u se d  in  m aking th e  f o r e c a s t .  One p o s s ib l e  e x p la n a t io n  i s  th e  

r e f e r e n c e  to  c o n s i s te n c y  i n  t h i s  s t y l e  o f  r e p o r t .
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T here  a p p e a rs  to  be a  g r e a t  d e a l  o f  u n c e r t a i n t y  i n  th e  m inds 

o f  th e  re s p o n d e n ts  a s  to  w h e th e r  o r  n o t  th e  CPA had v e r i f i e d  th e  

a p p r o p r i a te n e s s  o f  th e  s t a t i s t i c a l  m ethods u sed  in  g e n e r a t in g  th e  

f o r e c a s t .  A lm ost h a l f  (4 8 .3 %) o f  a l l  r e s p o n d e n ts  i n d ic a t e d  th e y  

c o u ld  n o t  d e te rm in e  w h e th e r  su ch  a v e r i f i c a t i o n  had ta k e n  p l a c e ,  

w h ile  2 2 .1 % i n d ic a t e d  t h a t  th e y  th o u g h t i t  had and 29.6% th o u g h t 

t h a t  i t  had  n o t .  Among th e  a n a l y s t s  th e r e  was a s i g n i f i c a n t  

d i f f e r e n c e  b e tw een  th e  re s p o n s e s  o f  th o se  r e c e iv in g  th e  U. K. s t y l e  

r e p o r t  and th o s e  r e c e iv in g  th e  o t h e r  two ty p e s  o f  r e p o r t s ;  among 

r e c i p i e n t s  o f  th e  U. K. s t y l e  r e p o r t ,  1 2 .4 % th o u g h t th e  a u d i t o r  had 

v e r i f i e d  th e  a p p r o p r ia te n e s s  o f  th e  s t a t i s t i c a l  t e c h n iq u e s ,  w h ile  f o r  

th e  o t h e r  two s t y l e s  1 9 .8 % ( p o s i t i v e  a s s u ra n c e )  and 2 3 .0 % ( n e g a t iv e  

a s s u ra n c e )  th o u g h t  su ch  a v e r i f i c a t i o n  had b e en  made.

A m a jo r i ty  o f  r e p o r t  u s e r s  i n d ic a t e d  t h a t  th e  CPA had 

v e r i f i e d  th e  c o m p u ta tio n s  i n h e r e n t  i n  th e  f o r e c a s t .  Only 8 .6 % 

i n d ic a t e d  t h a t  such  a v e r i f i c a t i o n  had n o t b e en  made, w h ile  6 4 .6 % 

th o u g h t  t h a t  i t  had and th e  o th e r  2 6 .8 % s a id  t h a t  th e y  c o u ld  n o t 

t e l l .  As w ould be e x p e c te d ,  r e c i p i e n t s  o f  th e  U. K. s t y l e  r e p o r t  

w ere m ost l i k e l y  to  th in k  th e  CPA v e r i f i e d  th e  c o m p u ta t io n s , b u t  

ev en  among t h i s  g ro u p , 1 9 . 1% c o u ld  n o t  t e l l .  T h is  s u g g e s ts  t h a t  

ev en  when th e  r o l e  o f  th e  CPA i s  e x p l i c i t l y  s p e l l e d  o u t  th e r e  w i l l  

s t i l l  be some u s e r s  who m i s i n t e r p r e t  h i s  r e p o r t ,  s in c e  th e  U. K. 

s t y l e  e x p l i c i t l y  m en tio n s  v e r i f i c a t i o n  o f  c o m p u ta t io n s . I t  i s  a l s o  

p o s s ib l e  t h a t  some u s e r s  s h a re  th e  p h i lo s o p h y  o f  one a n a l y s t  who 

commented in  an  in te r v ie w  t h a t ,  "The CPA's r e p o r t  a lw ays h a s  th e  

same s ta n d a r d  w o rd in g , so I  n e v e r  r e a d  i t — I  j u s t  see  who s ig n e d
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A t t e s t a t i o n  to  A ccu racy  o f  th e  F o r e c a s t . F in a 1l y , th e  

r e s e a r c h  s u b je c t  was a sk ed  w h e th e r  th e  CPA had a t t e s t e d  to  th e  a c c u 

ra c y  o f  th e  f o r e c a s t .  Only 5 . 3% o f  th e  p a r t i c i p a n t s  s a id  t h a t  th e y  

th o u g h t su ch  an a t t e s t a t i o n  (T ab le  IV ) had b e en  made w h ile  8 9 .2 % 

s a id  t h a t  i t  had n o t .  The re m a in in g  5 . 6% s t a t e d  t h a t  th e y  c o u ld  

n o t  d e te rm in e  one way o r  th e  o t h e r .  T h is  f i n d in g  s u g g e s ts  t h a t  r e l 

a t i v e l y  few u s e r s  w i l l  assum e t h a t  th e  CPA has a t t e s t e d  to  th e  a c c u 

ra c y  o f  f o r e c a s t  d a ta  i n  th e  same way w hich  he a t t e s t s  to  th e  f a i r  

p r e s e n t a t i o n  o f  h i s t o r i c a l  d a t a .  A lth o u g h  s l i g h t l y  more o f  th e  r e 

c i p i e n t s  o f  th e  n e g a t iv e  a s s u ra n c e  r e p o r t  and s tu d e n t  r e c i p i e n t s  o f  

th e  p o s i t i v e  a s s u ra n c e  r e p o r t  i n d i c a t e d  th e y  th o u g h t th e  CPA had  a t 

t e s t e d  to  th e  a c c u ra c y  o f  th e  f o r e c a s t  th a n  d id  o th e r  p a r t i c i p a n t s ,  

th e  num ber o f  th e s e  re s p o n s e s  was so  sm a ll  t h a t  i t  i s  d i f f i c u l t  to  

a t t r i b u t e  any  s i g n i f i c a n c e  to  them .

In  summary, i t  a p p e a rs  t h a t  th e  u s e r s  o f  CPA r e p o r t s  on 

f o r e c a s t s  assum e, r e g a r d l e s s  o f  th e  w o rd in g  o f  th e  f o r e c a s t  r e p o r t ,  

t h a t  th e  CPA has rev iew ed  th e  a ssu m p tio n s  and v e r i f i e d  th e  a c c u ra c y  

o f  th e  c o m p u ta tio n s  i n h e r e n t  in  th e  f o r e c a s t s .  I n  a d d i t i o n ,  a 

s i g n i f i c a n t  num ber o f  r e s p o n d e n ts  assum ed t h a t  he v e r i f i e d  th e  u n d e r 

ly in g  h i s t o r i c a l  d a ta  and th e  a p p r o p r ia te n e s s  o f th e  s t a t i s t i c a l  

te c h n iq u e s  u se d  in  m aking th e  f o r e c a s t .

I t  i s  im p o r ta n t  to  n o te  t h a t  even  th o u g h  t h i s  r e s e a r c h  s tu d y  

s p e c i f i c a l l y  fo c u s e d  th e  a t t e n t i o n  o f  th e  r e a d e r  on th e  CPA's r e p o r t ,  

th e r e  was s t i l l  c o n fu s io n  as to  w hat r o l e  th e  CPA i s  a ssu m in g . W ith  

r e s p e c t  to  th e  l a t t e r  p o i n t ,  a l th o u g h  a s i g n i f i c a n t  number o f  r e 

sp o n d e n ts  r e p o r t e d  t h a t  th e  CPA had v e r i f i e d  th e  u n d e r ly in g  h i s t o r i c a l  

d a ta  and th e  a p p r o p r i a te n e s s  o f  th e  s t a t i s t i c a l  te c h n iq u e s  u s e d , an
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even  l a r g e r  num ber w ere c o n fu se d  as  to  w h e th e r o r  n o t  th e  CPA was 

r e p o r t i n g  t h a t  he had  p e rfo rm ed  th e s e  two s e r v i c e s .  Of th e  th r e e  

r e p o r t  s ty l e s  t e s t e d ,  u s e r s  a p p e a re d  to  have l e s s  u n c e r t a i n t y  r e 

g a rd in g  th e  r o l e  o f  th e  CPA when th e  U. K. s t y l e  r e p o r t ,  w ith  i t s  

r e l a t i v e l y  s t r a ig h t f o r w a r d  w o rd in g , was u s e d .

I t  a p p e a rs  t h a t  th e  r e p o r t  s t y l e s  t e s t e d  d id  n o t  c l e a r l y  

com m unicate to  th e  r e a d e r  th e  r o l e  w hich  th e  CPA p la y s  in  g e n e r a t in g  

f o r e c a s t  d a ta  and th e  e x te n t  o f  th e  r e s p o n s i b i l i t i e s  w hich  he i s  

a ssu m in g . I t  i s  s u g g e s te d  t h a t  i f  CPAs a re  to  b e a s s o c i a t e d  w ith  

f o r e c a s t s ,  th e y  sh o u ld  be c a r e f u l  to  s p e c i f i c a l l y  s t a t e  t h e i r  r o le  

and  th e  r e s p o n s i b i l i t i e s  th e y  a re  a ssu m in g .

L e g a l L i a b i l i t y

The r e s p o n s e s  to  th e  q u e s t io n n a i r e  and  comments made by

a n a l y s t s  d u r in g  in te r v ie w s  s u g g e s t  t h a t  m ost u s e r s  o f  f i n a n c i a l

d a ta  w ould p r e f e r  t h a t  l e g a l  r e s p o n s i b i l i t y  f o r  f o r e c a s t s  be  l im 

i t e d . 9 / I n  th e  q u e s t io n s  r e g a r d in g  l e g a l  r e s p o n s i b i l i t y ,  a d i s 

t i n c t i o n  was made b e tw ee n  s i t u a t i o n s  i n  w h ich  u n e x p e c te d  e v e n ts  

beyond th e  c o n t r o l  o f  m anagem ent had o r  had n o t o c c u r re d  d u r in g  

th e  p e r io d  c o v e re d  by  th e  f o r e c a s t .

A ssum ing u n e x p e c te d  e v e n ts  beyond th e  c o n t r o l  o f  m anagem ent 

had  o c c u r re d  d u r in g  th e  f o r e c a s t  p e r io d ,  an  overw helm ing  m a jo r i ty

9 /  T h is  i s  c o n s i s t e n t  w i th  th e  r e s e a r c h  f in d in g s  o f  a r e s e a r c h
s tu d y  sp o n so re d  b y  th e  F i n a n c i a l  A n a ly s ts  F e d e r a t io n  i n  w hich  
i t  was r e p o r t e d  t h a t :  "R esp o n d en ts  b e l i e v e  t h a t  t h e r e  sh o u ld  
b e  no l e g a l  s a n c t io n s  f o r  f o r e c a s t i n g  e r r o r s ;  th e y  b e l i e v e  t h a t  
th e  m ark e t w i l l  s e rv e  a s  an e f f e c t i v e  p o lic e m a n ."  See Sam uel 
S . S te w a r t ,  J r . ,  " R e se a rc h  R e p o rt on C o rp o ra te  F o r e c a s t s , "  
F i n a n c i a l  A n a ly s ts  J o u r n a l ,  J a n u a r y - F e b r u a r y ,  1973, p . 8 4 .
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o f  th e  p a r t i c i p a n t s  (97%) in d ic a t e d  no one sh o u ld  b e h e ld

r e s p o n s ib le  i f  a c t u a l  o p e r a t io n s  v a ry  m a t e r i a l l y  from  th e  f o r e c a s t  

d a t a .  S im i la r  r e s u l t s  w ere o b ta in e d  i n  th e  p i l o t  s t u d i e s .

Even when no u n e x p e c te d  e v e n ts  beyond  th e  c o n t r o l  o f 

m anagem ent o c c u r re d  d u r in g  rue  f o r e c a s t  p e r io d ,  a l a r g e  m a jo r i t y  o f  

u s e r s  (7 9 %) s a id  no one sh o u ld  be h e ld  l e g a l l y  r e s p o n s ib le  i f  th e  

r e s u l t s  o f  a c t u a l  o p e r a t io n s  v a ry  m a t e r i a l l y  from  th e  f o r e c a s t  d a ta !  

Among th e  o th e r  21% o f  th e  u s e r s ,  4 6 .8 % (o r  1 0 .1 % o f  a l l  p a r t i c i p a n t s )  

th o u g h t t h a t  o n ly  m anagement sh o u ld  be  h e ld  r e s p o n s ib l e ,  1 1 .7 % (o r  

2 .5 % o f  a l l  p a r t i c i p a n t s )  th o u g h t t h a t  o n ly  th e  CPA sh o u ld  b e  h e ld  

r e s p o n s i b l e ,  and 4 0 .3 % (o r  8 .7 % o f  a l l  p a r t i c i p a n t s )  th o u g h t t h a t  

b o th  th e  CPA. and m anagem ent sh o u ld  be  h e ld  r e s p o n s i b l e .  Among th e  

p a r t i c i p a n t s  who f e l t  t h e r e  sh o u ld  b e  some l e g a l  l i a b i l i t y  a s s o c i a t e d  

w ith  f o r e c a s t s ,  v e ry  few would i n d i c a t e  b y  w hat amount a c t u a l  d a ta  

m ust v a ry  from  f o r e c a s t  d a ta  b e f o r e  l e g a l  l i a b i l i t y  sh o u ld  be  

in v o lv e d ,  com m enting t h a t  t h i s  amount w ould v a ry  among d i f f e r e n t  

i n d u s t r i e s  and d i f f e r e n t  c ir c u m s ta n c e s .  A s l i g h t l y  g r e a t e r  p r o 

p o r t i o n  o f  th e  r e c i p i e n t s  o f  th e  U. K. s t y l e  r e p o r t  ( e s p e c i a l l y  th e  

s tu d e n t  r e c i p i e n t s )  w ould want to  h o ld  someone l e g a l l y  r e s p o n s ib le ,  

b u t  th e s e  u s e r s  would a l s o  b e  more l i k e l y  to  l i m i t  t h a t  l e g a l  

r e s p o n s i b i l i t y  to  m anagem ent.

Comments made b y  a n a l y s t s  d u r in g  in te r v ie w s  and comments 

w r i t t e n  on th e  q u e s t io n n a i r e  s u g g e s t  t h a t  u s e r s  w ould p r e f e r  to  have 

a. l e g a l  e n v iro n m en t w here th e  m anagem ent o f  com pan ies c o u ld  d i s c lo s e  

h o n e s t  f o r e c a s t s  r a t h e r  th a n  p e s s i m i s t i c  f o r e c a s t s .  T hese a n a l y s t s  

w ere g r e a t l y  c o n ce rn e d  t h a t  m anagem ent’ s f e a r  o f  b e in g  sued  i f  a c t u a l
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p r o f i t s  a r e  l e s s  th a n  f o r e c a s t  p r o f i t s  c o u ld  c a u se  p u b l is h e d  f o r e c a s t s  

to  be  so c o n s e r v a t iv e  as to  be  m e a n in g le s s .  S e v e ra l  a n a l y s t s  s a id  

t h a t  t h e r e  sh o u ld  be  l e g a l  l i a b i l i t y  a s s o c i a t e d  w ith  f o r e c a s t s  o n ly

i n  c a s e s  o f  f r a u d  and d e c e i t .

Our r e s e a r c h  was n o t d i r e c t e d  to  w hat l e g a l  l i a b i l i t y  i s  

p r e s e n t l y  a s s o c i a t e d  w ith  p u b l is h e d  f o r e c a s t  d a ta ;  r a t h e r  i t  s u g g e s ts  

th e  d e s i r a b i l i t y  o f  c r e a t i n g  a l e g a l  e n v iro n m en t w h e re in  th o s e  who 

p u b l i s h  f o r e c a s t  d a ta  c o u ld  c o n c e n t r a te  on m aking th e  b e s t  p o s s ib le  

f o r e c a s t  r a t h e r  th a n  c o n c e n t r a t in g  on how to  m in im ize  th e  l i k e l ih o o d  

o f  a l a w s u i t  a r i s i n g  from  th e  p u b l i c a t i o n  o f  th e  f o r e c a s t  d a t a .

A n a ly s ts  commented t h a t  th e y  would p ro b a b ly  be  more 

s y m p a th e tic  to  b o th  m anagem ent and th e  CPA in  te rm s o f  l i a b i l i t y  

th a n  th e  l e s s  s o p h i s t i c a t e d  u s e r  o f  f o r e c a s t s  m ig h t b e .  T hese 

comments w ere b a se d  on t h e i r  a s su m p tio n  t h a t  a n a l y s t s  a s  a g roup  

a re  more c o g n iz a n t  o f  th e  d i f f i c u l t i e s  in h e r e n t  in  p r e p a r in g  f o r e 

c a s ts  whereas th e  g e n e r a l  p u b l ic  m igh t e x p e c t a much h ig h e r  d e g re e  

o f  a c c u ra c y  in  p u b l is h e d  f o r e c a s t  in f o r m a t io n .

The CPA's In d ep en d en ce

The f i n a l  q u e s t io n  o f  th e  s tu d y  r e p r e s e n te d  an a t te m p t  to  

d e te rm in e  w h e th e r  r e s e a r c h  s u b je c t s  th o u g h t a. CPA’ s in d ep e n d en c e  

w ould b e  a d v e r s e ly  a f f e c t e d  by  r e p o r t i n g  on f o r e c a s t  d a t a .  When 

a sk ed  how in d e p e n d e n t and o b je c t iv e  a CPA w ould be in  re v ie w in g  

y e a r -e n d  a d ju s tm e n ts  w hich  m anagem ent m igh t w ish  to  make i n  an  

a t te m p t  to  show a c t u a l  r e s u l t s  w hich  a r e  c o n s i s t e n t  w i th  p r e v io u s ly  

i s s u e d  f o r e c a s t  d a ta  on w hich  th e  CPA had r e p o r t e d , 24.2%  o f  th e  

r e s p o n d e n ts  s a id  th e  CPA would rem a in  o b j e c t i v e  and in d e p e n d e n t .
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On th e  o th e r  hand , 52.5% s a id  th e  CPA would f e e l  some p r e s s u r e  to  

p e rm it  th e  a d ju s tm e n t ,  18.6%  th o u g h t th e  CPA would f e e l  g r e a t  

p r e s s u r e  and 3 . 3% s a id  th e  a u d i t o r  w ould s u g g e s t  o r  even  i n s i s t  t h a t  

th e  a d ju s t m ent be m ade. Some s l i g h t  d i f f e r e n c e s  i n  re s p o n s e s  o f  

a n a l y s t s  and s tu d e n ts  to  t h i s  q u e s t io n  w ere n o te d .  R esponses o f  

th e  a n a l y s t s  s u g g e s t  t h a t  a CPA's a b i l i t y  to  rem a in  in d e p e n d e n t 

w ould seem l e s s  q u e s t io n a b le  w ith  th e  U .  K. s t y l e  r e p o r t ,  w hereas 

among s tu d e n ts  i t  w ould a p p e a r  t h a t  j u s t  th e  o p p o s i te  would be  th e  

c a s e .  A lth o u g h  th e  re a s o n  f o r  t h i s  d i f f e r e n c e  i s  n o t  c l e a r ,  i t  may 

b e  t h a t  th e  s tu d e n ts  a r e  n o t  as aw are a s  a n a l y s t s  t h a t  f o r e c a s t  

f i g u r e s  a r e  so  c l o s e l y  r e l a t e d  to  th e  u n d e r ly in g  a ssu m p tio n s  ( t o  

w h ich  th e  CPA c l e a r l y  does n o t  a t t e s t  w i th  th e  U. K. s t y l e  r e p o r t ) .

W hile  th e  re s p o n s e s  to  t h i s  q u e s t io n  s u g g e s t  t h a t  t h e r e  i s  

some c o n c e rn  o v e r  th e  p o s s ib l e  e f f e c t  r e p o r t i n g  on f o r e c a s t s  m igh t 

have  on th e  CPA's o b j e c t i v i t y  and in d e p e n d e n c e , i t  i s  n o t  c l e a r  how 

s e r io u s  t h i s  c o n c e rn  i s  i n  th e  m inds o f  u s e r s .  Comments made by  

a n a l y s t s  d u r in g  in te r v ie w s  s u g g e s t  t h a t  t h i s  c o n c e rn  v a r i e s  g r e a t l y .  

Among th e  a n a l y s t s  in te r v ie w e d ,  s l i g h t l y  more th a n  h a l f  s a id  t h a t  

th e  CPA's in d ep e n d en c e  w ould be im p a ire d  s l i g h t l y ,  and a few s a id  

t h a t  t h e r e  w ould be  no p ro b lem .

On th e  o th e r  h an d , some a n a l y s t s  d id  e x p re s s  g r e a t  c o n c e rn  

r e g a r d in g  th e  l o s s  o f  in d ep e n d en c e  by  th e  CPA i f  he r e p o r t s  on 

f o r e c a s t s .  One a n a l y s t  s a id  t h a t  i f  th e  CPA w ere to  re v ie w  th e  

a s su m p tio n s  to  se e  t h a t  th e y  w ere r e a s o n a b ly  c o n s i s t e n t  w i th  th e  

com pany 's  p e r s o n n e l ,  f a c i l i t i e s ,  p a s t  o p e r a t in g  p e rfo rm a n c e , e t c . ,  

th e  CPA w ould have " to  be  i n  bed  w ith  m anagem en t."  He a l s o  i n d ic a t e d  

t h a t  i n  h i s  o p in io n ,  h a v in g  CPAs a t t e s t  to  f o r e c a s t s  "would be l i k e
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h a v in g  a r e f e r e e  in  a f o o t b a l l  game p r e d i c t i n g  th e  f i n a l  s c o re  

b e f o r e  th e  game b e g i n s . ” A n o th e r a n a l y s t  s t a t e d  t h a t  even  w ith o u t 

c l i e n t  p r e s s u r e ,  th e  CPA w ould a l r e a d y  b e  s u b c o n s c io u s ly  com m itted  

to  a f o r e c a s t  on w h ich  he had p r e v io u s ly  r e p o r t e d .  T h is  su b c o n 

s c io u s  commitment to  a f o r e c a s t  a lo n g  w ith  c l i e n t  p r e s s u r e  w ould b e  

l i k e  a d o u b le -e d g e d  sword c u t t i n g  away a t  th e  CPA's in d e p e n d e n c e .

I n  summary i t  a p p e a rs  t h a t  t h e r e  i s  s l i g h t  c o n c e rn  on th e  

p a r t  o f  m ost u s e r s  o f  f o r e c a s t  in f o r m a t io n  w ith  r e g a rd  to  th e  in d e 

p endence  o f  th e  CPA who r e p o r t s  on t h a t  d a t a .  The d e g re e  o f  

c o n c e rn  among d i f f e r e n t  u s e r s  v a r i e s  w id e ly , b u t  i t  a p p e a rs  t h a t  

m ost u s e r s  b e l i e v e  th e  CPA's in d e p e n d e n c e  w ould n o t be  s i g n i f i c a n t l y  

d im in is h e d  i f  he made su ch  a r e p o r t .

O th e r  Comments. Views e x p re s s e d  by  th e  a n a l y s t s  d u r in g  

in te r v ie w s  r e g a r d in g  th e  d e s i r a b i l i t y  o f  h a v in g  CPAs r e p o r t  on 

f o r e c a s t s  w ere v a r i e d .  A few a n a l y s t s  had s t r o n g  f e e l i n g s  on t h i s  

s u b je c t  and made s ta te m e n ts  su c h  as "an  a t t e s t  sh o u ld  be  r e q u i r e d  

i f  f o r e c a s t s  a r e  to  be  p u b l is h e d "  o r  " a u d i to r s  have no b u s in e s s  

g e t t i n g  in v o lv e d  w ith  f o r e c a s t s . "  Most a n a l y s t s ,  how ever, had no 

s t r o n g  f e e l i n g s  o r  w ere u n d e c id e d  as  to  w h e th e r  CPA r e p o r t s  on

f o r e c a s t s  w ould b e  d e s i r a b l e .

Among th e  d is a d v a n ta g e s  o f  h a v in g  CPAs r e p o r t  on f o r e c a s t s ,  

a n a l y s t s  m en tio n ed  th e  c o s t  o f  d o in g  s o , and th e  p o s s i b i l i t y  o f  

im p a i r in g  th e  CPA's in d e p e n d e n c e . Some a n a l y s t s  th o u g h t t h a t  com

p a n ie s  m ig h t be  more h e s i t a n t  to  p u b l i s h  r e v i s io n s  to  f o r e c a s t  i f  

e a c h  r e v i s i o n  had to  be rev ie w ed  by  a CPA, and t h a t  th e  re v ie w in g  

p r o c e s s  w ould slow  up th e  p u b l i c a t i o n  o f  a l l  f o r e c a s t s .  A few 

a n a l y s t s  s a id  t h a t  a com pany 's own t r a c k  r e c o rd  w ould p ro v id e
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m anagem ent w ith  more i n c e n t iv e  to  do a good jo b  o f  f o r e c a s t i n g  th a n  

would th e  CPA's re v ie w ; as one a n a ly s t  s a i d ,  "Com panies w i l l  r e a l i z e  

t h a t  th e y  c a n ' t  f o o l  a n a l y s t s  and th e  p u b l ic  v e ry  lo n g ;  t h e r e f o r e ,  

m anagem ent w i l l  be  c a r e f u l  i n  m aking f o r e c a s t s . "  A few a n a l y s t s  

m e n tio n e d  t h a t  CPAs c o u ld  d e v e lo p  a bad  name i f  f o r e c a s t s  w ith  

w h ich  t h e i r  name a re  a s s o c i a t e d  a re  c o n s i s t e n t l y  o f f .

Summary and C o n c lu s io n s

Our r e s e a r c h  s u g g e s ts  t h a t  th e  p re s e n c e  o f  a CPA's r e p o r t  

w ould in c r e a s e  o n ly  s l i g h t l y  th e  u s e r ' s  c o n f id e n c e  in  f o r e c a s t  d a ta .  

The CPA's r e p o r t  c a n n o t o f f s e t  th e  u s e r 's  o v e r r id in g  c o n c e rn  r e 

g a rd in g  th e  t e n t a t i v e  n a tu r e  o f  f o r e c a s t  d a ta  a n d /o r  h i s  p e r s o n a l  

p e r c e p t io n s  r e g a r d in g  th e  f u t u r e  o f  th e  company m aking th e  f o r e c a s t .

I f  r e p o r t s  on f o r e c a s t s  a re  made by  CPAs, th e  r e p o r t  s t y l e  

sh o u ld  v e ry  c l e a r l y  com m unicate th e  r o l e  p la y e d  b y  th e  CPA in  

g e n e r a t in g  and r e p o r t i n g  on th e  f o r e c a s t .  Our r e s e a r c h  i n d i c a t e s  

t h a t  r e g a r d l e s s  o f  w hat th e  f o r e c a s t  r e p o r t  s a y s ,  th e  u s e r  te n d s  to  

assum e t h a t  th e  CPA has a t  l e a s t  rev ie w ed  th e  a ssu m p tio n s  on w hich  

th e  f o r e c a s t  i s  b a sed  and v e r i f i e d  th e  c o m p u ta tio n s  in h e r e n t  i n  th e  

f o r e c a s t .  I f  t he a c c o u n tin g  p r o f e s s io n  d e c id e s  to  become in v o lv e d  

i n  r e p o r t i n g  on f o r e c a s t  d a ta  to  t h i r d  p a r t i e s ,  i t  sh o u ld  be w i l l i n g  

to  assum e th e s e  r e s p o n s i b i l i t i e s .  U n le ss  more c l e a r l y  s t a t e d  th a n  

i n  th e  r e p o r t  s t y l e s  t e s t e d ,  u s e r s  may f e e l  c o n fu sed  a s  to  w h e th e r

th e  CPA has v e r i f i e d  th e  h i s t o r i c a l  d a ta  in h e r e n t  i n  th e  f o r e c a s t  

a n d /o r  th e  a p p r o p r i a te n e s s  o f  th e  s t a t i s t i c a l  te c h n iq u e s  u s e d .

W hile  l e g a l  l i a b i l i t y  c an n o t b e  a b o l i s h e d  f o r  th e  CPA. when 

he a s s o c i a t e s  h i s  name w ith  a f o r e c a s t ,  u s e r s  w ould l i k e  to  se e  a 

l e g a l  en v iro n m en t c r e a te d  w hich  w ould e n co u rag e  th e  p u b l i c a t i o n  o f
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f o r e c a s t  d a ta  w hich  has b e en  as a c c u r a t e l y  d e te rm in e d  as  p o s s i b l e .  

L i a b i l i t y  sh o u ld  be an  o b v io u s  outcom e o f  m a t e r i a l  v a r ia n c e s  

b e tw ee n  a c t u a l  and  f o r e c a s te d  r e s u l t s  o n ly  when d e c e i t  and f r a u d  

a r e  i n h e r e n t  i n  th e  g e n e r a t io n  o f  o r  r e p o r t i n g  on f o r e c a s t  d a t a .

T here  i s  s l i g h t  c o n c e rn  on th e  p a r t  o f  m ost u s e r s  o f  

f o r e c a s t  in f o r m a t io n  w ith  r e g a rd  to  th e  in d ep e n d en c e  o f  the  CPA who 

r e p o r t s  on t h a t  d a t a .  However, o n ly  a. few u s e r s  b e l i e v e  th e  CPA’ s 

in d e p e n d e n c e  w ould be  s i g n i f i c a n t l y  d im in ish e d  i f  he made such  

r e p o r t s .

I n  m ost c a s e s ,  d i f f e r e n c e s  among th e  r e p o r t  s t y l e s  t e s t e d  

d id  n o t  a p p e a r  to  have a  s i g n i f i c a n t  im p ac t on th e  u s e r ’ s c o n f id e n c e  

in  f o r e c a s t  d a ta ,  i n  h i s  p e r c e p t io n  o f  th e  CPA's l i a b i l i t y  w ith  

r e g a rd  to  f o r e c a s t  d a ta ., o r  i n  h i s  p e r c e p t io n  o f  th e  CPA's in d e 

p e n d e n c e . I n  d e te rm in in g  w hat r o l e  th e  CPA p la y e d  in  g e n e r a t in g  

th e  f o r e c a s t  and th e  r e s p o n s i b i l i t y  he was assum ing  f o r  t h a t  d a ta ,  

s i g n i f i c a n t  d i f f e r e n c e s  d id  te n d  to  a p p e a r  b e tw een  re s p o n s e s  o f  

th o s e  r e c e iv in g  n e g a t iv e  a s s u r a n c e  and p o s i t i v e  a s s u ra n c e  s t y l e  

r e p o r t s  in  co m p a riso n  w ith  th o s e  r e c e iv in g  th e  U. K. s t y l e  r e p o r t .

T here  w ere few s i g n i f i c a n t  d i f f e r e n c e s  b e tw een  th e  re s p o n s e s  

o f  th e  d i f f e r e n t  u s e r  g ro u p s  who p a r t i c i p a t e d  in  th e  s tu d y .  One 

i n t e r e s t i n g  d i f f e r e n c e  was t h a t  l e s s  s o p h i s t i c a t e d  u s e r s  ten d e d  to  

e x p re s s  more c o n f id e n c e  in  th e  r e l i a b i l i t y  o f  f o r e c a s t  d a ta  (when 

com pared to  a u d i te d  f i n a n c i a l  s ta te m e n t  d a ta )  th a n  d id  more s o p h i s 

t i c a t e d  u s e r s .  T h is  d i f f e r e n c e  c o u ld  be  due to  a  num ber o f  d i f f e r 

e n t  f a c t o r s  in c lu d in g  i n a b i l i t y  o f  th e  l e s s  s o p h i s t i c a t e d  u s e r  to  

d i s t i n g u i s h  b e tw ee n  an a t t e s t  to  f i n a n c i a l  s ta te m e n ts  and th e  CPA’ s 

r e p o r t  on f o r e c a s t  d a ta ;  a. l a c k  o f  c o n f id e n c e  i n  a u d i te d  f i n a n c i a l
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statements; or a basic lack of understanding regarding the nature

of financial statements and financial forecasts. Additional 

research would be required to determine which, if any, of these 

explanations accounts for the difference in responses.

Recommendation

In  c o n c lu s io n ,  o u r r e s e a r c h  d id  n o t d e m o n s tra te  t h a t  any  o f  

th e  r e p o r t  s t y l e s  t e s te d  was c l e a r l y  s u p e r io r  to  th e  o t h e r s .  I f  

fo rc e d  to  s e l e c t  o u r p r e f e r e n c e  among th e  r e p o r t  s t y l e s  t e s t e d ,  we 

would g iv e  a q u a l i f i e d  recom m endation  t h a t  th e  U. K. s t y l e  r e p o r t  

be u sed  i f  CPAs a re  to  r e p o r t  on f o r e c a s t  d a t a .  The r o le  o f  th e  

CPA and th e  r e s p o n s i b i l i t i e s  he i s  assum ing  w ere somewhat more 

c l e a r l y  u n d e rs to o d  by  r e c i p i e n t s  o f  th e  U. K. s t y l e  r e p o r t  th a n  by  

r e c i p i e n t s  o f  th e  o th e r  r e p o r t  s t y l e s  t e s t e d .

Our q u a l i f i c a t i o n  in  recom m ending th e  U. K. s t y l e  r e p o r t  i s  

due to  th e  e x p e c ta t io n  o f  a m a jo r i ty  o f  th e  r e c i p i e n t s  o f  t h i s  

r e p o r t  t h a t  th e  CPA has made some k in d  o f  rev ie w  o f  th e  a s s u m p tio n s . 

T h is  i n d i c a t e s  t h a t  th e  u s e r  o f  a CPA's r e p o r t  on f o r e c a s t  d a ta  i s  

n o t  w i l l i n g  to  r e l i e v e  th e  CPA o f  th e  r e s p o n s i b i l i t y  o f  re v ie w in g  

th e  assum ptions u n d e r ly in g  th e  f o r e c a s t .  I t  may be  t h a t  a r e p o r t in g  

s t y l e  can  be  d e v e lo p ed  w hich  more c l e a r l y  com m unicates th e  r o l e  o f  

th e  CPA i n  re v ie w in g  th e  a ssu m p tio n s  th a n  d id  any  o f  th e  r e p o r t  

s t y l e s  t e s t e d  i n  o u r  r e s e a r c h .  We th in k  e f f o r t s  to  d e v e lo p  su ch  a. 

r e p o r t i n g  s t y l e  sh o u ld  be e n c o u ra g e d .
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