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INTRODUCTION ' -

1.1 Purpose of Study

*

e

This thesis°will examine the usage of Notes to Financial

¥

Statements and Supplementary Financial Data Schedules in Corporate
- o

o

"Financial Reporting in Canada. Its:purpose is to documeng. and'analyze

.

.a chanée which 1is occurring in external finahcial reporting in Canada.

o

The basic change is-an expansion. in quantity and kind of , discbosure. 1

.

propose that a substantial portion of this change is reflected in the

- Annual Reports of Publig Companies by the increased and'egpanded usage

of Notes to'Financial Statements and/or Supplementary Finanhcial- Data

°
-

Schedules. ¢ L o -

\ o . v

3

Up to now rur knowledge, about the extent of use and content ®f

these formdts of dﬁsclosure is deficient. 1 therefore progose to remedy

-]

this deficlencx.and achieve the purpose of the thesis by:
. .

& . a) ca;rying out -an empirical study of sixty Pub]:ic Canadian
gompanies Annual Reports over\a twenty year period to
dodhment and analyze actual usage of Notes,to Financial ‘

: Statements- and Supplementary Financial Data Scheqp1e3°

- b) and by conducting interviews and administering question—
naires to relévant producer and user groupd in order to,

seek their perceptions of these media and their usage.
’ . P °

°




1.2 Financial Statements - 1. R

(-}

Financial sta{ements are one oi the main ;?urces of financial

.
b

data available to persons external to corporeteminstitutions Up to

L]

relatively recently, it was assumed by some people to be obvious, that

c.

these statements are used and by others that the data awe too 1i\tle,
. : . ” . i

P

< \

too late, and tperefore not uged. Fortynately the rec@nt move toWwards

’ 1nnre53éd!empirical research in Accounping has focused on this quelstion
. Y .

and provided,evidence towards'the-resolution of these opposing views.

1‘ L d

fA number of studies and findings addressing this issue wer

&

reviewed well by Baruch Lev in a- recent book (Lev 1974), especially

%Baptér 15. He reasons that even though we may not know spécificall*

[#3 ?,

how fimancial statements' data are used, they must contain some releJFnt
9 '

information, as indicated"by user behavior. One of tﬁé,mostfconw}nci g

S - "
. ¥ -

studies demohstrating intestor usage of published earning data, was |
. : a Y :

’
: 3
¥

carried out by William Besveri- (Beaver 1968) The Beaver study showedl

, effects of 1nvestors acting on" accounting data by observing !ignificant

[+

. Price changes and increases in the quantity of shares traded gn and

‘around the ﬂate ofnearnings announcements. This pointed to aft inform—

.

ationél effecﬁiof these announcements. <This study- is one of a. number

reviewed by Lev jin his beok which leads him to conclude that data/foﬁnd*\~

’ r

dn_financial statements contain useful information,, (Lev l99ﬂ15244)

-]

b N o
° * a0t

1.3 Pormat’ of Disclosure : ﬁ" ) .
— - N ™ v B - -

o * A considerabIe amount qf research has been expended on

] “ -y

researching the topic of dﬁgclosure itself, however the format of dig--
o0 A

closure h as been virtuai{y ignored, or treated as a discretlonary var-

- .

iablei\.By format of disclosure, I refer to the means used ‘to trdg"it
E - . o - Y

& - . [3 . ’ -

‘4
-
o,

T -
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and communitate data from some source to a poter®ial user. Published,

b I ’ » < ” «

*.amnual financial gpﬁorts of public companies normalli’%on;ain a. number

- - . . T T
of formats. The majority of reports contain; 1) Presidents' Letters, .~
- i I

-and/or other qualitative statements by.management, 2) Supplementary Fin- ,

ancial Data Schedules (highlight information ahd statistical or histor-

<
»

ical Suﬁmaries), 3) Finaheial Sﬁatements (traditionally the Balance

. . *
--Sheet, Profit and Loss Statement, Statement of Retained Earnings and
. \
Funds Statements), 4) Notes to Financial Statements, and 5) Auditors’
o b * O‘ v \A ‘ °
_Reports. v i '

[
s

&

; Traditionally, 3 and 4 are dealt with as a single item. I

believe this, is due to assumptions or directions regarding the lsage of

P

notes. Another reason for this treatment iésﬁhat, &f to recently, the
B - - \ . -
usage of notes was-relatively restricted. Examinatiqn of these assump-

tions will form part of this study.
The fofmagé which will be examined in this stijudy are Notes to

Financial Statements 'and Sdbplementéry Financial Data cheduies. The

I

notes- are part of the financial reports attested to byéexternal auditors

and are considered an integral part of the financial statements. Supple- -
o o / - .

mentary Financial Data Schedules may or mdy not be attested to by the

compaﬁy auditors. This study will therefore only be concerned with two

»

“

R <

s;ecific segments of the annual ieport.:

-

;é One need only-to review the textbooks used to teach accounting

o . . » e .

and the published corpotate reports to recognize an”interesting discre~ "%
MR ] ,

pdicy. The texts make little if any reference to notes and.Supp;eﬁEntary‘

data'as a. means of financial disclosure, however, the published repdftq

make liberal’ use of them.” The format of the (traditional) codified’por-

- t [~

t1i6k of finaneial statements 15 taught with great care. This fact seems

e L




. . R ~. . .
[ - e ar < W r coL *’
(. £ M

"Ob iously then,’notGS\are-on Y a togl\bf 3‘sc105ure'of essen-

- tia 1nformation and consequbntly‘host llteratpre deals with
HQ -
b  the problem of disclosu;e rather than the means.' ' N
‘, . - D o :
{ ' i 3 1§ (Forderhase 1955 p50)

[
- -

Although Forderhase may be pr®wperly describing the state ?f the academic

literature, it does not justify the Lack of attention to the means. In

¢ .

the real world one\must dei“fith beth of tﬁese problems. N

-

Accoynting over time has developed towards thL relatively

simple qua . fied statements teflectigg the position and earnings ;}\\
co;porasions: | The reversal of the trend and increased usage ofmteetual
material in published,shatements,has developed in the last thirty to

forty years. (Myers 1959) It is;assumed-thég‘ye‘have now teached the
point, almest unﬁotited; where a‘sizable portien'bf c&rpdrate ann;al e

reborts,ﬂeven if limited to that section over which an auditor gives his )

.opinion, are notes anq‘%upplementary data. .
. - » . B

’
-

. . ‘\.‘
At this point, I would like to interject a.point of clarifica- - .
' / . . . . ’/ A ’ A |

tion.* I do not wish ® express any prid} opinion as the‘relatiye'

merits of these formaks of disclosure, It is not uncommon, as the - .

r

later literatu¥e review will demonstrate, to take a negative view of

“ . ' J
the usage of Notes to Financial Statements. It will be demonstrated

that any prior,opiﬁion‘woul& have to be based. on either old data or
even uﬁfgbstantiated assumptions. Examination of some of these assump-
tions will .fotm -part of my hypothesis formdlation and subsequent

. ¥ & . :

4

testing. -The major thrust of this study'bili be an extensive positi%e K
. L4 . v . ‘
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- - f -

exdmination ‘&f ﬁsageur It might then be possible to express-an opinion
) . ' : - ' ’ .

., B 3 . a
or at least’ hypothesize a view which a more normative study can test:
ks A . - . . .- . A . o . -
. R L R '
v " ; SN )AV ‘. . - . .

v w0 ,1.4 Increasing Disclosure? s R ¢ . TTTED R

.
; P t - - : .
J . N L. ”

1.4.1 Introduction . o ; .
3 L v N

. - .
v a8 s

P . . '
f)' Two interrelated factors add tq ‘the relevance of examinigg this

" .

tOplC at this time. Fhey are, a) the evaluation of atcounting by its

3 '\‘ -

usefulness.ln making decfsnons aﬁd b) the call for,'er movement.towards,
‘._ - <. - .
‘an expansion of disGlOsure. These twosfactu;s are of‘course releted,"'
< e — 2 . - '

, r Y 3
since- (b) may be a result Jf (a). Examingtion of these aredd has led
- - ﬁ - 5 o J-’ - ) .. L] .

to questions concerniﬁg"multiple‘uSQrs and the capabilities-of.a single

N -

purpose financial statement in satisfying their information ﬁeeds. It

is not part of this studngo evaluate or defend these t0pics. However

a brief literature review will demonstrate the relationship Between them
-

‘and the usage of Notes to Financial Statements -and Supplementary,Finan-

E .. . d
-t -

cial Data Schedules. - o . -
.o . . . . ..-a:. o . .
The relationship of these two -topics to this study-is the! like-
4 ~ ~ T -

likood that they are explanatory variables of some importance, a?Tec ing

2 N .

the usage of Notes to Financial Statements and Supplementary Financial

‘Data Schedules. The following sectionS‘will attempt to demomstrate

. . 5 - -

tHat actual trends towards expanded quantities of disclosure has a-

direct impact on the disclosure forgats being examined, ‘due to the
restricted physical capacity of the‘.kaditional tabular sections ‘of
financial statements. For example, current financial statemenes give

4

single quantitative point estimates. The inclusion of multiple

measurements and/or qualitative descriptions would normally be found in °

the more  flexible format‘of\a footnote. . -,

-
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1.4.2° Decisi@b‘Model Approach to Accounti;g

T etw g, - .

. ) . ,
The user&ppzoagh to accounting with the focus on supplying .

“a

o -

°

informatlon for making degisions is not a new phenomenon., Rgcengly,
WA wm
" *however, it has’ received a sdb&tantial increase in attentionfas a result ¢
. - y

e
. \ &

of the Trueblood Report. (A:I;C’P A, 1973) This committee—Oﬂwthe,

~ ~

. . .
[ o4 \ . PR

. ' “Objectives of Financial Statemgnts. gave the following obJective as

N

being findamental. Toeer : . - Sy

. > .
"The basic objective of financial statements is to prdvide r

ST, 1nformat10n*usefu1 for making economic decisions.,

- - -

(A.I.C.P.A. 1973 pl13)
]

‘As an interé&ing aside, the'_- report éontinoes on thé same page
B - . . ,‘
: . saying, "To accdmplish this basic objéctive; it may be that financig%k

q;atements should not be limited solely to quantified information.

’ - Amplification, iﬁ narrative fporm, of data included in~statemenb& may ‘be
. 2 -t . - ) * S

- required.". (A.I}C.P.A.'l97j pl3)

A s \ .
i'-.n--x e .

This approach does however-bring up at least two aspects whichr .
» v : ‘ . .

bear on the topic under study. One’problem is the identificatiqn‘ot ' f
the decision maker. How do you value information, or for that m&tger, .o

e . : . o . N
» - ¥ . . - .

disclose information in an environmentqof.heterogegeous users? Tﬁﬁe-‘

» 5 B -

-

. problem was discussed in great detail-at the ninth annual conference on
4z . e B

research in accounting held at the University of Chicago in 1974. The,

-
"

‘conference used the Trueblood Report as'its main topic. In their

. N z "3

summary and synthesis of the proceedings; wllliam Beaver and Joel Demski -

.
¢ ) ' N

point out the problem of heterogeneous users requiring’ different inform—

ation for_ﬁifferent decisions and the cWoices which must be made.

: (Beaver & Demski 1974) Although, as mhe§'state, they are in no way

- . - .

’
-
. . R
N . .
-
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N 4
, B
- - -

issuing a call far. more disclosure (Beaver & Demski I974 p185),;§ne

solution might be additional disclosure of muitiple measurements

B
»

gffeéted towards differenE decision makers.
A second problem which arises when decision models are seen

as the end use ofqaccounting data is the need to satisfy situations

"where there are‘non-spepified decision models. When the decision

I

model¢ are known and acceptablé: the financia} accounting information

-

.s§;;em need ‘only to supply the specific data inputs applicable to the

. . »

model. However when the model is orfly partiaily specified or eyeﬁ

completely.unspecifieé,'the use of, and“probable need for, greater

quantities of data is increased sinfte it will be necessary to construct’
3 . .

and test the decision models, Again one suggested.solution 1s an
L +

expandéd amount of informagidn: This problem of financial accoidnting

deal%ﬁg with.both specified and unspecified decision models is dealt

with by Baruch I®v in his book, Financial.Statement Analysis, A New

Approach. (Lev 1974 Chapter 7) ’
’
FN
: The increasing focus on ;h;\:;;\bf/financial,statements for

decision making has brought up the need to consider the possible expan-

«

" sion.of disclosure. ﬁhis is not to say that this will have to be the

/

route to be followed but is one which needs to be evaluated in light of

the costs and benefits-occurring to a possible increase of disclosure
B ! L

. P

< -,
resulting from the need to report multiple measurements.
i . . N

’ ‘ I‘ -

1.4.3 General Requests for Mo%e Disclosure .

.

This sectiquis closely”related to the previous secfion‘to

the extent that the requests for more financial disclosure might be

-

L4

>y
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Q v 1
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N o’
_tied to solwving the problems related to decision models. The purpose
. behind this section is to give ,some examples, drawn from the literature,

¢ .
. . v . ¢ e
of the request% for more disclosure. ’

. o v On a very general(}evel at a recent meeting of the Canadian

Public Relations Society; the fallowing remark was made by a‘ cerporate
|

<

« . thé public is demanding mdre information from corp-

executive, "

orations now and most corporate executives to@ay with few exceptions
have accepted the fact that they'ré living in a public relations ’

Q

” ¢
‘world . ..". (Telling the Whole Story 1975 p3) The article points to

, . : : : 4
the inVolvement of financial reporting in this trend.

o

_— : In an aggicle, entitled. Portfoljo Theory, Corporate Objectives '
EY + . . )

and the Disclosure of Accounting Data, Simon M. Keane argues that both
; o -~ °

portfolio theory and the need to consider shareholders' interests will ‘
act as an incentive to increasing disclosure. (Keane 1974) He puts

forth the suggestion that mui?iple measurements might have.to be dis—yf

closed depending upon the usercand use. He also presents his resolu~

~ ‘ o -
.tion of the information overload problem with the following statement.
‘ . : ' . ;

"Given that it is im the shareholders' best interests that information

. 'J' )
should.be directed to’Eae most qfficient information processors in the

o o . o

market, it follows that the ;apope and- complexity of disclosed informa-
i : ,

. ° @ .
" tion should not be circumscribed by any preconceived notion of the P .
\ L]

limited capacity of sharebolders to»éssimilate and process the informa- .

&

tion." (Keane 1974 p218) . ¢ R

]

[ ; « [
Rosemarie Tevelon, a security analyst, made thes/following

comment ih a recent article, '"The annual report should be comprehensive
e

and, 1f 1t errs at all, it should err on the side of completeness . AN ¢

. o
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(Tevelog 1971 p19)" She also states th‘;it simplification of finan-cial

N -

. statements is a mirage. :Ns. TeveLon claims busihess is-in. itself comr_

§

mw . . Q
'ngX and Jif a person ig an unsophisticated investora he shoula seek .

v

counsel. The article is. on the whole a plea for moré information and

a .8 © %

is generallyhlacking in concern for,the complexity it\might create in

4 a
i v s

the financiai reports. Ce a , . C -

o ., Along a similar line, William Eamer surveyed Chartered Finan-‘°

‘ i -

Q

o

* cl'r ©

c1al Azalysts in Chna&a and conciuded that they were reqhest g myre.

N . . -, o [74

inform tionochan was currently provided (Eamer 1975) ,"The study o

herefore concluded that financiql statements commonly do not satisfy o

fthe information requirements of.Charteréd Financial Analysts and, thereﬂ ‘.
© ’ °

s

fore‘shareholders and ipvastors." (Eamer 1975.p27) The dlssatisfaction

. v

‘referred to in the quote was primarily concerned with quantity of 1nform— e
. L7 4 s ]

v R
atiqQm, stating that there is information the analysts would like but ‘is

-

‘ -
a 3 .

not currently.discloseﬁ. N L . i 2
A -Carl 1. "Nelson in a recently published lecture attempts ‘to

. !
° & . - ’

*sHow hog/dﬁ}esolyed me35ur%ment problems in accounting can beocircum—
: . b
. ’ A o

vented via increased diSclosure. ' The cote-of his suggestions 1is best
L] 9 ~

<
- . a R 4

summarized by the‘following exxerpt. o S

’ ,

3 . & . - . -
. ‘ - © !
B . B - ' .
. .

‘ "Tewards more disclosure _
An éccountpnt s job is to measure and report income To . do - “
this l]eamUSt determine which‘conaept of income -teo adopt. ge‘
must determine whether the resulting financial statements meet

. the needs;of the Gariods groups that use financial statements.

B k -
L

These problems presenf him with a rather difficult maze :é
o 4 - . V

work” lhfaugh : o T e : - ’

’
» v .

.

“

The task may even be an impossible one and perhaps a different

‘. ' road should be seleéted. Instead of concentrating on . et

-




<

measurement, disc105ure through more copious use of feot-

"‘may‘be preferable. It is quite possible that someday ag -

c O

financ

serie of schedules and narrative paragraphs may replace
t;ai statements as we now know them., N
The advantages of disclosure are many._ For 1nstance, we s
would nof have to° decide how to” ‘measure inventories. qurent,
financial statements require a single choice! disc105ure per-
m1ts accouﬁtants to report replacement cqst, net neallzable
value and historical cest of1£"f inventories.‘ Accountéants
would no longer be’ constra}ued by uncertainty as to what the
user wants and the necessiey of giving one user s needs top

-»

priority." ) o ) ‘
) " (Nelson 1975 p37)

1.5 ¢ éoncluSion

4
e

) .

.
./

What the above sections demonstrate is an;appareht.interest‘jiy -
. R N -

exparfding the;ﬁisclosuréfhousfound if’' financial reportihg;; 1 suggest '

¢ 4

that due ‘to their structural rmat the present financiai statemenes

-~

are expandlng mainly via footnotes and/or additional Supplementary Fih—

~ S

> .

ancial Data Schedules;’ This is not to say that th1s’1s déﬁired or the
S T

only course ayailable, but it does provide a rational for explaining

the assuyed.increased use'of these formats, The argumehtsrgormally

forwarded agalnst increased distlosure are cost, the maﬁbtﬁnagte ot cer-

tain levels of confidentiality of the entity: disclosing'information and

/ ~

the possibility of an ipfurmation overload problem. A resolutibn of the
v Ve o . . L, )

arguments for or against this issue are beyond the scope of ‘this thesis.

3

©

-

it is"interesting to nﬁie that accountiqg has evolved from a

narrative Journal form toward the tabular format found in the tradi-

tlonal»financial statements. And ‘now, as was suggested earlier 1irf the
. . N . e

.




Carl-Nelson quote, we might be maying towards,g a4 series of Schedules

- .

aqd'nart;ti?e paragraphs" '(Neléén'1975 pj7)“‘;{ o UL

- o

I

.Ii will be demqnstrated in the next chapter that ﬁberq is al-

Y k)
L

. . T .”'\\’ ) . .
"‘mosj‘ﬁ complete -lack ’of empirical’ data about the usage of Notes:to

‘Finahéiél Stat%méﬁts<bnd Supplem@ntary Financial Dg;a'ﬁghedu}es. The

,usage of these fotmats might be a manifestation of a'trend towards.

. «.

expanded disclbsure;“béth in quantity and kind} as well as a change in

format. . Therefore by filling this éap in our %Fewledgé, I will be
achieving thé{purpose 6f this thesis, givgn earlier as, "ta dacument

. I

occurring in ffnéndiaLfteporting in Canada.”. .
E o R

. and analyze a change
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CHAPTER TWO . 0

R . r e »
- )

NOTES TO FINANCIAL STATEMENTS AND SUPPLEMENTKRY_FINANCIAL DATA SCHEDULES

.o

- A REVIEW OF THE LITERATORE AND AN EXAMINATION OF THE -
° - . EMPTRICAL RESEARCH . .
. A ‘: ¢ - o - -
]
/S - y < N . . . , . .
» - . 4 ¢ [
2 1 'Introdhct;pn P oo 2 ' A :

*_..»...zr = N : © v
) o Chapter One discussed'the purpqée of this thesis and its rélatlon—
L] - o ¥ L4
ship to Notes and Supplementary Financial Data Schedples é? It also exas

» - 3 N A

n e

- mlned the’ suggested relatlonship between these dlscloaure Eormats and j

o . o v co

changes occurrrng in financial dlsclosure‘generally. This chapter will

» ‘ -
o ‘ v O s - o
-Q

focus directly on these two forhatg oﬂGdiscidsuref' . - _ii oes F
One-of the more interesting and cqmpelling aspeet;“of this s e

P <

study is the scarcity of prior:empirical studies’which attempt to deal -

o ,-‘ 9 = e oo . * -
< . [
P/Afn some way witho the twouﬁiaclosure formatg I will be euamining. Ihis SR

- <

was indicated by a Commixtee of the Amer1¢an Aceountlng Assoc1atidn who
PR
recommended that research into this area pe unggrtaken. (Report of. fhe .
° v, 0

';& : Cbmmlttee on Corporate Financ1a1 Reporting,1972) This adds further JUS-K‘

o -

o

tiflcation for this partlcular research stud). 1 wgll in“this chapter o AN
B 5 3 K ) o .
first deflne the terms of the tQplC, review the llterature on ‘the topic ° v
_and 1astly, review the prior emplrital étuaies. FTom this will flowc N

s > Lo B

list of general reseagch queations whicﬁ will be converted into hyﬁo~ s

theses and nﬁre speeifxc research q!.b%ions in Chéptere Threg and Fbur s ”~

- -

which, d eal with methodo;ogy.




¢ 2.2 Definition-of Terms and Scope ., ’ . Coe o : o

° ' o " Lo A: ¢ ' ' P o
T This study %ill deal with Notes tS Finamcial Stdtements, 'which °
u © . B . . B o vo: o . . .
e o - T A . . b‘g» ¢ . Coy
e are those explanatery notes that are appended to and are an integral
. ) < ]

“ L . o . ° . " - o

part’ of the financial statements'. It will also examine Supplementary T g
- B ] I e .

R o < . £
e N < B “ . e
< B . o PO 2

s S Fﬁnancial Data Schedules, 'wpich ar2 financidl data in tabular format ;_
< - © a o - v T
8 - - . . z R N
in adﬂiﬁ?onuto the regular f%nagcial statements'. My study will ‘not, o . ©

N » . . © ©
IS ° . . o 3 »

.3 . I3 3
rexamine Presidents' Letters or other guyalitative statements made by
y ‘ ‘o : ¢ ! * c".gf 4 . + .
¢ ‘- e - . < o, . °
e management, or the body of the Financial Statements themselves. This =
' , 0 * N A . ! © 5

o ° ; thesis will further re%trietaitSel? to ancexamination-of published . °

N < ) . N . o
‘ - - financial Statements versus private company statéments. ° Yy
(=3 PR~ . B ¢

. . O
o .

°
- . o 1 (o] a
g K

e .. e Edealfy I would no%:have=restgicted the univérééof}omlwhich the o
°e C o . © s : ) e . CT
- ° e ; S . D ~ T R PR z
©e Ve usample,will be chosenctb:public companies, however private company state-
s : " T ] s ) °
° ¢ ments are dlfflculg-and 1n seme cases 1mpossinle to dbbhtain. The ene o R
. 3 < % - e - ’

o - g =< . . .

I " exception is federmlly incorporatéd private companies. These have Geen -
- y . < A Lt P

< = - 4 .
c . .
3 . . ) ‘. . -

: . c e - = < h) ® g, e 'S -
A . aavgilable for the last two years Aue to the statutory rgqﬁirement tRat
I s ¢ e S % - - , e
A M thev be submitted te the Federal Department of Corporate and Cousumer.a -

o o ‘ P . 4 .
o '&ffa%rs. One of the major aims ,and- dlstinguishlng characterisnlcs of

Py G “ L
R !T . »

<

> this study is the cdllection of’data dver an extended perioq of time, ' -

. g
- ¢ 8 .
- . o s c

- (20 years), whicb will permit me to ana}yze %rendsa The time period e

ST avallable for the private companies’ at the time of writlng is .two to
3 % 4
s b . three years. osuggest that reseatch on prlvate company usage be

©

.
&
o

-

cargied: out when a longer ti;me -petriod i.% available, also the two, -

. - gxlvate adh—public, shéuld then be com“areq‘ Besides the time facgpr, e g

L ;o 1t apgears generally that most of the largest and most influential comy
k:o .._,/ S5 "l—, Q «

o, Lt . j"' °pan1es in the econony are public, ﬁor example, all of the éharteréd bgﬁks.‘

» - 5 o
Thetefore, accessaullity of sta;ements; the time factor and,the coverage " '-,°




. - G i
. ° ’ - T " ‘\"‘( « q_'. © » - )
. ‘ T - 14
P ‘o o &) : .

;of the.economy™by putlic companies has®led to restricting this study to

o’ L AR e, , - 5 ‘ . ) . 3 R o
public comparies. - ’ . L
o . ) -

s .

~ .y c -
; .

2.3 Literature Survey Restrictiou c

rd - EY
5 “
_—

° < . . % ’ ! 5
) "One examines and reviews the liteérature on a topic to determine

the présent state of knowledge and to derive hypothéses to be tested.
« - »

v . w M . r)
The means used to disclose financial data has not been fertile ground

> for publishgd material. Therc have been only a few theoretical dis-

cussions ard an additiongl small number of r&ferences in the 'popular’

[3

:finantial press. o, I believe thaugh that tley will exhikit enough contra- P

dictiofis er statements thdt need to ke testcd; Thev will a%;o demdﬁf///

* .
” ‘ « o

strate that one of the first requirements of the topic’is a detailed
o

B - P 5]
empirieal studv of actual usage, ) . .

- , -

v
- ° ’

'2:4 Purpose of Footnotes and;Suppleme1téf}\?inaﬁciglﬁData Schedules

-]

There is no'débatq that the primary purpoée\of Notes td Fin— -
. . ° ° ‘. ,

o
o . °

ancial Statements. has traditionally been one of providing information

¢ EOERCEE - B

the understanding of the statements which cannot’be contveni-
o : e

' R : °
in.the statements taemselves, apd that they havq the same

. (o
essential to’
o &

entlyginc%uded

s 13 . - ‘ . .

significance as the sgatemen€s>themselves. (Forderhase 1955, Bullock 1956,
¢ A . . o L

Bogtham 196&,o_c°.1.c.,A.,Handgook, Langhout 1972 p78, “Leonard 1972 p228,"

Hendriksad’l970 p567) This stated purpose°is howeyer:very broad. Other

© v

more ‘specific purposes have been gaggested but, except for ra}e cas;;i

they are capable of figting into this broadly defined purpose.

o L]
a

Une ‘example of a more sgécific purpose qf notes ghat has been

[ o
e

L
éuggested’is khe need to satisfy increasing disclosure requirements such




- N . o B L] - " . 1

‘ : . L

E.C. in tHe United States.
o ~ o

: ' as those made by regulatory bodies,” such as' S.

(Forderhase 1955, Bullock 1956, Chan«1961) ‘This form of-usage is of

Q
°

course also seen in Canada, for example sStatutory requirements for the

‘disclosure of directors' remuneration (Fédérél and most Provircial
o Lol
a L4

Gompanies' Acts). 1 assume that it would be tdnsidered‘preieraéle by

©

'S

some people that, if at all possibie, this data on difector remunera-
'tion should be part of the body of the statements. Thisciaterpretaéion
g N < . . o . v o

<

] - .
is consistent with that of:the Lamadian Institute of Chartered 0 °

<

| ) s - )
Accountants. (C.I.C.A. Handbook 1500.05) Therefore, altlough this is

<

given as.a purpose, one cculd argue that only information that is

<

. required and material, but\not convendently able to bd part of the bogdy

o

of the statements, should result in foothogps.° Perhaps the disclosure
S, ' 0 - [

-

capabilities of the body oﬁ the statements is lagging behind present
< ) . [ 3 . o

disclosure requirements.

° . ) o '
. > Another purpose given is, o o
e o' . ’ ,' ’ ) ) e
- "From the point of |view of manageinent, a footqpte may be a’

From the point of view of the auditor, a

[~

° - “
oluytion by which the company makes suffi-

ments are avoided.
footnpte‘hay be a

Y g clent disclosure s

that’ thé necessity of ﬁaking an exception
in his report is avoided." . T ) /
v (Bullock 1956 p44)°

o 0 o .

w (=4 o

¢ » ¢

Bullock is arguing’that notes might be the result of a compromise - .
_ o° , ; S
<

between an auditor and his client with reference to digclosure. This

o a0t
K ' ¢

purpose is not justifiable for ét least two reeﬁchs. Firstly, potes-

should not be “used. as a replacemeg% for propér disclosure in the.body,’

¢

. : ‘ . < .
.of the financial statements. (C.I.C.A. Handbook:;1500.04) Secondly, .,

e . - R N . \
n - ¢ o , . . -




< L]

., ! o -v; ¢ 16 .
- : - ~ - . o
‘“ <notes are considered to be an 1ntegral partrof the statements, tﬁerefore
vt o / LY S ° .

av01dance of statement dlsclosure is, at least thepretlcally, 1mag1nary
/

. ’ ~ o
IS - . < "

Shou&d proper disclosure be feaslble in the body of the statement and

o ’
-

» notes are being used as an alternative and the item is”maﬁerial, the b

. 2
C.E.C.A. Handbook is being violate€d, therefore requlrlng some form of T,

” ‘s 2

. ®  auditor qualification. (C.I.CS A Handbook 5500 29)

T Supplementary F1nanc1ql Data Schedules, where covered by the i

auditors' report, fall into the same classification. -"The Canadian Imnsti-
(4 . »

o tute of Chartered Accountantg in this case refers to 'them as "Supporting

EE t ' @ &
Schedules' which ‘must be cross-referenced to Yhe financial statements.
° © '

]

,(C.I.C.A. Handbook 1500.03) 1In the case where these schedules are not
covered by the auditors' report,’ one could assume that fmanagement may
adsign ahy purpose they see as being useful. ° ' - >

Therefore, except for Qpecific uses, which will be reviewed in,
19 3

the next section of this chapter, the historical purpase of Footnoteé

©

and Supplementary.Financial Data 1is restricted to.situhtionsﬁqhere%

e
r

.. required disclosure is not possible in the body of the\statements. If -

- - . ‘
| &

- ¢ N . .
this is indeed true and the usage of notes and supplementary data is -

p

increasing, our ebility to disclose financial data in the body of the

© e “ o, . R
statements is lagging behind our disclosure requirements or practice is
~N. . . “ . -,
contravening generally accepted accounting principles, as defined by - Ik

-

4
¢z P

the C.I. C&., with regards to suitable usage. This will be one of the.

questions this thesis will agdress. . :
Loe %

-

[

2.5 Uses of Footnotes and Supplementary Data .

. "
»

. ~ There is quite obviously a fine line between purpose and- use.

]
°

s




o
o

1%

I am examining uses to determine ‘how the stated purposes have been

&

operatighalized, Specific-uses will be employed in the development of
o
a classification scheme needed to anélyze the copious financial reports

this study will examine. Thig section will examine the stated ufes of

these formats of disclosure brought out in the literature. - In the

¢

¢reation of,the‘ckgssification systen. a more detailed ‘examination, incor”

porating various sources and consistent with’'the research objectives of

this tHesis, wiil be made in those chapters dealing with the meﬁhodology.
[

. . e
A specific use cited in the litérature is the disclosure of

=

signifisant events subsequent to the statement. (Forderhase 1955 p53)

Since financial statements jjave in the past and up to the present been
liistorical by nature, there is.no provision for the disclosule of mater~
o

jal subsequent events.

R
This very item is both an example of a specific*’

-~ B
- .
“ -

use and also an indication of~appossib1e lag between disclosure ‘capab- ",

T lme
I - -
. o R - : .
ilities- and disclosure requirements.

-
Another specific use exaﬁined by James E. Walter is "Footnote

°
<

2

Liabilities". (Walter‘1955) .The liabilities discussed by Professor
. s}

- o

Walter aré pension obligations, lease agreemeﬁts_and construction

committments. Considerable“prégress has bten made in the development of -

techniques for the disclosure of these items in tﬁf body of financial .
statements. I will .examine if these are indeed a source of footnotes

and.whether they aré being disclosed in, the body of the statement or dis-
closed at alln'

)
° - -
e

It is interesting,that Professor Walter makes the following

statement, ''The_ essential premise is that, although footfiote recognition

is better than none at all, it ig insufficient.". (Walter 1955 p$5) T



"

. “understandable fo the casual reader.". (Bullock 1954 p40) This again

Y . .
Putting aside .the arguments for or against disclosure of items such as

-

“ . . .
leases as specific liabilities, Walter seems to view footnote disclo-

sure as "insufficient" versus disclosure in the body of the statement.
Notes are therefore perceived by:-Walter as some form of second quality

0
»

disclosure. . : . ) o

a

- A use flowing ‘somewhat from the primary purpose of footndtes

. - iy

is given by Clayton Bullock as a means .of S;mplifying statements which

*"is a naturaﬂ'&ggult'of the attempt to Make the statément itself mpre////f/

= -

~ -,

contradicts the C amadian Institugb of Chartered Accountants (among

‘others) since it views notes as an dntegral part of the statements.

~ <

(C.1.C.A. Handbook J500.03) 1If, therefore, the casual reader ignores

them, he might be missing necessary,information.

e

In a relatively extensive study (160 pompaqieé in one year, g

1957), John Myers uses a classification scheme in whieh he attempts to

hd »

contrast actual use with, the.stated purpose of footnotes. (Myers 1959)
=S e . -
. # ) ,
. He uses four classifications: ".Notes that Contradict, Notes that

Réplace, Notes that Add, and Notes thét Repeat. It is apparent that the:

first two and the last w0uid‘Ee grounds in themselves for arguments

kS

-

against the growing use of noles. He states that they are being used

as a substitute for codified statements and expresses tbe fear that

. z

accountants are reverting to « form of textual description. (Myers

2
.

1959 p388) This also implies a normative opinioh concerning the rela-

tivé quality of disclosure via nbtes.
) ) 7~ . ' \

" D. H. Bonham suggests that Supplementary Data, among which. he

includes notes, is useful in overéoming some of the limitations of
» ’ P




traditional statementé. (Bonham 1964 p2§4) He.sees notes as a form
- ’ o -

——

o

of extra statement disclosure which is beyond the/ﬁffj.BE/or/féEbmr

- . .
mendations of current theory and regulat odies such as the Canadian

P

LeY

Institute of Chartered untants. This concept;ﬁ!ints towards the

the development of the uses of suppféggntafy data schedules,

. . v

not merely as a means of clarification or furthier explanation, bur gi:ing;

“"additionail" or expanded information.
*

Another specific use discussed by Francis Bird is as a means

¥

of permitting interperiod comparabilicty. (Bird 969) This is of course

consistent with requirements such as disclosing changes and the effects

re ‘ 'y -
of cnanges in accounting methods from one period to th¢ mext and could

»

guite easily and legitimately faki,within the mhin'purgoses given for~’

-

these media. .
¢ ,
, I A concise list‘of uses of footnotel is. presented by David
) t Hawkins im his text on Corporatée-Financial Reporting paraphrased below:
j ¢ ! P
1. Amplify numerical data - descriptive detail
) '2. Present additional informa{;;;‘on.eventg that may sub-
sequeﬁtly affect the data reported, (ie: contingencies)
) ’ 3. Disclose material eventélsubsequent to the Balance Sheet
) data which might effect users' evaluatjon. '
. 4. Identify accpunting;methoda‘

5. Disclose unhusual committmentSa

* R » ' (Hawkins 1971 p98)

These give the impression of both being within the scope of
the main purpose and also capable. of being-stréﬁ;ted beyond. The main

. strength,' or some, people might tﬁinkhweakness, of the geneﬁal nature of
- !

. the grese;tly defined purpose is the fact that it*permits flexible

/ T -

.
ht
i




4,

" 0
- - ¥
- > Lo
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- 20

H—-

" interpretation. One particular concept not dealt with in this list is

»

the question of materiality and fhg problem of determining what data is
<

3
K]

>

essertial yet not capable of disclosure -in the body of the statement. .~

+

In October, 1974, the Canadian Institute of Chartered Accountants
issued an accounting research recommendation on the "Disclosuié’of d
Accounting Policies". (C.I.C.A. Handbook 1565) It makes one of‘ﬁhe:{

few direct references to both formst and possiblg location of a parti-
' : ! -

cular footnote or supplementary data by the Institute. (£.1.C.A. Hand-
P /

X - mind @
book 1505.11) It recommended that vigmiihote orf supplementary summary,
. _ o i .
there should be disclosed a "clear and concise description of the signi-

(2 \.‘\ . -
ficant accounting policies of an enterprise ./.-.". (C.I.C.A. Handbook ?

- &

1505.04) This falls into the-area of expanded disclosure. , _ -

-

i ' .o !
In summary therefore, our theoretical background on the uses of,

-

‘these media is relatively superficial and generdl. The lack of support-

-

ing empirical data reduces ghe impact of suggestions made by the pre- :

v
N »

viously quoted authors. For example, some of their statements were:

"Footnote diswlosure is better than none but insufficieﬁt" - (Waltef 1955
- PES

L4 .-r
L4

/
p95), footnotes are an attempt to make statements more understanda
4 ' .

the 'casual reader' - (Bulleck 1954 p40), Notes. are- being used as §}

substitute for codified statements and accountants dre reverting to a

form of téxtual description - (Myers 1959 p388), and. Notes are usefsl"

in overcoming some of” the limitations of tradiﬁional statements -

°

- ) (Bonham 1964 p294). Without data, chaoiitical discussions of the usage

'3

of these media depend greatly on.unproveslassumptioqs and individual

opinions. This lack needs to be filled in ordér that constructive

theoretical developmeﬁt may proceed. The next seetion wi]ll deal with
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the empirical‘research done in this area, especially focusing on three

theses which-are the beginnings ofa more rigérous_deveiopment of the

Py
L}

teopic.

[ ] ’ <
2.6 Empirical Research of, the Use of Footnotes ’ :

Four empirical studies were located; one reported in an article

. « i : .
in the Accounting Review, (Myers 1959), and three unpublished disertations

s ° :
(Secoy 1959, Chapin 1965 and Morton 1974). | : ;

Myers reviewed 160 Eompadies' statements aqp classified the "

J
v *~ ¢

notes into four categories. Notes that 1) contradict, 2) replace,

3) add, and 4) repeat. (Myers 1959) Insufficient detail is given to
judge'the appropriateness of the classification and no overail results

.

are given. The stated objeetive of the study was "to offer somé& sugges-
tions for improvirfg our presentation of financial statement informatioﬁ".

(Myers 1959 p381)t His recommendation is that since greater disclosure

will be required, ". . . we must strive to learn to put them into the

~

body of the statement. Otherwise our annual reports will tend to revert

_ T ) ;
to a textual description rathér than a codified summary of events . .".

R . ol "o .« @
(Myers 1959 p388) Besides the ;g¥1ied assumption that the body of the
statement ‘is preferable, it is interésting_to note also that he assumes

‘the trend to greater disclosure.

o

Aside from th& lack of abili@& to judge the apprppriéteness

v

of the classification .system, the recommendation is based on{wo

& bR 3 Y,
.unproven assumptions, neither of ‘which are necessarily incorrect. The

- v 7/ o

tirst being: that the usagesof footnotes has been and will be inciegéing.

" The second assgmptioﬁ has ta do with the method of discloqyre. Professor

-
., *

4

@ ,



, . Myers assumes the codified form is "better'" than the textual. This

o

<
]

present research will deal with the first assumption and ?zijjzh

in;tial empirical examination of the second.

P ©

The next empiricaf study , the Secoy thesis, is entitled,

. @

“A Study of the Form, Content and Use of Notes to Fipancial Statements

in Corporate Annual Reports'". (Secoy 1959) sThe bulk of the thesig

) t ’ . .
s was an extremely detailed examination of the notes of a non-random
rd

\ - 3
sample of 125 companies. One year end report per company was examin%d

over the time period, November 30, 1948 through August 31, 1951. The

o

thesis also contained a literature survey up to the middle 50's.

< - o

-

The data accumulated by Secoy are of limited value today; the
two main reasons are a) the years examinqdcand B) examination of a e

single §ear. The f;rst limitation is merely a p;oblem of dating, in
r' ’ + "'
excess of 25 years have passed since the year ends of the financial

reports examined. It would be.difficult to assume the data are still

g representative'og today's usééé. The second problem arises from theo
- v -
g methodology of examining¥a single year. The type of questions which this

study wishes to examine require’ the‘ranalysis of trends. Secoy's con-
. “ o
clusions and recommendations depended upon assumptions about trends not .

examined and relative preferability of certain forms and amounts®of

o

. disclosure not proven.

I

- »

. " A more current empirical study is by Wayne Chapin, entitled, R
s

"Criteria for Effective Footnote Disclosure in Corporate Reports". .,

a3

R A ’ . ,
(Chapin 1965) The main objective of the Chapin study was to '"formulate .
’ e

/ﬂn{ a body of standards or principles to apply in the use of footnotes to .

Financial Statements as a means of disclosure in published annual reports'.

*

. I3
. ° 4 ¢ o
.

.
© »
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(Chapin 1965 p5-6) Therifore thehzkudy did not specifically examine

trends in footnotes' usage per se. It did however analyze in detail
r ge p ,

182 reports for one year, 1963. (Ibid pll8) An additional 600, plus;

3 =3

annual reports were ekamiqed in less detail.

. .
- » In the detailed gxamination (182 reports) Chapin utilized a
classiéEXé;ieﬁ\gétfme shown below in Table 1. . . .
L ‘ - Jﬁ\,
| TABLE 1 - , .
L A CLASSIFICATION OF FOOTNOTES ACCORDING TO .o .
GENERAL NATURE AND PURPOSE .
B ; USED BY W. CHAPIN. .
\C
1 Detailing Used to remove details from-the financial )
‘ statements, may take the form of text or °
\ L) N . ' .
e schedule }
o . Q .- .
11 ‘Additive Used to provide additional figangial tnform-
- ) — ., ation not present in-the finaﬁcial state-
. ments ° i i
111\\ - Explanatory 4’sed to define terms or prinéiples -
- " eésentialiy°nonquantitative in nature
1v Miscellandous . Used to accomplish tasks other théin ¢
o o detailing; adding, or explaining ,
SR R ' (Chapin 1965 p163) , .
‘ : ) X & ) -
~\“ T 7 pe ' ( o. .

- Based on this anaIysis,'a theoretical review of the meaning !

=

and:deﬁélopment-of disclosure and.¢hg21ess detailed examination of a’

o * . : . e 3
larger. group of corporate reports, a list of "Recoqpended Principles
4 . <

and ?xéctiges for Effectiﬁe°¥ootn6t;ng of F;nanc1;1"Statements" was
-, - ~° - ' °
N - X

made --{ablé 2. L L.

o °
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. . . . s
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"TABLE 2
. RECOMMENDED PRINCIPLES AND PRACTICES FOR EFFECTIVE .
"FOOTNOTING OF FINANCIAL STATEMENTS -
- RECOMMENDED BY W. CHAPIN N

o ..

- e - -

1. General Prerequisite

, .
The ‘corporate annual report should contain a complete 'set ' 'of for-
mal financial statements consisting of (a) balance sheet, (b) an
income statement, (c) a retained earninis statement (d) a paid-in

surplus statement, and (e) a funds statement.

.. | amame
11. Genervinciples

1. As a corollary toQ:ie general prerequisite, footnotes should be
used only to perform disclosure fpnctions that‘exper}encevindik‘
cetes is not well performed by the financialistatements\themf'
selves. 2 . - - 'f, e

2. Footnotes should, if at all possible, quantlfy prec1sely or

disclose a reasonably based estimate of the quantitative impact

of explanatory or qualitatlve data. I

3. Footnetes should perform single functions; ano information

& concerning specific single subjects should be functionally
se;arated and presented in:separate footnotes. - ’ ///’:)

4, Footnotes or footnote Subdivisions should deal with a single

) subject matter. N )

5. Footnotes should refer to statenents, accoynts within state-

R ,ments, statement subdivi51ons, dr other footnotes and should
s not make reference t® other sethons of the annual report.
6}} Footnotes shoula emp loy the schedule or tabular method of

£ ::presentation wherever possible, particularly in the disclo-

'Spre of quantltative details. .

<

111. Spec1fica11y Recommended Footnotes ‘ .
1. The’ first footnote following the presentation of the formal
financial ;tatements should be one devoted to defining o

accounting terms, gtcoupts, et cetera which, in the judgement -

of management; or the independent accountant,'neeg defining.

[~} v

ey




’o
. . ’

. N ‘;:? éff_ g.' The seéond;fooenoteafollow{ng the plesentation of. the formal e .
. G ™ . financial statements should be one deVbted to explalnlng the ::' (( .
. principles, practlces, and thelr—applicatlons in the finanp1a1~ ‘5 >
i . . Statements and other footnotes whlch in. the Judgement of . man— t e )
) -{ ; : " agement or the 1ndependent accountant, need explanatioﬁ’ <°"7 ;-°i':
) L N .3;. The third footnote foilowing the presentation of - tﬁe formal ij l_'
i jinanc1al statements ghould be one ‘devoted to etaillng the -; ' . j;.
i . compos{tlon of. 1tems presented in condeﬂsed from in‘i*ﬁg B '; ‘ |
. %fl formal financ1al statements whlch in the Judgement of m nage- ° - 0“
i " ’ ment or the 1ndepéndent accouritant, .need detailing. L “‘ . S
‘ . kﬁv. SubJecy Mattey of Footnotes oo o P ' - . = '
. KEJ D1, Footnote#ushould be used to dlsclose 'facts ‘ns=opposed to ; .
] mere- 1deas or plams. . - < -+ . . T - R S ’;‘
. ’ 'mgf " ' 2. Footnotes should not be used to disclose fiuancial 1njormation o . ‘J;;E:
., ' vhen adequate and Iogical means have Jbeen developed for dis—..uta'fé. . L
o ”‘ o . .closure of that 1nformation in the formal financial statements a .
- Prqper.." ’ ‘:f e SO . - rf x:;
R . 7
V.- Referencing of and toafootnotes o ’ ': . ';j;’
s - 1. Footnotes qﬂbuld be clearly referenced to statement accounts; :rd .
o ’ \o statement subdinﬁéions,*or other footnotes to/which they‘felate: .
: ':T.;.%. Statements, accounts, statement subd1v1sions and footnotes S %s;.
. ’should ‘be clearly referenced to the footnotes which relate to - 0, . =
T ' them.” ~ = - - Lo ) )
: ty s oo : 4 - C
- ., ° . V1. Auditor's Opinion R : : PR oo R
- S . . The auditor's standard short form audit :eport should specificaily ” )
N - ’ mention the’ fooqnotes ‘to the flnancial statements in both- the °gcope’ . AT
- ‘ ‘and op}nlon panagraphs.A e ~: . ) )

ot . - T " (Chapin 1965°pp368-370) _
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5

<

[

=]

for footnoqe”disclosure,

-€hapin did adtiﬁo%us directly on the=examination;pfonq;esﬁexcEpt ‘
e o g ] ) o g

.

<

to develop the main°Ehruse of.his thesissy

°

\

oexaminatlon of the notes caused some areas to Qe ugderdeveloped.

3

-

'.7‘"

) &4.—

-

; “gi‘ven )

~

S

4

eyl

K

A

qo'ﬁata on trends or changes in USage.

< 5ub§%§5iLatq thlS finding. -

s o

3
o . . 1 4
.
2
]

-

Q

L

.

-

Q

- example, the study restrieted itself to gne year, as a .result” there 1s

Some of the;findings-are ot

v

tite establishment of, criteria

The lack of concéﬁtration’on the Qmpirical'

For .

substantiated with‘data° for axample, "Footnotes. often contained techni-

calxterm;nology,‘the meahlng of whieh is not clear. . n(Chapln 1965 p3%6)

.

“Aithugh Thls statement may be:true, no survey of users: was made to ,‘;
The basic format qf the phapinrthesis was:

.h‘\ﬁa) cdrpordte reports make exten51ve use of footnotes (No specific. data’

a

B) & rev1ew of 600 reports to confirm the generallzation that, " The. nature

“
s ‘" B . -

ofwtﬁe ;nfqrmation provided in the footnctes together with its presenta—
-~ [~E 4

tion format is varied and too often of little value ‘in assistlng the

Treader 1n\understand1ng the f1nanc1al statements.' (Chapln 1965 p362);

<

_‘~ B

(No speciflc data given.) : - s -

. -

. -
(=)

-

«

\ of usage must be develcpedz

Ix ?‘:VS

~

¢) Asr’a result of the above it was argued that standards and g;ineiples

d) Detalled examinat1on using classificat10n system made of 182‘reports,

* (Data given ) .ﬁ;f - _‘ LT T . ‘ .

-t

o ‘:s.n_' "o

e) Recommendations made based on thé less ‘detdtied study, a theoretical

VH L

l/‘

~

o

2

!!review of disclosure and the detailed examination.

<

-

~

»
4

B The pOSltion of. this study is that the emphasis is needed

> RRLa

“be placed on, an empirical examinati o of current practice and its

i

effects, eg.,a)<3~b) " This-does no discredit thaﬁin s assumptions:or

T e ’ .

v

-
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-~

4

B

recommendations, it merely recognizes that some of the assumptions 1a8k/f

o

. gvidence apd one'ourposefoﬁfkhis’study i8 to-confirm or disconfirm some
[ E R
“ ~

The most recent thesis deallng w1th thls tOplC area‘&s by James‘
e ¢

'of'CH?pin's:and othérs' assumptfons at least in Canada.

<
o “t
Rodney Morton, tltled -"The Commun}catlon Effectlveness of “Footnotes

2
.

Jin Rublished Corporate Flnancial Statements (Morton'l974)f
ot ~ 0
*}SSUE addressed in the thesis was, "an examigation'of_the effective-

ERR
o

ness of fpotnotes as a meahs of communicating, financial inWormation™

4 L] h

(Yorton 197a pb) o ) o

'
e . .

The maJorlty of the data was gathered by employlng a question-

. - & . -
] LI [ .

} naire seeklng user and preparer'pereeptlons, concerning financial

_ s

statement footnotes. The questionhaire was .mailed to four groups
" mainly in the los Angeles«area:’secnrlty analysts, credit analysts;

.
- ha ’

public accountants}“and,corporate executivesn-‘The,questionnaire

< . - 7

examined the perceptlons of “these respondent groups to footnotes wfth

- ~
® * .-

regards to three factors, relevance, underStandability and bearing q@

o ) .
.ul,

rnyestment declslons" Thls was done by asklnépboth general questions
about footnotes and questions which referred’to seven footnotes of a

. : - ‘ . ‘ . )

»

Teal company. As a’pre TAry step, 38 companies' annual reports.were .

.

1

practices.

: : - : Vo
. His findings were that the 38 reports exdmined demoqstrated a

. H L ‘ .
Iack of unifermity and/or standardization.- He also found gome areas .

B
&

where t here was lack of agreement between survey groups concerning

the three factors listed above. He concluded that the Jack of uni-

o 3 h 2

-]

W formity of reporting and the 1ack of agreement between the survey .

’ €
groups (encoder5;:\qs:jders) is a possible threat to. the viability of

E

. .




N

notes® as an effective means of cop@unication. He therefore recommendeg

> that definitive reporting.standards be established and additional

v

research to determine the extent and cause of distortion—proéucing'
. , N ) .
. influences in the encodtng pfoceSS'be done. .
Two of the major limitations of tne Morton tnesis'yere that it ©
. was restricted géoéraphically and the sample was not chosen randomly: .

1 . > '

HlS 1n10nal examination of only 38 companies for one reportlng perlod

¢

also greatly;confines his ability to describe note &sa!‘. Hls flndlngs
and conclnsions are also preliminary since nis study was exploratory. R

¢
*

He also did not address tne initial.problem, as seen oy,this thesis, .

< > . . -~

-namely ac.definktive understanding Qt the extent and usage of notes. ’If3
« . E R . "“ s “ Py
howeve}, the findings are correct,-the extent,of the jp¥oblém. he.daw uill

+ - - -

v e !

be affected by the extent of usige. The*more preva nt Ehe‘usage? the .. ..
o, # % ’ "
greater the neceé%lty to furthe examine the communicatagp prOBIem he - *
) : - . . R SR At- .- b . - Cw
PR addresses. : ) o Co . P,

There is one other sourde .of empirical data copcetfing the use
. . - » - .
5 o . ' s~ “~ . . . L B
of foothotes and supplementary data schedules in fihancial disclosure.,
< : o . 2 Y ° . o

These are the summarles pubL&shed by varlous -pablic accpunting bodles.

. ¢
o ‘ S Tl ¢ ® © ¢

Examples of ‘these are; Survey of Published Accoungsc'Institute of A:'_ o

o

. ’ . . ! - .
e Chartered Accountants of Englahd and~WaleS' Acc0unting Trends and - S

.’-
LI N (-4

Taphniques, American Institute of Chartefed Public Accountants' and , v
. ,

Financial Repd&ting in Canada, ‘thé Canadian Institute,of Chartered
@ PETE

Accountants. ﬂAgain the discrepancy betWeen usage and space devoted to

w °

footnotes and supplementary data is out of proportion. bDirect reference
: o ! ow » ° -
.to the usage of the medja is relatively fpinor,, however in a majority %f

L . - - . I I
caseés, the description of treatment of the various statémentsi‘items




o

disclosuré via notgs. The 1974:eﬂition of

ircludes  sgme form of
3 o oL,

o A

=, .

Accounting Trends and Techniques'(Aﬁerican Institute of €ertified
a N - 4

i
-~ 2

Eublﬁt,AccouqtamtS‘1974), aﬂd the 1975 édition of Financial Reporting
- . h. ]

o ~ -

in Canada (C.I.C.A. 1975) show thab"aimost every disclosure heading
. - % ‘ih ‘

includes examples of ﬂiécloéuﬁé via notes. I 2

©

2.7 Attitudes towards Notes and Suﬁplementary Data Schedules

Y

‘ dare of the.opinion that we are at that point now. .

Besides the normative comments or assumptions already, men-

o © ‘ , 2
tipned, others appear to be concerned about relative understandability

« ’ *

' v "

&

or usability of this media versus disclqsuré in the body of the State- .
¢ ,*: - ° . A ) ¢ ' °
ments. The followihg comments illustrate this point.

« 1In 1938 ,an American Institute of Accountants' Committee made
¢ o . N ® @

<

. the following statement. "While necessary footnotes should be appended,
u : "_1 ©

- N o, "

it sipuld be rehmembered that if carried to unreasonable length or '

.

= ¢ < .
complekity, they tend to obscure the significance of the statements.”
. .

°

“ -

igénders, Hatfield and Moore-l938\pﬂ}ﬁs This stresses the primacy of

e

-

the codified statements. Defining what is-"unreasonable 1eggth“and-

complexity" would be very difffcult but it does seem that some people

. . ¢
‘ In a conférence_Harvey Kapnick Jr., bhaigman of Arthur Andersen
<& . - .

©

‘& Co. 21972), presented a paper entitled, '"Changes Needed to Meet °

Challengéé of the. Future". The following is a quote which is critical

of current disclosuge,practiées with special referente to foatnotes and

e
@ |

.'supplementary data schedﬁles.




¢ ] .
"Today, 'with vastly more complex bu51ness entltles, an ~

o

ivaluatlon of a bisiness and its managemeént, relies heavily

on financial statements that are out-of-date for'the purpose

»

Ve ‘ T . of reflecting the .facts and are overbalanced with voluminoua
" footnotes and 8upp1ementary data. If you have looked at many
prospectuses and proxy_spatements lately,.you will find them
tode a jungle of data which may provide legal.defenses for o
. ) : the issuer and rathnalizatlons for the Securities and Exchange
Commission, but they nardly serve the needs of the 1nvestor
The wealth of almést everyone in "the Unlted States and - .

-/ ) in other developed countrles is in some way affected by, the

P

flnéncigl repotrts of business entities.’ Theimany econpmlc

. effects and' the nq@erous.decisions that arise from the use of
information are ‘endless. While we may Full ourselves to sleep

by self-convincing arguments that financial statements ‘have

many 13mitations; these views_may be of little defepse.if the

public and the gourts: do not enderstand or fail to agtee as — )
.to the llmftatlons. When challeﬁged that financidl statements

P . are deficient in reflecting what really has occurred, we may -

" protest téat the information could be gleaned-by cageful study

from confusing ptésentatiéné or from thé technical disclosetev T
in the footnotes. But this protestation,will be to no avail , E
'even if all of the information might be put together by an “
expéert® like a jigsaw puzzle. Why, the investors will ask,

should essentlal data be but%ed in a form that is of such *

. quéstionable usefulness’ Why should not the information be

reflected clearly and forthrightly in an appropriate manner?"
. .
(Rappaport and Revsine 1972 pp22-23)

W. C. Foster, C.P.A., Director of Financial Reporting ¢f the

‘New York Stock Exchange, made the following statement concerning .

problems of disclosute. ' "The bQ}{dﬁhpoblem is related to undegstahding. )

We should strive to eliminate barely intelligible footnotes. How many

<
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"
FR Y . '
e

e of us have had the unique experience of reading and re-reading a

¢ o

footnote, and still not understanding fully what it seeks to convey."’

’

s 1Y

(Foster 1974 p35) - .

> . ¢

¢ These dre qudted WY well informed experts, not naive users of

° o

financial reports. On a more popular vein, two articles from Forbes -

Magagine: 1) "How to Keep From Being Taken" -~ Kobody expects an ~ '

/

N v .

annual repert to trumpet oflt where manageﬁent went wroﬁg. , But read . .
- those footnotes and the phrasing of the accountants' letters, thgy'wfil

tell quite a reVealing story. (How to . .. Taken 1970) 2) "The

9

Numbers Game - Figuring Out Footnotes'" .(The Numbers . . . Footnotes

- - .

! ‘ . . . -
¢« 1974). Both of these articles point to the importance of notes but

allude to them as being rela;iveiy difficult disclosure format to use

-
o, >

’ . - B . I
and, as a Yesult, not always read with sufficient care. Again -these
. » are assumptions which have not been tésted. ‘//
. - - ' ™

Eldon S = Hendriksen gives the following list of advantages and

. disadvantages. - - ’ T
v \ . ¢

- ¢ \

"The * main advantages of footnotes are:

\‘? - 1) the ability to pre;ent nonquantitative imformation as

L 44
»

an integral part of the finarcial report
2) the ability to disclose qualificati

et

and restrictions

v

to items in the statements

3) as a useful method of disclosing a greater amount of
detail thdn can be predented in.the statéments
’ 4) as a method of presenting either quantitafi e or des~ < 1

criptive material of secondary importance. . e

o

The main disadvantages o©f footnotes are: -
1) they tend to be difficult to read and uﬁderséﬁ d
. . without considerable‘study'And thus they may & over-

looked ’




the textual descriptlons are more dlfflcult to use in

dec1s10n mak1ng than the summarlzatlons of quantitative

“data 1n the statements, : t -

4 e ‘ ' v

3) because of bhe in@reasing complexlty of business enter-
prises, there is danger of an overuse of footnotes
rather than proper| development of principles to
incorporate new r lationships‘and event§ Into the

statements the lves."

(Hendriksen 1970 p567)

-
-

Hendriksen also makes the statement that, '"current financial®

reports have been said to give rise to what is called the 'foétnote
era'". (Hendriksen 1970 p567) Heﬁgdes on to say that this has:

resulted in‘fdller disclosure which is desirable but has an undesirable-

. o

side effect which is " . . . the extensive use of footnotes haé‘

hindered the proper develcpment of the statemeﬁts themselves because
it has resulted in the substitution of footnotes foy‘better informa-
tion in the body of the statement.". (Hendriksen 1970 p567) Again

~ without questioning the validity of Hendriksen's statements, he does

LY

make assumptions which could benefit from empirical examinations or

confirmation. Some of the areas or ‘questions being, 'Is this really a

n

footnote era?', 'What is the actual extent of usage?’', 'If the usage of
notes is increasing, is it due to new disclosure or merely a format
change?', 'Has the growth in the usage of notes hindered proper devel-

- * -
‘opment of the statements?’',or perhaps, as 1 will suggest later, 'Has
lack of-development of the statements caused-  the usage of notes to

increase?'. . : N




E]

»

In an intérview with Gertrude Mulcahy, F.C.A., Accounting

L]

M - ‘ ) El
Research Direq;or of the Canadian Institute of Chartered Accountants,

the lack of specific guidelines for usage of thsﬁe media was brought

£y

up. Miss Mulcahy states that the Institute did not normally get

-involved in recommending such details; also the Institute did not wish

.

”

@

to differenéiate_betyspﬁ media of disclosure, eg: the body of the
statements or thrng; the usg of fqotnotes. (Mulgéhy}197a) Thé
C.I.G.A.~Hand%03¢{;orﬁaliy just recommends disclosure, allowing the
practitioner the discretion of choosing the- format which, in most cases,

is obvious. . The lack of direction of the Institute regarding format

2

will be e xamined later, especially with regards to the working

assumptions this suggests. . . .

MisE»Mulcahy suggested an interesting use of these media.

She Suggeste& that sgbplementary data schedules miéht be used as a first
step towards disclosing information not previoﬁs}y disclosed. (Mulcahy
1974Y’ One, example given 'was the possibility in the near future of
including with reguiar statements, price—level-adjusted“statemeﬁts.

(Mulcally: 1974) This; has ‘nfow occurred with the non:pompulsory recom-
K ”

mendation that General Price-Level Adjusted Statements bé issued in

/

the form of supplementdry informatiom. "(C.1.C.A. Handbook, Accounting

Guideline, December 1974) This allpwz-thisfqontréversial itém to ‘be

@

disclosed Yet‘beeming}y in not so érastic a fashion as actually
qadjustingfghe statements themselves. It .does spem thoqgh thaf thisﬁ
éoutradicts the concept of the lack of diffgrentiatign pf,medié of
&isclosure. A compromise (rot adjusting the statements ‘themse’lves)

. , : )
indicates that some people perceive this form of disclosure in a

-

-

ﬂgifferent light. .
¥ -". -,

3 &4




R4

2.8  Summary . . .

2.8.1 Introduction

v

‘ ’
. The ‘purpose of this chapter was to rewiew the literature «

. -

énd empi;ical fesearcH that‘haé been done in thi; topic area, in order
that th; present state of knowledge is documentég and aiso to defive
the res?arch questions to which this study wil]l diréct its attention.
This‘will be done inbthe following two stages, a) ?resent state of_

’

knowledge, and b) research questions. . 4

'J -
2.8.2 Present State of Knowledge * .

7
No empirical research on the usage of'Tootnqtes and

-t

supplementary data in Canada was located, with the exception of the
short suymmaries found in the C.I.C.A. publication,<Financial Reporting. .
in Canada. Theoretical aevelopment of the topic in Canada has been -

evirtually ignored with the exception of the few recommendations made

, s K -
. “n the C.I.C.A.  Handbook and the article by D. H. Bonham reviewed
earlier. In summary, it can be said that in €uanada the topic area is
virfually untouched. Therefore the major research'qdestion involves

an examination of the unknown. The only constraining factors on the

extent of the research to be carried out fox,this study are feasib-
i’iity afﬁ@ the acceptab}e length of this the‘s‘is*. : ‘

In the,United States’ the sitPation-is'not quite the ame.
Four empirical studies were available: Mfers 1959, éqcoy 1959; Chabin
l96§fzand Morton 1§7Z.. Without .evaluating the findings.&r methodology,
the Myers and Sécoy studies are dated. The Chapin study, on the other
.

hand, did not sufficiently examine usage itself agdathe effects and/of

e Ld 4

. e
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.attitudes towards usage. Also the study examines corporate reports

]

issued over ten years ago. Part of my study will be.testihg the hypo-
Lot . - . «

. . thesis that usege has increased dramatically even in the last ten

‘'years. The Morton study, dealt with-a particular attribute of usage as

< { e
5

L _ oprosed to usage itself. Sécondlyﬂ a drawback of the Morton ‘study was

~ ERN

& ~ < - . :
, . the restrictive sample whioh would affect the generality of"the findings. -
- - Pl o

»

Therefore, even if one was to accept a general similarity in corporate

e .

yeporting in Canada and the U.S.A, the lack of recent and/or compIéEe ‘

- . . ' . - :

- empirical data is apparent. As far as empirical research is concerned,
4 . . - . = '

Y

. R - .
a large void remaifis to be filled. OQur . empirical knowledge of the
- . [»] “

subject and recent trends and development in tile area is minimal,
{non-existant in Canada). -

The literature search Iadicateq that there bhac been con-

>

siderably more written in the U.S. than in Canada. frhe literature deals

s

mainly with uses being made of these media versus attempts to understand.

. » o
. reasons for usage, proper usage and evaluation.,of this media over dis-

. < - v
, closure in the body of the statement. The literature discloses an .

attitude of preference for disclosure in the body of the Financialf
Statements. (Sanders, Hatfield and Moore 1938,.ya1ter 1935 and Myers .

1959) The reasons for less enthusiasﬁvfor this medi¥ are net neces- .
. - -~ ’ i "
sarily based on empirical studies ot deductive reasoning. I think . _;

Ehereforg it can also be said that insufficient attention has been paid

'

- to theoretical examination of .foornotels and suppdementary data schedules

in the U.S5. I believe'thai the newiiess of the phenomena of apparentL . .

increasing usage and the lack ¢f published empiricdl information on

. actual usage of the media has retatded the -theoretical ekamiqétioh.
. b ., ¢

»




. ¢ 2 : .
/——‘ . ) . ‘ .
& * o
2.8.3 Research Questions P
T _ i
. As theiéamments made by me in the previous sections indi-
v

cate, 1 propose that what is needed is a comprehensive descriptive study

4 s

of the usage of Notes to Financial Statements and Suppleméntéry Finan-
~ ¢ - N

P

cial Data Schedules. This first step has not been taken; as a result

we do not knoy where we are at the moment, how we got hefe, why, and.
. . ‘ v

what are our_presen(“ﬁerceptiops of these forms of disclosure. Without

o

- - ‘. . o
this .initial information, récommendations made with .regards to usage

are forced to redly on unverified assumptions. I also believe that an i

. <
L4 3 & - o

empi{iéal examination of these formats of disclqsure has wider impli-.

* R i
cations as to the trends in quantity and-kind of discldésure. This

. ’

<. rJ
implication has been overlooked becguse we. have tended towards a nartow

El -

view of these formats . o

[

: This narxow view had more relevance when these were
. 3 -]

felatidély minor appeﬁdages to our financial statements. Their growing
A < ”~

importartce as a means of «financial disc105ure,conce estahlished, will

v -
-

force us to ask why and pﬁt theis relative importance in better per- -
. X : ®

spective. )

3

- 4 Thé major quiestions are therefore: ’ R a o 4

3

"To what extent and in what manner are Notes to Financial.Statements

and* Supplementary Financial Data Schedules being.used 'in Cagada?"‘

v 2

. . 0 .
"To what extent has usage been increasing?" (This thesis will examine

€ . - .

the last 20 years.)

-

o -

"What specific uses are\béing made of this disclosure?"
\\ 3 - [~ i .
"What have beén the trepds in usage in both form and content?' ' : °
. s )
4 m
"What explanations can be made for the present trends?"

< -

n®



[

o

<

""Do the descriptions, explanations of usage and historical trémds -

indicate future trends?" - °
The majority of the above gquestions can only be answered
o ’ - )

By a complete empirica’stqdy which pfoperly describes usage of -these e

. , ) '
formats of disclosure over an adequate time span. This thesis will pro-
. g .

> Ay

vide both the data which at presenﬁ ate not avaiiablg»and the answers

which will test our present assumptions. TFhis will bé accomplishéd, as

o

= . < » vo

the methodology chapters (3 and 4) will describe, by an emplrlcal .

L}
°c &

examination and ana1v31s of these formats found in published corporate
reborts. ' : ' ' ; .
The next area raised by the literature fevigw i's the rela-

’

tive merits of these forms of disclosure, usually relative to the body

of fﬂi’xoial statements. As a first step‘in”this direction, this

. - - ¢
thesis will employ survey techniques to examine the perceptions of” .
-

° .0 .

important producer/user groups to Notes to Financial Statements. The

[P

v

LY

[N

questipns raised will be:
. e e
< - El
"What aga,the perceptions of these groups as to the relative signifi-*
» < o
cance of thé data disclosed by use of this format of disclosure?" =
Dy .

< ©
¢ .

"What are their perceptions as to the relative effectiveness and

“efficiency of this,forméé in relation to_the‘body of the Financial, °

I

Statements?" * . )

"Do they perceive aaseed“for increased direction in the usage and con-

- - .

tent of this form.of disclosure?"

o ©

"What do they perceive as the reasons for usage of this form aof -disclo-

y s .
sure?" " ‘

Lo ¢ k]

Answers’ to nhéSe questibné will begin, to fill the descrip-

tive voiq. As suggésted earligr, the answers and data codlected will

° [ . E . .
.
“ .-




Ny

also have much wider implica;ipns; these having to do with the

v, LT following questiong ’ i . *

£l " ’ ' .

. © > o
Sy “Qre%the observed changes a manifestatién of changes,occurring in
- .
3o
* v

financial disclosure itself?" ' <

< 2

' ‘ These changeS‘relé;e to the objectives of disclosure which ~

.

are influehced by recipilents of the data, kinds of data they cequire '
and the uses they propose to make of it. This question’will only be

»

o begun to be answered, since it is somewhat begond the main thrust of-

© - -

. this thesis. It is within this area that this thesis will raise further

° »

questions from which hypotheses can be\fdrmukated and tested in subse-

< ' L] ~a-.
quent studies. Witheut this necessary initial“descriptive data,
. . .

fureher steps would be virtually impossible. This last question will _ -
3 .‘l ' ) ‘ -
be‘%ddressed in the final chapter which®will deal with conclusions e
e - de 1mplicat10ns of the results of my research.

Chapter Three will describe the methodology concerned with

, - ! o

K - .-

. 'thg empirical ex 1nation of actual usagé of these forms of disclosure y

- 1 -

and Chdpter Four will describe the meth04910gy which will be used to

—J

(' <

. examine the per eptlon%>of selected preparer and user groups of finan-

o . ) cial statement# tq Notes to Flnancial Statements. These chapteﬂs will -
‘ g 14 - !

<

also formulate,the hypotheses and itemize the spectfic research questlons
)
-in greater detail. Besides being tested in their own right, the‘

’ Eypotheses'wgilgact as .a form-of direction to the research questions.

ey - v <

In some ways, hypothesis formulation is somewhat premature and will

<

\ - . more'reaéilyfflow from rhe 1nitfa1 reseagch step of empirical descrip-

L f . . T .
- tion. -

2
| , , .
4
I

. . . .
( o W . R
i \
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i . b : CHAPTER‘THRQE
f;\ . ’ ‘SURVEY.OF USES-CngOTES‘TO FINANCTAL .
‘ ) . .- ? ) N
.o —~ - STATEMENTS -AND SUPPLEMENTARY FINANCIAL ’ o
. . . — — f
. DATA SCHEDULES IN CANADA _
. 4 . — . ‘ ' > v
’ S 'r B . . g‘ . e, . . ) 2
3.1 Introduction . ’ o s . - L
. . " ' ) ' ,' . « ) B : o
LE . . " This chapter and the next w¥d describe-the hypotheses to
o . L ’ , O o ’ .
. be tedted and research questions which will be ipwestiga;gd. Thex will _

also describe the'methodé'to'be used in gathering the data and the anv
. i ) ' N o : ” : . - -
alysis which will be emgloiiﬁ. This particular chagte; will be con-

P

" cerned with- the research questions and;metbodology‘_asgbciated with °°
- » . - . .

' ! '% "‘ I3
v < examining the’ usage of Notes to Fin&ncial Statements and Sapplementary N
‘e, - ' - - ’ o ’ 5 : s -
. Financial Data Schedules.” . S T

. J
~1 ‘ ’ v
- »
™

Chapter Four wiiLgpeptain.to'the ?erceptidnSnpf producer/

2

. - - - ]

user groupsy including.a description of interviews céndycted mainly of
. . ¢ :— e— e ° . o." -

relevance "to <he investigation

. <. ~N | e’

of the producer/user perceptions.. These:
interviews were 'conducted prior to fiﬁqlizing the instruments described

- Ad ~ g -

. in this chépﬁer and did*ﬁave~some influencet Inasmuch as they more

appropriately belong in the ﬁext segmeﬂt, the’intérviews yill only be ¥

[]

referred' to in this chapter and deséribéd in ghe next.

*




+ . ” : - &0 v
’ ' - . .
» o+ 3.2 Hypotheses and Researcn Questions .
- - . K ’
’ ?/ .As was indicated ezj{ligr, the hypotheses will not only be,test%d .
P A . Y
o . » ) ¢ ‘
N but will act as a focus for further research questions. In Keeping o - .
. . i ' i .- ’ . :
" "~ with that concept, they will pe presented and dis&xssed in cofijunction ' D
p d p ! . .
- - L4 h
Q.- -
with their related research questions,:
: . . - ) I3
i L ‘ -
. 5 ) L. v . -
, . - TABLE’3 . .. .
- - ‘ oo ‘ - '
" HYPUTHESIS 1 - RFSEARCH QUESTIONS ' . )
. " ' o (o
B . i ﬁ’ °
. - L4 I - () M
’ . Y ‘ L. i/"\ i . JZ}\ ' L
.. Hl In the last tweirity yaars‘hhere RQl) Has the usage of Notes - ‘. .
% . . . + ’ ‘.\\ Lt X r‘ . , o
» . T incredsed as the literature
L has been iucreased usage of . . .
N L 'A‘, * . ) states? , e "
) Jgtes to Financial Statements. ’ ‘
v ¢ . . RQ,) To what extent, and’ at what® .
. . . . ) . " B ; rate? .
: -, ) . N N <
N e . ‘ RQB) " What are the uses of Notes? ) <
e T : _ ¢ , ‘ .
. . ‘ RQ4) What have been the trends
o o 5 ifd particular uses? ‘ .
N . e fx 'RQS) To what extehat are Notes a ..
W . , A
.ot g . i : . ° format change Sjé; informa-
. . N o
N .. ' : . -, , ¢ tion previously’in body of
. - k -, - R the statements transferred .
T ‘ - f . e to note format.)? o *
N ) ST RQ,) Te what extent are Notes!
’ = / ‘ ‘ ‘ ] ‘ . -'
: . . - providing additjonal or new
- Lo - ) " information; not previously
- ' 7 B -~ . disclosed? B .
, . o 5 - N L t -
. L ly L ¥ =
« . . . > . :
L * e . ,’ P N
- ) ot ‘
-y - »
. N " ’ ' SR ° . EY U |
.
| . -
. 1 : . * N ) []
[ . :
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. 0 CTABLE 4 - Fa-g
) - HYPOTHESIS 2 - RESEARCH QUEST}ONS‘ '
7 % * :
H2 In ths:last twenty-ye@rs there RQl)'Has‘thérusage of Sg?.?:s:s
- has beert 1nc§eased;3§age of "‘"; istcreased? % _ .
Supplementary "Einancial Data 'RQ, ) -To what extent and at Q}hest
Schedules. . S rate? o o
° ) °RQ3f Whatgﬁses are'beéng'made qfo’.
o . ) . ¢ S.F.D.S.s?
‘ RQ4) Wﬁat have been the trends
. > N o - . id particular useés?
B [ < : : ' o k"l-. *
. . “ . - e

. , 7. Thesé ‘hypotheses and_.research questions are directed at
_gefermining and measuring -the extent of usage of botbFNotes and. Supple-

gsnfary Financial ﬁ@ta §chedyles (Snﬁ.D,S.). There is gomplete agree-.

notes has irdcreased. 1 will take a longt!tudlnal view and-determlne
y
“the exact dlmenslons of* the 1ncreased usage both- generally, .and w1th

T f »

regards to spec1f.j;1gseb. This the51s will therefofe prov1de both

the conclustuo/émplrlcal ev1dence of growth and a complete descriptlon.
’ . R L] _A‘AA
} E The evidence used to answer these ba51c tesearch questions w1ll also have
explanato;y value for other questions. i ' o .
- « . With, regards.to S.F.D.S.s, there is little known and few

references in the ligerature. They ‘are being examined for at least
.) - a '

. . - . - . .~ =

two reasons; 1) the few. references db“allpde?to increased usage and

of
1 o
[4

2) there is some overlapping in the literature between S.F.D.S.s amd

. .
¢ © .

‘notes. (Bonham, 1964) . As a‘reeult Icincluded S.F.D.g.s'in,this study.

[ - B .

‘ment in the liter@ture with regards to the assumption that the usage of " .

4



] . >t
- -

They might aksp be seén as °competitors to notes as g format for new

4 ' ©

or incrgasing disclosuré. | ‘ ’ i '
" ) .
‘ , . TABLE 5 ] ) ‘ .
<" 7 UYPOTHESIS 3 - RESEARCH QUESTIONS | o : .
'ﬁ3 Increased usage of Notes to © ' 'RQ;) Is tpf incréaéed_ugage of ¢
. Financial Statements is related™ ‘Notes related to new or i
to legal  and/or ‘quasi-legal .; - a ionai'&iscloéure

disclosure requirements. - . requirdments of a) Govern-
o ) c q ‘

< . 4

c

TABLE 6 . T :

‘ HYPOTHESIS 4 - RESEARCH QUESTIONS

- ‘ c
- .

-

¥
t -

< ) .

H& Increased usage of Notes tB : -RQl) Is thqre a relétionship
- Finéncial Statements ié related between usage of Notes and
tdﬁthe,iﬁc}easing complexity of | - the coﬁplexity of “the
the reporting firms. ot reporting. firm?
* Tabled 5 and 6 address the question, "Why has there been- .

]

increasing usage of Notes?". The reasons given there are the'most frequently

3 . . 0 e 2
cited causés found in the literature. = They were also frequently

referred to in the interviews. They also have intuitive appeal. The

r LI B .
o

b

,confirmation of these factOrs as being-relat;d to the usage .of notes-
will also affect expectations with regitds to future. trends. .

-
¢ Tt




. ' ‘ In themselves however théy,are somewhat laékiﬁg,'since the:

ﬁnderlj}ng impliqations of. answering these.reseanch questions,felate to

general disclosure imp%ic;;i;ns‘referred-to in the previous chapteri

The reason .1is vthat,oaltho;gh they explgin the source of the‘pfeséure‘
. .. - . . . .

fo disclose, they do not necessarily explain why notes are used versys

- . :
some alternative, such as the body of the financial statements itself.

..

¥ ‘Tyaditionally the body of the financial statements has hgd primacy.

_This view of 'érimacx' is expressed by a number of the authors referred,

[

. to in the litgrature review. - (Forderhase 1958, Myers 1959,. Bullock

e - 1956, Cﬁan 1961, Bonham I964f Negative attitudes/%owards the notes

)
L]
S u

also allude. to notes as being secondary tae the body of the statement.
: ¥ . R

* -

Althdugh the C.I.C.A. uses the term "equal significance'" when comparing

4

R nbpes t o the baody of the statements, they still leave the distinct
. ] - . ¢ :
impréssion that first attempts to disclose should be by way of the body

-

of the statements.

9

. . A ! ’ .
"Notes to financial statements, and supporting schedules
to which the financial statements are cross-referenced,

are useful for the purpose of clarification or further -

~ P

< explanation” of the items in the financial statements.
They ‘have the same siéﬁifiéance as if.the information or
explanatiohs were set férth in tHe body of ﬁhe statemeﬁts‘
themselves. They should not however, be uéed as a sub-

stitute for proper accounting treatment."

e

- » . ° . ’ . ’ ]
. ﬂl_ . ‘ - (C.I.C.A. Handbook 1500.04)

- ‘ . o4
. i et The aﬂove parag}aph; especially the last sentence, certainly
o N . .'r. - R ) -~ o cn © .-
glves the impression that, if it is possible to disclose efither by way
\. . b -

@

. s

43
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‘4’1

of notes ox by the body of the financial statements, notes are not an
equal substitute. As a result, increasing usage of notes either points

to a chan%F in thg pracpicé of finaAncial disclosure, namely becoming

less influencéd b; the traditionai primacy of the body of tﬁe.;tatementi,

or the inability to disclose éertain/requiréd information in tpe cus- .

tomary manner. This matter wili be pursued further. This‘fallé into

(/,)r the area Qf hypothes@s generation wﬁichhis an expected output of initial
descriptive studies. L ¢

e

3 will ’he to attempt

to identify changes . in usage and relate these {o chdﬁges in legislation

-

The bésic approach with regards to H

or.recommendations. Secondlyy+I will examine age in the general
. - 2

- . »

. zintg<f of legal and'quaéf—legal disclosure requirements, With regards
Ha

I will relate various measures of firm.comﬁbsition,‘gize and

N >

5 L]

. ) : Y
structure to various measures of usage of these formiFs, to determine
whether greater usage will be related to increased ‘complexity.

F 3
. . TABLE 7
'GENERAL RESEARCH QUESTIONS RELATED TO USAGE

RQi) Are S.F.D.S. audited and to what extent?

RQ2) Is there a relationship between.auditor and usége pf Notes?

- .

-~ .

, . RQ3) Is there a relatdgnship bétween'a company's pfdfifability or lack

of it to the extent of usage of Notes? -

o
. ®
L]

.RQA) What is the format of' Notes and trends, in format:’ » T ) \\
* B ‘ ot T a) print size vs statdments themselves
; b) location - .. -

c) referencing

- *

E)




TABLE 7 (Cont'ad)

.

d» particular statements, accounts,
classifications, -

e) auditor references to Notes.

¢

RQS) What are the expected”trends in usage? Why?

4"

" -

v
3

( . |

Table 7 lists general research questions which are eifher

notfspecifically related tgo a particular hypothesis or overiap a number
of hypotﬁeses. _The first question is of general imterest and adds an ;

!
additional dimension of description. Question two is included since

.Chapin, in his tHesis, suggested a relationship between size of audit
firm and "quantity of notes.‘' He suggestéd a relationship between companies

using more notes and smaller or regional audit firms. (Chapin 1965)

The third question examines the suggestion that there is a relationship

‘between- profitability and quantity of notes, (less profitéble, more

explanations). Question four addresses the descriptive issue of format

and changes in format over time. I %il}yexamine this area both for its

) [ -’
descriptive contribution and will also relate the format found to the
- R - ‘
recommendations made by Chapin in his thegis, whose objective was to

. -

mgke format recommendations in order to incregse. the effectiveness of
] ’ ) . ,. r . ’ 'c
Notes to Financial Statements. (Chapin 1965) -
. . : . .

The last question addresses the issué of, "Where are we

‘going?™. 1 will examine historical trends and mitigating circumstances

3

]

A ) t
and determine if future trends can be reasonably predicted. If usage

" has increased historically and if there is reason to expect this trend

-— >

-




to continue, the impact and importance of the topic of this thewis

)
©

within the context of corporate financial disclosure will also be’

Pl
a

increasing. -

‘

This then completes the list of research questions and

'

hypotheses which deal with the actual usage of Notes and S.F.D.S. The
next sections of this chapter will describe the methcdology used to test
E P

the hypotheses .and answer the research questions. .

.

3.3 Methodélogy

3.3.1 _Introduction / .

! ,‘ The hasic aim of the'methodology described in this Eection
is to chilitaté the acéumulatipn aﬂdyﬁna%ysis of a large quantity of
data found in published :.finmancial statements. %ublished Einancial

Statements of 60 companies will be examined over a twenty year period.

. ~

The actual -vears will be 1955, 1960, and 1965 to 1974 inclusive. Thif%
. . ¢ ” e

provides information over an extended period of time for the® purpose

of examining and analyzing trends.  The sixty companies 6vef twe lue

-

reporting pericds provides a tot'vf 720 Annual Corporate Financial

Reports over a twj!ty year period, and will produce ‘considerable data,

petrmitrting extensive 1ongitudinal“ana1ysys.

-

3.3.2 Selection of Sample - :

Tﬁe sample of sixty companies was randomly sélected‘from
compaﬁies listed o; the Toronto Stock Exchange at- the. present time and
which' have also been listed continuously for a Ewency year period prdor
to this study. Tﬂese companies weré located by comparing a June 23, 1975

-

. . El




&%

. »

Toronto Stock Exchange Daily Retord with a January 7, 1955 Torqnto

Stock Exchange Daily Record. One hundred and ninety companies were found

on both listings. Every. third company was selectéd, the first being

randomly chos2n. This systematic random sampling method was examined

for possibility of bias. There appeared ta be mothing in the alpha-

betically listed stocks to cause a bias. Appendix "A" lists the sixty

®companies whigh were chosen.

Two factors most crucial to this sampling decigion were the

availability of the annual reports and the suitability of the T.S.E. as

I
4 -

L]
a representative universe. .

%

¢

+ Of the 720 possible reports, I located 719. My analysis

-

utilized 718 since one report was located after the computer analysis

was ‘#mmleted. The missing- report was United Asbestos Corporation
. ¢ a

Limited's 1955 Annual Report. The company which was located tdo late
for analysi;pyas Scurry Rai?bow 0il Limited (1955 report). The only
. other aberration was that. United Asbestos Corporatjor>Limited, wh?

changed theif year end‘in 1974 by 3 months and' published only ome report
! - R
fot 1973 and 1974. As a result the 1974 report govgred a 15 month’ -
" h ’

) ‘ ® .
period, 12 months of 1973 and 3 months in 1974, This was treated as a

1973<zeport and the March 31, 1975 report was assighed to 1974.

In all cases only normal published annual reports were
sought and used. The major sources of reports was the University of

Western Ontario Library and the Toronto%Pginc Library.‘ Reports were

also solicited and received directly from the ‘companies. or their repre-
7 ’ “.;'s'

<«

sentatives, ie: attorneys. Direct solicitation was used af€téer akl-~

public sources were checked and reports were mnot located. Other

s




o

‘in 1974 represented appg%ximaéely 70% of the total value of all trades

2y ' : - A
gl - \ © -

sources checked and, in some cases used a9 sources were the Ontario

Securities Commission, Toronte Stock Exchange, Canadian Institute ofﬂ

Chartered Accauntants, Financial Post and Financial Times and othér

libraries checked via interlibrary loan. The.result of the search was

the location of 59 of the 60 companies annual reports for 1955, and 60

out of 60 for 1960, and 1965 to 1974 inclusive. Therefore this obsta-

»

[N

cle wa® overcome in a very sstisfactory manner.
. - ¢ -

T

The second factor, the utilization of the companies listed

on the Toronto Stock Exchange, is justified on the basis of the domin-

ance of companies who list on the T.S.E. in the Canadian economy. This
would bias the sample in the direction of large size. NevertKeless, if

one reason for studying these formats of discleosure is the potential
igpﬁct of the information they are attempting to communicate on the

economy, this upward bias would not negatively affect the findings of
» . L]

this study.

. In Canada there ate five stock exchanges; Toronto, Montreal, .

by . .
Vancouver, Alberta and Winnipeg. The value of shares traded in Toronto

in Canada. (Toronto StocRHExchange Review 1975 pl2) If one removed

3

the value of trades by companies interlisted with the T.S.E. from the
; 4

-

other four exchanges, the coverage of the T.S.E. would be even more .

‘complete. This clearly indicates the dominance of the TwS.E. as a

-

stock exchange in Canada.

| . ) \ . e T . .
« Thé second aspect, the dominance’ of cofipanies .listed on

. the T.S.E. have oy the Canadian economy is.not as- easy to measure. 1In

‘ ya . )
a recent issue of Canddian Business, three listings of top Canadian

-



o

I

companies were -made; 1) the top <200 manufacturing, mines and cils by‘

oS
- A
sales, 2) the top 30 financial companies by assets and 3) the top. 20 -
merchandising ‘compénies by sales. (Hughes . . . July 1975 ppll-17)
“When 1 compare thesé listings with a De‘cember, 1974, T.S.E. listing,
e

(The Toronto Stdéck Exchange Rev1ew 1974 ppl6b- 55), 1 get the following
percentages, (% of companies on the- Hughes list whlchware also llsted

" on the T.S.E.); Manufacturiné:’Minés-and Oils =—69Z,£fin§ncial Companieg
= 67% And‘Merchéhd;sing Compahies = 90%. - These percentages give ;
strong igdiéation‘thatsT.S.E._listed companieé do ha;g a considerables~ _

degree of dominance in the Canadian economy.

~ . i ’ . . o
o X .

3.3.3 Financial Report Analysis Forms .
The next obsﬁaple which had to be overcome was the method
‘to be employed to extract the relevant data from these annual reports.

" o

Td do tgfs, three criteria were established which any satisfactory

. . . . R . .
~ s = &

method wéuld have to meet. Firstly, the format must provide consistent

- “

and unbiased data-from the statements. Secondly, ‘due t?j;he extensive
number Jf statements, it smust be relatively simple,andfhuick to apply.

‘Thirdly, ®it must facilitate analysis of the questions under question,
(ie: relevant, able tge be coded to Qérhit computerfanalysis, etc.).
-The .method used was a form of questionnaire, referred to
. P < :

as analysis forms. The result was two forms,-Statement Analysis-Form

v
o

Une and Statement Analysis Form Two, (Appendix "B"). The {eéson for

-

ro*’
awkward die to thé data file requirements made npcE€¥sary by utilizing

- bl ]

two was merely a mattef’of%§<ven1ence. A single form would have been

- -

the Statistlcal Packag& for the\Soclal Sciences «
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. exdmination. -They had to .deal both with,the company under examination
v

©

. . " <
: B 5 -
= < ‘ c

P The forms were designed with as many objective questions Lt
) . - i "/,,/ ) . . i L - )
as possible. The input for qoﬂétruction.were'the quggtions_undgy .

examination (eg: how many footnotes are there?), the reﬁq{ts of the

ST~ 3

- o, K e [ ]
interviews, the clasSification schemes used by°pthe(>5eséhrche§s, . )
“eg: Morton 1974, ChaBih 1965, Secoy 1959), and the classificasion e

v -

systems u sed bw reviews of Financial RepofEingQ@y bodies 4ike the .’
C.1.C.A. (C.1.C.A. 1955 to 1974) and ‘the’*A.I.C.P.A.- (A.I.CiP.A., 1970~ '

19743}. It was found however that prev{ous studies had limited utility

.

since this study's objectives were more compreheénsive and d¢riginal. N

e

‘ The forms did not attempt to look at everything but '‘con-
fined themselves as much as possible to the significant items under T
in the year of examinatioﬁ and the usage of No;és and Supplementary

<

Financial Data. , The forms were applied by my self, however, theit

quectivity cantbe determined by eGaluating whether. supervised.third-

‘ cr

parties wouldqqomplete the forms in.the samed?ay:
<o // .( . P < N i
L' ,/ \ ¥ .
3.3.4 Statement Analysis Form One ’ S . S

. ¢ < “~\ 2 ¢ 3

¢ > f [

. ‘Statement Analysis Form Ofe (SAl) is divided into_five . - .
. B} ) < ‘\__» ' .

sectiens. One .form was completed for each company for each year. For . . .
aq@lysis purposes, each.was’ a separate case, maximum number of cases ’ LT

o I3

equals 12 years times"6d3¢ombanies, tdéalling 720 caﬁés‘(kcbﬁal: 7;5.:

cases analyzed). . . e

N - - - N .
P . . B -
EREY
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N . v © » / ) ¢
, : .91 .
Company Information 7 Col. Code
& ) v N x ! o ) R
»« 1. Nafme of- Company, ) ‘ . I .
2. Charter., o ‘ 5 - - 3-4 7 =
3. .Statemept Pate  Day _. Honth nYearﬁ__ . 5-6 T s
.ab4. Seqde ) _,,___ ’ i e 7-8 e - ’ .
) < . 3 B - o ‘ :
5. Consolidated Yes No . -9, . ¢
" 6. 1f yes, how many ‘ B o l0-11 -
ey jgles/Revenue (Gross) -, Mil$ o 12i15 e S
.8. fAdsets YGross) Mil $ Co16-19 S
. -“g ‘.' - , , = . . ° PR .
9. Profit/Mess™. | P~ L - 20 . . .
b Sl . . ! - E
TR - e ' _ - 1
- e -:? ' ’ ) l. < '
. S o
. The firgt section, duplicated abo e, 'Cbmpany Information'
(Questions 1~9) indentified the case, and~sought data dealing with . L '
i ., . ° ) . " . - . » .
., year of report, the company charter and detai about the company in )
-' . ; ¢ 5 . -~ - N . P . J
the particdlar year being4éXamined Tﬁe year ‘and the charter under - .
. ~ T
which the company was incorpbrated was used to examine frequencles and
’ B “u - . -
trends of usage of these media, in paftigulqr years, or over timé. The
N o - Ve ; 1,. e -:. '
details "about the companies were used to medsure the dimension of RS
company complexity and usage or specific relatiopships such a@*tﬁe '”L”"
. . - <11 o . i . . - .o
effect of profltablllty ow usage. - . _ N . . -
- -~ All of these questions merely reﬁuiréughe ;néertion of the =« “+.°
- - N . ’ - ’ ‘ ' ’ 2’
ta directly from the statement or, when not aQailable-Cie: no Income - P
. - " P < .
. o - . . .
Statement) merely indicate that the data is missing. When the. annual '
ot disclose under which charter the company was incorporated, . | .’
¢ N Lo - : . ) . . .
thig was termined. through outside sources. This was the only daté/ "
T N ": . . * B .
A g .
.which was sought outside the report .itself. . .

~ ¢ i~

Seccion Two, Statements, identified which audited financial o

% v

grateménts were included in whe annual report and whether they were




) compapatlve. - o . e
R Stat ments . . ) ’ . Col. Code’ - -
.. 10. / Balance Sheet - X - N -2l
. .. .-11./ Incdme Statement Y ¢ N7 .22 _—
DA, . k S - c I
B 12/ Statement Sf R/E = Y _. N v 23.0 o )
< . A o | . . ) }./ e AN he h
o : ° 134 Statedent of S/A- Y N o 24 ¥
- ’ - - I — ) , : . . }
e . 1/4. Statement of IS/RE Y _ N S, s SN
N “ ) ) , — l.’ Lo 5 5 .e" . .
- 15.  Other o Y N . ‘ 26 ! _ * '
1 » . ° / o - - o * . -, E§ - ' ’
K o . ‘ '
: " 16. Comparative ... . Y ¢ - N o 27 C - < /
/ AR . '—T ’—— . " ) - N . _— //
© % - / 'v ” / i
. / : KP ‘ /
/ ¢ ’ . ' . 'a - ) o /
~ . e N . s . .} ‘ f N /'; .
S The third-sec#ion, Notes, deals with the measuremesaf and AN //
o . . e = e .. . .
/ . . : > ! - o; , . ; .
-l descyiptiof of the notes themselves. 2 A : ’ - //, .,
/ o - oo . * {
/ . ° . /
/ l’ . o ., ) p Y ¢ . //
/ . A
/ ‘ . . 0 f ) ‘ ’ / ‘
v Notes . . ’ o ‘ Lot o/
. / g 17. Quantity e . oo o28-29 e // -,
o™ - a ) /
/' v 2 18.  Total Pages Statements A& Notes (Auditgc})’ I & / .
; ( o o \30-31 o //,, . .
/ 19. 'Total pages: Statemen‘t's o :: ' 32-;-35' o / -
’/ , * ) ] N < N s <
S © 20. Total pages Notes' . #, & . . 36-39 _ __/T '
/ > L7 . Y
/’ L 2]. Print size of Notes < ) Statement ©_ 40 - ' /7_ ’
/,f ’ * 22. Number of words __ _ . _, . - o 41-44 e
i L 23.° N?te_s are loc ated;.- Before statements __}\r N
R A . ’ X 1 ’ R
- . . _ , oAfter Statemeﬁts _ L . R :
) oL ' " - Other ___/L e S T .
T 24. ‘General Notice of Accampany_ing Notes .. ] o = -
) A:‘: s . < v . o‘ . X - N s | - 463{ /\—; ¢, .
© . 25. Direct. Reference to Notes Y 6 N S 47 . . - .
26. Stax;ements wigu Direct Referenca,‘-yB/S __‘I/S L. ) ’ .

s o / , -§3 °
R/ s/A _GsLo 48-33
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-

N ] ' \J:-_:cg -

. o
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y o f Y % L \ | | ;'? :cj 9.3

Questlon 17 1dent1fies the nudber f notes. Questions 18

g - ‘.

th ough 20 weiF used to measure the quantity\of notes in relation to’n B

the total -psges of statements -and notes covered Ve the auditor s ° -

opinlon Questlon 18 was rounded te the neares \ page. Questhns 19
® - - -’ V] ;‘ . " . :
and 20 were roundgd to the nearest tenth of a pa#e.‘ Question‘“ 21 describes.
° .

X o
whether she print size used in the 1\'§otes is smal]%er, equal or larger than

. 8 = u.

sa'at fownd in the statements’ themselves. ‘Questlo 22 is another -

e - . +

. . - v - VQ . « . )
cq measurement of the noteg, name ¥ the total words.! *It*was ealculated
. : .

- by multil;lying the‘nun@er of wor_ds per line by t.h number of:linés‘. .E '
o® 9. . .
This number wasQ‘aken from Statement Analysis Forni two. - In readab111tg'

. o .
tests, number® ere e\xt‘her 1gnored or coun,ted phone{tlcally. Since the: s
® h. oy o' ’ v ) a
purpose of this quesnlon is to arrrve at a measure of size for compar-.
.. _— v . —_— 14 ~

o - - . . . a . ) LN

ative purposes, the précedure used was td cake the 'average numbe,r of L _— .

> . " . .
- .

- words per line in_ verbal paragraphs times the number of lines, verbal

. c,
+and numeric. Question 23 dentifies the. locat;lon of the notes for - e :
Y . < . . I R
desériptive°purposes, .0y st10n5‘24 to 26 descrlbe the extermt; type‘and"-
. M . N -7 I N . 2
A S . - oL e . ’ . T
location of referencing,of notes, : R ’ oo e
- - . . s : ’ S v
. v *~. The *next set:tion, Supplemﬁmtary I‘inanr.ial Data, Schédules,
? - - - . M
y descgribes’ an,d measurea the usage of these formats ofwdisclosure. e oo
: . S e ! ,w\, - . . ., R ¢
Supplementary Financial Dat,a Schedules L be. - Code ' . )
. < . ’ T v @ .
N 27. Are there’any? | ,Y N e 5% e e,
. , A Q: . 4 v d L oA - ) i v .
28- Number of Schedules o . L C S5 L - . J
A v 4 o4 \é
29. Number .of Schedules »audited v - - 56 .
30. Number of Schedufes not.audited ' _ - ' 57 . - . .
« 3. Nawe. . . ., R, T o 'L
o ¥ * - < . . 3 * ¢ LI s . [ .
. ) - e = I L P o e —— — — -
) e - T — ] 58-65... - . _ "~ _ .o g o
32. Number of pages __ = ) K _ 66-68 * S :_ Q.’_‘: Lo
M e N 4 - : - MR 1 % N ) e - L o & 2 T P
B . d , [ Fl i d - L 4
' ? . / » - . - \/ '
J PR & . N - © , 4
L4 - B (a4 - - T ‘
b P I =t N . " b . M .
- . a e’ - > ., . .




_classified S.F,D.S. 1nt0'e1ght tyﬁeg—for.coding purposes. They.were:

- > - hd

Questlons 27 to 30 are self- aescrlptlve. Questlon 31.

9

. e

. . 1 Highlights, '
. *i 2 Statlstlcal or’ hlstorlcal summaries, B :
v R
. . Coe . 3.=50urcé‘and Appllcatlon 05 Funds {(in thos
,f.4 . ) caess where these were identified as é ‘ # ,
. : .
B . Séhedule ‘as opposed to a Financial Stateleny) §
. . . . - F
. B 4. Asset Schedule,. . A . )
. . \ ‘ | . ‘
~*  5..Liability Schedyley L -
. © " 6. Income Schedule, %\d o
: . C 7. 'ExpenSe‘Schednle, T s T
: ‘ .o . w0
. - 8. Other \‘ . ) o .
. The last segment corlected data with regaras to the auditor Q?Q
‘. -
and audit report referenclng to Notes and S. FaD S. . ) e
7Auditor é R;port ' e ' o "Col. .. Code. Y
33. Any Reference tQ Notes? '?' Y - N c 69 -

. 34. Any Referen%e to S ¥.p.5.% ¥ N. o 47b | :. Je ;;*%w .
35.. Name 'of Auditor S - 71-72 . , S
s o ¥ e o ) : . - ' o 7_ "“3- 5-

. ‘ - . ' ' : - i ‘ ¢ o3, "‘?5‘ .
° 7 . “ N ° ' /
EheSe questions again are self—explanatory
. This concludes the description of Statement Analysis Form
One.QAs can be seen, all questioﬁs can be answered obJectively . The
measurements are directly observable ,and descriptions indicated in the
flnanc1§1 reports themselves. -Further description of the actual usage ,
Jof this.Fofm andéits'coding (Appendix, "B") Qill be brought out in the
“ section on analysis in this chapter and in Chapter 5 which reports the' .
findings and- anaIysis of the findings. ?
4 -~ . M -;_‘ E) AI h' .
. ‘:‘ - N N Wt \#l“ L . ) . , B ) At l“
.o . . '
. N -
. . [
q‘; .
- ' i '
) r/a (- » . o .

2
N
.
-
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3.3.5 Statement Analysis Form Two

A

w

L

Sgétement Analysis Form Two, (SA2), describes and

« ‘ . o

measures the notes themselves. Each note ié’treate@ as a separate

v P
B

case; the total numher of cases over the twelve years for the sixtx . e

~ <

éoﬁ?ani%s analyzed wés 4305 .- In other words, a total of 4305 notes

- %

were.- observed and analyzed in this study.

inclusive, identified the cases and .

< o

Questions 1l_to 5,

provided data ﬁffh regards to compa;y chdrter and year for analysis - -

purposes. ) - . )

4 .

1. kComgany Code" ¢ <

’ 2. dﬁarter e - . .

k]
0

Year

- ~

Sequence

‘Ca A

Note Number ' L

[

- . R 9

[ -~ N
v B - -
< P

1= . :
A separate form was completed fé? each ‘year which enumerated '

2

all of the notes for a particular company and a particular year. How-

was ceded as ‘a separate case; its particular

- ©

ever when coded, each note
Voot :

‘2

. ¥ °.
identification'in a gpecific year was its note number. The company

o

»

0charter,.as‘in $Al, was detérminedlfrom outgidé sources if it"was not .

disclosed in the anﬂﬁsi repert. : ‘ C
: P ‘ -/ 4 .
|

\ - e 4 ©
H -




/ , A - L]
’/ b »

/ : Question 6 identified the tepic of. the note:

o ‘- :
/ 6. Topic * . N . .-

/ P —_— —

/ . . (Col.11-12)-

Most notes found in the financial statements .had a topic‘heading; this

’
o

Hﬁopic heading was fﬁ%orded. Besides the tdﬁic heading, a ‘brief des-

<
—

cription of fhe

contents of the notes was recorded; fo: example,
'3 4§ . .

. ’,
Heading - Investments, brief description - non-consoclidated subsidiaries,
™ . N *

valuation, reason not consolidated, details of investments. The major

problem was the need to construct a cMassification system which was’able.
-

to be coded. More details with regdrds to the actual claésification,3

system wifz‘be’given in Chapter Five.‘ However the original coding o
. : L /
(Appendix "B") contained 57 Valuéq. It was developed to provide- .  * .
‘ - [} I
greater‘descriptive detail of usage than other-studies, since they .

-

tended to classify the usage of notes to a genéral purpose, ie: clari-

. W’
L fication. These studies relied heavily on the traditional definition
' of the purpose for notes or attempted to show note usage in a negative

lighg. For examplt, the Myers' classifications - "Notes that Contradict",
L]

"Notes that Replace",.''Notes that Add",%nd "Notes that Repeat'.

(Myers 1959) On the other’hand I found the classifications by the
t /\?) ' C . . ‘
Canadian Institdte of Chartered Accountants, in its biennial review

-

pf'Financial Pisclosure (C.I.C.A. 1955 - 1976), useful, however lacking

in sufﬁicient‘getail and sometimes overlapping. ainey also tend to des-

i . ’ ) . .

Ty ?ribg usage within the context of their own recommendations.found\in
the C.I.C.A. Handbook. As & result, I opted for more specific des~

cription which better suited my need, "an objeciive description of

- . ‘ . r
. . - - . .
\

/f e - N - ] 5 6

-
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v

usage'', without the prior normative judéements. It must also be
. recogriized that this question alome was not the total description of

the notes used in this study 'since the other questions in-SA2 contri-

[] ~

buted to their descript®on.

.

The next question was used as a measure of size:

<

7. Number of word$

4

~

s ' + (Cols.13-15)

3

The method of counéiqgéyas‘as described in SAl. The total of all

in a particular year was the amount used if Question 22 ‘of SAl.
b . afess

- -

. . Questions, 8, 9 and 10 described whether the note was

“or, not, whethers*it centributed new, o0ld or a combination of new and old
. . . . .
information, and whether the note described an accounting change.
- . (N s

8. New/01d

~ S 16
9. New information/old/both

—

.10. Accounting change Yes/No‘\ .

7
. 18

. '
« » »

These questions were always answered in relatfon to the

- previous financial statement éxamined. As a result a note could be new

more than once over a twelve year period. The purpose pf the questions

-

was to not only describe situitions where notes were'contributing -add-

PR
ot

irional infofmaiion,bué adso, in ¢6njunction with questions such as the
- N , . ‘ e

a [

one identifying the year and compaﬂy's-cha%;qtl‘iéﬂﬁiovidq evidence
. ; CUTE T .

a

needed to examine the rause of usage; for examplé,,"”do nenqngtes in a -
. - ! ‘4__ ‘I--l;" .

particular year correspond with newjlegislétgd'dtéclosure requirements?".

[}

-

s

a
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- Again the objecgtive is tg both contribute to the descripfive element -

e [ . » *

. and also act as a means of identifying changes in the usage of notes.
! " ) - ’ ' . ! .
. . The last series of questions are aimed at ‘identifyling to -

s what statements there is direct referencing. Further the last question

-

will identify the purpose of the notes by recotding to what accounts , ¢
) . . -
they"are referenced. . :
\ . LT COLUMNS
, 11. © what statement does the Nete refer ' ,
. . ‘- e ) ¢ . :
' : -~ - Balance SHeet T : e
- - Income Statements 21 . , : T
‘ .. 22
Retained Earnings .-

|

’,
r
W

- .
N ¢ .
. PO b 14

P Income Statemept/Retained
13

+  Earnings

-\ S ~ 24
. : i . : A :
Source and Application of -Funds
’ e _ 25. - S
% , . . o S
. Yo, ‘ ‘ Other _ < -
d . . : . ‘26
12. 1Is the Note directly referenced? .
A . C o R '
. ) = ’ Yes/No
' ‘ ;o : , 27 : ]
v . ° . ' ) oo . o
t., 13. To what accounts - (up to eight times) )
. . ; . 28-43 ' ‘
LY * ) . - ' .
. . - . _
h To qudlify as referring to a particular.statement in‘QuestiOn ‘ -
. . , ) “ ‘
, 11, the note had to deal with an existing account in the statements. o
[ e rs
For example, if a note describing long term leases only- referred to .
. . future ,payments, it /was net treated, as referring to the Encome
' 1
. i \
‘e




Statement. If, on thge other hand, it described the current year's

expenditure as, well as future anticipated payments, the dfsclosure

8 . -
-

of the current expenditure qualified the note as referring to the

;

.current I ncome Statement. On the.whole this was not a major problem

since the majority of notes referrecd to existing accounts.

o

Question 12 is Self—explanatory. "Question 13 required a

-

classification scheme which can be found in the coding of SAZ,
_Appendix "B". The maximum number o{'Qireét réferences a particular note
had was eight. This explains the reason for providing for up fo eight

v » N : : i ' .
'rj? direct references. The classification scheme refers .to specific accounts.

’ These questions also serve the dual role;. a) describing the

S
~

note usage and b) as gell as being used g trace ¢hanges in usage whicn .
zo réiate usage
, F2 L ‘
to legal‘and quasi-legal dfgclggﬁre requirements.
R , 4 . : R

" in turn_facilitate answering the questions that attempt,

»

This concludes the ovérall descriptions of the Statement

-
c

Analysis Forms. There will 'be further more\specifié comments made in

~

the next section and in- later cHapters. ~

»

» 3.3.6 Analysis R -

N The quantitative analysis required to answer the research

1

. questions and test the hypothéses, basically fell to.two categories,

L -

a) the analysis oF frequencies and chanées in fredyencies and b) tﬁe

’

‘N —

examination of relationships between variables. _ ' -

,
r

The examination of freqﬁencies and chéngés in frequencies

. > ' - /»—/ ’ ! -
was used in,twe ways. Firstly, there is a needto describe the variables

e T

-~

under examination. The analysis of frequencies will be'used to determine




& -
N -

the basic charat¢teristics of the usage of Notes and Supplementary -

’

Financial Dafa Schedules. Secondly, the examination of frequencies and

}

éhanges in frequencies will pxovide data for explaining the usagewgf
N >

these formats. For example, changes in frequencies of notes in gen-

o
o

eral or spécific“‘?pics,'fromrone Year will be examined to determine

if they. correspond to legiélative or quasi-legislative d}sclosuré : *

requirements. . -~ \
v P 4 ' ! Y
.l This form of descriptive analysis will be utilized to

N
- -

test ilypotheses 1 through 3 and to reply to‘the research questions .

associated with these:hypotheses: It will also be used to examine

-

~ . <
research questions 1 aﬁd_4 listed in Table 7.
Hypothgses 1 ané 2, with the asséciaced'research questions
LI . N
and the gneral research questions, will be analyzed by exaﬁ&ning the

]

frequencies' and changes in frequencies of specific variables measured

‘ in the $§ t4atement analysis forms. 1In Statement Analysis Form One this
- 4 N

means, for the most part, in the section on 'Notes', questions 17

through 26, the section on*'Supplementary Financial Data Schedules',
. + V4
. questions 27.through 32, and the sectfon headed ¢Auditors' Report',

v

, questions 33 to 35. The changes in frequencies will be changes over

time and therefore will examine these variables in conjunction with

’

2

\questious 3 and 4. Statement Anélysis Form Two deals with more specific
' . f : » L
description of the:usage of notes with the exception of questions 5 and

7 and the identification questions., It will be used for identifying ,

particular uses of notes. Theréfore questions 5 -and 7 will also be
3 - [y . ”

used to measure changes in the quantities of'hsage and questions 6 and .

[

. 8 through 13 will be %;ed tQ;describa~particuigr,uses and trends in ]

. 4 ’ ° ‘
' - . A




2]

. -~
these uses. In summary, the descriptivefhygptheses agq research questions

will be answered by examining the characteristics of the vagiables
: h .

meigured in the statement analysis forms and by examiniﬁg their fregquencies

»

and changes in freduencies. The statistics used will be descr{ptive,
A ]

L
i

ie: means, and where necessary, measurements of the significance of
’ N

- )
differences.

Hypothesis 3, and its related research questions will trace
f§equences of particular uses to legal and quasi-legal repor%ing require-

L] N R
ments. I will also examine changes in frequency of usage in general ‘.

i

. and in specific uses, in an atteﬁpt-to relate them to changes in legal

“" r ) I3 ’ 3 r
¥ end quasi-legal reporting requirements. In this area both the varlq&le

e
s

time and company charter will be important. when related to opserved
frequency changes, measured in beth SAl and SA2.

. - ) N

A cause and effect relationship can nof be expected since

e % . . .
other cornditions come into play. To have a direct~increase of the use
of notes related to a legal of guasi-legal change, the following‘éondif

tions must exist. 1) The company must have a g dition within it »

.

related to the required.disclosure,(ie: it must have a subsequent event

condition to disclose one). b) The cbﬁdipio% must be judged to be

‘sufficienfly material, (die: subsequeng{ebent with material implica-

oy .
tions). 3) The comipany must obey the requiremént to disclose, (either »

intentionally or unintentionally, companies do not always satisfy dis-
closure requirements). 4)'Last1y, to observe a change, chhngg/must
ocbur;’(}f-a company had been disclosing an eventgby way of a note prior

to it being a legal necessity, no change can be obgerved)’. As a result
of these conditions, a direct cause and effect relatiohship can not be
i ' M

»
13

N

[




-

expeéted to be found. Whét wi}llbe measured will be an unspecified

-

. . ,
degree of association, between disclosure requirements and changes and
the specific usage of notes. (Aétual frequencies will be measured and

,reported.) apé result will be a‘éubjéctive evaluation-on the par® of

~

' .
; myself and the reader of this studa,as to whether "materjal” quantities

. of nete usage are related to' Jegal and qu351 legal reportlng requ1?

- -

ments. . o .

)

The second, category of analysis, examination of relation-
ships between variables, will be used to address Hypotheses ékéndﬂits

related researeh question, (Table 6), and questions 2 and 3 of the,

general questions; (Table 7). The relagionship between complexity of

kl . t ’ ! " i
the reporting company and the usage of Notes to Financial Statements
C . 2 -

will be examined by relating the measuf;qsgzé of firm size, assets, and

. .

'sales and whether the statement is consolidated and the number of -sub-

.
~

sidiaries to the various measures of quantity of usage referred to

earll}, both in SAl and SA2. The other relationships, auditor to‘

- .
A

of- yotes, and profitablllty, w1ll.ut1112e 51milar type of analysdis of

4 l

the questlonéain SAl.

A N

The procedure will be.in two steps. First, I wﬂl} deter-~

mine the existence of a relationship, but utilizing two-way and n—way'
r .

s &
- 4 ' 3

-

cqifs—tébulations, (céntgpgeﬁcy tables). The existence of an assoclation.
! - 14 )

will be located by examining the Chi/square statistic (Pearson -Chi-square

test aof association). This statistic does not measure the degree of ,

. - - . L3 . - LY
“assocliation, therefore where.an association ‘exists, a second step is

s -

0

re{uired. . ais 1966-p613) The second step will be to measure the

s;gength of as¥qciation by ptiliziné Spearman and/or Kendall raﬁ# order.




|
. 7 ©

By 1] 3
) L4 - P ‘, "
b . \ | *

. . \ i { .
correlation coefficients. Occasionalli the \Contingency Coefficient

<

N

- \ .
will be used where ranking is not possible. Von—parametric statisticsg ‘

. Pa—

are used since assumptions of parametrid stati tics, population nor-

P -

mally distributed, interval scale measur%:ents, dpulations having

£

il

equal variance, are conditions which can fot be a sumed to be met at

all times with my data. My data are often very amenable to rank orderlng,

- w - ' '
(ie: size of firm by assets, associated"wiév the quantity of notes).

The Spearman T and Kendall tas\ are stated-to be equally

powerful. When data to which. the Pearson r i§ properly applitable,

*

“they have an efficiency of 91%, (r and .tau axe“91 percent as effi—

¥

. . \
. cient as r in rejecting H ). (Siegel 1956 p223) \It is suggeste$1n the

. S.P.S.S. manual that "as a rule of thumb", one mlght use Kendall's ‘tau .

-~

o nore readily when a-falrly large number of CQ§es are c1a551f1ed into a

s

relatlvely small number of categories and r -wﬂ%n the ratio of cases to

7
categorlze is smaller. (Nie et al 1970 p153) The réason being that 1t

4

. »
/:>. T is felt‘irat Kendall's tau is preferable whereqdhere ?re a large number

of -ties. Therefore I will be using Kendall's tau since' I will have, in

. most situations, considerably more cases than catego;ies\ -
N .
- s
4 ; The research question dealing with expected,nfends (Table 7)
, ’ a .
) will be answered by first examining historical trends and lationships..

The factors relating to historical trends will be examined ag to the

Y

possibility that they will continue to exist in the future. f histor-
e ' ! L ] - ‘

R

ical're%etionships are strong and expected to continue, then i\(will
. \ :
. be predicted that ttends in usage could cgptinue if other intervening

factors do not change.

Ed

/ IR

Te

This concludes the description of the analysis which will

be employed. On the whole, the descriptlon and anaiysis 6f Notes to

4




’

Financial Statements and S.F.D;S.s will be restricted to data derived

LIRS

in the application of the statement analysis forms. Where information

from the interviews or tﬁefmaii questionnaire might be useful, it will -

o - ’ N -

- 4
L

be incorperated or reférred to where appligable. _——

3.4 Summary and Conclusiors K\\ ] i

This chapter described the‘methodology used to survey the

4

uses of the formats of disclosure under investigation in four ‘steps,

Firetly, it took the gene;alcgesearch qu i dealing with usage,
" ¢ - N . o

‘Breughg:gnt in the previous ghapt%r, and cified -them in more detail.

Tl
It did so by posing hypotheses to be tested and related reseatch

questions to be_answaredn The relative importance of the researcH -

questions was stressed due to the descriptive natura of the study and
B © K R .

¢ .
.

the lack of prior data and theory fcrmulation wpich Qould facilitate
hypotueses .formulation. A ] “ Ao . ‘>

Lo

©

The'next two steps described_the selection of ‘the sample

o . -

ahd the forms to be used.in acchmulatlng the ‘data. Selection of the
Toronto Stdck Exchange as the universe was defended on the grounds of -

v

dominance of. exchange versus cher@Canadian“exchangee and dominance of

. »

the companies in the Canadian econ&ﬁy. The‘analysis'forme.had to- facil- o

EN .

u'itate'accumuiation of a large amount of .datd in an objective manner,

. .

_surfﬁble for'addressing the hyﬁbtheses and research quesEiSns;

v N .

B ’

Ihe last step described the methodology which, w1ll be :

S
used to analyze the data in.order to test, the hypotheses and answer the

1 -
v

k :eseaxch'questions. The over—ridingfobjective has been to dexelpp thé

P
means of describing the phenomen of the usage of thes to Financial

o -
4

- L ¢
et




ey

.

Statements and Supp&eméptétyﬁFinadcial Data Scheduies and to’begin tof»

v

explaln the reasﬁﬂs for the thanges in the amounts of usage :of Notes

LR 3 s

to Financial Statements. Tbe formulatlng and testing of causal or - . v

. v
LI

normative hyﬁgﬁheses is beyond our presernt data and/theory resources

with regards_to thése forms-of "disclosure. :OnoéTthfs‘iqitial study

2

has been completed the next -research steps, if nepded, will be in this . -.

o I . -
] 3 : T ? .- -t i
direction.. .o ‘ -

Chaptetfﬁive will,report and analyze the findings within

»

the framework ‘and methqdologv descr1bed in thls chapter, The next

‘J

B L]
chapter, Chapter F0ur, w111 desc¥ibe the methodology used to examlne
e .‘ ) 7 o '. ot .
the percept1ons of amportant producers/users of Flnanclal.§tatement to- >
4 i o = ’ PRI
Notes to Flnanclal Stateménts which is. an lnltial evaluatlve measure A
) ", J - - ' .
of this form of Qisclosure.q
oA, 5
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72 . .
SUthY OF SELECTED PRODUCERS
‘f
AND USERS OF FINANCIAL

«

.
STATEMENTS
* o -
- ‘e . ' ) :
4.1 Introductlon S . : . N

]
Thls chapter will detall the/dyﬁ.%heses to be tested and

research QUestlons to be answered .concerning the perceptions of selected

» -~ . -

: producers And users of financial regorts tgwards Notes to Financial

- . .

Statements. It will also rev1ew the methodoiogy to be used 1nclud1ng

= s
T~ j o i

questionnaires that ‘were utilized.’ ‘ L )
v - N N . . s . rS

The three groups, representing the producers«and users of

> -

Financial Statements, that th -] study will be concerned with are,A
C_')

1) in diVldualS employed by publlc Canadian companies who are most
’ . L. & . . - L d

8 ¢

respon51ble for the preparatlon of their company s annuaiwreports,
’ : 4 i : L

Z)nChartered.Accountants,~and Z)FFinanciél,Analysts. The first'gronp

o respon51b1e for the productiOn of the - Flnancial Statements The

L
)

second C A.s, is respongible for attesting to the Financial Statements~
whlch contain tlotes. “The third group, Financ1a1 Analysts, represent
the users of Financial Statéﬁent9° they were chosen as a beans of

M

lﬁmiting the size of “the inquiry.

P v




12 Financial Anelysts are ‘a sophisticated user of: annual reports,-_

& X

LY

therefore not totally represehtative of‘Lsers of finéﬂcaal statements

L]

geneTally. However these users have a large input into decisions made o

s "

by insritutions who are ma;or investors in pub ic companies _TheysaISO
'3 > -
provide investment advice.to individuals. For‘these-reasons they were '

7 . .

',chosen as a- highly )elevant user group who wilr act Aas’ my proxy for.

A those who use. financial ‘statéments.. _ o : T
’ - —_——N’-\ . - ' -
PR Cr- .
. ' For a number of reasqns and lustifications, this portion

of the study will'deal solely'&ith perceptions to usage of Notes to

~Financial Statements and _not with Supplementary Financiaerata
Schedules. Firstly, Supplementary Financial Data Schedules are similar
in\kihd.to the‘tapﬂiar foro of tﬁe t;gditional-stateme;ts.; This lack
of diffetenCe in this'format oﬁ disclgsure‘might obscuxe measurement

: of differench ifd perceptions towands .the notes and the st;tements.\

- ' - > % >

-

_Secondly, Notes, unlike Sugplementary Financial?Data Schedules,hare al-"

ways attested to by th uditors. This facilitates idenrification of
the ‘notés and insures that the Quality of having been audited }s con-

. N - - '

"sistent. These two factors°a£g~yot present,when referring (o] Snpple-f

[ )

4

menta?y Financial Data Schednlés.: Thirdly, Notee ‘are the dominant change

which we wish to examine. Theiinclusion of- questions conceTning usage )

4 ;of Supplementary Financial Data Schedules woald have almost dduﬁled the

"',aize Qf‘;he questidhnadre and thereﬁ.re act as’ gn, agent dhith might have
'reduced the reply rate.' For these reasonsa’I deoid:; td’ﬁpcus on.the , f
hotes to'Financial Statqments andKIeave Gut questidhs dealing With
prodgcer -and user perceptiona :2 Supplemediary-?inancial Data Scheduies.

(3
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Ty

4.2 I—iypotheses and Research Questions - : -

— o 1.

o I wfll utilize the same femat as was found in Chapter

-2

, Three hamely present the hypotheses in conJunction with relevant
. reéa}'ch questions. ,Again the hypotheses to be tested will also act ‘as

‘a foc:us for research questions concerned with extendlng the examina&on,

of producer/user perceptfons towarde notes.

P
’ i . d
N LN

.. . LA
" . . . " TA]?LE 8 - ’
: :': e ‘ . HYPOTHESIS 5 - RESEARCH QUESTIONS -
d } - #
= T —y e f )
H5~- Notes to Financial Statements '~RQ1)' Do .preparers of .F.S5.s, ~
are perceﬁ’rea to have the same ." C.A.s and Analysts’have .
s1gnificance as if the.inform- ." this view, which is the ™ '
at'ion or explanations were set . officiai stance of the . g
out in’the body of the state- © 7 C.ILCLALY, oo S )
uzents ” a ' : ’ . ° a) as ohe group'.: - ;c .
. "b) individual groups?
s, © ., . . - . . .
) - ) ) N lin) How_do these groups, ‘as a . -
et oo . ) grou or individualIy, per- .
;‘:,'- ’ L - o ;’6 - o ceive'that other members of * “‘
) ' . o the respondent groups See ' -
. - - . the signiﬂicance 'bf 'N&es"
IR ’ T e @ ‘ (is there a possible commun- .
e : - ication problem? - suggested
’ - : ) ' ’ “4in litetatu}re“rev'iew) .
S ’ T o .- s
.o ¢ RQ3) Are their perceetions con-

0 e - . sistent with replies’ of the

-




. S . ‘RQA),Do i:ij;ers of‘F.S:s, '

C.A and Analysts, as a

. N group and individuglly, per- .-

. » c?ive information found in

- notes as being more stgpifiel_‘

. . . cant to ‘themselves gg}@égg
épecéalis£~groups? (1s

- . : noté .imformation perceived

to be different?)

p - PP
g

R

. . ’ . . & s
Tabie 8 examines the perceptions -of these three groups to
. ’ ’ 7

/ .

-+ “the current stance of the Canadian Institute of Chartered Accountants

.
[}

‘toward noteés. (C.I.éuA. Handbook - 1500.04) -This current official-

4

stance towards Notes te’ Financial Statements is not to distiﬁguish

- L4

between them as a fdrmat of disclosureofrdm.the body of -the statement.
N .

N v

The data they contain are considered to be equal in significance'and

o=

presumably,‘sincq-ne;thé} format is recommernded over the jother, equal -

in ability to disclose financialidaﬁa. The first Step is to test h'
- , 4 N 3

'

- these assumptions on these groups. "While notes were a relatively ‘minor

A4
a

segment of the financial statements, the'importénce of the assumption »

was relatively Ihconsequentigl. As'later chapters will indicate, notes .

A 0

are no ionger minor appendages, theréfdre challengiﬂg this asshmption

will have implications concerning our attitudes to notes as a format of -

. ’ .
*. financi disclosure. A change in attitude is the first step if we .
are to focus our attengion on their usage. =~ . . .
. ‘Q’ ‘ ".— } . -
g The second important aspect to be . investigated, ,indicated
By Table 8, {8 the degree of consistency adgpé the respondent groups.
L J
€ ‘ [ . K

. B -~

.,
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A recent_thesis (reviewed in ChaptemTwo) by J. R. Morton indicated the

possibility of a communications problem associated with the usage of e

# : ' . pel

* Tnotes, resulting from differences ip perceptions towards them by - - |
. ! e ! b

- ) . PN l'.'-",-,--‘
producer/?serlgroups. . (Morton 1974) The genérality of his figdingg;il

- A

A

. was reqt:i&ted due to the limitation imposed by the'samﬁle@ﬁefugedf& .

Wy 4

PR

é As a means of further testing hdis fiﬁdings, as he éuggésﬁéd was neéeded; "

.
-

repiies used'po answer these and later research quesiidns will be com~

pared among groups to determine if there ‘are diﬁfetenbesm Hg argued
2 O ‘ ’ ) )
that differences in perceptions towards note%\between producer/user groups,®
- . J s . ) '
would impede the communicatjon effectiveness of notes. If this is’con- 3

firmed, and notes are an increasing percentage of the audited portion

L] - +
Ld v «

of annual reports, the extent of the problem is grdwing.
-

The two studies are not strictly comparable for two main

. . N ' . ) . .
reasons. First, the Morton, thesis used a five pojnt measurement- scale.,

I would assume, therefore, that he would be capéble of measuring

.smaller differences. ‘Secondly, the questions used are not identical. -

- ‘ ) -
Nevertheless it was felt that this opportunit¥ to compare my respon-

dents’ replies would further thgﬂ}nves;igatﬁgq-into this area. T

\ . ~ ) ) : !
. . ' . TABLE 9
| . HYPOTHESES - RESEARCH QUESTIONS - . ) To-
v . . . . '_ o
'HG Notes to Financial Statements are RQl) Do prepaters of F.S.s, C.A.s
« perceived to be equally effei;i&e' énd analysts, see these two .~ .
‘ for disclosing significant inform- - 'formats® for disclosure as o E>§
ation as the Bbody of the statements. . being equally effective? 5
. / . . . .
e //1"' ’ « s ‘
- ‘ v ) ' . - > . -




)

(Cont'd)

~
[

<H7 Notes to Financial Statements“arg

\ .
RQi{’Dq’tHe three groups have -

-

RQ,)

perceived as®being less effective , '

for disclosing siénificangtinform-

ation than the By of the state-

. ments.

“H. Notes to Financial Stateménts are

8

9

>

percéived as being equally

RQ,)

N~

efficient for disclosing signifi-

cant lnformatlon as the body of the

‘statements.

H, Nafes v{o'Financiél Statements

are perceived as being less.

efficient for disclosing sig

nificant information Qﬁ the

3 body of the statéments.

RQg)

the same perceptions?

(communication problem) ,
If notes are not perceived

to be equally effective,

are they perceived to be less

effect}ve?

Do these three groups have
R »

similar perceptions (more/

less effective)? (Comniunij

cation problem?)

-

and Analysts, see these two
formats aé being equally
efficient7

.

Do these_thfee groups have

" the same perceptions?

: (commdnica;ion problem?)

2Q,)

.

- RQy)

N .

}f notes are Aot perceived
as being equally efficient,
are they perceived to be

lgss efficient?

Do these three groups have

similar perceptions? (Moref

less efficient?) (communi—

,cation problem)

-

RQS) Do preparers of F.S.s, C.A.s
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A

’ B v —
;

v

tiveness}aﬁg/

Table 9 addresses the issue_of*reiativé ef

efficiency 'of notes as a format of disclosure. The work finitions

]

of effectiveness and efficiency which will be used in t questibnnaire .

will be, "Effectiveness" - ability of notes to achieve desiyed

obJective in communicating information and 'Efficiencz - ability oﬁ Lo

L
[y

notes to be able to be read and understood with equal eas an@ time as
ph ‘ ' :

the body of the financial statements. ;These qualities, as defined will.

be within the*context of a situation where significant information is

vcapable of being ‘digclosed by either fovmat. What is sought is the

perceptions of theSe.three groups as to the relative effectivenesgﬁahd

¢ - efficiency of Notes to Finan:ial.Statements. - i g .

) e o The C.I.C.A. dqes not normally recommend‘gze_hsage of
\;\\Seigher qf the competing formats where ore is suhstitntable for th; other. .
%~ vThe.basic assumption ig that‘the two are egnal as a meanslcfldis—

. . ) . .

cloéiﬁg required data. The CtI.C.%. is not completely consis&ént'in

- . A T . .- [ A
this approach since ’k also_says, "They should not, however, be used as

‘ Py ' -
;. a ‘substitute for proper accounting treatment.".' (é I C.A. Randbook Ce
1500 04) Since ghe alternative accounting treatment would be disclo- M

a . c

sure in the'Body of the statement, the\eption of using either format
might not be as open. In any case, the opinions of these expert pro-

\‘\‘\‘
dqcer/user groups shoulq give at least an initial measure of the.telaf{

. t{ve equality offthese two means of dis¢losure. . )
. . - N . " ’ _ ’ -
This of course recognizes that there might be two sitdati!hs.

The first situation- is where data aie capable of being disclosed,via

either format, the . secoad situation is where the type or kind of ’

data is oniy.cagable of note disclosure. 'The implications of equality

w4
"

. - . : . ’ : T r




~
-

° -
-

A} <

or inequality under these two situations will be discussed when the

?
« » ]

. ‘ . [

results of the survey are examined and in the last chapter,which will
be the s ,ummary and conc}usions to the total study. \'
- & - :'\ .- '

The second research question pertainingsto each of the

»

hypotheses again addresses the issue raised in Morton's thesis. If phe/

three groups have differeht perceptions, there might ﬂe a préblem of

_‘ . communication effgftivenesa related to fipancial diécloéhre, utilizing
. notes as a format. Since this thesis utilizes a more ?gpresengative
sample, ®the implications of the'findfngs would be broader but, as was
. mentioned earlier, not completely comparable. Again these will be ,. \
« . .
placed within {mé context of wy ' findings regardiné changes in usage of
- c, - .
' Notes to Financial Statements and expected trends in usage. The proce-
" dure of'comparing replies will also He.carried out with'sﬁbseqﬁknt
» : - L ®
,' . _,_) L N , B +
research questions. o .
TABLE 10 ' Y.
L d .—‘—.—-._-‘,7 Al -
4 ; *sw: . . g -' : L]
s GENERAL RESEAReH QUESTIONS RELATED TO - e ,

PRODUCER/USER ‘PERCEPTIONS OF NOTES TO
" FINANCIAL STATEMENTS

-

=
N .

RQl)'Do,prebarers'of F.S.s, C.A.8 and Analysts see the historical trend

« of usage of notes as it actually was? W ‘ 4 o '
B RQZ) Do these three groups agree on the trend? - ; T,
RQ3) Do %reparers of F.S.s, C.A.s and Analysts see the need for recom—
mendations ‘from a body 9“19 as the C.I.C.A. with regards tqQ the . K

il

tontent and format of notes?

- ] b

RQA) Qé'these three gr0ups~resgond in thq same manner to fhg above .-

question?




. . _TABLE 10 @6nt'd) R L

-~ - - -
- . .

-

RQ ) Is there a relationship between the perceptions of relative sig=-y
» nificance, effectiveness and efficiency and the perceived need

for Increased direction regarding usage of Notes to Financial

Statements? o N g
- L J

RQG) What reasons do preparers of F.S.s, C.A.s aqd Analysts give for

the usage of notes? ' c
L4
RQ7) Do the three groups giveisimilar reasons? . .

)W}a) Do the reas6ns given by these three groups relate to the findings
+of the empirical study of actual usage found in this study? ¢
) N - N . ' ) 3
(ie: legal or uasi—legal reqétrements and the complexity of
ﬂgs) . ) .

)“ %

v
- . .

»  reporting fi

[

a ' Table.lo'lists ‘ serie; of geneggl;§§§;§¥gh.questiceeaehich
do not fadl into the framework ofythéfﬁ§pgz;£ses. The first question
was inserted to confirm that tﬁeée’th;ee groups‘ﬁave seen en increase °
‘in the ueage of hotes. 1 asked/this.questionzig spite of the fact that‘

I3 ~

I would have been greatly surprised if the respondents did not rceive
. . - - .
the increase. The reasgx for the question wds .:he need to test this

[N

primary assumption, since it, in itself, might have an effect on how,

.

the respondents would have replied to subsequent questioﬁs.. . 1'5

N s

. : There h%s been little direct #Intervention by the concerned

agencles regarding content and fpimat.of notes. Tﬁe majof attitude

expressed by the literature and c?'firmed b¥ the aecounting research

.

director of the C.1.C.A. in’ an interview, ( G. Mulcahy 1974), is, "We -

recommend.ahat should be disclosed and for the most part leave the |

hdw and where to the person or organization who is disclosing. .

+ »

N




\

’ o ¢ . & * 75
- I :
o

The assumption ' ds- that thé alternate formgts areﬁequally acceptable

and therefore relatively equal a; a means .of financial disélosure.

T . N
There ﬁlighé also be a desire not to intervene where it is not necessary.
Questions RQ3, RQ4 and RQ5S from Table 10 ﬁill addréss tpis issue. It Q
wilk be done first by soliciting the opinion of these grpupskwi;h
régards to the desire for increased éirection andysecondly,:seeing\if

- v

" their answers regarding the relative significapce, effectiveness, and

<

efficiency influenced their opinion.

»
-

R The last three questions, RQ6 throuéh RQS, are an. . attempt

. to seek the opin;og\pf tQESe épéciaiiSt producer/user groups as to the .

* teason for the usage of Notes to Financig]l Statemenbs. The replies to

these queétions will compliment and be combared to the ‘direct empirical

.
3

examination\oﬁ usage 1in other parts 4} }hisﬁthesis. The replies .of these

experts éhquld be useful‘in'e#pla{ﬁing the usage and ;rends’in usage

~bf nétes: Thesé groups after’éqi%are themselves direktl& and*indirectlx s

partly responsible for what 248 how public, companies report An Canada.

' This concludes the description of the hypotthes and research
: ' [ .

[ ]
guestions coqcerned with producer and user perceptions. was men- +

tioned in Chapter Two, it is an initial evaluatien of ﬁhi format of
. - M A

diéciosdxe. The pyrpose of this pa;t of the étudy 1séto. Xamine

»
e r

* .
empirica}iy the basic gssumptions made concerning the usagy of notes ~
and to tie intd the findings of the empirital study of actuél usage.

‘\This will act as an initial evaluatlve step of notea as a means of dis-' -

- ;

&losing financié} data.' The next segments of this“chapter will desdribe

ltow this is to be done. LT __— ] S
* . - -
N . - B .
- - ! v
- - » » -}
" ‘ - [3 N . - L] N =
A i ' .
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4,3 Pre-Survey Interviews - RN

N ~ u i
; 7 - . L

4,3.1 Introduction ‘ ! .

"Pre-survey interviews were conducted for tw0'purpos‘e§.

“

The main purpose of the interviéws was to test the mail questionnaire

- » —

described in later sections of this chapter. A secondary puz?ose was

for the information they'provided in' théir own right regarding the

perceptions of producers and users - of. financial ‘statements.' A tertiary
:,"" . -~
benefit was that they prof®ided an initial positive reaction to the sub-

K
v

Ject matter of this thesis Y. VRN «

LT -

¢ Lot . . P
. [ ’ £ ! ? . ) ¥
4.3.2 Selection of Sample .
- e ™~ - .
Intervieys were conducted with fifteen people; five indiv-
. - * : w - Q'. ’

.

iduals within public comﬁan‘i"e's mainly- respensible for the preparatiop ¢
of their companies'i annual repoﬁcs, five- Chartered Accountants and
five F1nanc1al Analysts. &I'hes%ndividuals were ‘not, chosen at random

but mainl¥\because of Egir acceSsabili,t;fand appronriateness.

- -

int,erviewed. "C.or.‘porat-e. Offiqgr : 1) Corporate Acc0untant with- a large

Hotel chain, 2) Comptroller - manufacturing company - induatrial and w

~ consumer products, 3)’ Treasurer - large printing and graphics coﬁ:pany,

L4 Yo 1

iy -

'4)- Comptdéoller - large international'mining company, and 3) Treashrer -

L]
- -
. .

industrial and c;onsumer supplier. All of ‘the companies are public and

Canadian, some with international operations. LChartered Accountants:

-
el ‘:*-."n, -
Rl N

lr) 'Nfémaging partne.r - national & jnternAtional G.A. firm, served» on the

-

’ Auditing and Accounting Research COmittee of the C I. C A. ; 2) Partner

of a natiorral - international C.A, firm, located in a smaller office,'

I . -

P N ‘ : ’ , ’

Y
- 2 . ~
n

fhe folquing is ‘a'&ief de!scription of the fifteen people -

*

at



— B
hd [ ) 3

X

o >
2

4) two individuals, ¢ne thé senior partner Qf a regional C.A. firm,

I

both concerned with their firm'éﬁbrofessional'practice, and 5) Audit

° -

manager of a national - international C.A. firm, member of his firm's
. ’ ]

»

accounting practices committee. Analysts: 1) Analysts with a private
. L, .

investment company, 2) Analyst with a- large multiservice Brokeragd

House, 3) Investment Analyst for a Chartered Bank, 4). Analyst.and

senior officer of 'a large Canadian Insurance Company - analyst represemt-

ative on a C.I.C.A. committee examining ¢he 'Objectives of Financial

Reporting', and 5) Analyst with an investment banking compeny and

" ¥
<

president of a Financial Analysts' Society.

" . N . )
The above list ind¥cates that the sample was biased towards

large organizations and individuals who often had a pa:ticuiar interest .
-~ > .

- .

in corporate disclosure. As was indicated, they were chosen not for
- »

" their relative reﬁreseﬂ!!&iveness but for their input into the design
Y N .

-

and testing of the questionnaire. They were also excellent sosrces of
' # ' »

information coﬁcerning the prepafation and use of Notes EQ Financial &

« \ v
Statements.” Their main bias was.the extent to which they were informed

1

and their level of interest in corporate reporting. In this case I felt
« the bias was a strength as opposed to €~weakness. .
- - '. . 2

a

-

~

*

4.3.3 Format 'of Interview ¢ K ’ ) , wo ®

* \

The. interviews were coﬁduqﬁed in person at the offices of
) ) :

the interviewees. The first item of the interyiew was to get the inter- .

. - . ‘ -
viewee to complete a draft of the questionnaire in my ptesence. ~I
. L ’ .
recorded the time it took to compIdte the questionnaire as well as any ”v-
. ) B ‘, 4‘ . .
- difficulties they encountered completing the questionnaire.
. i o » ~a . " . . -
‘ , " 4 ' . ' . »
o ' N « - . ’ ’ ’
) . . -
- oL ’ . . . . - . ' [ :
. * " -
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Upon completion of the questionnaire, I‘debrieféﬂ the inter-
S .

‘viewee by reviewing the responses. This served. a du{} purpose of loca-
Cf ~ e ¥ . .

tingﬂ”probléms with the duestionnaire as well as solicYti g‘elébpracidns

from the respondent. Problems with the questionnaire were orrected-

P ———

and the questionnaire redrafted when possible between interviews. This

A\

was possible when there was sufficient time between interviews thha

.
. .

N v » .
the revised questiorfinaire retyped. This permitted a continual testi
3 , ,

of the questionnaire up to the final draft. ' N
iy .

The last part of the iﬁéerview was an open-ended discussion

of the topic matter. This ranged from specific items to an overall dis~ ' -:
, .

-

cysgion of my thesis topic generally and its implications. The respon- .

d ts' broad experiences,-iﬁterests and levels of-knowledge were useful

N . - -

both foxr their direct input into my data gatheriaggas well as ﬁfdirectly‘ .,

in the advice they brovided.

.
-

a S g | ’//;/47~'f—~'f“7““‘5”

4.3.4 Conclusions - Re: Pré-Survgy Intééviews o -

pu

The first end result of the interviews was the final- ii

questionnaire used in the mail survey which will be discussed in the

-

3 - . ) " I3
Wext chapter. The second benefit was the information which affected the

t

1

design of the StatemeﬁtuAnalysis'Fofms described in Chaptér Thrée. The 4 ;

-

third result was the general infqrmégion'provided.which.will.be reported

- b

4 o . N

in Chapter Six. . - o : . <.
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4.4 Methodology =~ Mail Questionnaire

. ~ - .

4.4.1 Introduction ° o . Toe : T
This section will des¢ribe the design Af the questionnaire

e ¢
o - . & - -
used ‘to solicit the perceptions;zf the producer/user groups. It will
- . - ~
also describe the selection of the sample to whom the qpestionnaire

o ~ 9

was mailed. The questionnaire-which‘will be dealt with first will be

- .
K s

described ¢gh relation to’the.hypothESes and research questions to which
y <

}t was addresséd. Tﬁe ﬁethods ;:ﬁd to pre-test thé ;ues;i;nnaire de;e

described abové and will thereﬁorelnotibe %ﬁpeated-herel - ) "3

4.;.2‘ Maii’Ques;ionnairé.Design - s ) ﬁ B
Appendix " "'contain;.the‘covering letters, the ;ail

’

: duestypnnaire, includin instructiops“aﬁd the reminder notice used.

N -
a

‘ . t
The appendix contains both the English and French versions. - R

The .French ver?ion was used for French speaking Canadians,

-

resident in the Province of Quebee. It was assumed that individuals . '

with -French names, resident in Quebec, would be capable or would wish

-~

to respond in French. There ¢s the pbs§ibility that a person with a

3

French n ame in Quebec would wish, an English questionnaire, or a pefson

with an English name in Quebec would wish a French questiprnaire.- I

’ s . " .
believ%’that the procedure I'took accounted folt the vast,majority of’

v

circums¥ances at a reasonable cost? "I did not receive any requests for _ .

-, -

alterﬁaté'questionnaires,.thergfore I assume I was, on'the whole, corre
- ‘ - - -

- Most conyincing was the"factvqﬁat the reply ratés, French/Edglish,'Qere

ndt qxatiééically different, (% 2»% .%4,0( = .35 approximately).
. s @ M * .

e
e’

ct.

N
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.

Yo s e

g

to an individual and not to juSt a title.and-firm: ,Also, as was men-i .

) Questions" (Payne 1957), and "3351c Research Methods in Soeial Science

'for»completing nhe&questionnaire,and-two important definitions; ‘Theé

.only unusual instructigp,pergained to situations where the questionnaire B

P tcl",\ ’ . K P

& number of stepe were taken to enoburage a satisfactory

. "o ” ,

fresponse rate. The respondentsnwers offered a brief write-up of‘the ' § .
findings as oneqihcentive. Creat care was taken in the design and - ’~:

N . . : ‘. I 4

printing of the questionnaire.' It was printed in an attrggtive clear - oo

, .
- '

and concige business format since the anticipated respondents are
. . [ 4

professionals. The respondents were offered the opportunity to remain - - .~ N

- - S
L3 \ ,

anonymous Postage paid business reply envelépes were employed both

' for. the anonymity they provide, no postmark,.aad {n‘keéping w1th the =~ . :,;-ﬁ”

prafessional approach.‘ f%e vast majority of questionnaires were mailed

-

. - 4 . . - [} , . . .. p : .'L
tioned earlier; the length of the questionnaire was constrained as much
as possiglet_ Three main sources were found to be most usefuI in the

- PO - - N

design and approach to mywmail questionnaire,ﬂ,"Questionnaire Design

N -

[} ) ¢ " = LA .
and Attitude Measurement" (Oppenheim 19@6), ,"The Art ef Askingf

L o » "

(Simon I9Q9) The satisfactory overall responee rate of approximately SRR

-
[:} ' ;

)"-_", L, e
407’ appears to havé justifiad the approach taken. -;?’_”A'] » L . .
The lead.sheet to the questionnaire included instructions
\/ 1] -

.
* ° - LR A

Lo ‘e . - .
had fot been mailed =N the approptiate%Corponate Officer. It merely
requested that those recipients who received the questionnaire designated b:
as the Corporate Officer and who, were‘not mainly’responsibie’for the
preparation of their‘company su;inanciai’gtatements to please forward‘

s -t » ¢ . "‘;"

-

&

it to the apprOpriate individual This possipiliby érose due to my' - '

»

inability to always preperbg identify whom this partieplar individual
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" as within. tfxe company. "I'his will be discussed further An the section )
] 0 - 1 Y i ] : "

-+, which desgibes the smpl,e.fselection.

-

~ -

=

The definitions were of 'Notes 2o Financial Staté&nents
* 9 - , .

- and the 'Body of the Financial Statements . It was .very important

.'“ v

that these terms be properly defined due to the traditional view of the

3

] ‘ ' ~

role ofinotes. This was n%ssary in °order that the respondents con=- _
I/

»

sider these two formats .as disténct, at least for the purposes d6f the

questionnaire. ‘ )-\ ¢ . KR : \

- ° ) -
.

L The first part of the questionnaire, repréduced‘below,

8 .
. \
dentified the re5pondent group, provided information about the res,pon-\

dent 4nd his- position, and the ;:ﬁber, of years qf experience the per- .
. M R . . . \_ R . I

<

Respondent g;roub ’ . e o
. ~Corporate Officer _ ° Public C. A. Analystd_

" Name of Comp,anyq O

Name of Individual _- . May be left blank if
individual wishes

Pos.i'tion o% IndTvidual * ) ,
o ‘anonymity

I 2 .

. . hd

5 Nuthber of ¢ years involved in- the preparation/use/audit of

a.

published Financial Statements - years s

)y

. .
. -

»

The first question -wawcompleted prior to mailing. "I'his}
insured that the respondent was aware of the tespondent grﬁ for which
* he vgas ohosen.~ A few respondents ‘did ‘not fill in the questiorma;re since
.. they. no ldnger performed'the) fuﬁction. -Quest:i—on-S :as used ‘to eXamine,
o s ¢ -

it experience affected the‘ way they respo"nde& to-the questions. s




-~ N , \\‘\ ‘Y ) 8 2\
. - N . o - s '~-<\\\ - . ‘
) ! - o . ’ N ’ N . . hd L
e - The balance of the questionnq}‘e\pertained to the Notes
A A -- e Tl " v
: themdedves. The first two bei.g <L, , T ey . .
S v . d
.\n‘. 2 . P ) . R N . n ) - " e . »
' S S 6. - Have you perceived a change in the gmoynt of usage of
.. . Notes‘to Finanoial Statements? . Yes . No o
o . .. 6a. If yes, décreasing _ -, increasing , N/A - )
.. e o s oyt ) . N .
¥ . . -t 3 -
. TSmO Tec e e o el o ) ® L /
K ~ ) This question was used to confirm the aséumption thet the -

:'respondénts were aware -of the incryeasing usage.of Notes to' Financial
:Statements. « I fully expected all but the rare exception to acknowledge

©
- .-
- o . . [

~ “.the increesigg usage.

<

. The next six quesxionerwere used to test HS' . =

- - - -

1Al

, . s -
[ ] Y "

e

-t © “‘ﬂ - 7. Do yQ\hPerceive Notes .to Financial Statements as having
n . 3

" the same significance as if the iuformation or explana-
P il - ' . tions were set forth in the body of the statements
- A themse 1ves? S Yes No

- ) ’ - p) - -'l—'— - ——— - )
3 7a. 1f no, do you peréeive theﬁ-as less significant Sy T T

. _.more significant . , N/A, . s . ‘,

~ -— . .

8.+ Do you think the other respondent groups (eg: Corporate
R TR |

o Officer or C.A. or Analyst)-.see Notes to Financial
T "~ .~ Statements as having the same significance as 1f the -
Yo ) information or explanations were set out, in the body ‘of .

tEe'statements'themselves7 Yes " No .
. N — r——— -
' -

-8a, If no, do you think they Perceive them as less signifi—‘

cant ,~ more signifieant — N/A&

- “

’ © C9. Do you think other people generafly,:xeg. sharebolder,

* general public) see Notes to Financial Statement as heving-

. - the same significance as if the id%ormation or explanations
o were set out in tne;body of the ﬁtatenénts themselves?

’ LR .
A . . ’ . . ‘ . : '

. : Ty




c. ' LI .
'_"- R R , . . - . . . 8«3 Al W
. . ) . .

*9a. If no, do- you think they perceive them as less signifi—

cant.__, more significant , ﬁ!é

\ . : :
. . N Lo
! i ' . - ) / D/ \'&h
° " - D 4 N T T - v -
. : . . LT o / /‘Q —

' There was a sttong indication in the interviews’that the . ,

= “ ‘“L- .
‘ { :

perceived significance would" be related to the level of eXpertness of
= ' 4
the.user.' As a reSult, this question was’ asked in a manner that per-

mitted the Qrespondent to relate his perceptions with regards to three

"kinds of»users: himself the other reepOndent groups, and finally the oo

A v

generel*public. The interviewees 1nd1cated that they ‘saw notes as a

.‘0

format for more epecielized data or information: I therefore wanted
- BN o ; L L :
to test this perception on my mail questionnaire since it was much
‘more representative. - ° a o ,'hi : A
o The next questions related to H6, H7, HB’ and H9 and their

’

related reéearcﬁ questions.

j4//f 10. 1If data containing sigﬁificant information could be dis-
' closad in the body of" the Financial Statements or_'in the
. Notes to the Financiad §tatements, would you perceive o
Footnote disclosure to be equally effective (able to
achieve desfred objective) in comm&hicating the informa-
"tion? Yes __ No ___ v .
i0a, If no, would Footnotes he less effective ___ , more effec-
Cottve' ], N/A e '

@

—

11. If data containing significant information could be dis-
" closed in the body of the Finaneial Statement or in the

Notes to Financial Statements would you perceive Footnote ,

disclosure to be as equally efficienq (able to be read and
understood with equal ease and time) in communicating t

=

information7 ' Yes No

’ - . PSS
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- - & L. "' ? ¢« F
. lla. 1f pO would Foo,tnoes‘be less efficient ____, more ).“
. -t ' ,‘ - efficient — ‘N/A N ' , ' ’
\ ﬁ ' * .. ’ - y .. Iv — - > X 4
- . R = . . i — A ! [l .
e The replies to these questions uere. used to test perceptidns of
relative effectiveness and efficiency. - I realized that the two formats
ara pot alv}ays“sugsti'tut_able, however I wanted to address the implied
'ESSUmPtiOH ‘of the CTTQ\. where the'forniat of disclosure 'is"l'eft option-
» ‘ R . P . i
? al. -Even if the two fomats were not substitutable, it still would ’
reflect on the. information transmitting abi].ity of notes if their )
effectiveness and efficiency w* perceived to be different. Therefore, .
. starting at .the position of substitutabﬁlity was Justifi.ble ‘ag a means
of thls initial qualitative evsluation of notes.
' The next*question tests both the desire for intervention :
* . . ..
by an outside body in further regulating the form and content of notes
,, R
‘and also gives an indication of concern about’ currert pﬁctic‘e.'
. b ° . . ° o
12. Would- you like to see an association, such as the ‘
[ 4
) e'anadian Institute of Chartere'd Accauntants, make ,
specific ‘and more extensive reconunendatiens bn the form :
) and content of Notes to Fimancial Statements” - -
. 3 . . "% Yes ____-_"' No .
* ) £
" The relationship of this question te the other questions -éfﬁﬁ.ﬁ'—.‘g
- - - . . ," i ’ ( . . . ' . ' - ‘ = g
might also indicate the reason,fer wanting or not wanting outside inter-
.vention. . . N ' ? ' :
The last queétion was an open-ended question, - :
";' ',.-1\ ) . ,
. ’ Q EA ¢ ‘:




13. What do you pércéive as the majéf reasons for usage..of

. Ndtes to FinaﬂEEil Statements as bpposed to dISclosure

. in the bo%& of the statements7 e
.‘ - -: - W
2 : JThé fepli‘h to this.queétion were.co;ed into -ten cétegories.
i Lo 3 L4 . _
These were deﬁeloped after the rgggéeé were reviéwed."‘: . E ;f

=4
%

"l. To maintain uncluttered body of financial statements,.

r

simplicity df bo&y of the-statements. .- L

2. Data in nbtes difficult if not impossible to be

included in the body of financial statements, ie: narrative,

"

non-quantlfiable, net part of present financial statements

4 3. Expansion or elaboration of daca presently. part of
financial statements - . N < F §
4, To provide additional or suppiéménta}y dat?. ; ]
T 7750 To provide data for specialist or professivnal usef .

6. Té'providehdata‘not used. by all readers of financial

statements, but of intgrést to some users.

»

7. To satisfy Iégal,of qﬁasi—legal'disCIOSure'require-

. :
ments. [ . »/
- ‘ VA

8. Complexity of. reporting organization or complexity of /

transaction. - N : . V
9. Spegific uses .identified; it: contingent lisbilities,
10.,0ther' o - | - .

Any sort of classification ef an open-ended/question tends . -

to be subjective. .However the:classification was not érucial\s} e

o

the'purpose of this da\gizfg_ggt,zseéest:a~hypothébis but to pfﬁbide

(\ ~

further insight into‘the.usage‘jj this format of disclosurgr » T
r /

A .

This concludes the despriptfbn of the questionnaire. Az ®

-—

caﬁ be seen, the questionn?ire was relatively short and the questions

*

—

s on the'who}e restricted to addfessigg the hypotheses and research

T
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QUestions det'ailed in Tables 8, 9 and 10. -*No attempt was made to o, -
. ﬁ;; :\Sqaieache respondents perceptions since thds‘ﬁas a péeliminary sfudy.

) , \‘—" 'w;e .

4§id not want to assume, at least at this time, an underlying

b
scale of perceptions. I used non-parametric statistics which ‘are suit-’

»

able to an;lyze the'reeultant,low-leve}d'of measurement~ Since the
: : r & e ‘ ‘ ' » .
main purpgse Was. to provide descriptive datw rather than test a norm- g

ative model, a more complex questionnaire was felt to be.unwecessary

IN .
- ’,

a“t this‘time. . ::\ ‘_ < - - - ']

-

»Z.4.3 Sample Selection ﬂ: B ’ - o .

it Was,decidedaquite arﬁitrarily that I would attempt to

\
" get at least sixty responses from each group. Studies mailing to sim-.

"lar responqents received response rdtes ranging from slightly less ‘than

< -

o

twenty percent Fo‘slightly more than for;y percent. It was therefore . .
decided that app;o;imenely'three«hﬁn&ted‘questibnnaires<in each group
- would be mailed ﬁo:insure a’minimum 60 fénl{ee in each group.
The. fir;t group, those meinlynrespenéibie fqr‘the prepar_.
-ation ok'public company finenqiai_stetemenési-was eelectedlngidgoé li?t
oL of cpmpan@eé wfth”shares listed on the TeeentoAScock Exchange. The

April, 1975 Toronto Stock -Exchange heview\was used as'the source.. There

—

were approxinately 946 different comﬁaniee I'isted. In order to- arrive

’ ° - ‘ - . v
* °  at a sample of approximately 300, one in every three was chosen‘ The
- ’, [ 3 " - - ..
first number was chosen at random and then every third different company.
_ , S N : . . —
This resulted in 315 tompanies being chosen., . .
L ) r o S .

. : The next problem‘was securindrnames and addresses for the |

A »

?15. The main sources were, the Annual Reports of the companies various !
. L J

. ) . " ‘1 v - e
‘q . . .




-

A ~cdrporaxe directories and from he Toronto Stock Exchange., The

obiecttVE'was tqzobtein the address of the comgany 8 head office and“"

v

the name of its treasurer or comptroller or. similar company of\icerr.l _

Il

,.decided thd! the treaeuger or comptroller wouiu either be the individual

o X ‘
; most likely responsible for the preparation,of the financial statemenif
or.in bhe'best position to forward the: questionnaire to the applopriate,
‘ - . < .

. *‘,. Lol . ', L u -, . i ".“ ) ’ . -<~ .

) per"ecgn,_,r ) ;;"g. R R R - j“- Vo IR
d’.' ) "'\":.n‘. ’ R i ‘ ( o ‘ “‘ ) ’ ."

t "-1t Eventually 238 of this group were,mai}ed queetionnairee‘

"" o -
The ones eliminated werq'for the most-part companies with head offices - T
N\

o_fside Canada. iTWo'of the companies choeen had alreedy been interviewed

and were therefore deleted. Of the 288 Questionnaires mailed, three” 3éﬁ'
* :
. were mailed french questionnaires.and the balanée in english. .

“The next group;wChartered‘Accountents,.*eregghosen using

the 1975 Dirgctorf>of Chartered.ﬁccountante. . Thése who indicated to the

) L ]

~Canadian Insti;ute of Chartered Account:zts, the‘oubliehers of the .dif-
.ectory, that they were in public practi

were identifiable by an .aster-

- isk which preceded the name. There were less than 7000 80 identified

e 7 - 4-‘ = . ’-

therefore one .in ev;ry EWenty was ,chosen. The firat number was picked
’ v :
at random- ahd every twentieth theréafter. Tﬂ!s resulted in 311
i Chartered Accountants being chosen. Fifty- ree of tbese were mailed
) frencn qu;::;onnaires and two—hundred and: fifty eight in englisn

The }ast group, Pinancial Analysts, was cbaseg from

Diractories 1isting the members of the Toronto, Montreal Vancouver and

i -

Winnipeg Societies of Financial‘Analysts TheYe were 1270 individuala

lieted, therefore, one in every four was chosen. The first was again~

ol °

picked at random, ‘thereafter every fourth name was chosen. The result

-




" was three-hundred and three analysts seventeen £r§n~c’r’: an‘two-hun- :

* dred ahd eighty—six english. ’ ' .
; “ | -
" TABLE 11 . L L
‘ e ’ ) -, ..
COMPOSITION OF SAMPLE TO WHICH ° - : : .
- QUESTIONNAIRES WERE ‘MAILED .
v t - ) N .
LY N , $ B s — - i .
‘Charteéred - .- inancial .- Corp. S T
. L Accountantsg Analysts % Officers. .‘% - Total 2 }

= 0 —t

ik W
French 53 17 - 17 6 3 1. 73 8 °

- 4

English 258 - 83 T 287 94 285 [ 99 829 92

I's -

1

Total 5 ° .0 311 - 100 © <303 100 288 100 902 100

_Percentage . 34 . " 34 32 100

LA . 2

-

.7 N .
Table 11 summarizes the composition of the sample to which

-
¢ e & . " .

questionnaires were: mailed. As was mentioned earlier;-french question-

naires were mailed to people withnt‘rench mames in the Provincée of Quebec.

*

Table 11 indicates that the three samples were not exactly equal in &ize.

1 ‘ ° ’ 4

The differences however were not great., I decided.not .to alter the

-

samples in order to maiptain the legiﬁmacy’ of .the random selection and

.- . v . P [
- «

prevent bias, S , ) ; .

. ‘I‘his therefore completes the description of the sample chosen.
The questionnaires were mailed on Augus‘; 20, I975. Remind’gr notices;, )
a copy of which is also” part of Appendix "C", were mailed on September

10th,; and l7th. "Due to the intervention ofe a mail strike in Canaday,




Lo : s
. L ' . - ) ° .o - ‘/ )
responses up to December 29, 1975 were used. The description and ’

anaiysis'of the responses, ineluding the response.rate,'wilt be.disr

‘e N % vy . " ~
. ' o

cussed imn=Chapter Sikx. ~ . L . .
R . ' . R o« o
4.5 Anal)rsis SRR N : A

o - e

“This chapter has reviewed the two fefms of data collection -

. to be used in examining the‘perceptions of produceﬁs/users towards Nbges

o

to Financial Statements. The first,'interviews, was, used to imﬁreve“the
mail.quéstionnaires and secondly,‘to proQide'%vereli descriptive inform=

atfbn relating'to'the area undar examination. Analysis simply consists’
of subjectively examinihg the responses. dith regards to the primary

obaec;ive, any probiems the iiterviewees had'in completing .the question—
&

-naires were translated into changes in the draft questionnafres, leading
to the final questionnaire. The gecond- objective of'the interviews
iwas achieved {by examining the contents o} the interyiér_q_s as they

relatWO the'tOpic under discussion. >,
. S 3
Analysis of the data derived - from the mail Questionnaire

~
© E]

fal]s into three categories. The firsb is the frequency of alterna-

. . . .
@ & -

_'\tive.sre‘eponseito the questions. The replies ‘to all b‘ut the last
\

q§ESzidEhshich is open—ended are dichotomqus or categorical Thie

"z
1.@
4,

1imits the measurement 6 the nominal scale., Therefore the testing of .

-

the hypOtheses and nepli-es to the research questions used non-parametric"‘%‘?w

L

statistics when statistics are~required. On the whole, howeVer, many
3 ' - ) S * . ‘
of the research questions can be answered by-sigply Myoking at the
SN a

r N '

frequency of the various repiies. S s . _
f. * . PR L
- . P + -

The second category.of analysis is to detérmine 1f the “*-

three~respondent groups responded in the same way. " For the most‘phrt,. .

< v .
v g ,.m';' . ) R N \ .
[V he ’ . ’ [

» ] - .

-,

.,
L )




L .. S 990
. ’ ) ‘-'\" . j .

%he Chihsquare'test wiﬂl be used to determine whether here are stat- "

' istically significant differences among the three groups.‘ The, Morton

* e S . -

thgsis would suggest that there will be differences among the replies
of the respondent groups. I will therefore test his hypothesis by

attempting to reject the null hypothesis that there are no, differ-

ences among the respondent gr0ups Inasmuch’ as .this is not a hypo-"

thesis in my thesis, a prior 1€Vel of significanee will not be set An

. T
. arbitrary 1eve1 for discussion . purPQbes will be given in uhe analy51s
2 .
chapters and all the exact bvels will be reported ' \\

The last category of_analysis is to measure whether there

is a relationship betwe¥h responses. nFog'example, did the r sponsés to" -

" the reletive eff'ectiveness of notes=relaté to the‘desite. r outside

’ intervention ()n the content and form of note usage. Theref P besides

wanting to know if there is a relationship, using Y sthtistic,»l would ;

-

want to know the strength of the association.' The low level of measurg-

ment, not even permitting ranking, will confine the anaiysis to the use -
of ‘the Contingency Coefficient . ) o . s ﬂ“‘

" Therefoxe in _conclusidn to this section, the analysis to

be used is cohcerned with freqﬁency‘of'responses;'differences amgng

respondents and co}relation between variables. The measuréments arg

o *

. . ) L. T - ) .
only suitable to'non-parametric statistical'testing. The objec:ive of -
R

] ’,the analysis is to provide descriptive information about the perceptions s

of the preparers/users of Financial Statements.. towards Qotes

n

-

«? Lt
o J

'4 6 Sumnlrx and Conclusions - o : \ o

- ! .. The chapter began by detailing the hypothesee and research

questions about the perceptions of the three preparer/user Kroups which ‘

) ’ & . . - -
: - . R s .
[ . ) ! . " .
. . .
o . R ’ .
- . .
, ‘

.
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.-

will be examined. The gyer-riding objective 1s - to make an initial

<

qualitative evaluation of the usage‘of_notes. . S .o

+

s

The primary means of making tﬁisqevaluqtiOn é&s to test:the’

traditionalféesumptions regarding the usage of Notes to Financial State-
A L9 ’ . *

’

ments. The First assumption is'fhat the relative significance of inform-

*

" ation, disclose& by way ‘of notes‘ie efqual to the information disclosed
.in the b ody of the statements.j The second assumption is- less direct:

'The assumption is Ehat, if neither format of disclosure is recommended
’ 2
Rver the other we must assume that these two fomats are- equally

effective. and efficient for disclosﬂng significant information

-
1 ]

A second area examined concerns the pOSSibility of a .

—

" communication problem. It was suggested by.J. Morton in his thesiS’)

&

that if the prodqcer/user groups percelved notes differently, it could

\lead to communication problems. Therefore the responses of t;l three

éroups will be examined for differences. , ‘ ' y

»

Fhe balance of the research questions deal with a number

[

‘of miscellaneous questions of interest; namely, the desire for mere,

direction with regards to usage of notes, whether perceptions about
notes 'a ffected the desire for intervention and the “perceived reasons
. a‘ -
for usage.
. ¥ . . - . »

The :chapter then proceed&o describe the interviews, mail

‘questionnaire) and.analysis which ;as used to reply to -these research .
qnestions and test the hypothéses. Included in this section was the
desctigtion of the selection of the sample and the éample itself.

‘ , It must be'qealized that.the questions were formulated and

'means of examining designed in lignt of an overall objective. This

\ objective was to make an initial evaluation‘of Notes to Financial

[}

©
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Statements. . Ideally I would™Hale liked to directly measure the rela- . s

. 4
of notes as a meahs of commupicating financial information

{
. .

- - o >
versus’'the body o&\the financial statements.

tive werth

. -

. & . , s

Sinc# this, was not seen
”»

‘

as being feasible,. at least- at this time in this thesis, a more\modest

¢ . -

)

objegtive was chosen. ’ *

Later chapters will demonstgate the extent of growth in
M <
. v . Q
the relative usage of notes. If the validity of the abBve assumptionsS®, . ’

regarding usagé, is demo%strated to'be:questiohable,

v
. -
large positive change in relative usage, it would seem that there is an

~

combined'with'a( v

< ©

. . - .
immediate need to re—evaluate the usage of notes. The 1ssue of- commun+

»
1

ication effectiveness would increase the urgency of re-examining our
CIN ) N Q
present means of ftnanci§1 disclosure? Therefore, although the ideal
1 W N g :‘

evaluativg rouge might hagg been most preferable, this indirect initial

2 3

evaluation°might providé the incentive to pursue further research.
. .

- \ Q
This result is certainly in keeping with the objectives of e*ploratory . N

. -

deécriptive research studies. This will be kébt in mind as tug data’.

. 3 g = : ‘ ‘
are analyzed and implications drawn from them\\u;l , L
[4 o . - ' v
\ v " “ o
. ‘
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" USAGE OF NOTES TO FINANCIAL STATEMENTS L e
AND SUPPLEMENTARY FINANCIAL DATA SCHEDULES - = ° e
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5.1 Introduction Y .
E i ’ v = . T - > N
. Al h & -
L C , The 5urpose of this chapter as the Qitle indicaues, is

te descrlbe the usage of Notes to Financ1a1 Statements and Supplemen*
.\ e

»

tary°Financial-Data Schedules The chapter will document. the reSults-‘ AN

- : = N ¢

and anblgsis of the.effipirical su‘.irveyc,q described i'n\Chagter ThHree. It
’ ] #‘ ¢ &

will dé’so_by_ foilowing a format consistent with the hypotheses and *

reSearch questionse0utliaéd in Tables 3 td 7 and in the Mannév des— ° .
3 . . ¢ . b o °

. ° ~

bl
s T ye

cribed in Chapter Three.

¢ - . - % ¢

-
"t

I will begin the chapter by first briefly describing the

preparaeibﬁ of the data for analysis. 1 will fhén proceed’din the’ fol~

o

loﬁing order, 1) thewdesﬂflptlénﬁbf the usage of Notes, to Financial

L—Erﬁ ’ [ a. z
° 3tajements, 2) usagb of Supplamentary Finaneial Data Scheddles,

3) reasoﬁé‘ﬁor changes in usage of notes, 4) the expectq& trends of

usage of both Tormats, and ‘lastly, 5) the summary amd conclueions.. :*

2 .t
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. . of partlcul-ar questions will be discussed in more - detail as the analy51s

""is‘ ‘described. ’The basic datas files c_ontain "the datd in t‘qe form illuos-

o
. - N L] . g - ‘
trated in this appendix. | .7 ,' ;“:,7:, o . L
-t . - s ” :
- - ’ - - ) o . -~ - .

5.3 Usa!e of Notes to Financial Statemerits.

1\. .s . . 3 .
Lol b ‘1 * . . R -2
T :: ¢ 4 . w e -t - e
e s T . .94
. - -~ N
5.2 Preparation Qf‘"Data for Analysis > - T - "
' ’ N ' @

-~

“One -of the major analysis hurdlés wasgt‘ge large qua'htity-—--‘

F » ‘.

of dat.a.‘ As was inc{ic.ated earl:Ler,) _Statement @alysis Fa;m Qge \gﬁas.

v e

- »
» P

applied to 60 _ companies for twelve separate periodt., l‘éss the .two

mlssing:observations. 'I'his re;.ulted in 718 cases%xamlned on-: 32 d:unen-

sions '(ﬂ(mber of questions). Statemen; Analysis, Form Two resulted 4in

- “ N [

generathg data on 4205 notes (céses) on 13 dimensions.: SRR . o

-
-~ v 4 g

As a result, the aQalysis forms‘ were copﬂtructed to. facil—

L)

itate codin°g. The codings used are ilIustrat@cf in Appendix "C" -~ Coding

.
- 3

- 2
- - N R " -

then examine spe.c/ific uSe's, exten‘t ~of new or ’édéitional 1n§ormati,on,

) - b
- of notes; 2) pages of notes, @en used ih e:'enjunctitm with total pages

5.3.1° Introduction ) ,L - -

Th@ section wj.ll‘_describe and’anaLyze the data concerned
with the usageJof notes. ~ It will fir’st adéress and test Hypothesis 1,

) %

SIT e o ] . : :
and laétly, he general research questions which deal with the rel&tion—-

r, . T ' - s

ship of auditor to usage, the fomat of usage, and historical trends

. P .
’ - '_‘— o > Tar ,:. . a -
in format® ™ ‘ . . oot

. . - «
° ¥ - >

R 'I:hreg measures of usage .were taken. . 'I'hey are, 1) number

L4

: N Lo
of notes and statements give a measure of relative usé, and 3) number o

> s -}. _ - v

;

of wo‘rds. -»These measures will be used togeth'er withe- oﬂ‘ier quesi:ions -

nf s

‘(1e' year, charter, topic, etc. ) to desétibe usgge a.nd:,zrends of usage “ -

) - . .
of .Notes to 5iitanc1al itatements’. * Coor ) .
) ) ' ‘ . . " . -

>




49

) LY -I
» - > . _
IR RN - L 95
%.3.2 Hypothesis 1 ’ L e : o N
’ ) ) ‘ M < < € - ' L
This segment tests -Hypothesis 1 and responds to the

‘ - ' ‘) ' . -
research questions which dddress specific uses, extent of new or .add-

..

.itional discldsure and the general research questions described in the’

R

introduction. . : o . b
i | - ’ m . ) . ‘s . » - r_ B “ -

T .~ K THE LAST TWENTY vEARS THERE #AS BEEN IVGREASED USAGE OF
* Hl L NOTES TO FINANCIAL STATEMENTS IN CORPORATE ANNUAL REPORTS

' - IN CANADA.  ~ BRI N , ;
\ . * . . .oa . .
" ! ' ‘ . » . &
L N e

LtTable 12 records the observed number of notes used by

.~

the samp le companies in the’years 1955 through 1974. The first col-

umn per year is the- absolute frequency that a certain quantity of notes
*

.

o
c -

‘(0. to 21) was used _ In 1955 fdr example, 19 of the 58 companies -¢ . .
! -~ - e )
C,analyzed had no notes, 9 had 1 gote,'etc. The last column is the result

®
©

,ﬂof mulfﬁplying the number of notes by the number of observatiqns. The :

e s
- e ' € .7y
* fotal of these caftulatiOns bring to 134 total notes used by the 58 . fJ"
cOmpanies in 1955; The middle column the relative.frequency, is the' - o
- - -
percentage of companies who fell into a particular group, (ie. 19 = 'f .

‘s "7

tompanies had 0 notes, or, 337 of the observed companies in 1955 had no~
notes). Thé total notes in the 12 periods examined was 4305 wh:}h is; 7

the number analyzed by Statement Analysis Form Two.

P

'Below the schedule‘are‘statistics related_to the usage of .o

‘notes. Those in €olumm A are calculated without including thoses obser=~ !

& . M °
v > s . Ie

vations where there are no notes. - Theréfore, in 1955, they would bé

;' N - <

based on 37 observaticns“(SS - 19 = 37)* Column B includes all the B
; s

pases, 58 in 1955 and 60 in all the rest of the years.
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- A In my subsequent analysis I will use both Colums A and

- [
o

B statistics. Using Column A is a more conservative approach which .

° -

)

downplays the 1atk of .usage in_ the earlier years. The effect of uqing

»

the "no notes situation, as Table 12 shows, would be to decrease the°

o
© t '

mean usage in 1955, therefore increasing the change iqgmeanauSage from_
) [ ° -’9 ¢ ’ . .

1955 to 1974. . o . ’ 0

. . - 9,

. Table 12"c0nfi;ms'H1 that usage of notes in Canada has™™

v <

. -

increased. in the: last twenty years. Total notes of ‘58 observatione‘
in 1955 was 134 and in 1974, 474 notes were used by 60 companies.

¢ s
Mean usage changed from 3%ﬂ3 (2.31) notes °‘to 7.90 apd thg median from
j ’ A . .Jo . i . . .
2 to-8. More detailed examination of the change over time will be made

v
o .

¢ as the other research questions are examined.- T o M
o . N .

- ° : ] B .
R . Table 13 looks at potes-‘as a percentage of total audited

'section~9£ annual reports. The widelfariety of*values resulging'from
the calculatlon, gﬂge .of notes diyided by pages of notes and pages of
statemepts (audited), would have made the’ table .too large and difficult

. to comprehend.‘ ‘The resulthg<calculation'Was therefore,recoded into
o . F;‘l i Ry (' N . . ¢ . -
6 11 categories. Tahle 13 is.the same as Table 12 with the exception that
« v I il ' : t 7 o«
o’ . the total columd is not used.: The statistics were also calculated

N

&-using only those cases with notes,.Column A and all cases, Golumn B,

. ° Again both situations will be referred fo in the analysis. - -

° ’ . -y c : -4
e e . . Table 13 also confirms H that the usage of notes in
. . .. .. : ’ ’
Canada ha$” increased in the~last _twenty, yeans.‘ The mean was .137 in *

-

1955 and .336 fn 1974, (.092 to ©.336, Column B). " The median has changed

Y

from .07 to .33, (+03 to .33, Codumn B).,, This indicates thac “the notes,

-

. P - -
y as a comporient:, hdve reached a state in }974 where they represent one--

-

]
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TABLE 13
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QUANTITY OF PAGES OF NOTES AS A PERCENTAGE

OF TOTAL PAGES, NOTES PLUS STATEMENTS
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third of the audited portion of anhual reports. Whereas Table 12 ’

<

-~ 3 u ‘,‘ LI
indicates the usage of notes has.increased Table 13 1ndicates that

-

usage of notes has increased to' a greater extent relative to t‘E body

-
’

‘of the financial statements as -a-method of disclosure. .The note‘co&nt
“ 9 »

. .
' . <

measurement is used by the C.I,.C.A. in its publication, Financial

”Reiorting in Canada, (C.I.C.A: 1957 to 1975). The notexpeggt/m4::;;~\:?\
L . . . . ] . ; »

- B . Ea

fails to relate the relatively increased usage of these formats as a =

.

. mpans of discﬁosure’an& could underplay the,importance of notes by

mere by seelng them as inéreasing.as disc105ure-is increasing The e

relative growth is the ‘important additional dimension that this

" - <

.. Ty <.
measurement gives. . . . , .
° - o . ! - . . “ ; LR .
. Pable 14 examings. usage by measuring it on the word count .

. 4 A . ) < .
s dimension. As in Table 13, the raw number values would have been too
4 N 0 : o ’ ) .
extensive to petmit the %onstructibn of "an understandable table; thére- -

fore°tnESe codnts were also recoded, in this case imto 21 categbries.

.

-

The set uyp.of the table and method of calculating the related statistics

I . -
°.1a the sdme as Table 13. ) ‘ - » OV'T , ‘ o o
' Table 14 alSooconfirms ﬁlathat"the usage nf;notes;iéép‘; '
‘ increased quer the'last(twen ;years.' The meap number oé_werds used in
. 1955 was 288 and 999 in 1974, (J93 to 999 in Colum B). The median  °

changed from 105 to 605 words, .(45 to 605 in Column B). The extreme

2

values in this measurement seem to influence the calculation of the .o
. H o @

mean to a greater extent. Therefore, it seems that the median would

be a better statiétic if we are interested’in tha change in usage o
by an_average company. Eor example, as the tabie indicates, the mean
i A
in 1974 is greater thanSthe»useée ofqapproximately two-thirds of the
£ B + ° ° °‘-

o
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No Notes

50 or less

55 tof 100

L

=135 te 200

205 sto 250

255 to 300

305 to 350
“355 to 400

405 ro 450
<455 ro 509 -«

0

Q

or e
m-—(ﬂ

OMMNOD O
© = s e
OO

MmN AaNNO O

505 to 550

555 to 600
‘603 to 630

2

>

653 to 700
705 to 750
755 co 820
30% to 850
385 to 900.

18 30.0
60 100X

15 25.0

60 100%

11 18:3
60 100%

8 13.3

11 -18.3

"8
', 60 100%

6 10.0
60 -100%

13.3

22 360 .

§ 13.3
60 100%

8§ 13.3

More than 950

60 100

60 1007

60 100%

60 100%

—

60° 100%"

58 100Z

&

A

Q

<

STAIISTICSV

30 °130 130

2105 2815 2815 4115 4115 4425 443,

2505 2505 2250 2250 1605 1605 2130 - 2130 2260 2260 2150 2150 1965 1965 2110 2110 2105

3%
5.
¢

13

830

999 99
60q?
W

83
5 60

828

756

580
0.

828"

756

580
0

686
*591
490
]

686
0

591
490

621
472
470

0

621
472
470

Q

5617
451
430

Q

567
451
430

0

456
430
0

564 . 564
0

456
430

470
0

-520
420

538

620

485
2

504
477
415

0

513
480
415

1

435

476

255
0

451
482
300
T2

367
392
185

0

396
220
6

408

an
418
120
0

319
120
9

435  a7.
45
0

193

288
19

511
105

N

&

MEAN
MEDIAN

MAX
S.D.
Missing Values

. Calcultated on raw data < not grouped

t

-B = Includes all cases

v

no notes

4

A = Does not include cases with

2.

Notes




N\

r

v
.
2

[

Y

»

v

the three measurements.

-

-

-

v

e aa\

P . X 2
o . . P ."‘\ﬂ

if measured b){ word ddunt* . ‘ o , o st

“ s &
'\‘ ~s an *

_The dbové tables anq_analysis has coqfirﬁed the basic

™

101

«
~

,
" Y
-

. 'ébmpénie”s. . In any even\z: the poim: is still made, usage has' imene.asedo

~

hypothesis and 1q§£§al research questions that usage’tas increased. It

+ has demonstrated that not Only are more. no&es beLpg used in total but

- .

-

rate of change.
N

©

N RS AY
Tables 15A a

usage of Notes to Financial Statements

" # increased?"

« .
-

A= research questions in this section do is fogus _aﬁalysis on extent and
) : p 1 e i 4"‘ . L
'Tabile 3 RQZ* To what exte‘and at what ra'te. has the.

15B, Changes in Means of Measurements, and
>

Tables 16A and 16B, Changes in Medians of Measurements, will be used

N\

as. the basis for examining the extent and rate of change ovéj: Ehe.

peribd,. 1955 to 1975, These tables use 1955 as the base };&r

-

R
L]

©

. . 4

. €

(base = 100) and indexes thé'means and medians in &he Varipus years for

“

the individual cbstparlies are.inCreasing theLr u‘;age‘. ‘What.the remaining

The first ;;'art oﬁ the 'fes’é_a‘rch- questions asks,. "to what
extent has %qsage changed. . . "¢ - .
S "

3 ) R

: L 2 ’

a r

MEAN . * 'MEDIAN ~

L Table 15A Table’ ISE  Table 16A Table 16B
change in number of notes 2,3 times 3.42 times 4 times. - 4 times

(1955 to 1974) ¢ 7 T+ s

change in % of page8 , 2.45 times 3.65 times 4.71 r.imes“ »li times
(1955 to 1974) - : ‘ - . .

change in number of words 3.47 times 5.18 times 5776 times 13.44 times
(1955 to 1974) ‘ ’ : . ]

rl



) . . - N 1'0 2
S .. TABLE 154 - S .
Tt . IR Ch oy T -
L, CHANGES IN MEANS. OF MEASUREMENTS OF USAGE QF NOTES ,
*" 4, .07+ . TO FINANCIAL STATEMENTS (ONLY CASES WITH NOTES)
T .. 1955 ®o 1974 (1935 Base Year)
- X 1955 \ X . 195 0 . X o 77 1955 ek
. 7 ™ -No. S v - S
"y -Notes ™ Base = 100 ZPages ' Baég =-100 No. Worqs Base =, 100
. 1955" 3.486'7 100 1377+ . +100° 288 100 .
1960 ,3.961 115 .156 - 114 319 D11
. 1965 5.259- 153 2199 3% 145 ¢ 408 142, . -
1966  5.534. 161 . /189, . ~138. ° 451 . 157
1967  6.05y. 176 . 2150 ™57 . 513 7 - 1780 .-
1968 ,6.586 192 231 . 169, . 538 .. 7" 187
-1969  6.517. 190 .223. % [ 163 £64 7 - 196
1970 6.817 _ 198 244 i78 567- 197
©1971 - 7.517 .+ 219 .253 . a8 ° 621 . 216 .
1972 7.450 ¢ T 217 ~.266 - 194, 686" . 238 "
1973 .7.550 220 T.286 . 209 328 . 288
~J974  7.900 230 336,  ".245 999 - 347 i
L he . * . Com L , e *
&= — -
X TABLE 158 L .
CHANGES IN MEANS OF MEASUREMENTS OF USAGE OF NOTES '
: ' TO FINANCIAL STATEMENTS (ALL CASES)
, ‘ 1955 to 1974 (1955.Base Year) - .
X 1955 X 1955 - X - vo1955 . O
No. - . } - . ’
Notes' .Base = 100 % Pages Base = 100 'No. Words Base = 100
: ‘1955 2.310. 100 - .09z 100 . 193 100 .
, 1960  3.367 146 .132 143 C 271 140 0
T 1965 | 4.733 .. 205 179 195 . 367 - 190 R
1966 5.350 232 .193 210 35 . 225 e
1967 -5.950 ' 258 .212 230 - 504 261 S e e
. 1968  6.367 276 224 243 . . 520 . 269 . . L
1969 « 6.517 282 «223 262 , - "~ 4 S292 %
, 4970 6,817 295 . 244 265 567 . 294 . T
e 1971 7.517 - 325 .253 275, --621 . 322 o S
1972 7.450 323 .266 289 - 686 - 355 TR
N 1973  7.550 327 .286 311 828 . 429 R
. 1974 7.900 “342 - .366 365 - 999 518 - . .
ﬁ‘)?, o - . ’
. . . L K%




Y . . -
) ,"f -~ TABLE 16A

.. ;
4

-

CHANGES IN- MEDIANS OF MEASUREMENTS OF USAGE
OF NOTES TO‘FINANCIAE STATEHENTS (ONLY CASES WITH NOTES)
. 1955 to 19‘4 .(,]:9§5 Base Year)

o

[
Oﬁ

Median  Median . 77 "Median
No. . 1955 ' 1955 1955
Notes .Base = 100 Z Pages Bade = 100 No. Words -Base = 100 -
1955 © 2~ 100° .07 00 -~*  105.- 100
1960 - - -3 150 .10 143 9 *- - 150 143
1965 .5 © 250 .17 243 220 210
1966. - 5 250. .20 . 286 ' 7 300 286
1967 6 " 300 .20 286 ,- /7415 395
1968 6 300 .21 300 485 462 -
1969 6. 300 .20 286 430 410
- -1970 6. " 300 .21 300 - 430 - 410
1971 7 350 '20‘“ 286 470 448
1972 - - .7, 350 © 357 . 490 467
1973 7 350 16 371 580 552
1974 8~ 400 . 331p 471 605 576
o . '=
. - TABLE 163
CHANGES - IN MEDZﬁNS OF MEASUREMENTS OF USAGE .
. OF NOTES TO FINANCIAL STATEMENTS (ALL.CASES) ~
1955 to 1974 (1955 Base Year) ‘
. ‘Median K Median " Median C
.No. . 1955 " 1955 - 1955 .
Notes Base = 100 % Pages Base = 100 'No. -Words Base = 100
1955 - 2 » 100 - .03 100 A 100
"1960 3 150 .07 233 120 267
1965 4 200 ° .13 433 - 185 411
. 1966 5 Y250 ‘.17 . 567 ‘255 w. 567
1967 &6 - 300 © .20, 667 415 - 922
1968 . 6 * 300 .20 667 470 1044
1969 6 300 .20 667 430 956
1970 6 300 .21 700 430 956
1971 7 . 350 .20 . 667 - 470. 1044
1972 - 7 350 - .25 -833 490 1089
1973 7 350 .26 867 » . 580 1289
1974 8 400 33 1100 605 1344
L
. ", -



..

‘In the situation where all the Cai?s were us#d, there were 4 negative

b .' - ‘ ‘. i .a 104
. - . - | o
\1As,the above indicates, the number of notes has increased .

2.3 (3.42) times and 4 (4) times, % of bages increased 2.45 (3.65) times .

.

and '4.71 (11) .t imes and the number of words 3.47 (5.18) times and 5.77

P

(13.44) timeg f or the means and medians respectively. The smaller

change gccurred in the number ef notes ip both cases. The ,percentage

§

of pages of notes was next largest. This measure is on the conserva-

tive side since, as later analysis will inditate, the print size of

co
notes was smallﬁf than the statement's print size in 45%_of cases and

A4 -

larger onfy«iﬂ 1% of the cases. Although space ugilized is not a

~

measure of information content, it does give an initial measurement of
relatfve use. Therefore in relation to the total of notes' and statements,

had print size been equal, the extent of usage would have begn more

A

5 Ve . - - N
dominant. Therefore this measure indicates a dramatic increase in

usage of this, format to disclose data véfgus the staﬁemeﬁts ;hém—
selvésr .The laﬁﬁ meésd%e, number of words, ;1sé indicates a dramatic®
increase in ;he ;xtenﬁiof cwange, 3.47 (5.18) times for the mean and
‘S.Zb (15.44) times for the median. ’

’

7 . .
The second part of the question looks at the rate of . changé. ’,

Tables‘l7@ and 17B are graphs which plot the means and median of “the
measurements over the 20 year pe’&od. As the graphs indicate, the changes

have not ‘been stable. From 1955 to 1968 all changes are positive with

one exception, in Table 17A, the change in the mean pefcent of pages in
+

[}

1966 was négative. From 1968 to 1972 -there was a generai slowing down

[

of growth and in fact 6 of a possible 24 éhanges were neeative and ié; .
N ' ?

4 there was. no charnge when using only those cases where there were notes. ¢

.

.

'dhangés and 5 no changes during the same period. From 1972 to 1974,
o N
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GRAPH OF CHANGES OF
MEANS AND MEDIANS OF USAGE .
MEASUREMENTS (only,cases with notes)

1955 TO 1974
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i

tHEre‘were no negative changes and only 2 no change situations. There-

e

- . -
fore the incfeased usage over the period Examined had three periods, -°

¢ <

1955 to 1968 - p051t1ve changes 196§ to 1972 -~ leveliﬁg and negative
change, ¢ and from 1972 to. 19 4 - pos1tive changes. Therefore in reply
to the 3econd part of the qlestion, the rates "and direction in'changés

of usage have varied with agslow growth period from 1968 to 1972'YUA£.“’”

R R - . -
© i .

this moment I have’'no final explanation for the different periedsxof
o N ' . o]

<

groﬁth; it might be an interesting future research project.
v o ¢ ’ N

. ° ) L
‘ e

5.3.3 Specific Uges of Notes to Financial Statements

A}

-
N - . ? a
° s . <

» ° T ;
: The iext research questions to be _answered are:
e .

s

. ¢ - .
Table 3 RQ, "What are the 'uses of Notes?L

Q o B )
URQ4 . "Wwhat have been the trends in particular

uses?" - . ) ) o
; . .

8

b
A

QueStlons 6 and 13 of Statement Analysis Form Two were.used to respond

a ~ v

v

to these qyestlons. Question 6 detetmined (= topic of the _riotes
- * > \ N
= »

examined and Question 13 determined the accoun;s and stategents to

-

which notes, ﬁhen’directly réferengEd were attributed to.- ~

‘0 c

-Appendlx "D" contains a description of,the development of

- -

the tléésificati&n schéme used to analyze the coqteﬂt:ﬁf';he’notesP _The

) - IR ’ 5H o .
appendix alsgo contaiﬁ% the .original Tables resulting from the utiliza-
tion of the thssffication scheme.. 5

- - v <

As a means of fatilitating discussion of usage, Tables 54,

and 55 were summarized into Tables 18 and 19. These taﬁles highlight‘

certain part.ss ot the more, complete sc-hedules miscussion purposes.

-7 ~

/
The first two numerical eolumns dist the total frequency and percent of
' f

<
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gotai‘frequency of uSage of notes by topics and acc&unts to which notes-

[ s o
, _ﬁ_c.. -. .

are;geﬁérenCed, They are. llsted in rank order. The td ls are the

© © -

sum of all-observations over’ the twelve periods. The next twelve col-

=
umns are a means of examining relative frequéncy and- changes over time
B ¢ ‘.c : v - . . . -
of -relative frequency. The humbers are relative percentage-usage of a

topic or account, reference where it ‘is greater than its overall percent-

"age HBse. It is an indication of relative® dominance of use in‘®a parti-

' cui%r year. Fpr example, in Table 138, Capital’Stock was the most

. - c . .t ) L e
frequent topic over the °twelve year period and was used &3 times which-
C v oo ° B

13 '

: - represents 9.8% of the ctotal motes (4305). -In 1955, this topic repzre-

sgnced.h&.9z of the’80£es in that year,- (152 = 14.9%)¢ Tﬁgrefore this

o

t?pic was relatively more dominant in 1955 than -over the 12 periodg.
3 . o

.
e . -
P °

In-fact ‘continuing®along the row, it was. also more ddminant in 1960

¢13. 9/),‘L965 {10. 27), 1966 (ll 5% ) and’ 1967 (10.4%) thag.over the
twglye peglods. This was not the case from 1968 to’ 1975 inclu81ve.

©

*This’ permits the identification 'Sf, those periods where. a note topic,

o

e

or note reference was relatively dominant. I« should Bé pointed out

3]

. . : o % < o ;
that decline in relative dominance does not necessarily mean that the
< < , N .z

9 N N

absolute déminance;doeg not exist. For example, in Table 54 in '

o : ° ' ¢ -

 Appendix <"D",:Topic - capital'stoék in 1968, percentage is 9.7 (tptal
. - < < o« .

percentage = 9.8). In’ébs&lute terms, however,:thevtopic was pﬁserved
+ “ 2@ .’ s o L“
37 times in 1968, which is -greater than any other topic in 1968, What

has happened is tﬁe dsage of other notes has intreased more, qglétive to

o o

¢ . notes dealing with capital s,tock.~ }t is this very change which is of

" interest if trends and change .are to be examined.
3 S . -
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- u. ) -
. e . The éirsf qugsci;n fo be examined ig,("qﬂa&,are fhe yses
'of notes?".“' In pbth Tables the t6£a£ uses, sg ihdicated bylfopicg and
P - @ referencing, are rankad iﬁ the first .two polumns. QIé botg_casés capital
: ; . K

stock is the most popular subject, representing 9.8% of the tgtal in
0 . t» . av. o Lo <
Table 18 and 9.0% in Table 19. Prior to -recoding the ropic, capital

stock consisted of 7 sub-categories;, they indicated that thisctopic

c

was’used to give details re: classes, authorizéd,vaﬁd changes in both
o ° . . - .

L4

; c;pital 4 tock authorized and issued (1079,“deﬁails re: ?remiums,,redemp—

. ’ ‘ " . - N .0
tions, etc. (51). The numbers in the brdckets are frequencies. This
N 1 ! . “ N - o
indicates thé importance of notes to disclose changes that occur in this
. - :

0w . >
account- from on€ period to another period. Tﬁé sefond main use being

< o
3 v ©

to provide, details. . . o o

The second ranked topic is Directors' Remuneration, 406

K9 .

s times and 9.4% of the total usage. This topic is rarely directly refer—
=]
enced as Table 19 iﬁdicates, 5 times represenfing 0.1% of the total.
° o = - - ' ’
There are occasions where #t was referenced les; dirécfly; for example

- K ° ' e

. to operating expenditures, but on Lthe whole the actual amount of the -
. . R . S T

" - [
13 . * . o .
expenditure was too small.-to justify a separate account in the:income

- s;atéments. The disclgsure hy way of a neote is

L4

s % .
to satisfy statutory

@ £

disclosure requirements. * ’

The third rank topic in, Table 18 in Long Term Debt, 39Q ° oo
. , — e . - . - L
times representing 9.1% 6€stheofotal. This‘usage is ranked.second in - v

- o

Table 18, 365,.8.4% of. the tatall For the most part, this nbté.wég '
'used to provide details not included in the body of the stgzément,-187

-

~ times, and 78 timés,‘@etails*bfus more e;tensivé descfiﬁtion of the .
By K '. z . - v

account. The, b alance ofcthevtimg it Jas used to describe the -typé of =

i)
Q
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debt (description) and provide jinformation about covenants or assets

-
[

.
hd -

o
bledged, 125 times.

o . ©

The %0urth'r§nkéd.topic; repr;senting 8.3% of‘allvtopics,
anﬁ uge% 358 timeé, wa& thé basis.of aécounting for taxes.  The counter
part &o this tocpic in Table 19 was taxeg in" the Inco?e Statement - 223,

‘15.12, and the AccumSla;ed‘Tax Allocation (D;fe{red Taxes)“account in

- the Balance Sheet -~ 176,04.0%. These ranked 5th and 8th respectively,
Q -

c

together however, they would have ranked first. The main use of this

R

note was *o either provide information as, to the amount of deferred
: S . i

taxes, where %he flow‘througﬁ methQd was ﬁsed, or just to givé <further

data or explanations with regard to the°company policy of utilizing‘or

not utilizing the deferred tax method. .0 °

G, - ~ ' '
The fifth rank topic was Investment - other, used 338 times,

7.9% of the total notes examined. There were 357 references to this

s

accqunt on the Balance Sheet (4.5%). The major use of this note was

o - . . . .
to provide details, and information about wvaluation, ie: current marke%

< - . - «
v

value.

E

-]

‘ The sixth.topic dealt with COnsblidaEion Policy an&_method

of Foreign Currency Trarfslation- (310 times, 7.2%). This account was
. 9] . 9 e
rarel§ directly referenced since it doesn't apply (normally) to a single

"~

account. Where it was referenced, it would ndrmally be to Investments

in Subskdiaries or general refetences to the statements themselves. =
|

Thg nextrtopiE in Table 18 was Fixéd Assets which is
ranked seventh, witﬁ 223 observations and 5.2% of the total notes. The

Fixed Asset account was referenced 295 timgs (6.8%) and ranked 4th.

2

Other related aceounts to which‘thii_account or topic would.be related

. ™~

v - - Ll \ A

°
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S

‘wpuld be the depreciation accounts in both .the balance sheet and.the

"income statement. This note provided details, infermation concetning
0 ' N . .
,acquisitjon or valuation and sometimes disclosed situations of

appraisals.

i

N * Eighth and ninth topics'weré Commitments - fixed aésets,
leases,-etc. ,”221, 5.1% and Commi§menps - Pension flans',lSS, 4.3%;-

respectively. The main counterpart in Table 19 to these two items was

=

.Note - Balance Sheet, 137 references, 3.1% of total. Th}s was not an
éctual account but an appendage to the'Balance'iheet which disclosed
. , . .

the existence of commitments, sometimes referred to as "off Balance

4

Sheet" items. - Lease payments would sometimes be referred to Income

¢ Statement expenditure accounts and Fixed AsSet commitment to acquire or -

. -]
o . .
construct were occasionally referenced to the Fixed Asset accounts on

the Balance Sheet. Pension funding payments likewise were sometimes

o

e

referenced to expenditure aécounts. °

. The tenth rank topic in Table 18 was Ihvestment in Subsi-

diaries, 144 times, 3.3%. 1In Table 19, this account also ranked 10th

-

(153, 3.5%). T he majoraﬁse of the hotglaés to give reasons for non-

consolidation and financial "data.concerned with the parent's share of

“ current income or loss of the subsidiary-and the change in equity since
: #

3 . ©

acquisition.' . .

£ Threa_other accounts in the top ten in reference, not already

-mentioned,” were Current Liabilities, 196, 4.5%Z; the Retainij/;axainga_
.Statement, 190, 4!42 and Operating Expeéendityres, 175; 4.0%7 They
_ranked 6th, 7th 4nd 9th resﬁeq}ively. These are, by nature, composed

of many individual items and therefore would not generally relate to -
e .

: : - 114
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individual topics. ‘Their three counter part topics - Operating Expenses

o

(60;71.4), Retained Earniggé (45, 1.0) and Current Liabilities (44, 1.0)
i J B .

. ” . .
ranked 21st, 22nd and 23rd respectively in -Table 18.

-

The top ten topics in Téble 18 represent 69.6% of the

R 4

total usage. The top ten accounts referencea equals 57.9% of its total.
Twelve of the twenty are directl& concermed with Balance Sheet items

with another two indirectly. The?e were alsd}twof”off Balance Sheet"
items. “Therefore these t%o top ten clas%ifiaationé‘of-uségeaare most

- ‘.- \\< . .
- concerned with Balance nget items and must less frequently with Income

Statement and Retained Earnings‘accounts.; The remaining topics and

referenced accounts represent smaller.pergentages‘and can be read
] . o .
-

© directly from t he Tables. ' - _' . .

)

5.3.4 Trends in Speéific Uses of Notes to Financial Statements

The .above descriptions relate: to the entire twenty year

time period. Usage in particular periods will be examined'in.the next -

- »

few paragraphs which will examine trends in usage by utilizing the

information in the next 12 columns. As was mentioned in Sectiom 5.3.3,

[

trends in usage will be examined by looking At relative dominance in

those periods in which usage of a partic‘tar Kind was relétively more
frequent. ) ‘ ‘ ‘ . . _

v

The twelve periods will be divided in two seéments for dis-

» 7

cussion; they will be 1955 to 1968 inclusive .and 1969 to 1974 inclusive.

. For diséussioﬁ'purposes;'relative dominance‘in a segment will be those -

< .
- .

4 s . B @
situations where note topics or .account refe;encing_wns relatively dom-

&

inant in at 1east‘t ofbthe six periods.’ Relativelyidominént, having‘

P .
v . .
»

’




previously_been’defined as "where percentage use in a particular yedr

.- . B ' . . :». .
‘was greater than total percentage use.'". It 1is indicated in Taples 18-

and 19 by.thevinSertion‘of the "greater percentage use",” - ®
. N : . 2. ’
< ) Tables 20 and 21 indicate the following situation of segment
s "'
dominance. '
. -¥
- . TABLE 20 o :
. SEGMENT DOMINANCE -~ 1955 to 1968 ,
‘ . |
i ) . o v j . -
TOPIC -~ CLASSIFICATION REFERENCING 7 - CLASSIFICATION®
. - . (4‘
Capital Stock . , Capital Stock B/S .
Long Term Debt Taxes I/S. L -
\ e
Basis of Acctg. For Taxes Acc, Tax Allocation B/S = --
Investment in Subsidiaries Investment in §ubsid§iries B/S
Depr'n & Depletion ‘ Statementt - Pther § o] )
Subsequent Events Other S/E items . B/S
é - S - ' :

o Retained Earnings e ' Operating Revenue 1/S8 e P
Current Liabilities -Temporary Investments B{S"
Operating Revenues . _ Income Statement I1/S
"Other Shareholders' Equity Items Acc. Depr'n -B/S -
Accounts. Receivable = - : Interest‘Expenditures* 1/8

- . - Acc. 'Amortization - B/S T

Directors'Remuneration 1/S

N .

-

P

e

..

/

- v

There is considerable comsistency betweeﬂ the above two
lists in Table 20. The major deviant is* Long Term Debt, which was

.doﬁiﬁant in Table~19 for three ?griodé and therefore just sed being
. , ‘e v

@

included. « o - . .t

’
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TABLE 21 ' : .

- SEGMENT DOMINANCE -

1969 to 1974

3\ . B -
4

. e

>

TOPIC - . CLASSIFICATION

Directors' remuneration

Oéher

K

Investments -
- Basis of Consolidation
" Fixed Assets )
* Commitments - Pension Plans
‘Contingent,Liabilities\ _;
. *Inventories
Ope}éting Expenses

“E.P.S. .

REFERENCING - CLASSTFICATION

Investment - Other -B/S

Fixed Assets B/S

Current Liability  B/S

Note to Balance Sheet B/S
Othér - Nén Current Assets B/S
Depr'n Expenditure -I/S .
Deferred Charges B/S L
. Retained Earnings - BASQ
Final Figure 1I/S e

Other Liabilities B/S

-

Extra Ordinary Items I/S°

E.P.S, 1/S -

Other éxpenditures . £fS | .
Source & Application of Fﬁhds S/A
Pensiqn Expenditures I/@.* 
Current Assets  B/S ’

- -r
*
“

.
v

Again there is consistency in the 1969 - 1974 .period,

(Table 21), between the two classtficétiqh systems. The ﬁajor!Qeviant
" in this period being, Directors' remunE}ation,a As mentioned earlier,

“Direcgprs’”remuneration rarely rgteé direct referencing since the dollar

Wt 4 - . . 2
s

amgh'zj’t is not sufficie‘ntyly large to be set out separately in an Income

: . : -« @ -
Statement. Therefore this difference between the two lists*is under-
. ‘ . -
standable, !

- " - . S

S




‘ Notes to Finahcial Statements. This first problem was the need to devel-

' - ’ 118

!

- ’ \ ‘
s . S
P

- By examiniﬁg the 1973, 1974 colums, more recent changes ’

L

can, be iden;ifiéd. In situations where the difference between the total

»

percentage and the particuiar year percentage is large, it might indi-
. - @ <
cate a disclosure change. For example, in Table 18, the topic, 'Sig-

-]

nif%éant Acgounting‘Poliéies", tgtal‘percentage is 2.7. In 1974, the
percentage 15‘9.1; the differencé of 6.4'15 rélativeiy large. .In+1974,
as a result of the Canadian Institute of Chartered Accountants; research
recommendation, it became necessary for tghpaniés to p:ovidé, by way of
a note, information about ghe ;iénificant ;ccpunfing policies.' This'

digclodure requirement-.change resulted tn the increased_ use of this

.
"~

3 - . i
note in 1974. <Since there was increased usage in 1973, it is apparent

|

that some companies began to follow this recommendation prior to the
date it became a requirement. It is also interesting to note in this

case that 21 companies out of 60 included this disclosure in 1973, and

8

43 in 1974 (Table 54, Appendix "D"). Theyefore not all companies fol-

lowed the reéommendation, at ieasg by way of ‘a specific note identifying
P :
sfgnificant accounting policies.

»
~ »

In conclusion to this section I will briefly review the ‘

.

process and results of the means to identify the specific usage of
: , . «

o
"

op a ‘classification scheme (described in Appendix "D"). It was found

]

that there was no ‘usable scheme availlable. Therefore the scheme used

c

was a direct identification of usage without any prior normative

assumptions built into the scheme? ~Second1§, two means of identifying‘ '

o~

usage were qti&izedﬁ Thefirst utilized a topic c}assificatfom, the

second ‘used the referencing of notes. i:The referencing of notes is a . . .

o
- ¢

@
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- »

direct indication on. the part of the disclosing company of the purpose

. for the note. Tables 54 and 55 in Apﬁendix "D" display these two

means of identifying usage over the time period examiﬁed. Tables 18 sz::)
19 were used to summarize usage and identIfy trends in usage. The tw

‘schemes demonstrated considerable consistency with differences being

3
5

explainablef Therefore, the objective of answefing the research,

3

questions identified in the first paragraph of this segment has been :

. ]
accomplished; namely, "what are the uses of notes?" and '"what are the

rd | - . .
trends in usage?". The next segment will answer the more general
research questiods‘about the usage of notes. ‘ °

<

3

|

5.3.5 The Usage of Notes to Financial Statements in Generql-ﬁ.

The previous segment deScribea specific uses of noptes;

v

this segment-will respond to the research questions addressing general

o

usage. The first question to be answered i% from Tablé'3f RQ5, "To -
what extent are notes a format change (ig:finfotmation«previously ih

[ , PR

the body of the statemeﬁts transférred t® note formaf)?". This will

< -

. , SN
be answered in conjunction with RQ& fromm the same table, 7 "To what extent

-
©

are Notes providing additional or new infonmatign, not previocusly dis-

closed?". o . < - -

. These research questions will be answered by‘examihing

<~

questions 8 and 9 of Statement Analysis Fofm'Two. Question 8 deter—

4 P
- " .

mined whether a note was new or old> To qualify as_a new note, it

would have not been used in the previous statement examined. As a

’
<

‘result, as was discussed in Chapter Tiree, & note could conceivably
P .

. . $
qgglﬁfy as a new note more than once. This would occur by appearing,
P : . )

e

@

s o




<

‘ The variable name for Question 8 is NEWOLD and'fof gquestion 9, NOINFO

J
. . 3
f

disappearigg and‘appeagingaagéin over a pefiod*%f three or more years, .

. T ‘ Pt 4 i _" - . .

This h owever rarelfahappenedv ’ o .
=7 ) 4 . )

i . . . o .
The purpose of Question 9 was to determine whether the

note, smew or-old, contained newjbgmqld information ‘or in gome cases,
. ., ] ' X 3 ' . -.
both new and old igpformation. By new information was' meant informa-
© X . - N T ~ ' - - ’ M
. . -~ P ;) P . - :
tion not previously glscloséd in some manner in the Financial State-
& ! 0 : SR -

P . - 4 s
& o

.

. ments.. For..exafmple, if det%Wils aboﬁt'Long Term Debt wers. hérely trans-
H oo, N KA » " . . . ~ N

.- + - \

» [

férted- from the. body bf the Statement to a note, this would be classed
. ° hd - h ) i L

o -
v 4 P

as 'old' information. If information concerning various -covenants,. net
» Tt ' - . .

‘ﬁfgviod@ly disclosed, wag %}scloséﬂ,in a note, this would:ge ciaséed
t

" as new'” indormation. If previously disclosed détgiié\and n@w—inform4

. N . """ -- ""v’- I ) ' . -
*ation concernihng covénants appearec in the ‘same, note, this would .be,

, .

-

" classed as 'both'. - Therefore théde two questions first identified ‘new

° o -
P .

or old notes and then determined if the information withim the-note

. - . & 7
» - .

was new, ng or new and ocld.

—~— . ’ C Tl e
Table 22 is the contingency table for Questions. 8 and 9.

- -

° °
3

The table indicates that there were 1224 new note;, 3050 old and 31

’ o

<

cases where 1 was unable to determipe vhether a note was either new or

. c . e °

old. Wixhifegards to information within notes, 986 notes con;gineé new

- - -
Ly, L oA _ Ly + ] -y

information, 3080 old i@formation, 208 both old and new and agaim there

were 31 situations where I was'unéblerto determine which situation pfe-

vailed. The 31, pot known situation occurred becalse i1 ‘was unable to
' o L 6 . ‘ o :
locate prior périéﬁ.statemen;s of some companies =, 24 irr 1955 and 7 in
? s ” -

[
-

o’ : ‘ 'll' o q; . | 113‘3 o




) 1
. 4 - 4
TABLE %2
~CONTINGENCY TABLE
854 2 - Questions 8§ &9 )
' NOINFOQ
e ¥ COUNT I s v
ROW PCT' 1T - .
€OL PCT 1 . .
i TOT PCT 1 * . : ROW
NEWOLD I NEW © 1 _QLD I__BOTH _} NOT KNOWN_  TOTAL
T R S t
1. 954 1 155~ 1 115 1 30 L 1224
S 01 77.9 1 1277 1 9.4 1 0.0 28.4
" - NEW 96-8 1 5.0 1 553 1 0 -
) 22.2 1 3. 2.7 1 0.0 .7
: T—‘v———-——i-—‘a’---i ———————— el ,
o 1 32 1 2925 1 93 1 0~ 3050
o 1 1.0 195.9 1 30 1 0.0 [ 70.8
: OLD 4 3.2 195.0 1 44.7 1 0.0 1
o1 .7 167.9 1 2.2 1 0.0 I~
Fome : ———F— e
. I -0 I 0 I » 0 1 31 T 31
D 0.0 -. 0.0 I 0.0 I 100.0 i
NOT KNOWN y g0 I 0.0 I 0.0 I 100.0 :
17 0.0 I o.o I 0.0 I 27
. ~ & Fom———r s e
e  COLMN” 986 3080 208 . 31 4305
TOTAL 22.9 71.5 48 LT 100.0
RAW CHI SQUARE = 7478.4875% WITH 6 DEGREES OF FREEDOM..
SIGNIFICANCE =. 0.Q000 . Y .
CONTIN-GEI}CY GOEFFICIENT = ..79665 , *. ' Taem e
- A . e o
. /‘,J . - . 9 )
. | - . -
R o’./ ) .
. [a]
“ [ o o
>, . 7/ .
. . o
. P
- v d
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‘. . = S - ,
- Toe -, Ay ey - [ 3 -
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A L o T - 122
\ . 5 j . - ; D‘m‘ B . s . & )
. ) ‘ The t&blevindicates that the reply to_RQS ig that new .

. -
-~ . e -

metes are 'not merely a formatqchange but that new notes prov1de new °

infopmatfnn in, most cases.. The-top’row of the table demonstrates that

. I -
= - R ¥ hd — - -

T iﬁé of the:lQZhﬁneH notes prov&ded~new 1nformation and 115 provided both

S -
e -

new <afid oldé@nfOTmation: Therefore 87[3% of new notes were°not mérely
- <I > - o
a ﬁg:mat'change; bgt also ?rovided new information.h The Chi- Square,

' = e : Tt

'ﬁ?478149, and 1ts signlficance of O 00 indicate that these variables
At

M =
. = - . o

are not indegendent\and‘the_contingency coéfﬁicient'of .80 indicates

e " Tt

a\'r strong, aSSUClathﬂ ﬁ:etween new notes and new 1nfonnat10n. - ,uv

A==’ ' N <=

With regards to RQ6 " Table. 22 indicates that 986 notes

5}

brovided ‘new tnformatlon and 203 both old and new. Therefore the -

< - r

-

hd A

extent to-whdéch notes are providing additional information is 1194

]
“

g out of 4305 notes or 27.7% o6f the times. Therefore_iﬁlonnclusion to

this segment,'notes appear to be a vehicle for providing new disclo-

ere;and nqﬁ\merely a change in*format. They also areoprovidingjqé;<;,
N < - & -

»

cons1derable 1degree of new 1nformaoioq‘not previously disclosed.

e “ - .
.

The next research question arose because, in- his thesis,

_w. Chapin reported the following finding; "In general the larger

£

> mnational accounting firms appear to be associated with those companies
- PR [ <«

exhibiting” fewer footnotes.". (Chaﬁin 1965 p231) .He did not demon-—

strate this statisticall& and’ he examined\only one reporting period.
. e
o o . L ° . T . . .
'National' firms were classified as larger and "regional' firms were . ™

.

-

. " : i —~ Q . Lo o
classified as smaller. He~did not suggest a reason fotr this assoi%ation.

. - - - <3 . - = N
I was unable to éxplain this finding and therefore would expect no,

association. . : . -

@
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result. ;o
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. As a result of.fhe ‘above, I tested this finding more = -
. : o ° R .

rigourously.

-

R . '0 v"
My research question addressing this issue is the first

part of . R(G2 from'fabqu7, MIs thére a relatidnship-between auditor

and usage of Notes and Supplementary FinancialLDéta Scheduk%s?". By

rd

usage T will mean duantity{‘(using my three measurements). The audib

firm dicﬁotcmy, large (National) and small (Regional), used by Chapin

will also be used by me. . : ; = ’ * S

7
o R

o =° - - < “.
The Chi-square statis;}c was used to test’ if an association
- * . .
P ' p < N . .‘ 1 . ) p P
efisted, as was reported by Chapin.. I will also control for the .size -

of the(%ompad” cthe reason: is that later segments'of this paper

. ’ ’ :
-indicate a relationshipobetween the ‘quantity of notes and tﬁe size of

I.therefore dlchotomized the companieq “into large/small

a z

categori&s, u81ng asset size as-a measure of size.

+ the firm.

-

“Inasmuch as there

is no theoretical jgsbification for hyppthesizing~a relationéhip in

a

either'direction,oj will npt-estahlieh a prior level of significence,

o &

The exact sighificance will behfeported. An arbitrary 1evel‘of signifi-

canCQ'of .Ol however will be used for discussion purposes. Jherefore,

1

- for discussion/purposes these relationships will be considered statis—

t1ca11y i ndependent if o« = .01.,

\

Table 23 lists the statistics that

i £
L] -2 ' '

The coding of question 35 name of audltor, in SAlL, detailed

in Appendix "C", was recoded in;o two groups, 'National‘ l thru 9, 12

- N
thru 13w 24, 25, 45 thru 48 and Regional 10, 11, 16 Ehru 23, 26 thru .

44, 49,750. Auditors changed over time; ‘as a result the companies did ' (:e/)

-not have the same auditor over time. e

’ P
~
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R _© TIABLE 23 4 : - N
s . N - - - - R g
L , STATISTICS RE: RELATIONSHIP OF AUDIT BIRM SIZE . :
' TO QUANTITY OF NOTES. . ' s
. . - , .
— : —= . - .
- . ° . <THI"  DEGREES OF LEVEL OF CONTINGENCY -
. - SQUARE FREEDOM ~SIGNIFICANCE COEFFICIENT
- SMALLER FIRMS (358*) ‘ . - NN
Quantlty of Notes** o0 12.89, ~ 137 . -4564 - 11864
4 s . . . R ; i . 3 ] b
- - Percentage.Notes** ,20.68 o 10 -.0235 . £.2337
- . Number -of. Gords** ©27.96 200 . - .1103 2692
3 . - L4 P , . " .
. ° LARGER FIRMS ® (360%) ' . ‘ ' oo S
) Quanﬁity of Notesk* 16.37 20 L6936 .2085
.. Percentage Notes** - 15.16 19 J1264 . ..2010
- s s : . . - }»
% . +Number of words** 27.54 -~ 20 ' .1207°, - .2666
. - ' . ;. « ‘ foa
¥ . T ’ ( . -2 -
L Sk : ‘ : - 5 4
© 7 Firms® were divided at MEDIAN ASSET SIZE - e ]

» -
H ~

* %
Classification and coding used was, the same as described in secti’on
- examlning H

° . 1 ) - . S i ' .
° an . - A ) ~ R , . EXa
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were audxted by Natlonél C.A. firms,=an&‘98 by Reglonal C. A\\Firms

", Fable- 23, referrgd earlier to, ‘reflects these classificatlons.
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The medidn asset size of the companies was the point of
. ° N . ] ‘
divisiony it ‘was.10.833 (millions of dollars). Firms did not stay the
. & '\‘ . . S
same size Qver time, as a result the same firms would be in both cate-
. . o .

éories at different points-in time. Table 23 $llustrates frequenciés

-

, resulting from the reclassifications, 'National' er 'Regional' auditors.

°

and 'smaller' .or 'larger' companies. . . >
. Iy . o \ ’ ,
. TABLE 24 . _ e
) - . . ' ! N ) . N . 1 :
< C " FREQUENCIES OF 'NATIONAL' AND 'REGIONAL® AUDITORS "

AND 'SMALLER' AND 'LARGEB' COMPANIES

. &

AUDIT FERMS
————

. | Natlonal ‘. Regional Total -
e e . A . e - - » _— ) .g
Smaller Companies *°' & 284 . 74 38 ° | -,
| I J S
Larger Companies ‘. 336 - 1 0 24 360 S
Total: . et 620 . % 98 .. A 71B7 b
. » ° . _—‘: . . . .
’ P . : i, ’ ”

Table 24 ;ndicétés that there were 358 smaller companies

’
o, ' Iy

and 360 larger compaﬂles. Over the twelVé perlods 620 of the companies*

4 -

L' o
Table 23 inQ}cates,“at the 01 -level of significance, Chapin s
contentdon that smallerrauditor firms are assoeiated wigh companies glth -
) o i y o
largervquantlties of notes does not hold. In" the situation of "the
! o © * ) o . - Sl N . . o

smaller companies, the relationship betweer auﬂitor=?nd-perceﬁtageuof v

P .G ‘ £

ﬁotes.}eSults in a rélatiiéiy low ol of .0235. 1f howéver, a larger

. -
» . - . v C & .




o

. B , ) .
level of signifiéance'had*baen chogen, "ie: ..05, the strength of the ¢ .

° © °, »

association, as measured by the Contingency Coefficient, is lqy, .2337. .

- 4
( -

(Perfectly correlatgd variables approach 1.) ST LT
. B - r '
- ks - . P , - ~ -

Chapin suggested the association of smaller audit firms

) = . \
(regional) and larger quantities of mnotes.cafter examining only one

N v

-~ - . N

«, measure’y guantity of notes. The above table not only fails to confirm

]

N

the association, it also shows that:using other measures does do; chatige

. <
P

théinnding. 1 believe that one of the following ocrcurred, 1) Chapin'g'’

[] .

fiﬁhings-oécurre& by chance’ 2) there was something wrong with his

sample or 3) the difference in the quantity of notes was not signi-

. ) . ' A 7
ficant? He did not test the difference statistically or measure the
stréngtp of his suggested association. .

<

-

v As part .of the descriptive process, 1 examined the possib-~-

< s 4
Ee T

- . . P .
“ility of a relat&onship between the amount of notes and whether the

< © o
o -]

« reporting firm reported;a profit or a2 loss. A cynicalexpectation might be

b
o

that compaﬁies in a loss position might have mo# “to explain. -Further,

1f ohe;zaccegts fthe negative attitude. about notes, perﬁapq‘these firms-
) . "’..'; @ N .‘ . A‘
"might prefer: to use the notes as a less-obvious vehicle of disclosure.

N
o . ’

-
’ ° .

ment to indicate whether the fiym was profitable or not.'  The main, sour

7

of non-statement situations were resource companies in the development

-

.Stage. Ofithe remaining 688 firms, 34 did’noc have any nbtes,leaving'

-
~

654 "annual feports with pnotes. A

v

°

or §84, Mithrlo.lz gr'70hreporting losses.
oo ) - < / .
The specific research question to be ahswered is, Table 7,

<

o ]

“© RQ3,  '"Is {hqre a relationéhip bétweén a coﬁpéﬁy‘s profitability or lack

»
c o

- °

wast majorlty reported profits, 89.32

-

o : 4 < . X
e Of the 718 annual reports, 30 firms dfd not include ga state-

ce [

o
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. Table 25 repprts the Chi- - = .

0

of it to the extent %5 isage of notes?"

. . ! y - .
squares and related levels of significance resulting from examination

of the réflationship between a compan; reporting a profit or loss and,
the extent 6f usage of notes. ' *
s TABLE 25

STATISTICS: RE:  RELATIONSHIP QF COMPANY REPORTINC

A PROFIT OR’LOS§»AND THE EXTENT OF NOTES

/ . - . - o

.

4

.DEGREES OF 7 LEVgL OF

&

MEASURES OF USAGE. . CHI-S UAzE FREEDOM SIGNIFICANCE
' J M

Quantity of Notes 10.58 : 19 _ ©.9371
Percentage of Notes 11.25, , o9 - .2592

- . C -‘ - M
Number of Words' - . - 25.34 : 19 L1497

, , . i :
- ¢ ) . w

o
4 o

- . . . ) 2
Table 7 utilizes the three measurements taken. The’k .
and related high levels of significance indicate' that the variables
» - :
profit/loss and quantity of notes, percentage of notes, and number of

+ s

words are statistically indep2ndent. The one unusual finding not dis-

Elosed'in the table is that the 34 annual reponts'withput any notes all
reported profits. The only explanation available from the data is- that

a large~wajority of companies' statements’ reporting losses occutred in-
o

-
-

the later years, (80%), whereas the no note situations-all occurred .in

c 4 -

earlier years, 19 in 1955, 9 in 1960, and' 6 in°1965. . ’ L

The format of notes will be examined under the following -

%
3

headings a)‘Pfint size, b) Location, c¢) Ceneral Referencing,




o

.

d) Referencing to partigular statements, and e) Auditér references to

[ < ]

- s

. . notes. . . 4 , 4
NEETET . . : :
. : Print size: Question 21 of SAl determined if the prigt size

6f the notes was less, equal or bigger than in;fhetfinancial statements
1] ° - \

themselves. Table 26 displays tbe results of this question. In only

’
- )

five cases were the notes bigger, representing .7% of total notes.
s ®
' - P d i . .
- + v
Over the 20 year ‘period, in 303 cases the notes used smaller print size
’ - > s .

. ‘ . “ . L]
. = and 371 cases, the same print size! Smaller print size cases remains

. - “

. © - > € -, 2 .
relatively constant over the twenty year period. Stabilization of the
\ .

-
«

o . . -
. larger print size cases occurs after 1965. Therefore a slight majority

of companies use equal print size but~there is no strong trend indicééing
< ‘ .

that a change in the 60%/4OZ~split tequal/sﬁalleri is underway. The

¢ -

continued use of small ﬁrinc might act as a disincentive to using the

.
o . - s

data in notes." . . ’ »

~ ., -

-Location: Question 23 of SAl determined if notes were

located before, after the financial Statements, or somewhere in between.

» <
s » -

The answer to this question .is sﬁmmarizud in Table 27. The smallest

” - .
number, 6, .8%, wa§7}ocatéd before the financial statements. The largest - ‘
« ) < N . - . _\ N
number, 485, 671?13fwer§ located after.” Over:time ‘this format increased.
There were lSB,:ZéﬁZZ, located somewhere in between. . The table indicates

-

a decrease in.this format over time. The recent requirement to disclose

. ° significant accounting policies might affect the 1pcat16n of‘nbtes.
It was f ound that some companies -placed this note bifore the statements .
’ and,;he other notes after.  This trend, if it occurs, migh't therefore ’/’

tend to increase fhe other classification im the ‘future.




TABLE 26

PRINT SIZE OF NOTES RELATIVE

TO BODY OF STATEMENTS
1955 to 1974
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ence, 627 - 87,3%, over the total period, and in excess of 90% since -

L o . 13i

b .S )

Referencing: The presence of notes and their-importance

o

I

to the company's Tinancial disclosures are sometimes disclésed by a
general notice on the face.of the Financial .Statements. A common form
] - - . . 1

of this notice is, "The Accompanying Notes are an In;egral)gartfof the

- -

L4 -

Financial Statements."; éqﬁekimcs location of the notes is 1n$&catedn
Table‘28 displays the replies to question 24'of SAl.‘ Overalli;héré are

mére cases withput a general notice, 441, 61.4%. Tﬁere were, 338;'33.12

of the cases where a general notice ;eferring to the;notes occhred. -
Again the mbsr noticeable change ds the éecling bﬁ‘no ndte situation and

stabilization of}tbe split, 60/40, (no notice/notice) .in thé 1960's.

At present the sit uation appears stable.

Py

. N R V4
The next and more direct form of referencing isfwheﬂ an

account in the ?iﬁancia} Statements is directly referenqed.‘ Both SAl
and SA2 had questions atdressing this question. - SAl, Question 25 deter-

mined if eny of the financial statements had any accoung which was

« directly ref%;encad. Table 29 indicates the responses to th{s question.

©

A large majority of the stateéments contained at least one direet refer-

-

.1967. Thgrefore-most cbmpanies use some degree of direct referend}ng,

where .at 1east%one account in the body of the financial stétqéﬁﬁca:is
directly refereﬁ&ea to at lgast one,noté: ! " .

- Whereas Tab&e 29'iooked.at the frequency of st#tements |
which had at least one direct .reference; Table 30 deteqpiﬁés the.fre-ij"

' - N ' L ]
quency o f the notes themselves being referenced. The table displ¥ys

the results of Question 12 of SA2. It presents a slightly different -
picture than Table 29. It indicates stability or even a slight decline

» -




TABLE 28
o PREQUENCY OF USE OF GENERAL

"NOTICE OF NOTES

1955 ‘to 1974
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TABLE 29
FREQUENCY OF DIRECT REFI'RENCING

o
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TO STATEMENTS
1955 to 1974
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TABLE 30
FREQUENCY OF DIRECT RIFERENCING

5

OF NOTES TO-STATEMENTS

1955 to 1974
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-

in the e xtent to which notes themselves are directly refereneed on a
o * " - . .

percentage basis. In the period, 1960 thru to 1971, 70, or more percént o B "

: . . v N B 7 d
- of notes were directly reférenceq whereas in 1992: it was 99.42; 1973 - . o i
65.3%; and in 1974 < 65.8%. On the whole however Table 30 shows’<on- . R

-

F L . 4
.

siderable stability over the 20 year period.

Referencing to particular stafements: Tables 31 to 36 in-

dicate the frequeficy of refe:encing to.parﬁicular statements. fhey - .. :
supmarize the responses to Question 26 of SAl. The. last coluﬁn of the, . -

° 2

- . 1 . . h 0
tables refer to those cases where theré was, no notes, no statement:
. [ . - -

of the kind indicated in the table or no direct refgrencing@c Table 31,

Frequency gfeﬁeferencing to the Bélapcq;Sheet,.indi%atgs that 601 of the

Q : . ’
718 financial reports (83.7%) had a direcq reference to at -least one .

. ' z . . - ',\‘\.
account in the Balance Sheet. It also shows that in 7 of the 12 periods ’,

examined, this occurred in 90% or more of the financial .reports. - Thig _

occurs in this}ptatement more than any of the statement classifications

]

used . in this s tﬁdy. ' : ) ‘ “

Table 32‘dé@pnstfa(;s that at least one accountin the

o

1ﬁcbme.8tatement was referenced 308 times (42.9%) bﬁer%li; :inféituafions
- ® e T .
where there were notes, direct referencing and an Income Statement, the
. ) 3 oo R . DR E
.percentage was 73%((308[224). In the mote recent years, 1969 to the’ .

I3

‘present, this same calculation indicated that' reférencing to the Income
‘Statement in the “feasibde sitﬁations.was approximately 75%. Again ' .
o .o . s N N ‘ - : .

indivating frequent referencing.to at least ome account, second to the.

Balance Sheet. Co - : . ’., ' S ] "
N Table 33 prevides the same .information with regafds to the .

Retained Earnings Statement. "The overall freguency of direct referencing

‘. ) . - M . —
v ‘
- 3 .

g™ A v ¢

‘I,Q*'J’

b .

:

I3 A

o2 »
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to at least:one account was relatively law, 96 times or 13.4% of the
) . c © a o N .

° < ° N
?

In situations where there was.a Retained o

<

total annyal reports.

o t
[ . . R R
Earnings Statememt as well as direct referencing amd notes, the percent-

©

e

age was 247 (96/461)1 This percentagé has been increasing since 1970.°

5 . Therefore ralthough less frequentcthan the Bafﬁnce Sheet or the Income

¢ [

. R - B N A
Statement, there has been an "increase in the last”five years.

-2

3

. Table 34 displays the results with regards to the Statement

of Source and Application of ‘Funds. The first point to be-made is that

- e ¢

in the last threé years of the study, espécially<in’1974, this state-

‘ment has been replaced with the Statement of Changes .in Financial

-~ -
© I

‘o R : Positipn. For the p&rpose of this study, since this change'ﬁqd its

\

main pact in a single year ﬁ1974f, this new statement was included .

"in the classification, 'Other' - Table 36. ™Direct }eferencing to the

Statement of Source and Qpplicatién'of'Funds was relatively lows total

-81°(11.3%) and where feasthle (as described in the - previous two. para-

. ‘ C e graphsf, 19%,(81/437). Jhis statement also indicated a recent trend

2
-

- < A . [ : R
towards increasing direct referencing. The trend towards the new °

£ Y ¢ -

. R .
statment supercedes this trend and switches it to the new statement.

There were 184 corporate reports which combined the Income

»

‘ Statement and the Statement of Retained Earnings. Table 35 indivates

? « . © .
the situation with regards to direct referencing where this was the

>
a

misleadiﬁg;sinceighe usage, of this combined sﬁatemgnt is considerably
less frequent,.thaq_thé use of separate statements. In the feasible

- 14 .. .

situations, agaiﬁ as-previously defined; the frequency-was 137 out of

K

«184 br 74%. fh?q is similar to direct referencing t¢ the Income Statemén; ?

;'(732). L.

b ' case. The overall percentage was -19.17 (137/711). This percentage 18 <o

.




149,

ROW
TOTAL
"2.00 I

NO NOTES

°

1.00 I

FREQUENCY OF REFERENCING TO
} SOURCE AND APPLICATIUN OF FUNDS STATEMERT
NO

TABLE

1655 to 1974
REFERENCING SOURCE & APPLICATION/FUNDS

.1

60 ¢
8.4

(=] (=]
o -]

8.4

(=] o3 o3
pred [V IS O .
. -] 0

8.4
8.4

. 1 %
IIIIJII}IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
' | ]

) . 1
[} . k]

93m2 N M O ™M~ 00 RO NM W M WO 0 M0 &N O vy ™0™~ MO Lo~ S
Wy s F0 Y « o N ¢ o o y . . s R T B . v . — s s . Lo I R
@D ~ o D o 3 TSN W) N ey - a8 et 00 M o~ 0wy N
o~ o - =4 — 4 -~ B . = ™

A ol . <

« > RN N e T s e T . s « 0 3 . & . . . . A . . e

— W o ™M X N T @ N0 L o~Han WO N O M N O "y N WO SO wn . ™M
[0 "2} PN ey o ™~ - ) ™~ - [ O - wy

: . . .
IIIILIIIIhIII&IJIIII.LIIIIIIIIIIIIIIIIIIIIIIIIIIIIIL

AR o a
. - . - .

o C oo oM an ) n oMy~ [ VI ] N O W~ OO X ARO ™ oMM g lcyNmQo @ M ~NO®
. e « s f ) . e ~ . o+ e « e » « e v o e o e . - e e
(== ~1 [ B} QO ~ W~ o - D~ Uy =t e BN - —~ 0 =} — D~

. —~i o~ (] - — o~ Ll o~ o~ [ ]

IIIILIIIILIIIIlIIIILIIIILI,IIIIIIIILIIIIIIIIIIIIIII
« .

67.00
68.00
69.00

7000
71.00

281 ns

39.1

356
49.6




TABLE 35

> ) . 4
LS
‘ . . 3 - - o [
. B -
: N .
5
4 )
. .
. )
— M ® - o~z S o T o ‘ow =3 o o o~ o o 2 x o
= "o D . S .. & . NS S - S » D . @ - B . - -
Smﬂ w0 © @ © 0 © o ] w0 © * 00 [ «© 7%
&)
z (2l 3 “w o ~ » Tn [
m I”IIIIJIIIIIIII.IIIII o IIIIIII‘IIIIIIIIIIII.J&JIIIIIIIIJLIIIIil
=N < » 0“ - ! -
[ wom [=H ’ o
YA et ._1961 WO OM™ [« 3 S oV - o] al=1-4 NSO SN~ S n O™ NN~ O O N - ~N O O -y~ ﬁlﬁ
l.m (=) o Sy e e e I T s o s IS X LS SR T s s s r e 4 . & o+ 9 T v o e B .
=S 4 25} 4 1 ™~y ™~ [o - Y] ~ O\ O 1 WO O - O ™MW v ] - W O [« N NRT.Y w0~ N O™~ @~ N wv T
. z. \ [- o] aQ [ o] - ™~ ~ ~ ™~ ~ ~ V-1 ~ B 2 ~
D = - O "
S = 5 = : ‘ . , 1 C
~ @ I.MIIIIIIIIILIIIILIIIITIITVIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
[ = ol . . .
¥ A .
(] W. ol aunowilinero ~ — e " Mo~ ‘MO T AT M~ WO g~ ln o MO T MO ST N-WeaW . N..) NS T 0 O W e WS
. e e . s ] . s . ) « v PR . e e T T .. « . 4 . s . .~ e e .
= — W W O | -~ 0o o O © O @ - [T Y- =K - o~ ¥
¢ 2 ' —~ ] — N M B - -, - e
= = t
] uor o | -
mN.L 2 e |, ¥ Y . o
Haon g e R L L G L LI Tyt (eyCh Uy U JURU ORI FVURUIUN NSO FORUNURONE I SORORUNN
guoan o 1 , 4 . i
7z o [=] . N [N '
e = Ol I~ O _0,734 QM~ ™ TNl nooo~ ~®mon il TN LE=X- Yol M~ N o N O N M~ o b~
[T 4 .u P « 8 [ BRI [ BT — s o« b L T - e e L BT Y L ] - v . . . s . - 4 . a [ R
C = o Caly] ~N e 0~ O™ e €O © 0O -~ W 00 ~ ..U.Ol no™N 191... Wwo N Ik Rl ~ O
| 8] - 1 - ~ o~ ~ - - = o -t ~ N - . N P~
S 5 8 . C - !
78 2 = | » ‘ : | ,
5% IIIIIIIILIIIILIIIILlIIILIIIILIIIJIIIIIIIIIIIIIIIIIIIILIIIIIIIIILI
> . . ° .
9z
ol Tﬂﬂﬂ - =) ° o M M
= o o o o o o o .
WPPPW b 3 ] S < =] © S S < < e Lm
. . » . '
O = 3 a 5 " © ~ ® u o0 =) - ~ ‘o ~ . o
scmwmﬁ 3 vl 0 0 vy ) ~ 7 ~ ~ ~ "
- a .
Q " 3
- s
1] v
=) o




. 142

«

The last classification used in this study was 'Other’

Table 46. ‘To qﬁi&1fy as 'Other’ in my study, a statement had to be

.

clearly labelled a statement as opposed to a Bhedule and be freferred

to in the Auditor's Report. If it did not meet these.criterie, it wasf‘

L]
Y

included as a'Supplementary Financial Data Schedule, Besides .the pre-
= .
viously mentioned Statement of Financial Position, the statements in
. - -

this classification tended to be specialty statementéj serving special

a

disclosure n eeds ofVinstitutions, like banks, or Statements$ of Explor-

Development expenditures. of Resource Companies. These bktatements

o

~occurred 181 times as the tables indicatéd or in 25.2% of the total fin-
ancial® reports examined. Interestingly, the Canadian Institute of

Chartered Accountants' Biennial Survey of Financial Reporting, (C.I.C.A.

.. ) y

1955 to 1975) does not report on these specialty statéments. Their rela-
. . +

o .

tively s ubstantial usage points to the need to the inclusion of these

in the survey. My figures are somewhat iﬁflated, especially in 1974,

due to the inclusion of the Statement of Financial Position in this

' °

classification. Nevertheless, they are an interesting example of how

companies with s pecial disclosure needs cbpe& with thelr particular

o Situations. Except in 1973 and 1974 due to th% inclusion of the new
i
statement, direct referencing to these other statementshwas relativelyu

a

low, overaly 6.7%-or 27% (48/181) where feasible. Prior’toi&97§; :he

tabiéé indicate considerably less frequent direct refe;encini. Re fer-

. e

enc1ng to the new statement affected the frequency in 1973 and 1974.

-

o © In conclusion to this discussion of direét referencing to

specific stétements, it appears that there is a growing trend in all

v

statements. The Balance Sheet has reached near totality and the .Income

— -
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- statement inm excess of 70%. The remaining statements demonstrate

) .
~ growth. It would he interesting to speculate as to the reasons for

, * . * ‘
"differences among the statements.. Perhaps the Balance Sheet, as will

be discussed later, with the highest quantity .is demonstrating the least

capabilﬁtj to cope wyith new disclosure requirements. This would be-
“ b .

. .
.consistent with the ¢riticisms leveled against the Balance Sheet. Pur-

o .
! .

suing this éubject would hogever be anotlrer study.

» ) .
- Auditor References to Notes:_ The last format description

is the extent‘to'which notes are referred to ‘in Auditbr's Reports. .

IH

Question 33 of SAl determined if there was any reff€rence to the note in

s

the Auditors' Reports; Table 37‘§resents the replies to this question.

[}
Inasmuch as notes are an integral part of the statements of equal

N

\impoitance as the bd%y of the statements, at least in theory, there is

t -

no obl#gation Q‘n the part -of the auditor to draw special attention to
them; = the ekception is when a particulariﬁotb describes a situation
which dauses'Fhe audi‘pr to qualify Q?b ?pinion, at least to SOT? degree. -
This i¥ the éase in practice. Very - rarely does the auditor drmr‘genéral

attention to the notes. He might however refer to notes such as those

o
4

which describe an accouﬁting change since they indicate a §iantioh
. - R . R -
) where accounting principles have not been applied comsistently. Since
] ] : -
the auditor egefesses an opinion of the extent of consistency, a material

contravention described in a note should be referred to. The use. of

-

. qote% as a means of explaining how assets have been valued or disclosing
2 ) [ i ) < . .
accounting changes and the effect of changes makes .them prime targets

-

for specific reference.

£
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The list'of,fre&hénces and percentages in,Table 37 indieates

L™

r

. @ relatively consistent period from 1955 to 1972 inclusive. There is

however a brief flurry in 1973, when 19 or 31.7% of the annual reports

©
. '3

had referencing in the Audito Reports to notes. In 1974, the number

L]
.

2

was 15 ina}ances or 25% of the €0 financial statements examined. Whether

+

this is a trend or an .aberration can not be determined at this time.

o

This concludes Section 5.3.5.which addressed general descrip-

v N
1 .

ctive questionS‘about the usage of Notes_to Financial Statements..”™ It °

. -

K -

also concludes the description of. the uéage of notes with the exception -

]
-

of ekplaining the changes in “quantities of usage and the

expected trends

in'usage. Before diécussingathis aspect however, we will first turn to

4

the usage of Supplementary Financdial Data S%pedules, which will be dis-

cussed next.

N - ha

5.4 The Usﬁge'of Supplementary Financial Data Schedules

5.4.1 Introductiébn

As in thk preyious section, which. examined the

©

wF T .
. Notes to Financial Statements, this section will utilize

|

‘thesis and Kesearch Questioﬁs dealing with Supplemenfary

L

]
! . .
Déya Schedules (S.F.D.S.s) as ani outline.
. . ' R

-

c
£

s

,‘;\ -
| .
. s
,544.2 ‘Hypothesis 2
% .
{

usage of S.F.D.S.s has been increasing; it is:

2 v
- SUPPLEMEN1ARY FINANCIAL DATA SCHEDULES.

- “

This section will test Hypothesis 2 which states that the

IN THE LAST TWENTY YEARS THERE'HAS BEEN INCREASED USAGE OF

usage of .

the Hypo-

Financiéij/

v

o

o



v ' S
. .
¢ ‘ -
- o ‘
- " o
] o
. [
.

This'hypofhesis will be examined in three dimensions; *

first, the number of companies making use of S;F.D.S.s, secondly the ™ - o

average dhmbe?kof S.F.D.S.s used by a company'per,year and‘laétly,=fhe
. . : ]

’ ' ‘\‘ - B ) 3 *

-number o f pages used for S\F.D.S.s. . _ - //;

. £ ‘ , : ’ .
. Table 38 compiles the replies. to Question 27 of SAl. This -
o & - s A - . U
, ‘table 4s a tabulation of the number of companies that had S§.F.D.S. as
4 a ’ ’ :.?‘ - t ¢
- part of their annual reports over the. twenty year peridéd. During the
- o v a . Ld

twelve periods, 432 or 60.2% of the tbtél (718) annual reporfs examined

c
R

P

.

had at least one S.F.D.S. The table indicated that ;heré'has been an

<

increase in -the amount of companies who published at least one S.F.D.S. -

[

° The rate of growth has not been steady, for example, 1965 - there was e

€ -

a relatively lgrge jump, declining %n the next year and only reach{hg

the 1965 level again-in "10 yéafé - 1974. As a result of-the data in .
N . Tablé 38, H,
using S’F.D.S.s. ° v * A ’ l“

[

can be confirmed on ‘this dimension, number of cdmpaniés

[

o~

° e

>

Table 39 will be used to examinelthé avef?ggfﬁqyber of
. Y - . I B
. S.F.D.S.s used by the companies who published annual report& containing

- o «

and not cohtaining S.F.D.S.s. The table provides on a yearly-basis thé”

¢
2

S.F.D.S.s,

_—

number of chmpanies with. §.F.D.S.s, number of companies without

ce ¢ . . ”

‘;“total $/F.D.S.s, mean ‘usage, median usage,- maximum and minimum. The ¢
statistics aré calculated both for only those companies with

1 . o <

and in-:total. : . B - o . e

S.F.D.S.s

o

- © ¢
3 =

. . . ' Ynlike the conclusions derived from Table 38,

unable to see,an irfcrease in the average usage.of S.F.D.S.s by ‘users. ° .

we are-. !

- '3

¢+ 1n fact the peak yeats were 1955 (2.261), 1960 (2.229), 1967 (2..353),

(2.@00). " The brackeﬁed fiigure is the meanrusagg:\zIﬁerg.is:

and 1968

littlebo}'no indication of a treﬁdﬂéf incxeasing*humberséof S:F.D.S.s8"

v




TABLE

38
NNUAL REPORTS ©

N

KUMEER OF, A

USINC S.F.D.S.s

v

e o
1955 to 1974

o

S.F.D.S.s

1

o

1 YES NO
1.00 1

be
1

COL PCT

ROW PCT

001

Q

TOT PCT
55.00

Date

O

58.3
4.9

]

60.00

“l

o

[ B e Y

718
100.0

1

3.8 .

432 1
60.2

1

COLUMN
" TOTAL

.
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e et

being used. -The me&iaﬁ usagé exhibits‘similar'trends as the mean. The

mlnimum usage has remarsed tonstant at- 1, and' the max1mum ‘has ranged

v

from 4 to 7, with 7 bﬁlng the maxlmum in 8 of 12 periods. Tgls table

does not support Hzﬁ Instead of growing, S. F D. S usagethde remained
relatively constant when measurea as’ the average number of S:F D.s. per

-

annual Eeport of companx who emplofrthem. Thérefore, althougb the

"*«» u

number of e-mpanies u51ng S F.D.S. s has 1ncreased they are not using

¢ . N
.

-~ - - = a

incteasilg nugbers o? S F DaS s.” - s . ) ¢

-

. .
-:EAQ‘. ~ The conelusions.are qhe same when all cases are, exantined .

T \'“ ] . , ‘e ~ )
with the exception that tfPre is a small increase in the mean: over the

~

o
twéaty year*period.t Th;p'}s due to the increase in users of S.F.D.S. 8.

tLt

Again, though, one can only coné&ude that nsage of S.F.D.S.s has-

w—~;e;a1ned refﬁtively constant. - . ' -

»

Y
-~

o B " T~

T| ble 40 lists the total pages of S.F.D. S., the a%e}age ‘
. . o -
. number of pag per company and aVEr’ge page per S.F.D.S. This measure

e : - N . . :
can only be used, as alrough.estimat 3 t%e hain reason being that pages ;

N . . C -

.differ }n size between reports. Ne ertheless, an analysis ‘of this

d .

- measure results'in.similar conclusioﬁs to those drawn—from‘examiﬁiné
. - . . ~ .

average numbers of §. F D. S per report, Table 39 Basically, Table 40

.

A
indicates that the nuhber of: pages per te?ort has changed very little

ower time ranging from 1.99. in I965 -to- 2.49 iﬁ l§68 for compaﬁies'with

RS s, -

* S.F.D. S. s, (,87 to 1. hB per,coupany when averaged over all cases) -Also. ° -

Lerd
- the average pages per. S. F'D 5 haf averaged in the area of 1 ( 97 ton

- K
". L

4515) The conclusion again being thée even thdﬁ%h {hene is -an increase'

&

in the number bf companies usiﬁg S F D. Sy the average nsageﬂper.company

.,

has n ot shown an increasing trend.
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» h :
- - : .
4 - b . s' :
c - . . . -
, . P ’ . -
5 . \

.

1

e
2

5 can be -supported if “in-
¢ [

-creasing‘®usage qf,ng.D.S.' is interpreted to mean‘ircreasing numbers

In conclusion ‘to this segment, H

. of.companies who are ueing them. If, on the other hand, 'increasing

usage'of S.F.D.S.' is defined as average number per company, or average '

pages .of use per company, or éVerage'sige of S;F.D.S., Hzﬂean not be * :‘

supported. TTherefore I conclude that usage has remained stagnant over °. ) -

the period examined. This is in marked contrést to the usage of Notes .

; -0 @ »
to Financial Statements. . It appears that the S.F. D S., as ‘a means of ©

T

Ay ’ . '/,) -
disdlosure, is not becomlng.increasingly popular on an average.basis._

~ ¢ "

My data therefore supports the contention of the Canadian Institute

of Chartered Accountants when it states: that a gradually increasing - -

proportion of Canadian companies are using S.F.D.S. (C I.C.A. 1973 pll), . -

-

however the f ormat itself is not expanding in usage. . >

& i + 3 L
M - . . -
- I3 . . a
)

," 5 4.3 Specific Uses of Supplementagy°FinanciaL,Data Schedules ’ . —

. " Table 41 displays the sPecific uses of S.F.D.6.s dur%hg

4 .
" "the period examined in this study The table examines the usage of

‘ .
. 'S.F.D. § under eight different classifications. The first eolumn~in

each c1a351fication‘lists the frequencies by years that the financial
’ .

o ) =

. < . . i
-reports examined contained the particular S.F.D.S:, ideﬂiified by the
“ ‘ w

T /”J;:Ldiag. The second column indicates those reports that coritained S.F.

o

D S‘ but not this particular one. S e

< -
.

The' first heading, Financial Highlights, shows a steady
increase in usage up to 1969 and then a 1eve11ng in absolute usage but a
o ¥

‘Slight declipe in percentage qgége. Fer example, in 1969, 91.7% of,all

reports with S.F.D.S.s contained a Schéedule, of Financial Highlights:

s
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o . L )
Financial Highlights which are a summary of certainskey finangial data

are often comparative, usually found at the front of the annual report. -
- ‘ . -

-
»

Their total frequency of 325 is the largest of the eight classifiE@tions,
however in t he last few‘years examined, they were léss frequent than
, the next most frequent S.F,ﬁ.S., Higtorical Summaries.

- - , . ) .
" . . -The next most\}requent S.F.D.S., Historical Symmaries,

provides financial and/or statisticél summaries, over an, extenéed period

of time, mgst&ffgquentiy ten years. They can include sdmmarizéQ Balartce
Sheets; Income 'Statements or a wide variety of financial data. " During | .
the peribd examined, 316’annual\reports had at iéast ‘one Historical

Suméérf. Over the twéntykyear ;eriqd, thez have shown increased'ugage.' ,f‘ °

In the last three years they surpasééd'Financial Highlights in relative'

»

usage. In excess of 85% of those annual reports containing S.F.D.S.

h ]

included at*least one Historical Summary during this ﬁériodmv Therefore

there has been a positive trend in this S.F.D.S. which would be'of_more

i’ -
- []

use to the individual performing detaiied analysiS»ig the company than

) a, . the Financial Highlights.

4

. . The next segment ,0of the table lisfs\those lnsté#ces when
' . ¢ . s
' thelgourcé and Applicatlohlof Funds SFatemeﬁt_was a sgpplemehtary
schedule.- It was classed asia,§.F.Q.§. when clearly labelled as a
S.F.D.S‘lbr when it.was not referred to in the auditor's tepoft. The
) majority’ _23_observations of ;ﬁis statément as a S.F.D.S.lbccprred-in

the early years of the study when.inclusion of‘the Sopfbe ahd“Applicééion

»

of Funds Statement, as part- of the Financial Stafements, was pot the norm.

T . .

~ - As the statement gained acceptance,.maybe‘paftially as a result of 1its

, . . 5
inclusion as a S.F.D.S., it assq?eﬂ the status of the Balance Shegt or

Income Statement. R Ce ’ i -
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The fourth classification used was Asset Schedules. Those
-~

schedulés which liéted detéils or deait with aésets'geuerally were

- - [

includdd in this cla§si%ication. Over the period theré were 34 annual

reports with ghis type of schedule. As Table 41 indicates, there was

a brief flurry of usage in the 1960's which appears to have receded to

the point that in the past three years of the study, only one report

contained this form of S.F.D.S. Therefqré, if a trend exists for this

S.sz.S., it is a declining one:s ;

S | The next S.F.D.S. 'clas)sificat‘ior;-ixsed wasd_ Liability Schedude.

| QEiy:ro repo;&s~igclqded this form of Schedule; the iowest of the. eight ‘
PR . -

, classifipati6§§} Theré is no apparent‘Erend in usage of this’scﬁedule.

) :, A . The sixth cla;;ification useh was for schedules Healiné -

" with income. It was the s€cond lowest used schedule. It was not used’

- ~

L3 . ..

by the companies in my sample siqce 1969. *It, thereforé, had slight .

usage from 1955 .to 1969 and for the last five years, has disappeared

\;;*\ . altogether. ' _t

Schedules detailing expense items have the same histoty as

P

-

the "income S.F.D.S.s ; that is only 15 observations,'on;/mqre than

incomé, and no observations since 1969, The usage of this schedule has
- also -died, out. .
The last’ schedule classification u§£d’was ‘other'. Some

, I o .
sexamples of thg type of schedules falling into.this class were, Dispo-

sition of Each S ales Dollar, financial information about a subsidiary,

1 .
-

- etc. -Even though it was' the third mos¥ popular schedule, it was usga /,'
. " tonly 72 times during the twelve periods examinéd. The last®fout years, -

there has been 'a steady-state situation with regards to usage. However,

v !




_tive strength. Ih the last year of the study, 1974, 51. 77 of all the

_ Secondly, it was required that the statement be c_ovgred by the auditor's »

_ which was covered by t auditor's report. As a result all Source and

Historical Summary Schedule.

‘ages of audited S;F.D.S.s8 remained relatively constant. The schedule

P T

. . <
over the total time period, its usage has also been declining.

As a result of the above analysis, I conclude that the

only S.F.D.S.s in common Or growing usage are Highlight Summaries and
' N
Historical Summaries. The more detailed and technical Historical Sum- -

~

maries were the only ongs showing increasing usage in the last few

years of.“the -study. Their utility to the 1nd¥Jidual pe.rformir‘lg a de-

" L3

tailed analysis or evaluation of thée company might explaln their rela-

companies included a Financial Highlights s'che‘dule and 60% contained an -

IS

_ &
5.4.4 Supplementary Financial Data Schedules - General Questions ’
; B T Y K
T Table ﬁi.shpws that in the twelve periods examined, 84 of

the 914 schedules were classed aé‘being audited. 'Thi§drepresented‘9.22

\ - L

of the total. With the bxceptibﬁ of 1965, 1966 and 1971, the percent-

indicates no tread, eithéraincreasyﬁg or decreasing &ithgregards to this
a o - ' . s ! ' - N -
aspect. S : - ) ’

L a s i . ' \
.

" One p-foble§ which I faced was distinguishing between

’ . <
S!F.D.S.s and 'Other' Finanecial Statements. "o qualify as an audited

! o

]

S.F.D.S.,, two criteria had to be met. Firs.tly, the schedule had' t‘o\l::e/ . ..

clearly indicated to bé a Supplementary Financial Data Schedule.-

report. This wad accomplished in two ways.ﬁ The S.F.D.S. had to be
ot f

— . - . . .

either%mentioned in the auditor®s report or referenced to a statement

.




i

EXTENT TO WHICH S.F.D.5.s ARE AUDITED

4

TABLE 2.2

"

1955 'to 1974

: R 2
S.F.D.S.s ‘. S.F.D.S.s
AUDITED NOT AUDLTED
TOTAL
% OF % OF  S.F.D.S.s
.NO. % YRs NO. A ¥Rs -

YEAR TOTAL . . ?OTAL B e
1955 8 9.5  15.4 44 5.3  84.6 52

1960 5 6.0 6.4° 73 8.8  93.6 - 78
1965 4" 4.8 5.2 73 8.8 948 - 77

1966 4 4.8 5.3 73 8.7 " 947 - 16
1967 - 8 9.5 10.0° 72 8.7 . 90.0 80
1968 9 .10.7  10.7 75 ‘9.0 - 89.3  «g®
1969 - 9 10.7 11.4 70 8.4  88.6 79
1970 9 .10.74gy 11.4 70 8.4  §8.6 - 79
1971 5 -6.0 6.7 70 8.4  93.3 75

1972 8 9.5 .10.5 68 . 8.2  89.5 76
1973 -8 9.5 ~10.5 68 8.2  89:5 76 .
1974 7 8.3 85 75 9.0 9L.5 82 .

: ’ : ‘ ‘ a
TOTAL 84 1000 © 9.2 -830 100  90.8 914

%.
r > )

~
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'classed as statements. Where they were not, they were classed as -

S F.D. S.s. As a result, there is a clean overlapping between the tub

" orphan s tatus of  S.F.D.S.s. . This is a result of restricting the

- ° - s
. s : : «i’l G l
; .

Appllcation of Funds Statements, cowergﬁ'by the auditor S report, were '

a -
° - e

. N

° . ~

formats.\ Perhaps 'Statements - ‘Otirex’' should have been classed as.
) < /"/_ N e
S.F.D.S.s and unaudited Source and Application of Funds be classed as -~

: statements .

.

In any case this classdfication was considered to be some-
: - . T

what“arbitrary. Perhaps the problem is mére deeply rooted to the semi-

L] <

f o 47 - n
— P/
auditor's report to very specific items , When pae Thal¥izes that a
"Ten Year Summary' of the Balance Sheet, fbr exam is classed as a

S.F.D.S. 'and not directly couered by the auditor‘sxreport,.the“hrob-

lem is highlighted. The balance sheets included in tiis sumiary. should’

o 2

be consistent with the prior years audited balance sheets. Also . the

go

current year of the ten’year summary should,be identical to the current

vears audited balance sheet. Yet we do not'cover this hietorical sum=- .
h N -

. mary in the guditor's report. The same can "be -said for ”Financial

&

.Highlights'. This~S.F.D.Si should alsd’be consistent'with the audited

o

statements where comparable. Interestingly, the auditor, 1in reviewing -

the consistency of the annual‘report, should’ohject'tg‘inconsistent

EN , @

S.F.D.S.s. Therefore, in' my opinion, the dichetomy of 'efficial'

statements and 'S.F.D.S.g' is artificinl Ierhaps we éhould review

the implications of extendipg the auditor's report to a greater number
( ) - ‘4 < '-

of 'thancial Reports within the 'Ammual Report' - _- "‘o . s,

It would be interesting to determine if‘the slaw or no i ”

'x__,__,i

_growth of S.F.D.S.s might”be related to their unofficial‘statna. Their

l. 1 ’ cs . *
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potential as a means of developing innovative reporting might be better .
exploited 1f they received more .recognition. It seems -that yhen cer-

tain statements are deemed official‘and/or neceséary, the introdﬁctionGS;
. . T ) . S ’ A
of new statements/schedules becomes more difficult. After all, 1if the

- .auditor certifies notes to financial Statements, which can,‘in them—
.selves, be complexaschédules, the conferring of some form of %egitimacy

e

on the S.F.D.S.s should not be an insurmountable barrier.
;;,' This concludes the’section describing the usage of S.F.D.S.s.

The tpends ,of - future usage will bg discussed in later segments together *

~with "t he future trends of Notes to Financial Statehents. Our review

of.the historical trénds in usage both generally and specifically has

. v - .
'

shown that the& have not exhibited nearly as much: ‘growth and develop-

ment as 'Notes to Financial Statements'. .’I have postulated\that this

’

might be related to the lack of attention focused on them dué to their

lgcking official status. Their pdssibility as a means aof innovative )
..disclosure should ‘be investigated.

N N - . . O

2
¢

5.5 Hypothesis 3 and Hypothésis 4 - YReasons for Increased Usage !
. of Notes to Financial Statements' - _ - =
= ;'0 y & 4 . .
5.5.1 Introduction ) o~ - ,f ﬁ% ‘ ' . o

- ¢ . N . /

Hypotheses 3 and 4 examine the reason for the 1ncteasad

. - Y e : - . L

usage of Notes to Financial Statements. Even’ though ‘they are comple— S

.

mentary, 1ncreasing legal or quasi—legal diaclosure requirements qnd

iacreasiné complexity of the reporting company, the means available for
testing are -in contrast. " Evidepce to test ﬁypofhésie 3 wi¥l be mar-
5shalied in a somewhat subjective/descriptive manner, whereas Hypothesis 4 .

t o
.

» . - . <

”
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: i e,

is amenable to a more objective quanti{atiVe\analySis., The lack of

. hard objective evidence should howeverhﬁot detract fron_the attémpt to - .
R v S S - oL i
examine the validity of th€ legal or quasi-legal pressures, as a fre-

&, . el

quently‘suggeSted_reeéon;fér the increased usage of notes, _

Also, as was suggested.earlier, these ‘reasons haye greater

~.impact®on ‘the need to disglosure as opposed to the mode}of‘diSCIOSure.
’ . att . . y , ’ -

o AS'I will euggest in later segm%ntsi the pressure %o disclose can be

‘v

-

. ‘ M A ' - , C
related to these two ré&msons. But on a less superficial level, what
) .o 1

. caused notes to become the format of disclosure might be'related to the-
- g |
LN restricted capabili;ies of the body of. the statements to respond to the -
’ .e.
-disclosure pressureé Nevertheless,'th% presgures for more and, in

. many cases, different kinds-of data acted as the catalysg‘Without which -

the traditional tabular fords‘of financial statements might‘not have »

-
’

- . . . -

changed, at least not’ as drasticélly as they appear to have. It‘uould""\\

‘seem, therefore, tha; the detractors of the increasing quantities of

’ R ]

: notesznight be looking at . the wrong problem. The notes .themselves
».“‘cﬂ’f‘p o - « - H

LR S migbt not be Ehf problem. The limited. capacity of the traditional

"o, statements might, on the other’hand ‘be the problem and therefore, -
. -

reﬂuction in the usage of notes would not ‘mean- 1bet.t:er disclosure but

}'less disclosure L1 will return to thie subjeet, but first I must. LY

3

examine tpe catalysts, namely 1egal and quasi~legal disclosure require=

ments and fhefincreasing complexity of gPe reporting organizations.

~
- ]

~ X . ., R ,
Wt . . ’
D% . L < o c .

,552 Hypophesisf} - oy ., ' ” a

@ " 5

- .
! .

- . . . . . .
~n - - * i -

Hypgihesis 3 was’ staced in Table 5 as? . o o

! . i . :

INCREASED USAGE OF". NPTES TO FINANCIAL STATEHENTS IS RELATED
TO LEGAL AND/ORgQUASI LEGAL DISCLOSURE REQUIREHE%IS. o :

_—




PR * ~ et e i E = . . ‘ .

- R 'Ehere are tun basic wa’ys to test th‘is hywtheSilS- The -

- . i AP ;- o

;_'"' fi;e: and most direct. method would be to examine\« the specifi'c uses of oL
notes uwr ::fme, locat;e paints of change, prefe‘rably sudden incizeages T .

IR
NLLEL T ~ .

1n ﬂsase, and prace these to changes in legai statrug Such as the CQnad‘a

. B

I3 4o . . v

R e

Gorporations ﬁct or; quasi—legal disr.lpaure requiremente of the Can.adian

,Ins:itute of Ch-artered Accﬂunt:'ants. Section 3.3 6 :h;:dicated four eondi-t

P - RN

»: o
s tions that must exist to permit t:his method Bew all of the o

condit:ipng might not M presdnt, thié dirept m?ethod has ‘11mite¢ apglx.- I
by y . c . '_.‘ '0,* S, . oo T T
- C&tiﬂn. - :" ) -" c e "t‘ i “ . ) . . - ) ; , ' 4;: e . o .
.7$ ' -’.' R A secmd less conclusive method of testing tth hypothesis

L"._'k' . . . . $ - ‘a 4. - .
' :Cs ta exam:tne not:e usage &hd compare 1t to general disclosm:e req-ui\ré—- T

—,‘. > -

ments. Th;s method would a! leaat. pefmit’ us l!: relate the two If K ;_’j -

..
=

’? note ,has a high degre‘s of usage without-a r;.i;fed disc‘los‘u,l_:e recfuiré-‘ . ,‘

. m;ant, we could not attribute ;.ncreasing not;’usgge t'ot legal or q,t;asi-(:‘{v”;

"‘legal disclosure rjequ:l:rements.' I w.ill exami:r;é the topii:é liSted 11;' hl ‘
Tables 18 and 54 (Appendix "D"), uumzing bn,;bﬁmgt:hods- 1:1'; ordgr of ’;‘“\ -

- T4 IO ‘ . A . J ;_‘
;heir éverall frequency. - If the tdpicg‘& be traeed to a ].egal dis{i }

- clostn'e tpquirement, eit:het at: the pc:}n.g/of change or moi'e 1nd-itedt1y. ( '

- .

‘1 w:tli“ have atisﬁed the: re.qmlreqent *of - demnatrating tha :I.nsreas_ing

...usage: ié rel;ated to 1egal or. quasi-legal disclbsure réqu;red._ ) - 'j : - B
: ': instead of" constantly repeating mg.fa‘tencawa vto t;:e L‘ ——— \'
“;'com;"aéies"' acts ,p;: sourceg e.mmerating; lqga]‘:r d;,asi-legg;“requfremngs, ’

I n'r!il enumerate them here pr;.or te the analysig and di‘Btuﬂian_ \E'heyh
S sre, :[’he Accaunting mid Audidng Practice ;Enetmp., (C I,C’.A ), :l'he ? - -,.“
. vCi I-.C.A. Han‘d'béok 1(c I.~C.A ), F:Lnancial Repot:ting/‘:[n Cdnada, (c L,c A. .b '

1957 t:o 1975) Ahalypis -and Incerpretati.pn cf- Canadian I-"inancial ‘Stat;emem:' ‘ i

- 8 . 2 . CRTTA T .._~~: - . e,
R .
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(L;#éhout lé72);ﬁFinancial Ststement Disc105ure:ﬁequirenents For
uCansgian Compeniés, (Pegt, Marwfci: ﬁitcneil & Co.*;973);.Domini0n
éomoaniésfiaw Réporter, Voi..l & @\‘(C.C.H.); Business Corporgtions‘
-r.-} Act and Regulations Ontario (1972), Canada Corporations Act(1968)

| - Tﬁe ‘most - frequent topic of notes was capital stock.

,Exsmining the frequency ovef time innTable 54 it is apparent that,

. 5

"— although increasing consistently,.there ‘was no sudden surge of usage.

JTherefore,-it is ‘ot ppssible to prnpoint a particular change in legal

® . - - ,

,or quasi legal disc103ute requirements to associate with usage, on the
c T . v

othér- hand the ezxtensiue usage of these notes %fn be explained by a

A

continuing flow of statemenns front the C I. G A, hy way of Bulletins 3‘,§W

l 1958, No. 14,. 1957; Nol 20, " 1964 and eventually the c. I -C. A.

-Handbook There has also been active Federal and Provingial corporate ;‘ s
* PRH - ] 3 ‘k LR N "\’\:‘ " ' -_‘
.legislation requiring disc105pre of the type details that ate dis— S

'closed 1n notes.

1 . ' .o } .

* The detaiis most frequently required heve to do with
- ’ \ ¢ ' ) ' . o ‘ ; : ( ’ " ) 'n ¢
w‘twb”general areaS' first, complete dhsc(ibtiqntof tne'stock, ie: author-

'_ized dividend rates, existence of c6QVersion pfbnision; st k optioné;

-

,“7"&. . 4!. ¥ . ..
gtc. and secﬁﬁa‘ details. about any changes that occurred sihce the last . -

Rl

iFIiOd'- AS a result, depending upon the complexity of the capital . : .-,

sﬂructure,.extent of condinions'such as snfre option plans and the - I-”;.-AJI‘
-extent of changes in authorized or issuéé 8hares, companies would make ‘ ..
.‘frequent use of noteg dealing with gapital stock. S}efore, frequ;nt'

o' .4.

[

Baiance Sheet. . - ’,; 4 = S ’ 9 ;
. ! : o - s ‘l' ) .

[ . .. -

Ihe nezt most frequent topic, ditectors remunexation, alsa’

h-.>

/

bas a 1ong history of legal and quasi-legal disclosure requiraments.
i . . Q’*yi
* ” - - " ‘n'..t' ".— .
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N . Y i . ' : :
’ _‘ 1 o h P

' ' ~« 1686
Lo % .

< . <
It is aiso‘interesting to make two paiticuler ébservations. There
was a relatively larée incfease.in 1965 (Table 54) and th{izyéiocides

L]

with the Cana?a Corporations Act disclosure requirement -at-that time.
3 ' » ! .

. . i : J . - ) . ~
Also Table 55 indicates that comparatively few direct referentes were

"made of this note to an account in the coepanies' statements. There-

‘fore, although disclosed by way of -a note,rditec€drs"rEmoneration was

©

" rarely considered material enough to rate disclosure'on tHe income

\3"
xstatement. Therefore, usage of the note does not seem to be interﬂhlly

- .
-
» » . ‘»

motivated but external}yﬁgreqhifedl ét this time most provincas, )
the‘Federai go@eroment aod the C.I.C.A._require this—disclos$re.¢
l -~ The third‘mos:“frequéht note-topic wes long term debt.
This is a good EXaﬁple of the 1ngerection bet&een the reqdirements to
disclose deteils, éﬁenges, covenaets,'etc. ano also the-need fbr the 7
conditibns to be preSent requiring disclosere. In 1955, there are 13
notes dealing with thfs topic; 24 in 1966' 29 in 1965 and 35 1n 1966
Ail duriﬁg this period, there was..gsome degree of disclosure require~‘
ments, however, ‘the statements examined in the study indicated fhat
/there was relatrively less ‘use of Epng Term Deot by Phe companies  in
the,sample‘in the‘earlier pefiods.’ As_debt\etructoree‘becoﬁe'mo:e
complex,'aoherihg to the dieclosufe requireoegge in the body‘of the

N : . .
statements would have caused this account to vequire a large quantity

‘J' . : : ) . : ' PO
] of space. Therefore, both the need to. disclose details and-increesing

number, of deb! in truments jointly caused the.usage of thie note to

.f ~ -
[y
2t N A

grow. - N T ; &
& p . L ‘ . g
. The topic, ‘basis of accountinx for taxes, was the next
most frequehtly’used. From Bulletin 10 of the C.I. C\k in 1954 to 12
. . [n‘ ‘;‘ : . ." ' . -~ ¢ .
~ > et d . N
.

L
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26 and now the lhan@book, includidg at this time most prouincial and

P . ] P -

the Federal Companies' Acts, there has been considerable legal and

quasi-legal‘gisclosurefrequirepents. . A large portion can be attri-. .
) ’ ) .. . '

! Y;- buted to the  need to explain the diffesence bétween.taﬁés payable

-

B i L - . . -'" .
on taxable incpme andtypét would be payable,” if é%ecial accelerated

deductions werte nor,permitted for tax purposes. Besides‘this disclosure,

the existence of loss carried forward items or special assessments are.
' .

Yrequired to be disclosed. Therefore, the frequency of this topic

1
o

'r—\\\\fEétcheé with conditions and disclosure- requirements. .- f' )

t
The fifth most popular topic and the @euth, Investment -
. } - .

' - [ 4 . . . .
' other and Investment - subsidiaries, have a comm@n reason for usage.

B

" Firsty, it has:been required to segregate the two accounts and then

”

deal with the methods of .valuation and current values. With regards to™

inyestment - other, the disclosure of market Yalues and difficulties

in obtaining market values if large blocks weye liquidated caused -~

S N -

textual description. It ie.required in the case.of companies with non-

4

consolidated subsidiaries to disclose the parent company's share of

. . -
& o hd .

.current profits or logses and accumulated changes in equity'since
. . : o

acquisition. It is also interesttg&~to note.in Table 54, the-declining

usage of Investment in subsidiaries coinciding with the increasingly

. [ ] - - . * "- ,7’. ; : .\/
. stroager requirements that substdiaries be consolidated. Therefore, R ‘
l- . f

)

' both the legal ‘negd to diséiosure details and changes in accounting

recommendations with regards to the method of .accounting for subq&ﬂi’ 'ﬂl:‘

- - \

~ .

Leries can be reflected 1n the .usage and subsequent decline 1n usage of .
- - “ . .‘47.""."‘ [ 5‘ bl -
' e s ) DA 13 . N . -
" notks’,’ Do ;~Ji,v ‘ - . . ‘
E . : Wy, i . L -?: - - i
- . & . , ::!,'_..,“( Lo .""\;‘:‘ . ) N
- ' et A O ' e .- .
. ' , : ) o t) ) ~ ] .' ) .
) - e L T R a - - . R
o B A B (-(" . ! ) ,
SRR G- . Ve . - = . .
- , . . N ‘~‘f s . . ' . ‘ _
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1

The sixth most frequent topic, basis of cdnsoliﬂation and
) [ 4

£ ) *

currency t;anslation;-hayeva long history of digplosure re?uirements both

in the 1legal statutes of the cqmpanies' acts and }u_tﬂe quasi—legal‘.

E?cohmendations of the Canadian Institute of Chartered Accountants.

» h > -

There are also two circumstances reflected irn the change in usage over

the time period examined in Table 54. First is. that, over time, an

’

increasing number of the companies issuéd consolidated statements.

This

-
! 3

is re}ected in the inereasigg'usage of this note. .The second refleetion

of change in the ‘usage of this note is the sudden decrease from 1973 to
. - & . L] "

1974 of 37 times to 18. This-can be: explained by the switch.to dis-

¢losing 'the;basis of consolidation in a recently recommended note-~

pi ) ' T . :
discloswore’ of significant gccounting.policies, {1972 used 11 times,
21 ;4.1973 and 43 in 1974)., Also the decline, in 1974’ of the basis of

RN

accounting for thxesﬁcan also be explained by the usage. of thié new ﬁL)'

-

note. Therefofe.again<we can-see the effect of chauges in both envit-k -

L
uonmental cxrcumsbances and” disclosure requirements being reflected in

¥

, note usage.- This furthertestahliqhes the relationship between the usage

T
»

of notes and 1egal or quasi legal disclosure requirements.

v
P

-
The C I C.A. has, for a long period of time, required that
0

the seventh topic s Fixed Assets\\be supplemented with details, re.l

w

\

Pl

valuation, information concerning appraiaals and disclosure by cate~

.

gories. This ig ma;dhed by slmilar unanimous disclosure requirehents

s

found in the Federal and Provi ciai companies acts.

-‘ -
LI

the complexity of the valuatibn,“the existence of’ an appraisal/and T

. ‘i b . . ‘.

Again .however,

vati y oﬁlclasses would be intervening factors’ making the d;sclosure
- M ‘- “ . : v(:‘v

réquirements; operationel. ; o " I

N wa

’
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The 8th and 9th ranking topics relate to commjtments of
- « [ ] '

r

. ;the reporting company. The 8th refers: to fixed assets, leases, eti.,.

whereas the 9th refers to disclosure pension plan.coqmitments. Th

-contractural obligations‘are required to be disclosed in the majority

® N . e A 4
qf‘bhe compénies'vacts§ and also in the C.I.(.;A. recommendatiomns.

These futurewliabilities are not normally capable of being disclosed

\ <

, ) . - ]
the Balance Sheet whid% is a combination of historical and current walues.

-

amd oﬁligations. ‘Therefore the requirements‘for‘disclésufe cause the
» . :

need fér footnote format. ' .o

- . —

The above description of the top ten tepics represents c

Y

70% of the notes of the companies examingd over the twenty: year, time
) o I3 B .

period. Similar analysis cap be mdde of the balance of topics.. Tge .
< ’ ,

point, however,” has been made . ‘The anaiysis-indicates that, for the’

reasons‘enumerated earlier, direct relationship between note usage
a

and 1egal or quas?‘legal requirements for;disq}osure is dffficult.

Howe,ver, the notes’ themselves sa‘iSfy disclOSure requirements which J

would be difficult or impossible in 'the body of the Fiﬂhncial(Staf/ k

b @

ments. -This is- due ¢o théhdescriptive nature- ot extensive detail of the

. K ~

disclosures needed to satds?y these disclosure requireﬁents.
-~

More direct effect of ~legal- disclosure requirements on note _.

[y N “

usage is still apparent however. For example, the decrease in the usage

.t m~"

of notes to describe the basis of consolidation or basis of accounting

hl L

for taxes can be -linked to the required diéﬁlo&ure of significant .

accountingopolicies. This same topic, significant accounting policies,

also demonstrates that companies usage of pdrticd&ar notes can precede
™

1ts legal .requirement. This topic.g\_ required ‘in 1974 however, as

Tabﬁ! 54 indicates, che first large increash in usqge occurred in 1973

. .
. R 3 . o .
F . R W 7
» ‘ . 4 ' -
-

\o
Q
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Y

-but it was also ‘used in earlier years.-’Thérefore, athough the ;egal.

*
-

necessity can be linked to increased usagé, it does not ‘create a gause-
! »

“<
effect relationship. The table indicates ‘usage prior to being legally

»

.o required; as well it ind#cates that }7 out of the sixty companigs were
. .

~—~—

- still not osing the note in l97§.
. X ‘ ¢ As a reoult of the preceding analysis, I-have~shown!toat
legal‘and’quasirleéal disclosu;e rquiremedts are relatéd‘fo.ipcregsed
R usagé, ;herefdfé confirmiﬁg4ﬁ3{ The ;naljsiétéléo4lndicéted ofhé}lmit;”

— N - L]

igating circumstanges ; one of these ‘was the grganizational sétting
- ¢ - ) ~ . . .|. - .

"required to create a need to disclose. One instafice is the increasing
. * N ‘ A e, i .

: complexity of " the reporting organizations creating Euffioien; circum-“

L IR
.

stances wlifich would operatiqnalize.the legal disclosure requirements

-

to the particular company. This will be examined in the next segment.'

: -
- - . P | °
-

’ which tests HA.‘ ,g‘ . s
[ ] N s - ’ " %

On a more general level, the: increasing . usage‘of nofes'

occurred as the C I.C.A., A/AWell ag® governmental regulatory bodies,
were nequiring’sreafér finaneial diSClosuré;a As Tables 15A/15B and.
' o ¢ ﬁ.,s
16A/16B indicate the usage of notes relative to the statements as a i_ - .

whole increased dramatically, 2.5 to 3.5 timgs 1ncrease in the mean

f -

3
[ 33

and 4.5 to 11 times increase in the median, (notes as 4~percentage of

¢

no@es and s tatements). This relative increase indicates that notes

were absorbihg new disclosure requifements more than !hat of‘the body L

)

of the sEatements. Thetefore, both on a general level aqﬁ spectfic ¢

instances, the evidence'is cqppelling in favour of accepting the hypo-

e ‘>

. . thesis that the incréasing ueage of not‘e}is reloted. to legal "and

quasi-legal disclosure reqéirements. I will now examine Hypothesié,a

- ’ B .

\ . ) < . ) 'Y . ‘ ’ 1,

0
v - - . . -




which relates the extent of corporate complexity to the usage of

i

notes. R ‘ . ' -

5.5.3 Hypdthesis 4 . ' . .
- r N

Hypothesis 4 as stated in Table 6 was:

~

L
+ _INCREASED USAGE OF NOTES TO FINANCIAL STATEMENTS IS RELATED
TO THE INGREASING COMPLEXITY OF THE REPORTING FIRMS.

T . @
a, .
» In order for a company to be affected by a disclosure -

requiremenf it would needﬁe situation where the cdrcumstances requiring

v s
*

disclosure exist. It would therefore be expgcted that incregasing diver-

« .. B . - .
sity and, 51ze of company wodfé:be related to increasing usage of Notes
. i, .

to Flnancial Statements.

As was indicated earlier in this chapter and in Chapter -

! - s

Three, this relationship is testable i a more rigoroug ,quantitative

.
-

manner than Hypothesis 3. The. PTO dure used wfii be to first: determine

@
£y

the existence of the relationship and ﬁhen’measure the strength of the
' 2 ) “ . * . ‘
association. This will be accomplished by examining the relatjonship

. . . . . .
. , IS

of whether the.statements were consolidated; nymber of firms consoli- T

v = - L
dated, asset s ize of firm* and g;oss revenue with thevt.ree measures

of usagg number of notes, pages of notes as a percentage of the total

pages of notes and statements, and the number of words. Therefor.g

incgeading, complexity is defided in this study as tq;whethéi the state-

ments ate consolidated, inpreasing numbers.of gonsoﬁ;dated 9ubsidiaqies,'

increasing gross revenue and'increasing assif gize, ¥

1) ) P ’

4

"

One of the first problems, to be dealt with was to recodde
the variables in a‘!ay\that the guideline requirements for the use of

. ] 4
?.2 be met., It 1s suggested that the ected frequencies, (Ec.;)'s)
o

5 =

s,

4
A . . .
v ) E

. "‘!_

-
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" should not be t oo small. The suggested guidelines for uee of }Lz e

are that fewer than approximately 20 percenf of the cells have expecte&

frequencies of less than'S “and no cell have an expected frequency of

less than 1. It is also suggested the combining of categories should

be meaningful. (Siegal 1955 p178) Therefore the variables were re-

. coded with the following results: numbers of subsidiaries was collapsed |

]

dinto 7 categories, revenue was divided into 12 ‘categories, assets into

11 categories, quantity of notes into 11 categories, percentage of

pages of notes - 10 categories an& number of words into 11: categories.
*-

Table 43 lists the relevéht statlstics pf the pairs eﬂamined

N
L S

" to test\‘a Table 43 mdlcates g "‘ignific;nce of oooo for all the

:information) sc:ale of the variable consolld ted

, ‘beyond 2 x 2. The hakimum for a-2 Q.ZZtaole is .797., The level of

‘sign‘ificance is th{ game as the ;2 used to calculat
\ . -

p

.l‘, "_. »

. '
. [ N .
. N e 0 - . ,
. - M » - . e s . -
. ] Y )
e . y . -
- . *
< .

',Coefficient, Since its upper limit changea as the tabl
[ 4

. b . .
only tables of equal size should,be compared-. (Siegal 19 5 pp200 201)

et THe Contingency Coefficienbfwag use

.

' .-
L}

+
i
-~

‘a . . I . , .'

K . e

. A ._ *
becéuse of their ab}lity to be ranked. The statistic goes frem =1 to
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0, negative 'association, 0 where the Ewo variables are unrelated and

N -

. . s .

greater than 0 to 1 for-a positive association.

a

P vy
The first three pairs’examine the strengthsof the associa-

tion between whether the statements are consolidated and fhe three
measures of the quantity of notes, usiﬁg the Contingency Coefficient.

The//?irst pair héé a slightly larger table thard the other two, there-

”
fore only the last two are comparable. They all, however, indicate pos-

-

" 1tive association with the.association of company being consolidated

Y

and increasing numbers of words being greater tha® notes as a percent

of statements and notes increasing.

r

L

With the remaining three groups of pairs, the Kendall tau

-

. “
statidtic was calculated.” It was calcula(ggufoth using

el

data, used in détermining thé %.2 statistic, %f well aé

*

the c¢ategorized

uncategorized.

b

PN

"with one éxception, that being .

“

Again all Kendall taus are positive and a

d’g. k?he

- the categorized and uncategorized data is

‘association is b etween assets and the qu

reCEnué_and number ofasubsidiaries consol

.

All of the statistips,'y,z,

»

11 significant to the .001 level .

Kendall's tau statistics for
- :

very similar. The strongest

~ »

antities of notes, followéayby',-

1,

g

idaied.‘ )
o
Contingency- Coefficients .and -

[ A -~

Kendall's Tau indicate the acceptance of*Ha. Th%épfbre, inér;aéing

a

L]

¥

"complexity, as defined by these varigbles, is associated with the .

increasing usage of Notes to Financial Statemerts.

L3

- This concluded this section which dealt 'with reasons for

usage. It

has Béen shown that, during the 20 year period examinea,

\ ' Ed

Ancreasing usage . of notes,ﬁas been assoéiatéd with legal and quasi-legal
disclosure requirements which are also increasing, and increasing
.‘ ., _ -ar > ¢ o

-




1975

.-

complexipy of the reporting firms. While it would be premature to

S ‘_égemthese faé:tors in a cause-effect 'rélationship, they‘dill'be useful (ﬁ‘

A

5.6 Expected 1 rends in Usage of Notes to Fipancial Statements and
S.F.D.S, ' '

. in suggesting thé;fdture trends-in.wsagey
1

-

\

5.6.1 Introduction ’ ‘

s .
-

The only remaining research question is, "What are the

.expected-trends ip uéage? and why?". The usage of notes and S.F.D.S.s

-

. * has not been shown to be the result-of a cause and effect relation-

'ship. Thereforp, attempts to predict future trends are constrajped.

what is possfble is an educated guess. This section will briefly exa-~

+

mine the possible future trends ip usage based on the findings with

L J
1

. 4 - A\
regards to historical trends. ,\\\

5.6.2 Trends in Usage of Notes

- In order to predict the future from historical tremds, one

- mu;t‘identify the key factors affecting historical beh;vior and be able
* to predic£ wHS;\EEEEg,£6c£6rS will be like in the future. It Bgs been
sﬁown that the usagé of Notes to Financial Statements increased and that
‘ this iﬁ;¥ease was assoclated with legal and quasi—legal\repafting
. ‘.lf;quirements and the inc;easing complexity of the reporting firms.
. s . A

Should these two factors continue to be operational, therg

is every reason to believe the usage of notes*will continue to increase: -

. The legal and quasi-legal disclosure requirements ére the\ reflecfion of

? inéreasing pressure from the users and possible Qsefs of financial
N ‘ R o .
. .



-~

-

- . — . °
K N B N 3]
e o | 196
. 3. ot ‘A . : . s

R A et B TS . . .

s . > d“,.‘ N rl . o

[
&

. Qte - . . . . , -~ ) i
- statements. Full disdlosure is a popular cause in & society demanding

increasing democratizapion'of {ts institutions. There does not seem

. o . ’

to‘bg‘any reason to beli?ve.tﬁét this will change in the near fiuture.: .

il

A o - The secoad aspect, increasing complexity of the reporting ° B

organization, Is also unlikely to change.y«lt seems that financial
, . L] ' . -
- o -1;\“ .

reporting is‘geing‘tp ha&e to’coﬂfinue to fipd'wéys of reflecting the‘
positions and_operétiéqs of increasingly latrge organizati%ns‘who are.
‘findi;g that ';he Lconstituenﬁy to whom>fhef répo;t is becoming la;ger» )
“and mqée'aiﬁe};é; This ds reflected in the effo;t being’pade go’devglOP

v
-

// in aré'as such as social accounting. - , S
. - s , S
N .".'T would therefore propose that, unless the tabular partion
e ) : . - n

of the Financial Statements undergoes- change, notes will continud to be

- r

used to accommodate new disclosure requirements. They appear'to contain

*

an element of <flexibility which ié\neéded. 1 - suggest that noteé, as a

' ans‘offdisﬁlbsiné financial data, are more flexible than the .tabular
- % N ‘ o *

-

-

portion ofJEhe firancial statements'foréffzg:%easons. "First, notes

~t
- -

aré€ not confined to a proscribed form.® Second,-notes are able to contain

-

"both qualitative and quantitative data. Tﬁirdly. notes are not con-

fined ‘to a single statement and can in fact refer to financial data
r . ) R N ’ * Ll .
related to more :than one statement. Fourth, notes can discloseé data = -

” . - . -

. not’ related to any of the traditional statements. 'Fifth, notes are not
. » . . - . )

. ST . - - . ' » B
. Testricted to a point estimate measurement, and can in fact give a , *
, L T Co ’ r "
range or a number of alternate values. . p . ' -

r]
™

Also, even though H3 gnd"ﬂé polnn but important «impacts on

inqreased.usage,'there is an underlying factor, namely the inability.of

. » . . . .
the traditional tabular Financial Statements to cope with these two

@& .




. e
. The importance ‘of legal enforcem$nt in the development of fipancihl dis- .

factors. Therefory, unless thgabasic'fofﬁét 6f our present fimancial

ehange; 1 would éxpect the éontiﬁued relative . 3

statements undqrgoes
grOWth of notes. What q}ght oceur is tha; the statemenfs will be a -
~sgmmary statement followad by noses,-( onﬁs{ﬁilar format usiné another

name), which contain the bulk of the data. I '. t,

a
2

.6.3 Trends in Usag;g of S.F. D S.. » L . . o

,

Increases” in the usage of S.F. D S. hés been much less dram-,
‘qpiv.i ! have syown that ther; has begn?ﬁh overal} sma{l increase in
:tuta]:usége; ghat‘i; a smaiI increase in the ;umber of firmé u;ing :
S.F.D.S.s. Theie is, howﬁyer; no evigenﬁg that iddividuaibéirﬁs are
;Bing more supplemg;tar§ scheddlés. The ;s;ge of historical statisti- ’

¢

¢al summaries h ave almost reached the point where they can nof grow

N . N - © LI .
4 . . e

mueh more since most companies now use them.. It seems thﬁi these” for-

. - { . A . .
mats of disclosure lack the impetus and legal sanctioning found to be T

’ relagéd to the usage of notes.
. L S, : . ) . . . T
Two recent occurences increase my f@eling that the usaggs .,

of S.F.D.S. will not grow very quickl& in the near future. The fi¥st
' ] ' .
was the lack of Inclusion by the vast majority of co§¥anie§ in 1975 of

- ’

priﬁ level adjusted Financm:stemen-;s, 24, S. F D.SJs. a(;&nnua'l oY .

o

Reports c e 197% p8) ~Disclosure in thislmanner was recommended but
N -
‘e . ‘" LY .

" not required, by the Canadian Institute of Chartered ‘Accountants. ’

*This may change byt it,appearS'that it might reQuira‘more legal enforce—
ment to get the majority of dompaﬁies to discléne this'édditiénél data;

°. . N

- v L

5c109uce was btressed by Maurice Moonibz in, a research study h;‘Buthored
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(ﬁoa;utz 497?)\ 'I'he seccmd recengucccm:a;ace‘

¥
v . B \‘»
P .

*’ P s 1ook1n,g into 5pecia1 pur!:ose statemeu&& (W;,l??ﬁ 955}"_0..—3 o
SRS S .4. N PR S, KR L . LR

o e R l Circmﬁstancengf thq above ‘éort/,dc-not éah;inc,&ﬂthat

. RS - .
.
q;\ lv —"l ."

the usa.ge of ,sz.D S s"‘-will i.msteasa very qu:lekj.g,: ‘Eﬁ:e:éstiugly vith&a :‘ -

\- R \

-

-

. /the ﬁotes to’ FihancialeStatements are found qafctze itcmb and cbmple/"

,/ L.

schedules. P They .ate, thetegore,' Seex: ‘as & px‘ef&ﬁﬁ}g veh:.g;],e of his- -'?':‘ ot
1 - L e 1.-';' :
c'lbsure as opposed to incgeasrigtg/ gsagé of S F IS‘S.Q The,refdre\ /:

‘l‘

v
- . =

i Y
’be any changé in the uear fnture. .
3

~e . s . -

,’n N . . ‘v" . ‘e PRI r . T

~
.
Ty

* M ﬂ/ 1'
/ o 3 bR .
% N ,‘. ‘.

5 7 Smnmaty and Oonclusions .

- . . < . . Lot
!. , < ‘- . '_ . -

. -

\\'

This conclusion will be brfieﬁ leaving a. mm:e comprehen— - ,’

- ‘¢ prs

| sive sumary,-/ including implicat"iou% ,4:0 the final chapter of the o 1-‘/::_“- e .
/ ',- T * ! - - . ) .
‘thesis. The' purpose | of th;l.s conclusion 15 to merely ou'tliﬁe what 1 TS

Ve Rl A . -
h ,.};,. o

R - I . . ’ . ,-.

L ,:,"'7}. have ,covered in‘ th/is chapter, prior-'vto eaxamining the results of the

’
/

. 3“' ,, inte».‘:v:.ews and!/’nai,l survey which examineﬁ the percegtiorxs of preparer/
; / / 1 - : e B ) . .
;! £ser groups to N.otes Xo Financial Statements.#' R '. e ¢

. . oW .
! “ : - N P v ¢ .-

Ao o ) - The purpose of" thig,.chapter \Jae t.o inves.tigate the usage

* - . -

co ] of Noteé to. Financial Statements and §upplehentary Financial Data Jw_\a T

R
3

, L Schedples;.J Two Statement Analysis Fonﬂh were used to gather data con-

- ‘J "

.. cerning the usage of thesewforms of, d:lsclopurg over the last twenty

T

- -

- ’ years,. f-The documenting and analysis of this data was reportgd in ‘this
N chavp'ter.. Th¢ purpose was to measure and descri‘be the Ehange in usage .-
[ . ¢
, + . of theseg.format_:;g of_ gisclosure‘. o S . B
) * & . o h 4 ¢ . ~ ® . ~

K
R ' o .
-, 7 ) - L4 , 2

g
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1972, and retdrning;ggifast gtowth from 1972 to 1974. . It is alsé appar-

’ " . . o . ’ . . 9.
v v.:i'V . ¢ "". . ) ~ f N *
ey t . .. ' : ®
s "‘ ~ . \\\"' . ) - 179
.. The data accumulated and its analysis,confirmed Hypothéshm 1-
C - [ [ 4. S

\
that the usage of Noteegto Financial Statements has increased over the
S . - R

last 20 years. One of the more 1ndicative measures was \he increase

\
r

in notes‘as'a percentage of notes and statements. At the end of the - -
- 14 ) / 1 ’

‘period examlned notes had geached the poiﬁt where they represented

hd T

.1/3 of the space devoted to the audited section of the corporate fin—

ancial reports.- The growth in the usage has gone through three step%;

fast growth - 1955 to 1968, léss growth and relatively .stabfe - 1968 to
- . Lo . e = -

) ! ) ) Ce
ent that the traditional\measure; number of notes, relatiyely under-

N - ~
| e

estimates the extent -of grcwthl By examining specific uSes, 1 identi-
: - m— - ‘-’xs- ¥, < -

_ fied certain uses which predominate. I was also ablé to show the

N < i " u,,
. .

& . v
periods of relative dominance of certain notes. Ihe top ten note topics

Were, discussed and cgmpared to.their couhterﬁarts,in‘a schedule which
used direct. r eferencing as a means of identifying usage; It was also -

shown that notes were not merely a«format change but also a means of

® . . ba

disclosing new informationt 1 demnnstrated that smaller (regional) .

o~

-~ . [
audgtor firms are not associatgd with companies using more notes...This,

« -

is contrary to a hypothesis found in an eatrlier thesis. (Chapin 1965)

.

Although a small maJority of firms used a print size for notes that was

- - - 4 ]

equal to that of the statement, (as opposed to smaller)/there.appeared .

to be no sgrcng trend to continue to move in this direction. A maJority

et

- (67.5Z) of'notes were found after the statements with this location

.

- < 0 -
strengthening~over time.- With}regards to general referencing, a majority

of companié% do not give a general indication of the note and this ’ J‘ -
situation-alsp appears stable. Most-finanﬂial reportsg however, used
- ‘ ’ °
4 , ) ' ‘:’J .
' 5 o Pl
L ] ' .



) some-deéreebof direct refereneing;‘tnis Wwas naot, hoﬁever,'the case
for the individual s"tate:nents.“ e .

DN ~ «
Supplementaxy Fipancial Data Schedules were found\t\\Pe

in a much less fludd “and dynamic situatlon._ data lndlcatedian

’ -

1ncrease iv overall usage of §.F.D.S.s. This was due to an increase in

ve .
- “ ‘

the number of'cqmpanies using these forms of ‘disclosure. There was,
‘ ’ ' ' ‘ - ) i . ~ -
however, no trend of increasing usage of S.F.D.:;E/by individual

; : ..« ’ . ) ’
companies, Therefore, Hypothesis 2 could not be confirmed in an unqual-

ified manner. Rather than increasing, S.F.D.S.s appear to be staé—
J‘nEtiné, The usage of S.F.D.S.s was dominated by two schedules, Finan-
cial Highlights and Historical maries. Of the two, Historical .Sum~

maries appeared ta be gaining in“strength. S.F.D.S.s on the wholes )

‘. <> N . .
remain unaudited. The conclusion drawn from this segmegt>ﬁ§; the S.F.D.S.s

>

were suffeging from lack of recognition._ Their potential as a testing
area for new forms of disclosure was not being exploited.

- o
. - .
o . +
. f

-Both Hypothesis 3 and 4 were confirmed. Namely, that the

el

increasing usage of notes is'related-to legal and quasi-legal dfsclosure
“'requirements, and also relatedﬁto,thelinqreasingieomﬁleiéty'of the
,reporting flrms. 'Jhe Iirst hypothesis had to rely“on iess direct methods

of conflrmatlon due to other factors which tended to mask the relation~-
. -

'shlp. On the other hand, Hypothesis 4 was proven. in a much mor® con~

v

clusive duanfitative fashion,'
Q Yo e ) L .
’ Drawing on the whole chapter, 1 indicated that the usage

- e .

of notes woyld continue to 1hcrease whereas ' S F.D. S would continue to

stagnate. The most important underlying factors are the trend tow ds

more disclosure and the inability for‘the t aditionai tabular statements

-
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to cope,with ‘the situation. If a cMBnge occurred in these faetoré;

)

Notes -té Financial Statement: It seems ‘that they are a reflecfion of

it weuldaprobably cause a change 1n.the trenq of usage of‘ﬁptes to

Financial Statements. ;' S IR

‘ : . . . -
- 3 . ) R 3
- I

I believe that th® pressures for increasghg financial

disclosure. are being relieved by the modt fléxible format available,
B -3 - e,

» S . . .

'what is- happening iﬁ‘financial disclosﬁre.n As-a reéult, they are

e

much more important fhaﬁ'e mere appeﬁdage.gf, in the'words'df the

- C. I C.A., useful for clarlfication or further explanation I would

a

suggest that this appendage role has tended to retard their development

and degrade theJ‘ 1mportance. Rather than assume a negative or crit-
' *

ical view of-notes,.we saa*id reCOgnize their 1mportance and move to .y

make them as eff1c1ent andqg?fective as p0551ble, atnaeast until better
. - I - -
- : L . -.ﬁ-—¢ /

megns of disclosure are developed. -

‘Indethe next chapter, I will investigate the more evaluati&e

aspects of the perception to notes by important preparer/user groups.

N

.‘ B
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PERCEPTIONS OF SELECTED PRODUCERS AND
> .

= 8
USERS OF: FINANCIAL STATEMENTS. TO . -

.

~

" .NOTES TQ FINANCIAL STATEMENTS B S

- Id

=

‘6.1 Introduction: ._‘ | ‘ . - ’ ] 7"?;~‘

The purpose of this chapter is to examine the percepti@na”

- ' .‘_ . - LT . ‘,
of producers and users of Financial Sta;ements to Notes by dobumeng;gg Tt

‘and analyzing the.}esﬁlts of the interviews and mail<questionnaité. . “H

As in the previous chapter, the order followed will .be consistent V;th

the."detailing of the ﬁypotheses and research questions. Ini%his case

the pertinent Tables aré 8,9 ‘and 10. . ) -
. o
6.2 Interviews ‘ .
) 1" ‘ N - . ,’Q ’,o“ ) ] )
6.2.1, Design of Mail Questionnaire . , . ’ =
T ‘ B . * .

. 1

/- ' Co . .
» ’ The énd result of the interviews with regdrds to the

qdestionnaife'desigp'is the final questionnaire. found in Appendix "C"

and descriﬁed in Chapter Four. Thé,interviewees‘were obéérvéd‘whiie v

completing the. questionnaires arnd then debriefed. The purpose was- to

~ insure that thggqﬁ;épibqg/bere‘Elearly understood and qﬁbropriate.
. -2+ . a{ N . - ” H
' -

It was found in the interviews that the covering letfler

-

- “and questionnaire instrfictions were understépdablg and requgredhfgw

Ly

[ 4
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alterations. The definitlons in the front sheet were developed with

2

the help of those 1nterv1ewed. The important yointA especially it

seemed from'the point of view of‘the C.A.s’who vere interviewed .was'

- \

to differentiate between the notes and the body of the finapcial state-*

ments. Their professional training caused them to be reluotant to
' 39 - .
p!rceive these ﬁormats as beingzseparable. .The final definitions used

” appeared -to chrify;Eﬁisuproblem.: The interviews were also useful in®

) . . N t“

@

'interviewees' opinions regarding the general, format and design of the
iqoestionnaire. This was considered 1n the context of - inaur1ng that the

. L] ° -’

purpose of the questionnalre be'maintafhed while.encouraging a satls—-"'d g

*_ . ‘3' E -

factory response.rate. All of thOSe I 1nterviehed assutedrme the - -

* . ] “ .
. .

vlength and subJect matter would not discOurage response. AL S ]
v Co- 5 N "
' " " The next area which benefited from the intefviews ﬁére the

v e

B cla,rifying the wor!ding ‘of- tHe questiOns themselvgs. I also sought the 7

changes related to the questions dealing with‘the relative signlfi- -

8 e

cance of notes versus the body of the statements. -The 1nitia1 question-

L
- o, _.

naire asked’only one question. Generally it asked, "if notes ‘were per~

X ‘s

ceived as significant as the body of the statement’" .‘ The inter- .

viewees suggested that the response to this qUestion was dependent upon

whom the user of the fdnancial statements was. This pdssibility raiaed

two 1 ssues.

]

- . . . - . [ -
*  The first issue raised is whether the tradifional concept

' of notes being an integral part'of the sﬁatements was practiced in the

‘ .
real world. The need to clarify or indicate who was the prospectxve'

use!‘was, interesﬁingly, also raiSed by C. A § who were themsalves reluc--

tant at times to consider notes, ‘as being separable from the body of the
—

'

L

- B t
. 3 ‘ Lo - . . .

-

N
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o statements.~'1n aﬁyﬁcase-the‘interviewees conuinced me of the need to

[ specify the user when asking reSpondents to giue their opinions regarding'
T e : . .

"( the ;:erceived significance of Notes to Financiad Statements.

A .
o'

It .

¢ . ,This led ‘td the second issue, "what d&assifications of

g

usars might be zacceptable7"" The fipst dichqtomy was expert versus '

. T -
< nonbexpert., It was first Suggested that-the significance of notes was -

o .
. Q

a funption of whether the - user was a specialist or expert. ThelexpertS'

o

needed and used noteS'and saw-them as being equally or ‘even more signi—

-t b “ w -

ficant than the bédy of the statements. It was also'suggested that

- 3
-

the three groups to whom I was directing the questiOnnaire might per—

tei'p-the significance of notes differently.v It was therefore finally
o . -
o decided to relate the significance of notes to three groups. the indiv-

.

\ . »

. 12

idual responding to the questionnaire, the other respondent groups and
LY | 4 , - M
the generé} public or the less expert users. - . ..

‘-

T ( o A more detailed- list‘f users was ‘considered to be not
‘attractive‘for two reasons. Firstly, I felt it would be difficuit
;venough for the respondents"to provide Y ir ‘opinions .bn these three ‘
',grougs without further complipating the iSSue. y distinguishing more .
user groups.’ Secondly, I wished to maintain the brevity of the queg~

4

‘tionfiaire to insure a satisfactory reséonse rate.’ A possible adﬁi-
. e <

_tidnal reason “from my point of view was the xealization that this was3‘

Es

an initial evaIuation of notes .and subsequent re%%areh‘studiesVWOuld.

require increased objectivity and more preciae measurement.

L vl Y

The interviewees contributed other less méjor points to

-. the final c0nstrnction of the questionnaire since any ambiguities they

) -

"fOund vere clarified as much as. possible . The avérage time taken to

r . . .
»
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. - T‘ - ‘ 4
‘comﬁletve the thstionnaire ‘was approximately ten minutes. 1 was' @ '
.

v therefore staisfied ‘that: the respondents would net be discouraged from

Eesponding due to the length. ‘The overall opinion ‘of the peoale inter-

viewed was: that I shOuld get,an adequate respdﬂSe rate Judging fnom the

q .

‘questionnaire ftqelf.
< -.°

v .

6.2, 2 Perceptiéns of Interviewees .Towards Notes

. . _. g s : n
S The 1nterviewees wete regativei& consistent with- a i‘ﬁ)‘ . -
e : B
. general themes be1ng expressed by Jhe'mejority’offthe respondents. . v

-

. ‘s
1

* There was general agreement, as was expected, thet~theLuSage of notes

has increased. 'This increase was referred to as "providing better dis-

~ ¢losure" and it was also‘éaid that, "increased disclosure was useful",
The feeling;of the—majority appeared to be thatznotes are acting as a

. 3
means of increasing the amount of data corporafiyons disclose and gener-

ally, this trend was felt to be fon the better.'

A second theiie expressed was that the additional disclo-

.

sure vvas'seen as more useful for experts. One analyst indicates that

plex notes as the depth of his analysis jncreases.

ments made were;: "for some less sophisticated users, notes are irrele-

vant"Q "more specialized informatian s " experts information", etc.
Eyenlthe non—analysts ref'rned to notes as_mainly.serving analysts or

. v, -k - ~‘
professionals. ] T
¢ X - v A

-

- The‘increased usagg,of notes, rasulting from new disclosurei

was frequently attributed to legal requirements. For example,-sohe

MSmments made were, notes are due . to 1ncreasing ‘1egal discloaure
[ Y - -

]

. - .‘.
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( o - . ' . . S
) requirements" notes are a function of legislative requirgmentsP"gnd
N R ‘ N .- -
notes have expanded due to pressur!h from statutory bodies

> ’
Y - o~

. The analysts vere often seen as the main: recipients of this

;*madded’discIOSureu A Chartered Accountant stated, “information in notes .
T 7 . : o ﬁ : K
e ‘ 15 mainly for in depth study of corporations ly analysts A corpor-~

ate”treasu&er said that "most of the public ignore notes, dnalysts réfad

-y

»

[ -

‘ them .~ An analyst made.the following interesting comment, "Analysgs

“«

will“get the information anyway, notes are a short cut". The analyst .
- R [ 3 ’ A L. '
group was seen -ast an 1mportant source of pressure with regards to changes
s/J : R

" in financlal dfsclosure and, as a result, the new data was directed at

.them‘as p-rimary or at least important users.

‘Besidef . the theme of mor disclosure for expert users, the
B . :\ *
respondents expressed the view that the general format of the annual

.x .
reports was changing. The evolution they described indicated that the

single general ;>urpose report was becoming segmeﬁted. -Different

people w ould be interested or- not interested in. different parts of the .

= -~

ig report. One senior analysts ‘with extensive experience dnd more than -

;_ average interest and knowledge about financial disclosure usede the term,
\ .

!staged repOrts'. He elaborated that perhips the body'of'thé financial

Statements would be an essential summary for,ghe more casuar user

whereas the notes would codtain’ detail and more complex data of inter‘
% . .
; est to the individual performing more in»depth research and analysis.

- A change in this direction would require a rethinking of tlie format of
t%inancial disciosure apd the relationship of Not&s to,Financial-State—
| . - ‘ ’ . - .
» nents to‘the body of the’statements.t~ﬁe also. expreSSedAthe opinion-
that ¢ he variety'of constituents, shareholders, employeesi(unions),
S . \ e yor <

) L}
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-be satisfied by the same reports.

hd ~
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P

“ governmentséand the general ﬁgblié might cause fbrthgr fragmen;ationr

b \ l. Q , .
since different users with differént data needs might not,be able to
N - - & ‘ .

.
~ . ’ ) Ay

4

officers

~

I
On a general level the analysts and corporate

were very conscious of notes and expressed considerable interest in

my study. The charlered accountants expressed concern over their

expanded Iiability resulting frdm the expanded quantities of disclo-
, * , \
‘sure. . One Chatterqg Accountant st;led that, up to ew years ago, <

- - . Y
‘he tended to repress the usage of notes and only recently viewed them-

in a positive 11

t.\fﬁ corporate officer, who was also a Chartered’ .

-
LY

Accountant, stafed that he "saw.notes as more useful since he started

preparing statemgnts versus auditing them.". The interest expressed

- - " -

by the interviewees indicated that the increasing usage of notés'and

their relationship to changes in financial disclosure was an active
v . ’ 3

topic ‘in the real world. . : - .

~

6.2.3 Summary and Conclusions - Interviews

!
The primary objective of the interviews, to prefest the
» . . ) .
questionnaire, was felt to have resulted in an improved questionnaire. -

‘

There 1s of course nd direct wéy of evaluating the end result. The

interviews certainly were useful in debugging the -questionnaire hut
> f 4 Pl

also addedsto it in a positive way. The interviewees provided to me

both real- life feedback on my proposed study and initial data on pro-

.

duce;/usgr perceptions bf Notes to Financial Statements.
L .

A




6.3 Mail Qpestidhnaires !

N p
v . R - )

6.3.1 Introduction . - N v {7 ;

] ¢

-
[
L d

The fihdinge'associéted with the mail questionnaire ﬁiLlj

-

. Pegin with an,examinagion‘of response rate. Then_the findings will be .-

., reported and' analyzed in the manner described inéiheoopening paragraph.
. . .7 .
This initial evaluation of the usage of Notes. to Financial Statements

v T ’ ‘y.

. follows the description of the extent and kind of growth in the usage

of notes. The findings described in Chapter Fr%e increase therurgeqcy

i

- that we evaluate the usage' the findings’ :esultlng from the mail, ’ .
a A . - n
‘ .

questionnaire, which will be described, are somewhat 1nd1rect but never- »

1Y 2

theless an 1n1tial .step in aﬁis directlon ' ) . _ .

6.3.2 Questionnaire\kesponse'Rate o A ) .

Table 44 describes_ thé responses received from. the mailin§

-

of the questiénneire to the sample described in Chapter Four. Of the

LI . .

992 mailed, 60 were returned either by the post office or’ various in- -

0y

i dividuals. The post office returns were due to incorrect éadreSSesn'
. rd ‘ cw

S -

The other réeturns were made by individuals who for various reasons did
not~considér themselvgs to be shitablevrgspoﬁdents.

‘ * The usable ‘overall response rate for the remaining 842

. -
G
EE

.

. questioneaires mailed was 39.8%. Any‘findings from a mail queét;onnaire
are limitedqby the .possible bias of cﬂé non—resgpndedts. The problem .
with non-re;poﬁdents is that you cannot assume thet they are_the saee
-ae the respondeﬁts.‘ Most résearcﬂﬂtexts“indicate thet the reasons for

hon- redponse are numerous: and can vary ‘from study to study. (Babbie 1973,

Selltiz et al 1959, Simon 1969) Therefore the fin’&ngs from a mfaé

—~ >
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o
<

questionnaire codld be limited, especially if the reasons for non-

.ot - ve & ° ¢

4 T . ) 1’ ] . .
reSponse‘a§i~ch1é to factors which would effect the type of respemnses,
‘ . ) ) M . - o
"for example, person21 oi morally sensitive questibns. A subjective
! . . "

‘evaluation of my qhgstionnaire however does not lead me to this con-

)

clusion.,
¢ -
, -
. . , P Do
. M ) / < I} ©
e . QB-LE 44
.o A .
‘ RESPONSE RATE TO MAIL QUESTIONNAIRE ..
SR
o . ('#. . ‘ — 2
b 4 ) l' . - .
. CORPORATE  -CHARTERED :
o OFFICERS  ACCOUNTANTS  ANALYSTS — TOTAL
. ';’: v 4 ! ‘
Mailed e ) 288 . 311 . 303" @902
iess: g . t u . .
Petiwrned by Post Office 19 10 - 7 7 36
. . . . N R 7 *. ,
Balance (A) A , 269 - 301 » 296 866
- » 4’ ' ., \ * A - v e
Returned Other o - 6 710 8 © 24
Balance (B) . o . 263 - \_23,1 288 842
‘Usable Responses (C) . 117 121 « 97 . 335
Response Rate “A/C 43.4% 40.2% 32.8%  -38.7% 7
Response Rate B/C . 44.5% 61.67 3377 39.8%
-y ‘v""

< a ”» ’ ‘ .
.My response (ate compares favoragly.with studies in the

U.S. and Canada who mailed to similar groups in a similar manner. In ;

o] ) .
two U:S. studies which mailed to Finan&lal Analysts, the following

&

- " .
response rates were reported; 21,3% and 26.2% in m%AIQQgs to 150 and
5Q0 analysts ;especti?ely,'(Buzby 1974) and 47.6% and 42.67 returng in

a < » -




a malling to 23] t.P. A s and 298 Analysts respectively, (Godwin 1975)

- P e e r "? *

In Canada in a recent study dealing with financdal disclosure;za ques-

* ctionnaire was mdilegd to-203 Charcered Financial Analysts ahd,a’respﬁnse .
: » o . ) : h . )
rate of 20.7% wéé_achieved‘r (Eamer:-1975) ° My response ‘rate of 44.5% —e”

.
P - .
-

R . e, . - .
Corporate Off{cers, 41.6%° ~ C.A;s,qand 33.7% - Analysts achieved a

o o
< w2 Q
superior rate of return than. two o£ the.above studlescand somewhét .

. .
. c ¢ . @

>

n ° - hd .
smaller rate than the Godwin Study. This doq’ not elimlnate myoresponse

) - X -
bias.but does at least indicate that my'q&pstlonnaire\diq not create .,
- ‘ . ‘:' Go. .; > d -

’

an unusually low respoﬁ@e rate.
€ Lo > o ' r * s , 1 )

As a result of the ayove, any‘fin@iags gnd.qpncldkiogs

- ~
° s .

drawn from the data will-have to be treated somewhat tentatively. How- .

L. = ’ . ’
- - -

ever, non-response bias, even though it is a seridus ﬁ?obléh”yheh ’

8 t ° =
using the ma11 questlonnalre, has=to be 11ved with. In.favour af the

o ® .

findings is the sub&tantial returns, which cogpare favorably wi§b~othér

. = h] ‘5 . . E o~
studies. There is, also the lack of indication either from the inter-
o A ' ~ Ioe © 0 .
‘ Y “» i,
..views sor the receipts from the mailing that the r¢ason-fbdr non~response -
. . ) . ‘ .. R ~ .

can &e attrfﬁuteg to factors related to the possible findings derived

-

. - 3
> L <
from the questionnaire. ‘ .
© - o > < -~

o o . . . '

. | s o T, - 7 . e
6.3.3 The “Perceived Signfftcance o? the5°to Financial Staqgﬁen%s

h . ’ \

Hypoethesis 5; the finst to be tested usiﬁg ‘the results of

0. co “‘.il » -
<
the mail questionnei;e, was: . . . e : .

< - 2 o * L4 3‘ -
- . o h
NOTES TO FINANCIAL STATEMENTS ARE PERGEIVED' TU°BAVE THE
H SAME SrtNIFICANCE AS IF THE INFORHATIOﬁ OR‘EXPIANATIONS ’
WERE SET ouT IN THE BODY OF THE STATEHENTS. o

= 3 & - - ,- R




cspondent groups perceived and 1estly, more general users, described
» E] : . .t - ¢

as shareholders or the general puﬁlic. Q- e

.
* =

Table 45 indicates that a majority of the respondenCSm
both individually‘(Corporate Officers - 62, AZ C A.s ~ 72. SZ Analysts -
7 T~
69.1%) and as a group (68%), perceiye‘;hat notes’ h‘ve the same signifi-

€

cance -as the Body of the statementss . They also believeiwith sliéhtly
lower percentages, with one exception, (Corporate Officers - 64. 9/

C. A s’- 61.3%, Analysts - 58 ZZ) qnd as a groéb (61. 7%) that the com-i
peting respondent groups -also pe/peive noteé as equally significani'
The lack of a signfficant difference:between these two questions at the .

group.lévei is indicatéd by=a 7.2 of .75, = .10. On<the other

_hand they belleve the genetal users do not see motes aﬁ,significant,
) E . S _ .. ] ] .
(Corporate Officers - 70.8%Z, C.A.s ~ 73.9%, Analysts - 87.2%) and as

o <

- ) o o Y
a.group, (76.7%Z). The differenceg between Questions 7 and 9 and ngs-

tions 8 and 9 are statistically significant,*as- indicated by‘)L,zstof

e . _ :
132.6 and 98;1'resﬁéctivgly, and in bnth cases =K “= ,0000.

in’ summary the data confirms HS with regards tg,the respon-

dents themselves, and their perception of- their Ebmpeting groups. The
» - d

data‘indicates however‘that these.respod&ents would not confirm H

He with
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TABLE %5 i B ‘ g
. RESPONSES DEALING WITH PERCEPTIONS OF '
! . . - RELATIVE SIGNIFICANCE ..
- > \‘\‘/
- . ' CORPORATE . CHARTERED FINANCIAL - ... ’
OFFICERS _ACCOUNTANTS _ANALYSTS .
S AMT & AMT % AMT ' % AMT %
Question 7 > - - e .
. B . ) ' .
Do you perqeive Notes to ‘ o P et
Financial Statements as - . . ; 4
having the same signifi- , A 5 o .
cance as if the information s E *
or explanations were set ’
forth in the body of the . . o g .

_ statements themselves? -. ) - . , o
i c ' ) YES |, 73 62.4 '87-.~¥72.5 67 69.1 227 68.0 "

+ ¢ NO 44 37.6 33 27.5 30 30.9 ,107. 32.0 )
Questign 7a : ’ . . . .
1f rfo, do you percegive .them ' ° LT .
as 1ESS SIGNIFI. + 19 44.2 14 43. 8 23 3. 40 - 38.1-.

. MORE STGNIFI. 24 55.8 18 '56.2 23 76.7. _65.. 61.9 -
'guestion 8 \ - . : o S
Do you think the other ’ . T L S : wni
respondent groups -(eg: Corp-, . . . ) s oA 3
orate Officers, C.A.g, of . . . R : S r
Axgalysts) see Notes to ’Finan- . S Ll T . .
cial °S;atements ‘as having the e © e <
same significance as if the oL ' L R
1nform%tién or explanations N S U S

_were set out in the body pf o - R S
the statements themselvej ‘ R ) e .
" ’/ L . . - ) . ' . . ) :’ :'- 2 N s .-
T, - YE 74 64.9° 73 61.3 53 °58.2 200 61.7 .
. » LT ::‘ i - . N g , ) . Ry ] <
R I ‘2 NO -.)!gp'i"BS,l 46 38.7 38 .41.8 - 124 . 38.3
@ uvestion 8a - ’ - R S BDUE T
If ro; do you thi/nk they 3 - " .7 X ) ._.-~ e .
perceive them as . ST ‘o < e ‘ " n»
‘ LESS SIGNIFL, ‘19 '47.5:-"27 60.0- 20" 52.6 ‘66 53.7
. MORE SIGNIFP.;;,: 217 52.5- 18" 40.0 18 47.4 57 f.e 3
.. Lo . ',/ PR - : .
- g R hd " « [
o O - . . e ”}
: o :‘ . 2 - R - : s ; -
' . A‘."y 0 v,
6 = P . . .\. - 9
*+ V7 \.: N k]
Pl i i , ‘ ’ . h ’ [ N ..\'
-, .l Al . N p ' . . o,
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° © . & .
- 5% . . o - *
= TABLE 45 (CONT'D) . R . -
. ‘ . . . :
?:. ¢ - . .
P CORPORATE CHARTERED FINANCIAL ...
S . o OFFICERS ACCOUNTANTS ANALYSTS it %
T ) , . : AMT .7 AMT . 7 AMTA % AMT z ’ -
©*  "Question 9 ) i T T ‘ L
“ ) ‘ ' o / L . ,
_ Do you:thinksother people o ' ‘
generally (eg:shareholders, - . , e, - .
general public) 'see Notes to . T . ‘ :
Financial Statements as having K . T ’ .
. the shme signfficance as if -the ’
information or explanations . a - i
were set our in the body of - o o
tlje "statements thembelves? : : . e - w- ‘ .
« R . ;. R o ’ . . ‘ © ¢
. , ’ ¥ES. 33 29,2 31 26.1 12 12.8- 76_.23.2 _
pA : o> *. © . ) cl'
' NO 80 70.8 ,88 73.9 °~82 87.2 250 76.7
+ © Question 9a s . R ~ .
If no, do you(think they’ ) ‘ a “
. percéizi them as - ¢ " . . -
LESS SIGNIFI. 71 88.8 .76 89.%4 72 .92.3 219 90.1.
. MORE SIGNIFI:- 9 :l.2 ¢ 10.6 6. 7.7 24 9.9
.- . ' . " . . . N “ . : &
° 4 . : ’ . - - -
R .. . s Coe R ]
NOTE: The replies to Question 74 total 105 or two less than the 'no' .
S " replies te.Question 7.: This occurred because two respondents | °
N ~ who replied 'no' to Question 7 did not respond to Question 7a .
. and rron-responses were not included in the above table. Other
° similar situations were treated in a’sfmilar manner. %
° . . s - = :,“ -
‘D - B ‘I
¢ °© T & ) ’ ¢
0 2 .
o - s 4 o ¢ = “
< s DT ! c ‘ ¢
. . ] o
. ’ . . 5
< ] ‘\/ -
- > » o o
« £ . , A . e >~
' 2 g .\ . L o;»v L}
.t & . :
o . . ) < v -: o o i R - . ) .:.. s, N . g
P A ) : s a ] g
o t 6. ¢ y ! )
L;/: . u ’ i . ,“, lg . 3
; - 2] P - .
. R ,:. - ‘”‘.\“a ¢
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' _questiaqn, the largest majorit& of all questions was givén indicating o -

N - - RO $ , L .

! a
o N .. . b e . .,

)

194
regéfHS‘to the;otﬁérs génerally,'t‘sharehoi‘ders2 general publixc). The* ™~

- LY

implications of thiﬁ'findinéhand'é%hérs described in this chapter/;ilk S

be left to the final chapter of thg thesis, Both Chapter Five and

this chapfer‘on the whole restrict tHemselves .to feporting:ffhdings.

[ ¢

The above data and analysis also responds to RQl of

o v 5

, . .

Table 8, as well as the first parts of RQ2, RQ¥ and RQ4. Whether the

. , E : - s .

grouips responded in a similar manner will be examired later in this’ ¥
v - < . .

2 -

‘segment. Of interest next is what those respondents who did not agree s

with H erlied when asked.if‘notés were more or less significaﬁt.

7

.With re¢gards to the respondents.thems®lvés, a majority of

those who replied that’ they did not perceiye notes as equail; signifi- ~
caqt, parqeiugd notes -as more s;gnificant;=both'individhélly and as-a
=S o

group. As Table 45 reveals, Analysts had the highest percentage in .
this diré%tion, 76.7%. On theaother;hand, those who replied 'no' to

Question 8 gave the opposite opinion when asked the same question.
§This is an éafly indication.of a possible communication- conflict. Tws.
_of the threecéroupsgwéhartéred Accountants and Analysts, indicated that'l

the other respondent groups saw notes as less significant. A majofity

I , i T | R
of the Corporate bfficers who replied ‘no' to Question 8 felt that the -
other respondent groups perceived notes as more signifi®ant.

2

- In"respoﬁding'to Qdéstion 9, a nelati@ely large majority
4 N . .

v

.replied %hat‘theyffelf‘fhat Péople, other than thése surveyed, did not "‘_,'

. ) ’ . * -
see notes as being equally significant. In responding to its related «

P

«

» i

. that the respomdents felt that 'others generally' geréeivgq notes as

4 .

. A % ’ - s
- being less significant. +This data also answers RQ4, that notes are




.. L.

perceived\ y the fespendents as being more,signifieanf and_presnm—

%

‘ably more useful to themselves who are pfbfessiqnals; versus less
specialist, groups. C . : .
#. R . .

. TABLE 46 .
STATISTICS MEA§URING THE. SIMILARITY IN RESPONSES
OF THE GROUPS.TO "IHE RELATIVE SIGNIFICANCE

OF NOTES TO‘FINANCIAL STATEMENTS

Df . —Signif.; Contingency
. Coefficient«

_Centingency Iegle Respondenié to:
* Question 7
Question ;a_
Quegtion"S'
Question ,8a
. Question 9

Question 9af

-y

‘f":' {

L]

The last _part o£ the research questions in Table 8 dealt

’

With'the/consistency among the respondent groups. .Table 46 lists sta-
N . , " S .

T

tistics which measure fhether the tliree groups of respondents' replies
are diffe;ent.' The. Chi-square gaatistic and"Continéency Coefficient .

we}e caléulated for tﬁe six pairs\bf ZomyariSOns, consisting bf\thel

1Hentity of the respondent groups with the replies io Questions 7

¢

through 93. The measure of the level of significance disclosed 1s--

| eéme‘for both the Chi—square and the Contidgency4Coefficient. For

- -




'.tﬂ%sis that there is no difference in the replies) fﬁis,'as earlier.,

- gufficient indication of a degree of adssociation between the respon-

defits and their replies occurred with Qdest%on 9. The lével of signi-

" that the® association fe not very strong. 1 conclude therefore that there

A - .
[’ * N
“ . . . . t : .
? % ‘ .
s hd ~ . -

B cnssion pmgbosee, 1 will;gée an ol of..01 to'acéﬁot'that“the rePliee

. - . < had ‘.'— . . - ‘ . ~A .
are dependent upon the i%spondent group (ie: if & F .01, reject hypo-
. » © - > ’ 2. .

. - dt,-'a."lw'

‘sectlons of the thesis 1nd1cated would not measure the stxength of the <‘.A:

associatlon. Tperefore; the Contingency Coefficient was also calqdlated'F
as a measure of the strength of the association, should one exist. .

S

Tgble 46 indicates that thé only pair of comparisons with

~r

< - N . L]

—

- : ¢ ~%

ficance of .01 meetswthé’criteria established for discussiouxpurposes.4

. e - -
- e, ®

- However the Contingenc; Coefficient of .16'indicates that the‘as%ocia—f

©

tiogp is weak. Table 45, Question 9 'shows that the. difference being

-

’isolated is the- approximately 17 percent point spread among the replies.

The replles¢being, 70.8%- of Corporate Officers, 73 9% of C.A. s, “.and

4

87 2/ for Analysts, thinking that notes are not perceived as equally .

d —signifi ant by others generally.A The drfference is. not one of diredtion

- .~ . -

but one of degree. ‘The low Contihgency Coefficient is an ind‘cation ®

5 -

B

is “imsufficient evidencd of aosubstantial difference in the way the ] *

‘ o _ . . ‘ .
respondents viéw the r 1ative«significance of Notes to Financial State-

<o °
- -5 . e

ments versus-tﬁze body of the statements. - ‘ Y

o
@

»

InKSummary to thfsvsection; Hypgqthesis 5 is cohfirmEd‘@ith

regards to the respohdents'’ percéptiona of~them§elves and-how nespoudent ‘.
N ’ - : \.« ¢ 4 "
groups view themselves. The three groups of respondents however tbink : ?ﬁ?

that less specialist groups wpuld see notes as being,leeh sign&ficant.
& -,

‘Discussxon of this finding and 1mplicatioﬁs will’ be continued in ithe

.
s o~
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T concluding chapter.‘ ﬂ§ data‘db- not pravide evidence, wlthfregards';‘ R
*to relative signiflcance of notes, te lead me to confirm the findings t""
l',) N v A 4 .
reported in the Morton Thesis. On the whble, the three respondent et

'
» . . . [ -

ot

groups replied in a similar manner. There were only twb indications ¥’

. .
< - E
‘ of dlfferences, the “first being the replies to Question 8a, whlcﬁ-was X
. not statistic—a}lly significant, and the second, the replies to (y.\e/stion ;{_‘.
whose strength o f association was relatiﬁely weak. ’ AT bt
. 6 3.4 The Perceived Effectlveness and Efficienty of Notes to Fimancial
Statemerits T . ‘

Hypothesis 6 and 7 1fstéd in Table 9 were:

° N

L e, NOTEé TO FINANCIAL STATEMENTE'ARE PERCEIVED TO BE EQUALLY e
¥ o WHg EFFECTIVE FOR DISCLOSING SIGNIFICANT INFORHATION AS THE -
; BODY OF THE 'STATEMENTS. ‘
k! ; O', . | ’ . o ,
L NOTES TO FINANCIAL STATEMENTS ARE PERCEIVED AS BEING LESS :
. 2, EFFECTIVE FOR DISCLOSING SIGNIFICANT INFORMATION THAN THE )

BODY OF THE STATEMENT. ‘

Table 47 gives the replies to Questions 10 and 10a which

~ o

ot

. f
address H6 and H7 A small majority overall (53. SZ) indicated that

¢ ‘ they did not perceive notes, to be as effective as the body of the fin—

<

° ancial statements. On an_indiqidual basis, %he;Corpofate Officers per-

5 r

. . ceive notes as being not equal by the largest majority - 60.9%? This -~ .

"
»

L compares with the 53% of “the Analyste who also.dindicated that thef:did
not peréeive notes as being eiually effeftive. " A small majority of the

Chartered Accountants (53.3%)'perceived notes as being equally effective.
- . * * . o °
As_ an indicator of the statistical relationship between

. « the responses, I calculaged.the Chi~square statistic comparing;

-

’ . . ‘ g

°
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. ) 'q; - "‘ . ’k‘“‘ - : . , " ' S ,n‘-":d
R C "TABLE 47 : ) e
~ " . ¥ &'V, RESPONSES DEALING WITH PERCEPTIONS OF
. S $8. .~ RELATIVE SIGNIFICANCE
' . RS . : : '
Ty L MY .
: r.. £ L
. ( . " B . -,
, . T CORPORATE = CHARTERED FINANCIAL TOTAL.
' ’ OFFICERS ACCOUNTANTS ANALYSTS ‘ ’
. ' AMT 7 AMT % _AMT % AMT %
Question 10 - Co : '
1f data coptaining'signifi—
cagt information gould be - .
losed in..the body ef the N
. Financial Statements or in the i Y
Notes- to Financial Statements, .
would you perceive footnote ' ~
disclosure to be equally , N
effective (able to achbeve = 7 . ’ o
." desired objective) in commun- : > : S
.\ icating- the information? o T . .
. . JYES 45 .39.1 7,64 53.3.. 44 46.8 153 46.5

f

- Questfon 102 4 N0 70 0.9 56 46.7 50 53.2 176 53.5

1f no, wo;ld footnotes be, o e o . o
LESS EFFECTIVE 52 80.0 47 85.5 .44 89.8 143 - 84.6

MORE EFFECTIVE 13 20.0 8 14.5 5 10.2 26 15.4

!' * . . } »" L1 ‘4 . . ’ l;

"‘ NOTE: The replies to Question 10a total 169 qf sgven,les§~than the 'no’

f ) replies to Question 10. This occurred because seven respondents .
v

who replies 'no' to Question 10 did.not respond te Question .10a
¥ and non-responses were not included in the above table. Other
similar situations were treated in a similar manner. :
o . - . -

,

o

e
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Corporate Officers with Chartered Accountants, CLNE = 4~J2,=‘; = 503,

Contingency Coefficient .14, and Analysts with Chartered Accountants,
) j)_z .86,oC .37, Contingency Coefficienf 0& Theése statistics
s Ceie ’ g R
indicate that t he differences betweenathe Corporate Officers replies
- ‘ i r g’

and Chartered Accountants is the largeraof the two. But if .Oi level

-
' . ’ N a
H

" A

“of sxgnlfncance is again’ used, we qpuld not’ reject that, there are no

* N [
)

differences. Comparisoﬁ-of the threevgroups together.will be reviewed
P . ‘ ' . .

;- later. P ' : B

.

e

n N %

. . ' - 2 . !
4 4 In summary, therefore, a small overall majority of responses’

~—

d;es nogisnpport hypothesis’6..‘gn the other hand,vthe Chantered S
ACcountants'.group do suoport‘the,hyhothesis: These mixea\results‘in-

nicate a cerxtain degree“of unce;tainty by the responnehts. Nevertheless
the responéents' replies did notaanmfirm d6. -
' . Question 1la indi&ates that a large majority (84. 62), those

'who do not perceive notes as being equally effective, see them as’

‘being*less effective., Therefore this segment .of the respondents con~

. T . EN 4

f1rm Hypgthesis 7. Even though all bof the individual groups as well
as the groups ‘in total responded to Qngstion 1la overwhelmingly indi-

cating notes to be less effective,, they do not represent a majority

of the total respondents. Therefore, confirmation of the hypothésis
‘ ’

is restricted to those who do not pe;ceive‘notes as being equally
effective. Nevertheless .the percentages,“Corﬁoraté Officers, - 807,

Chartered Accountants - 85.5%, and’Financial Analysts’— 89.8%, indi-

cate that g large number of the, reeﬁondents perceive notes to be less,
’
effective.
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~

Hypotheses 8 and"’ 9, set out below deal with the relative

-

. . - L’
efficiency of Notes to Financial Statements._

.. -
"NOTES TO FINANCIAL STATEMEETS ARE PERCEIVED AS BEING
_ EQUALLY EFFICIENT FOR DISCLOSING SIGNIFICANT TNFORMATION
‘As THE BODY OF THE: STATEMENTS ‘

.,
E]

“NOTES TO FINANCIAL STATEMENTS ARE PERCEIVED AS BEING LESS
'EFFICIENT FOR DISCLOSING SIGNIFICANT INFORMATION AS THE

BODY OF THE STATEMENTS s f . ) -

Table 48 gives the responses;to Questions 11 and lla

L g

*

Interestingly, ‘there is considerahle similarity between Tables 47 & 48

/.o-

Again there is a. slight ma;ority of respondents (54-5%) who do not,
support the hypothesis.” Therefore H8 is not confirmed by the three'

) respondent groups together. Corporate Officersjﬂhd Financial Analysts

responded 54 9Z and 61. 1% respectively against the hypothe31s. Once

- more the Chartered Accounfants responded with a small maJority for the

N

hypothesis (GL3%).-. - 1 I
’ S ( .

The overall differences between the three groups will be

L4 -

examined later. However, the reégtive 1ack of large differences between
- h *
the groups in pairs is demonstrated by examigipg the Chi-square statis—!

tic which results when comparing the responses of Corpdrate Officers

and Analysts to the disenting Chartered Accountants. The statistics

-

b4
being,'](.,2 61 -C =’ 39 for Corporate Officers versns Chartered

-

Accountants and jL = 3, 25 06 .08 for Analysts versus Chartered Accoun-

tante, ‘These statistics indicate that the difference between Char-

'
-~

tered Accountants dand ‘Analysts is lévger, howevgx the .08 level of
e

significance is not particularly low. Therefore, on the surface, the

[
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o o TABLE 48 @

RESPONSES DEALING WITH PERCEPTIONS OF
RELATEVE EFFICIENCY

CORPORATE ~ CHARTERED FINANUIAL
OFFICERS ACCOUNTANTS ANALYSTS
f ] :
I . ’ AMT % AMT % AMT % AMT %
Question-11 PR - ‘ )
“ If data containing signifi- ’ , :
cant _information could be - ~
disclosed in the body of the '
Financial Statements or in
) . the Notes to Financial State-
. . " ments, would you.perceive
. footnote disclosure to be
. equally efficient (able to be ) : . ‘
- read and upderstood with equal . - .
ease and time) in communicating )
the information?. »
- YES 51 45.1 60 51.344J57 38.9 148 45.5

No 67 54.9 57 48.7 °58 6.1 177 54:5

-~ A

w

.;' Question lla h ) 4

.,

'If no, would footnotes be; o - .- .
® LESS EFFICIENT 42 68.9 40 78.4 - 43 78.2 125 74.9

' MORE EFFICIENT, 19 -31.1 11 21.6 12 21.8 42 2511

’
¢

% ) NOTE: The replies to Question 1lla total 167 or tén less than the “no*
replies to Question 11.° This occurred because ten-respondents
who replied "no' to Question 11 did not respond to Question lla
and non-respOnses\wefe'not included in the above table. Other

o similar situations were treated in a similar manner.

. . . ?

P

“

a\ ; - | - '

Nk
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replies fre different but confirming the differences statisticall§ is-
- &}

afother matter. This is similar to the situation described with regards
- ’ . »

to H7. ' ¢ . . .

°Thergfore, by & narrow majority,- the reséondents did not

confirm H8. "A gain the Chartered Accountants dissented by a narrow

majority. As i.n,H6 there appears to be considerable uncertainty. The ° .
‘ "\

overall frequency however does not -confirm Hypothesis 8.

| The responses to Question 1la listed in Table 48 indicate
tﬁgt‘the respéndents who did not agree that notes were relatively
éff}ciént, overwhelmingly agr;bd that notes are lesé efficient, As

with Hypothesis 7, the nuilers supporting Hypothesis 8, both fgr the

;1

&

groups and individually and together, are not greater tham 50% of the

3

total respondents.: “The percentages of those responding 'no' to

2 o

" Question 11, and less efficient to Question_lla being, 68.9% for the
COgporate Officers: 78.47% for the Chartered Accountants, and 78.2% for

the Financial Anal§sts; the overall perZentage was 74.9. Therefore

v -

the conclusions with regards to Hypothesis 9 are thg!saﬁé as for Hypo-
thesis 8. Thé overall majority of respondents do noflperceive that
Notes to Financial Statements are %ess efficient; however a large

. i )
majority of respondents, who do nof .see notes as being equally effi-

o #

{ . : .
clent, do perceive notes as less efficient.

. - : \
Research questions 2, 4, 6 and 8 of Table 9 address the

-

2

- iesue raised im the Morton Thesis, namely "Is there disagreement among

w

the fespongént groups?". Table 49 provides the statistics relating to

Qhether tﬁe respondernt groups' replies,to Questions 10, 10a, 11 an&‘ila

L

are statisticalily independent. ) B 1 ‘

- - - o ‘ N
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TABLE 49
— 5 s

STATISTICS MEASURING THE, STMILARITY IN RESPONSES
. o
OF. THE GROUPS TO THE RELATIVE EFFECTTVENESS
AND EFFICIENCY OF NOTES TO FINANCIAL STATEMENTS

o

.n. [
&z

T A L3
'

T

o - 5 s
\ . S0 2- . Contingency
\< ContIngeficy Table Respondents to: > pe- Rigpif- Coefficien
- : , .
Effectiveness - Question 10} - 2 .09 +12
| - ' '
yuestion 10a 2 c .06 v .18
[l 4 [ ) <
o .Effitiency - Question 11 2 .19 .10
Question 1la S 20 ¢ .41 , .11
L 4 .
- c
° il 2 o r_
(“ i
°

st;engtﬁ*of any association that might exist. S$ince I am not trying

¢

*The Contingency Coefficient was calculated

<

to prove Sf disprove}that there are different g%fééptions
o - ,ﬁ/ © - LI

: Vo . : . . -
respondent groups, which in turn wouldl lead to communication problems,

> s 1 have not s tated a prior level of significaﬁce. This 1is

the domp;rison of -the resﬁonses to‘thé relative signdficance of notes,

I will usel = ,01.

for mg to reject the null hypothesis ‘that' there is no difference in
the repliés_of the respondent groups.

° ,his or her own conclusions based on the;étatistics disclosed.

~ .
ent with,hy\agscriptive as

tistical level of significance‘would have to

«

0

Tkis means that for discussion purp

° I
- - * t

+

*

opposed to normative $bjectives.- As with
o Py

The reader can“%f course Teach

to measure the

-

ng the

<

oses the sta-

[ 9
be’equal ot less than .01

1 4

Within the guidelines described above, I would be unable

.

to support theZMorton findings. Téb}e 49 indicates that none of the

©

[

consist>

I

L34
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pairs achieve a significance tevel equal or lgyer than..0l. . The ,La\ble

- o

' - ) . o -

- oiqéicatesithat_there appearé to be less agreement with reéards to, o‘.
1i\ﬂ "Questions 10 and 10at° The difference %:ing picked up in 10a can Le - ‘
attr;butéd to séread‘getwéen 80% of the Corporate ngicefs perceivieg‘ o
. o . Yo
o notes -as being less effectivefand almost 90% in the case of the Anal-
v ysts. The digfenence is® one of )deg”l:ee, :_ot of‘fnajori;:y_opirii'{mr ('Eueé—; “

g N .

° fion}lo; on the othe} handy, does have the s%puation of the Chﬁrté?ed

. . - ' ° . 5 7
Accountan&i‘having a different majority opinion. The statistics jIl’ .

(2] - . .

Table 49 however show the difference in -the replies of the' three groups -

. ¢ L}
-« - -

- as not.suffitient to be statistically confirmed. .- .
< -« _e = <Inm SEbmary the Canadian data do not support the Morton‘
finding. My findings do not indicdte statistically significant difs.

. _ X
ferences between .the respondent groups.” The Thartered Accountants, as

might be expected, have less doubts. about gbgyrelatiye effectivgness

. . ) ay s P ‘.~’,
. " and ficiency of notes vis a vis the body of the statements. ,This

Ve
- -

\ . - . - ' Lo
difference will be discussedlin the concluding\chapter. HE&Ever.tbe "y '
- . differences of. opinion are not strong enough te support the Morton
. ) . ; . . . i‘ °
thesis statistically. . L

o - - -
Lo
o

< ’ This concludes the examination of the data relating to the
’ ‘ -
perc?ived relatlve effectiveness and efficiency of hotes to Fidancial

&,

Statements. The flhdings are mixed but inﬁicate a considerable degree
) . -
of doubt expressed~by the respoudent.grOups as to the equality of the

. . ) i - ’
two formats of disclosure being compared The iﬁp&icatibns -of these

L4

findingewwlll be, held in abeyance until the -final ° chapter. I will now ;

6 - ¢
3 ¢

. ' proceed £6 the mere genéral questions ‘d*arted with produ_cer/user_ '

. —ee
perceptions of the notes. °

c i - <

- 2 L. e 3 ' .*




6 3.5~ General Q‘lgtions . : s e,

LA ‘l ' /
"' The frtst ‘two research questions listed in Tahle 10 are:

v . ! “‘J.'“ . . ’

. RQl) "Do prepar;ars-'onf Financial Stat‘eme'nts', Char'tered

1, R . 2

Accountants and Analysts see the historical trend of the .usage of notes o

0 - e s
as it_, actually was?" . ) - - P .
. RQQ); “Do'these three,groups agree on the trend?ﬂ
- . - Table 50 defails the replies to Question 6 and 6a which TNy

¢ ask the respondents whetner they perceived a change inousage, and, 1if

- e @ . .

A
they d1d, whether usage has been 1ncreasing or’ decreasing. ‘The replies
'

- - n,.,c—

. were completely as exsected.. The replies agree with the actual change
- e - ' L
in usage, name ly that,the usage of-notes iscincreasing, aad,the thtee
s grouns replied in:a,similar.manner.

. e . -
. A -

‘The next research question was concerned withwthe desire |,

2

of the respondent groups f:{ increased intervention by some body

regardlng the usage of Notesgto Financial Statemengs This was fol-'

o . -

in replies. . The questiqns being: - -

-
o

kowed -by the question of similar

' -

. RQ3}'—VDO preparers of financial statements, Chartered
Accountants and Analysts See the need for recommendations from_ a body

such 38 the C. I c. A. w1th regards to the content and format of note87"

- - n
‘f-» . o = ryl

'RQQ) "Do these three groups respond in the:same manner

< e
P 2 e <« 5 ‘:‘o e (o3
“to-the above question’" . . : L.
N . : ' ) ’ - : s > o >‘>; ’ . 9) -~ ]
. - . Tab@e'Sl provides_the responses to Question 12 of the ~°

—_— .. A - . <L ) ] - . . @

mail questiohnaire'which-asked the respondents for their opiniom on :

this matter. Two-thirds of the total respondents replied yec to this .™.

..
< v

question. Therefore a majerity of the respondents indicated a desire -

® -

for more direct#on regarding the nsage of notes. ’ .
. Ly .0 o ' ’ -

‘&
3

>

L "
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"TABLE 50

RESPONSES ,DEALING WLTH PERCEPTI S:‘.'
OF CHANGES IN AMOUNT QF USA

R

, . OF NOTES - . v o
- * . . . € . K

s ’ > . Corporate Chartered® Financial Total
' ) ' Officers Accountants Analysts .

. R - C < e -

. . Amt. % Amt. Z Amt. % - Agt. 7%
Question 6: —

Have you perceived. a - ’
change in the amount . hr

of usage of>Notes to

Financial.Statepents? . - . . ' o
‘ Yes, 112 95.7° 118 97.5 - 290 92.8 320 95.5
_,s No 5 4.3 3 2.5 - 7 1.2 15 4.5
Question 6a: : e .
... 1E yes, Decreasing 1. .9 3 2.5 -3 3.3 7 2.2
' ) Increasing - 109 99.1 . 115 -97.5 =~ 87 96.7 311 97.8
. ’ . ) . o . ®
a ' N . > o ) 5 = > . s “
N , - TABLE 51 . » .
RESPONSE TO QUESTION REGARDING RESPONDENT .
DESIRE FOR .INCREASED DIRECTI,,GN L 3 e
C ) “RE: . USAGE OF NOTES oL T L e
© O:'B ) ’ Corpbcratge €Ihartered ’.Fit@ncial
3 e Qfficers Ac*sountants &hsts Totel
. : .

Lo ‘ . Amt. % Amt.. \Z Amt. - % Amt. X
Question 12:° N * N p
Would you like to see an o . i
éssociation, such as the , ) ’

C.I.C. Aoy maKe spe cific’ . e Ll 5
and more ‘extensive recom~ . o me e o = ° S
mendations on -the. form . i . , 2o o
& content of Notes to. ' °
" Financial Statéments? ' ° L ° | oo e

. . - c ﬁe's = 60 54 1 72 64.3 77 82.8 209 e66.1

R No §1 45:9 40 35.7. 16 1702 .17 3‘3;9:

2

o
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o ’ : .
o - . P o °

o . "\
N The table also 1ndicates that all .three of the groups gavé

N «

5 ca maJogity of yes s. - However the level of inténsity varied from a low

k4
o
“

e “of $4.1% for the Cor;orate Officers to a hlgh of 82 BZ. for the Anal- ’ . R
. _-;°!yS't‘.$'. The Chagr‘t,ered Acéountants belng 1n the middle w1th 64.3% in - | ‘: : :
j faﬁvouraof. more i ntervention: Theo differenc;s in the resg,onses were K °

: " sufflcient, ascthe tabbe also;indl;tee for the 7—2 statistip to be; .

) significant at, the 0001 level.c ’I'herefo‘re, althc;ugh the three groups <,° »
“ “ -‘agree on - the desire for more directlop‘;the)ir replies jre statlsticallx__‘i
. <

d,L,ffe.rent. " The dcl_fferencesﬁ"being’not in major;@ty' opinion b1°1t in the

’ N =S . ©

-t . a . S . ‘e .' , - . 2 M .. Ce . i
“t.size of the majorigy. . e . ‘ L, « e = ©
] . - [ Vo “ H . . VM,“‘ ) R
R . -‘Thvis;leads to the, ne&t i{uestion which° asks whether resgonses e . .
A ' .
TE to"questions conéerning the relatlve significanCe, eﬂfectiveness an\ 0 ¢
o o . v 5, & : o

ef«ficlency is _related to the reply given— to Question 12 dlscussed

o °
' ab:ove., Table 52 gives the statistics‘\.’esulting from comparingcthe ’
Q o_ , a, i ) .
. replibes, to “questions 7 4:0 lla int‘:lus’ive qf the mail questionnaire to

Ques ti on ,12..7 The ’re,searchmquestiorx a?ddressinga this isasaue was l:L’st.edC' )

3 . . IR - " - T
22 Y

o i C -
in Table 10 as: - - B ‘ P R . .

- G\ a Lo . ' S . o
SER . 7 RQ5), "Is_ there a-rel"ationship betwee‘n the perceptions' ‘

Q

o

o, ‘ef relative signlﬁica‘nce, effectlve'ness and efficiency angl the. per~' ’

¢ -

ceived need f 6r increased direc,tion regarding the usage of Notes to . .

) . . - < . e . ) " B
Financtal Statements?" sl T T TR e T S

. P . 9 A b e L = % 5 .

)

T‘le 62" shows an.indication of as'jsoc:l:a;ion between Ques: .

‘ -
’ - t. o i ' - ! S ¢ - ¢ [ ¢
-~ tion 7 and 8 to Question 12: Questions 7, andQSQdealt”' wzlth the respen— . T
o, . e ” < e : s o Fa
el dents' perceptt'ons of whether notes aré equallcy significant and Czith _:5% -
4 - . ¢ s "‘&‘." ; -

&

the'.respondents" thoughts of theé other respondents' perceptions of’

srelativeé signifiéance. The gtreng_th of' t‘he‘as;s'ocijation between ‘thesé '

3
L4
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questions, as:measureé'by the Contingency .Coefficients are‘low, .13 7
. b o - -
and .15 respectively.' Therefore” 1 concluded thaé‘there is no strong

«
ks . L )

statiseical a ssociation between the replies concernlng relative sig-

T

nificance, effectiveness and efficiency and ‘the desire for increase

»
¢ .

direction regagdfﬁg the usage of notes.

&

. .. TABLE 52-

STATISTICS MEASURING THE ASS0CIATION BETWEEN
RESPONSES DEALING WITH RELATIVE SIGNIFbCANCE, !
c. EFFECTIVENESS AND EFFICIENCY AND RESPONGES TO-
THE DESIRE FOR' INCREASED DIRECTION REGARDING'
USAGE OF NOTES , ’

o

7 e st o
Réspoﬁs;s ‘40 Question 12 in relatdioh = ’ .
To: _  Question 7= ERPAES SR | 03 -~ .13
" Queswion 7a " .77 1 .18 .16
" Question 8 - 6100 1 .01 a5 °
. Question 8a- *, 22 1 . .64 .06
. OWestian § 02 1. .88 to2
Questlon 9a | 2.30 1 13 : L1Fr - {
. Quegtion 10 . 36 1 .55 .04
Question 10a, ° .55, 1 .46 - .08 °
"+ Quesfion 11 e 2,70 1 100 ¢ .18
T Quesntior},dla‘ - L0881 .78 .04

e .
Cu

. The last three research questions td be examined deal with ]

the producer/user perceptions of .the ?ﬁﬁor reasons for usage of notes.
" « ) 3 ' B ’ i

' The first two arer: -

- . o ° .”A

°°

0

RQG) "What reasons donreparers of financial statements,

.+

C.Aié and analysts give for the usage of notes?"




. o . . »
. - .
: o
, P : V4 i
. ’ . . v N o -
-

» ‘ .
: " 'RQ7) "Do thése three groups give similar reasons?"

if Chapter FOq;,;the respondents were

. \J

:As was described

~ “o - ] . . - . .
requefted to list the major reasons for the usage of notes through the .
AR -~ e J ©
‘medium of an open-ended question. The ﬁethodologicak'ﬁrdblem with :

» . >
open-ended questions is to classify the responses in .a meaningful way

B - . o B Ad

without biasing the analysis. e ) . -
Thedapproach I “‘took was to use the actdal responses to “
. ' . ° - - o-c
déveIBp the classification scheme. Eventually I arrived gtathe ten - ’

o

classifications described in Chapter Fours A total of 312 respondents -

gave éne or more rgsponses to thié question. Fivé—hund?gd aqd niqeéy—

>}
S 2 - <

three. r easons were classified within the ten classifications. s,

L3 N (%3 L] :
e " Another important aspect abput the néplies is' to recognize

-

that the respondents were asked to give reasons fér usage of notes, -

not reasops for increased usage. I speéifically.a;témpted to avdld
R - . - . [+

°

fndicating that 4 was interested in thé usage of notes becéuse'of‘the i
o (=T 3 e -

AN v

’ W G o T
apparent increasing popularity. 1 felt that my 4ndicating this parti-

'féaiar>asb2ct would bias the responsets. 1 wanted the respondents to

o o o
e )

make the assumptioh about the trends 4n us§gé*themsélves. As a result,

the responses tﬁéy gafé are not directly:tomparﬁble with my fin&iggs

v ! N ° o ' .
regarding the reg8ons for chinges in quantities of notes. - .
R B . T ) ) . o Q “
The first cléqsificatibn of reasons used was 'To maintain o
. o o .- 2 .

T e ¢ R . P
uncluttered body of<fin352351 statements'. ‘These is no doubs that this °

is a reason why notes ate used. , However, if there is an increasing o
L o o - ae °

amount of notes,, ;ﬁisﬂreaéon does not éxplain the increase. What is
- N £l o 4 . [+] ' °

. . . , - . ¢ o
causing this reason :to become more frequent, is it 'more information?',

'increasing trends, fo éimplicity?', or even the 'increésiug urges to be =<

a

- 1
. [ © ©




neat?'.. Therefore one must be careful .in interpreting the responses
° / B . @

. . . .
for the reasons for usdge, in order not to make the leap from.'usage'

<

N < .
to 'increased™usage'

- o« ¢
3
-

Table 53 lists the frequencies#ofAthe reasons within'the

El

classificatiOn s cheme used. Again the responses are divided among theq

respondent Ereups. The first three ciéssifications represent 60/ of .

/

the total. All thfee of .these reasons refer to real or perceived cap—

Tee ™ L v

acity. constraints of the body*of Ehe statements. The first, representing

o -

» 28%, of the total replies, is "to maintain the simplicity of the body

of the financial statements'. It wpuld seem therefore tiat the

. Increaging quantity -of notes represent data which, if disclosed. in the

4 N - .
e e - R

body o f the statements, would greafiyaé%mplicate their format. It must

‘be‘feltl by the respondents that putting the data in,theonotes keeps

o - . N o -,' .
the statements themselves{uncluttered. The next two classifiéations*

<

received edual responses. The second classification was thaf some

13

financial disclosure is ‘not capable of being disclosed in the body Bt

P

of.'the ‘statements'. - Sixteen percent of the replies rell into this .,"

. - . , e
classification; ?his-again ihdicates a capacity problem with’the body
of the financial statements. It isigiﬂferent from the first clasgifi-
catio: inasnuch as it relates nore-;o‘the kind of data rather géan the

> .
format of disclosure. The third reason, to expand or elaborate on data.

presently a part of the financial statements, also accounted for 16Z
. , .
of the reasons. This’can be interpreted as-a combination of the first

two claSsifications. First, placing the® explan?jions in the notes

<

maintains the simple Body of the statements yet, secondly, if the- added :

.2

diselosure is necessary, the original disclosure must have 1acked

essential explanatiOn.

3

. . . S . ) 921 d\.:

-
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The balance of the reasons, none of which is relatively .

large with the exception of miscellaneous, is on the whole more spec-

-

ific. Classifications 4 through 6 again refer to providing more data, .

~the dJifferences from the first three classifié¢ations being their increased

specificity, ie: "supplementary data' 7’42, *for specialist or pro—’ .

fessional' - 4% and 'for special interest groups' - 3%. Classifications

7
»

7. and E were allowed to remain even though their popularity was not

-

extensive sSnce they are:the same as hypotheses 3 and 4. The two class—

ifications'similar to Hypotheses 3 and 4, 'to‘satisfy legal and quasi-
legal\‘iSClOSure requirementé' réceived S% and ;Eyé‘to complexity'

received 2% of responses. The last two.classifs ations, 'specific
9 ™ - ‘ L * .o i
uses'iand }miscellaneous' were named 8 and 14‘percent of the time -

respectively. All of the reasons, when related to the previous findinfs

of 1ncreased usage of notes, seem- to indicate!pore data bein% dis- -
closed which, for some cause, is not being disclosed via the format/

fo the body of the financial statements.
. ' . N v - 5 } )
The second part of the’ analysis of respondent groups' per-
ceived reasons for the usage dealt with possible differences in theii'

replies. Three of the classifications examined produced ZLz'with sta- -

!Lsticalﬂsignificance less than .05. The ﬂlz resulting from“examining

-

the first classification, namely to maintain an uncluttered statement,-

P e

was 10.85 with a ,OOA-level of significance. The actual response$

IS

listed the Corporate Office;s as ptoviding_this reason moievfreguently

than average, 32% versus 28%, and an even greater spread.compared to .

/ : . . B °

the "23% of the Analysts' responses. Therefore the respondent group

diffeience was sufficient to result in the low.J, . indicatiné
’ ) ‘ ‘ °.
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=,

~

. . . . .
statistically different responses. e second classificscion in this

T
A

position was the‘ fifth clfsificat-ion, 'to provide data for specialist
or professional user™. _The;l,Z statistic which examines the relation-~

.

’ " s A
ship between respondeht'groups was 7.69 with a .02 level of significance.

Table 53 shows thatfiﬁe'largest’spread\is between the C.A.s, 2%, and
gbe Analysts, -8%. ‘The‘last classificetign, ;miscellaneous'; when aﬁa—
lyzed,'prodcced é;z of 7.81 also a“t the .02 level of significence.
The Anal&sts, as Table 53 indicates, are at one end of the extreme,
.once again. This‘iﬂaicates~that the Analysts had a relativély larger

quantity of different reasons which did not fall into the classification
. « - ’
scheme. } . N . o &

- . -

The final geheral question in Table 10 was:

n

,RQB)""DO the reasons given by these three groups relate--
] =

- to the findings of the empirical study of actual usage found in this .
. . . ‘ ’ B

study?" ‘ - ' \

As was mentioned-earlier, the respondents were giving per-

-

ceived reasons for usage and not for change in the amount of usage. ’
The mejor reasons® given by the respondents relate to the capacity con-’
straints of the body of the fmancial statements. Inasmuch as note -

L3

ussge is increasing at a relatibely faster rate than the body of the

statements, it woulp‘seem\that this must be a result of a general 197<’ ‘ B
crease 1in theuemount’dr financial disclosure. Thisuis consistent with ) .
relationships shown etween increasing usage of notes and the - increasing
‘complexity of repor ing ﬁirms and the legal and quasi- legal disclosure

requirements. This qill be discussed further in the final chapter,

however, the reasons given by the’ respondents-for usage appear <
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consistent-w1th previous findings of this "study; and therefore the .

\fesponse,to RQ8 if 'yes'
. " : ‘ (

-

>

- 6.4 Summary and Conclusions

- (\‘,;
. . u,‘ )

t

J
Besides testing the questlonnaire, the 1nterv1ews prdv1ded

.

some prelimlnary data ‘about user/pro&hcew perceptloet'of Notes to Fin-

ancidl Statements. The Lnterviewees gegerally expressed the opinion
. - - "
that n otes are’.the result of increasing quantities &f financial -

-

information slanted towards the professienal or specfalist user. : ¢

-

Thé/resuLtS—pf the mail questiopnaire indicated that the’

respondent groups.perceived notes as being. equally or more sighificant
\thanvtﬁe body of.the financial statements as far as they wefe concerned.
They did not feel that- other groups, whé could be classifie@ as non- -

specialist, perceived ﬁotes as being equally significant. Iﬁ'fact,

they felt that these groups would perceipe notes as being less signi-

. ~ . s : : e
fjcant. . ‘ , ,
- . . 4

. » . - . o
i . P B ‘ . [

Althgugh the results were mixed, the respondents as a total
perceived notes as'nbt being equally ds efficlent and effective as the

3

- : J - !
+ ‘body of the financial statements for disclosing significant data.

—The-Chartered Abcoﬁnténts as a group, were an exeeption to.this opinion.

-~

A magority pf those who perceived notes as being not equally effé%tive

-0

and effic1ent repI;es both in total Snd as - individual groups that notes
were relatively less effective and less efficient..

, ‘A majérity'of the respoﬁdents,desired’inereased‘direction
: 7 : -

-~

regarding the format and content of hoﬁes.' Repl >s_;g the eafiief

.
E ]

questions; on a quesfion to question basis, were not related to the

4 1 . - -




replies regarding increased direction: It is.importanttyb Tecognize

3

that the interactive or cummulative effect was not measured.
L4

The reasaqns. givernr for the usage of notes appeared to be
LY .

that the body of the statements had certain gfapacity comstraints. It

N\ . , :
was also shown that the producer/user reasons for usage were consistent
. . - »

. ' with my Hypotheses 3 "and 4 which were aimed at an initidl explanation

of the reasons for increased usage of notes.
. ¢ - v

The respondents' replies were checked to determine if they ’
P

¢ exhibited differences among groups. .1 ﬁas unable to generally confirm
- ) - N

-

that the respondent groups' perceptions differed in a statistically

~

significant amount. This finding fails to confirm a U.S. finding,

described in the Morton thesis which I reviewed. * It seems-that in
Canada, at least, and as far as?fﬁh>questions I examined are concemed,
B ) ’ . \\\\ ‘ . - .
. - " K Y. A
.large differences in the pro@:ﬁeﬁ/user groups' perceptions of Notes
N - j . - *

y

to Finaﬁcial Statements do not exist..

'
»

This concludés Chapter Six.  The next cﬁapter, the final

~

of this t hesis, will review all of the major findings listea~in this
.'chapter and the previous chépfer. It will also further analyiéﬁénd

' e#!ﬁigz the implications that can be drawn. The final chapter will also

suggest further research that appears warranted as a result of my

findings. ¢ » r
€ o
- 13
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*
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CHAPTER SEVEN °

< \_ ©
. SUMMARY AND CONCLUSIONS - L° - ‘ -
! - ) ’ . - ’
. ’ y . .
, . . i L )
7.1 Introduction ” . ' N
» a 3

The original idéa'for this study resulted from my personal

observatipn of Financial, Statements. While actively pfeparing and % .

* using statements, I became aware that they were undergoing considerable"
change in form. Having become conscious of this, I Yeviewed a number
C \ . " ) N
of statements over time. There appeared to be a trend towards growth

in size and complexity, partially as a result of‘the.indreasing usage

[+
of footnotes. - L e

>

fg' The growing usage of ‘notes was on%y occasjonally.referred )

~

N * to in, the literafure. Most often the comments were negative. Concern,

A

was e xpressed that financial statements were.becoming less understand-
&‘ <

~able as 'a result of the growth in the nuhberigf notes and their in-

creasing complexity. I was unable to locate a study which actually .

tested the basic hypothesis, that the usage of notes was 1ndreasing,

-

" and, more important, described and explained the assumed Ehange. Thus

I designed this study to test my observation about footnotes and,to~';"

determine other change gha;adteristiCS'bf Canadian Financial Statements

+ A 4

»
>

L]

. , -
over the last twenty years.
]




ral

“

- -

o To fully understand what hagfhappened to. the Financial .

Statements, it 1is necessary to examine them within the prope®» con- -

text. The Annual Report, published by public corporations, is one of

|

. |

the most important means utilized to disclose financial information to

patties outside the organization. The Financial Statements, contained
A s

v

within the report, have been, and continue to be, extensively criti-

cized, extensively researched and the focus of extensite legal and BN

<

-~ .
- &

quasi-lggal action. Ovekr the bﬁﬁt decade there has been considerable S
. c' s . ‘_.""‘. .

amount of pressure from:govérnménts,‘professional organizations and

othérs genetrally for ghanges in the kinds and quantities of “financial
; :

datd4 being disclosed. . .
. r : . - - l

At the same time, in my opinion, there have been additional

.

sources of pressure which might affect financial disclosure. The public

corporations producing these reports have been increasing in size and
complexity themselves. Since tHe financial reports are®a picture of
the organization and its economic activities, they would be affected

to some extent by the organizational change. - There has also been a

N -

R : R s . .
trend, perhaps less firmly establffshed, #o recognize an increast¢ in °
; 2 i

©

the.péssibie users of fingncial reports. The traditional purpose of

financial statements was to report the results of stewardship to the‘
— q -

<

r"pégers. If the users of financial statements are assumed to be more

N

théﬁ the owners, theré.might be 2 need to ¢hange t%e reports to re-

flect thdaneeds of a greater variety of usgrs? The range of sﬁggested

] A : ) ’
users runs from potential owners to the publdc geherally. Parallel to

o
<

this change has been a relatively recent re-examination of the uses wof
Lo E
financial qtétements. one of the first questions that these studies
-4 . - 5
* ©. °
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. *
¢ < . . . . . -
address is the identiffcation of the 'users'. i&ig_was one of the

problems which faced the authors of mhecTrueblood Report, qhtitled,

"Report of the Study Group on the Objectives of Finmancial Statem?nts".

(A.1.C.P.A. 1973) ' ) K ,
e - >
One reason why the change 1 was observing in.the‘f&#iy

world was not documented was that research regarding financial disclo- )

.

sure has predominantly focused on what should be disclosed or, what.

has been the effekt of.dié%loSQre, as opposed to how the disclosure
A -

+ was made.. There.has¢been a relgtive lack of attention paid to the

Zctual means or. format used to disclose the data. In Chapter One 1

-~
“

referred to five parts of the Annual Report as being differe;t formats

K

- ° o o » h
of disclosure: 1) Presidents' letters and/ot other qualitative state-~-

\ e

ments by management, 2) Supplementary Finngial Déta'Schedules, .
3) Financial Statements (Balance Sheet, etc.), &) Notes to Finqnpiﬁi
Statements and 5) éugiﬁors' Reports. Even the texts used to:teath

» - ) \

Financial Accotnting virtually fgnore-alternate formats of disclosure

and concentrate almost exelusively 96’25; tabular portion of the trad-

itional Financial Statements. This occurs even though .notes are con-

v i

sidered to ﬁe an- integral part of the financial statements.

I3

. Le

On the whole, thé'tabylar férmat of the financial statements
| 4 € ) ’ N 4 . -
has not changed dramatically. The one exception, which was also docu-

mented in my regsearch, was the Statement of Source and Appiicatioé of

-

Funds. On the basis of my sample companies, it came’ into general use

between 1965 and 1966. It was altered in the iQ%}‘and 1974 period and

was. retitled the Statemahtgof Change in Financial Posifion./,The major

. N » ’ . . N ’

s/ alteration being. "to broaden the content, of the funds statement ¢go -
) P d . ‘ = £

N, _ )




B
- s

::{embrac;e*all the financing and inVesting activities of the enterpZise
~+~and not just those affecting _working capita} or cash." “(C.I.C.A.Hand-

C .

\b\ook' +1540.02) . ~ e} \

AN % My-study was based on the premise that further major
LEUNY \ - . T

e < o , . i ' t -
& " changes both in, format and content have occurred. As a result of

- ’ 2 ° ¢

o

)"féhere was a need for a definitive empirical examination of the usage ‘

ton \ £l U

', of \Noteé'to Finaneial Statements and 'Supplementary Financial Data

N ...‘

Sch.edules, in Corporate Annual Reports in Canada. ‘This vLas due to

.the, almost complete deficiency of work in th‘is area, both 1n the

United St‘a&t:s‘ amd Canada. -Q - ' . \ e
A * . .

N " . " S . As’the study progressed, I ®iscovered that, in faddition«
L‘»"::f:" ""f:’ _t.;.o‘id‘ocumenting_ a ‘change in the form’ﬁof;financia'l ‘statements, 1 was
’-w-.j;.‘."“.“;?" "al‘s'o. ;ieséribing an extensive change ufn both the quantity and kind of
- " : ‘::_'t_j?t'a'_‘fbeing di'iciosed. 1 found that the ch#_iig‘e_s;_in conie‘n_t' r_esu_lting
?.ifng '-“ froxn t‘xe increased usage of n‘o‘tes were a refle-ctionf of tne changes in
- . . - "f-inancbal disclosure brOught gbout, in part 1 would suggest, by the
LT : e .
; o ﬁ ’ﬁgyézjoninental pressures "describﬁed above. oo |
'\-‘- 'j . A .{' . L B ;& second !part of this thesis consieted of an initiak eval-
,"' i v 'i:aaéi;le: sx':;‘p; My prefefence would have'-bee.n-some form of objective
et -‘mea%surement, of‘ notes with regard’s to- th:i::— diselosure capabilities ver-

C s o . ., [ “«

sus th’e traditional tabular section of ‘the financial statements. As

v

iy
P
<

a comprgmise I settled fo‘ measurihg theo perceptions of important pro-

. (23
ducer and user groups as tao the capabil:bty of notes-as a means of dis<+

/ .. “‘o.l -Jsure. .. The questionnaire“ used to soJ_.icig thg,ir ;erteptione focused
°l1’§;b.:, " gn their op\pi.o'ns reg'ardi“ng the relative signifi'cance, effectivenesx; »
v, LTI .
.~‘ :‘ . a:nd efficiex}::_y:_cf notes versus the tabular portion of ‘the financial
- T.I el .q;-.e . .,r - o J -, .
P o
o - Claagtl - ©oe .

‘ -.‘r.‘éview,ing‘the literature and pri.or empirical studies, I éonclgde’d that |

P
ST PP LT NPT IR R

Qe

1

g

3



. Chartered Accoun&%nts; regardlng the usége of notes."’

| é;a:<f,:1:"‘ - L B : ':i'zzruo

statements. Their;replieane&e‘also compared togtraditional‘aecohn;ing
assumptions and actual recommepndations of ,the Canadian Institute Qf *

CI - ) Tt : A o
9 ' ?

R Prior tg0. reviewing the findings, the twd maln lrmitations

e

=4

of the study, which wauld affeét the generality of the findlngs, should !

Be re- considered in order that. they be(kept in mind. First, thiszstudy

)
El

confined itself tq publfc comganies.‘ The sample of companies‘chﬁseg

(s}

to be analyzedcwas‘selected from those listed on’ the Toronto Stock )

—~ .
- L
c s ENSS & B

Exchange. 'The'lnajor limitation, which results from the 3bove; is that‘
the flndlngs ¢ annot be generalized to private compahy reporting & The
g ’ M

TJS}E. 11Stihg wos:shown to be relatively comprehensive as far as‘

>

Canadlan puBl1c companles are concerned The .bias would be in the dir—‘f

o i s

ectlon of larger companies. These large companies are perhaps more

representative of stable blue Chlp type stocks. It might also be

‘
v ? “

Q. -

-

,Suggested that they‘are better regulated and thus are likely to be-an

] s

upward biased group withgrespeCt to better f}nancial reporting.‘ How—

o ¢
° c v N - -

ever, their economf@ impact’and influence on the Canadian economy makes T
. - , .

them <)f partiCular interest. .

o) A @

The second major limitation that should be, recalled is- the L

“o- D - s
o

responSE°rate of the«mail'questionnaire. Although the response rate - o .

» " [=]

was sub;eotively judged op_ a comparatiye basis to be satisfactory, any
amount o f non—response wauld resulg in some non—response bias. This L
condition was not regarded as a great problem ang.,is something-that has*

to be 1ived with when a mail>question§?&¥%'is uséd"to collect'datai

=v~’. o>
.

* . -«




=‘7.2 Summary of Major -‘Findings

. R
g Empirital Data: The first major finding coming out of my

<

o
-

iesearch is‘the daga itself. One of the first pToblems I faced when

< . © ~

1 first became intexested in tMis topic waé*the lack of data. It was
‘ v

not aqailable in the form that,yould have permitted me-to properly test

eyen thé basic hypothesis-about the growth in'the use of the® two for-

mats of 8isclosure that 1 wished to examine. > -

- . “ L
- - < «re

o ,The langtitudinadgnature of the study, 20 years, combined
2 N E : s

]

. - ({
- with' s clentific_sample selectién from an important grouﬁ of public

c0mpan1es results in my data being the most definitive.description

4
[ . °

of the°usage of,these formats of disclosure in Canada. It is from

‘ thfé data base that I have established’the nature of and trends iu,

- ’ 2

o

the usage of Notes to- Financial Statements and Supplementary Finan-‘

c1al Data Schedules in Canada over the last twenty years. Because

[

. 52
of the inter—relationship betweep Notes, S.F.D.S.s, "aivd the, Financial

o
~

 Statements themselves; including the Auditors’ Reporcs my data really
- l . \ -
describes°trends‘§n financial disclosure beyond the particular formats

-
,‘

L.was studying Therefore over and abové the data I shaIl'be referring.

-

L

'
to in the following review of my findings, is the.more‘complete data

qbasc whipﬁ’is presented.in the earlier’ chapters.

4

fiﬁdings,drawn_erm the data . ; ypothesis 1,
o ' N ‘ . N
. g " .
that the usage of Notes to Financial Statements’hag increased over the

T e

4

last ‘twenty years. More important is the‘measuremenf'and &ebc?iption’

-

of the change that was carried out inethe study reported‘in Tables 12

~ -

through 1 7B. Notes have increased over the last twenty,years in actual

L




.0 , ©o222

7

. numbers used, (mean - up ‘to 3.4 times; median - up to 4 times), as

a percentage of the total pages of -notes and statements, {mean -
5 , :

©

up, to 5.2 times;«median - up te 13.4 times). Besides describing the

Y " . » s . .
extent- o f the change, these figures indicated that measuring notes
.'usége by the number of notes, {used in previous studies), is the

gost eonservative meéasure and if hides, to some extent, the diménsion

&
€

1 ' .o ‘
of the -change in the usage of notes. The most describtive measurement
g ’ ) - ' . - ‘

is _that n otes., as, a pe'rce.age of notes and statements have increased,
and therefore, not only has usage increased but it has 1ncrea%ed rel-"

© ative to the_body of the financialistatements. In fact, by 1974 notes

représeﬂted noreithen one~third of the‘adﬂited section of annual'coiJ'

-

1 - . ' &

'

porate repdrts versus les. than ongqgenip in 1955.

c ' \s
‘ '&. ) An . ex&gin 1on of the rate of growth *n usage showed that
. 1t was not constant -over: tQﬁLt%énty year pEriod examined - There weref
. y . *

three perlods* the firgf, 1955 to 1968 -a period—of rapid growth the

< ‘s

second from 1968 to 1972 - slgw or even decreasing usage and thirdly,,

-
» 2 \ - )

1972 to 1974“- a retufn "to rapid growth I am unable to‘exp}ain these -

©° o / 2

chengee~in the rate of g?owth at this time; they mignt however be of ’

Q .
some interest for fuéu{e research.

©

. o 3 .
! - . ¢ . e . .

) N .

N Description’ of Usage of Notes: An EmPortant oart”df the

-»

B . B . - - .o & ° : e <
- analysis involved a detailed eﬁéminatidh of the”content of notes. I°

~ k] L@ U

accomplished thls.by two means, the use of a topic classification scheme

° 4 ©

and l)y analyzing to what statements and/or accounts noteé were, refer- ¢

o w ° ° >
. .

‘entced. The, relative usage of a particular_note-topic was identified

13

” -

by Knd;cating how - the various topicé changed in.reletive imoqrg;nce».,
-/ . ’ . . oo ’

. ., I @ .
over time, (Tables 18 and-19). It was found that over the .total®20”

L4

P
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. " ) N ° 0 . . . ¢
year. periodj notes were most concerned with Balance Sheet items.™ One

2

possible explanatiqn of this is that it is Very difficult for comp;niesc

- . 5

to adequately descrlbe their organization w1thout 1ncorporating larger
. [+ J

/quantit}gs of notes whose relatlve flex1b111ty overcomes some of the '

5
'y Y

. \ . .
limitations of the standard tabuIar partjon of the Balance Sheet.'

o o More‘recent years have seen 1tems 8uch as the Basls of

© * (.

ConSOIidation,,Commitments ta Pension Plans, Contingent-Liabilit}es,;

* Earnings per Share and the disclosure of Signlflcant Accounting Poli-" o

“!.?)-)

©

Q7 ’ 3 -

-cies grow in relative .importance. All of this reflects currerit dis-

©oq
“

closure comcerns often bheing resolved by legal or quaéiflegaf'diécla— °
¢ ,:- - . © . . S

sure fYequ irements. Thefefore, Iksuggested that an eXamination-df the s
@ o ‘ ’ -

topics demonstrates that the usage of notes is a: good rEflection of the -

<

env1ronment, to the extent that they'are a reaction by the disclosing "
. .
organizations to perceivéd needs for changes in financial disclosure. *

2

Amohgnthe other descriptive findings was .the impgrtant

©

discoveryg phat new notes, when they appeared, were not just a format’
. - 20 .

change but .provided new information in the vast majority of cases.. 1 o

s

def@ne?lnew information as information ndt previously disclosed by the

s

company in‘tts financial statements. "This coincides with my overalY
) &, ’ ) R ]

~ ® A \ N
findings that notes have been an important means for absorbing changes -
. o . ' . .

z

@ . o
' b4

in financial disclosure generally.l

My dafa did not suppbrt one of the firdings in the .Chapin

~thesis (1965). There is no reldtionship between the ‘extent of note usage

and the size of the audit firm. There was also no evidence of a rela-
/ - . . e . .
tionship ‘between the extent 6f note. usage and.whether the firm ‘reported

R ‘

. a profft or. a loss, * ’ . .

n

s Even thoughoa majority of firms use a print size 53& notes

3

equal te the prfnt size used in tbe tabular portion of” the statements,

, °

. ‘
i °
v . . .
B . . ' .
* -
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étill foarty Bercqﬁt'bf the companiés Lsed a smaller print size. This

ratio haérbéen‘relaéively stable ever the 20 year period I examined v

with no trends going either way. This, by the way, would also indicate '
. ," . . ¢“>\' e © -
.that the measurement of notes as a percentaBe of notes and -statements

was"on the conservative side. . i

[

r

w

) ~Anqther relatively stable teéﬁnical aspect of note usage -

"was location.. Approximately 657% of thé cases placed ;héir notes aftgr

the tabular portion of the statements, (Table 28). One indication of

o -

possible change in the fyture is the new note. describing significant
e = b Cooe ey en.

+ accounting palicies. Some companies placed this note before the state- -
ments and the balance of the notes after. This, I suggest, might lead

to a change in the location of notes in the future, X

- -] -

. r

. . . S I also examined thecextent and lqution of referencing

[

of notes. - Less tﬁan‘dety pefcent'of the companies made a gemeral '

©

reference t o the existenbg of notes on the face of the statement.
. 2 " . : . B “

.Howéver; in excess of eighty-seven percent of the statements had sSome
degree of specific'féferencingﬂh-The"Balancé Sheet was the most refer-

s : . ‘ . ¢ - . »
enced statement, howev8r there is a growing trend with all statements.

L]

1 had suggested earlier that the predominance of note topics dealing

<

with the Balance Sheet was an indication of the difficulties of des-

cribing tke‘increasingly complexléfganizationé at a point in time. . .

1 . ’ v
The growipg trend of specific referencing to the other stafements would,

in my opinien, indicate that ‘these statements are beginning to maﬁi-

*

fest a similar problem in coping with their disclosure objectives.

Notes on -the whole are not referred to in the Auditor's .

i

Report. The exception being when the auditbr sees some necessity to ° = °

a

i « : s
, - refer to a specifiq.note. For example, when a note describes a change




o, ' ! “ o s . ¢’
in accounting principles, the-‘auditor would usually refer to this
~c s N -

o

o "

note since he expresses an opinion on accounting consistency. ©Over

the period examined, twenty to twenty-five percent of auditors' reports
o * A ' - N ‘ . .
. contained some forh of specific reference to a note or notes. )

a .\ L3
k3

. Overall my analysis described a situation where notes-are F
- [} = R

increasing to the point ‘of being a major segment Jf the audited~pgrtion

» of the corporate annual report. On the other hand, the physicai'éhar— ‘ s

»n ¥

acteristics of notes, (ie: locatidn,oprinﬁ size, ete.), has remained . .
< N -

¥

3 -

~ ©
-0 relatively stable.
6 ’ €
‘ ® : .

<
.

. ’ ) Historical Trends in the Usage of Supplementary Financial |

Data Schedules: The usage of S.F.D.S.s fias not degonstra;ed the same
_— A o T ) ) £
v .~ dynamic, growth as the notes. The Canadian Institute of Chartered

»

some optimism for the increased usage, (measured ' .

<

Aécountants expresses
‘ by the number of companies using S.F.D.S.s), of what they ref@r to as o

a usefﬁl type of information. (C.I.C.A. 1975 pl4) M& analysis c¢onfirms T e ]

- \what - they report, namely that there has been a slow increase in the

~

number. of companies using S.F.D.S.s, (approximately dougled over the
. ~ ' . -

20 year peridg, Table 38). However, I found tﬁat'thedaverage usage per

. \

compaﬁy has remained stable, (Table 39), over the same time period.

-

. y et " ’ . .
1 consider thig more significant since it relates more clos%}y to in~

creasing usage of different and new S.F.D.S.s, as

Gsed to imcreasing -

° >

numbers of ggmpanies using similar S.F.D.S.s This contrasts with note -

. usage which has increased both in numb

°

in the amount of notes themselves. ) ,‘
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Descriptions of Usage of S.F.D.S.s: My analysis included

eight classifications of differeft types of S.F.D.S.s, however, two of
these clearly dominated;‘ the two+ were Financial Highlights ‘and

Historical Summaries. Their dominance increased over the time period

examiged to the point where they represented over 903 of the schedules

versys 50% in 1955. Histor&cql Summaries were‘showing continding .signs

EY
.

of slow growth:whereas Fin;nciai Highligh;s reache& its peak 4n usage
in 3968, from which tipg they hévéJdeciiﬁed sli;htly. }Iﬁsugggstedl
that, the relative strength of Statiética; Summaries ﬁigﬁt be attri-
buted to their usefulness for more technical analysis of the companies.

- v . .
It might also be a;gueg that companies with postive historical growth

°

would wish to displa§‘the trend.

S.F.D.S.s were covered by the Auditor's Report less than

-

tefi peg:éent of the time during the twenty year perilod, (fable 42).

1 also found that the dichotomy betweén."otﬁer stateméhts“ and S.f.D.S-s’ ‘
. . . -

‘was' somewhat’ agbitrary. I sﬁeculated that the arbitr;ry split and the f“ ’

lack of official status for S.F.D.S.s was an indiéation‘of the "orﬁhan"

status nof thes; supplementary schedules. I also suggesfed that the

lack of official status -0f°S.F.D.S.s might be attributed as a cause of | v

the slow or even no. growth situation. -’

<]

I therefore concluded that the potentLal‘of S.F.D.S.s for ‘-

disclosing financial information is not being takén advantage of. It ’

- N I3

Seemed to me that this was an unfortunate situation ‘to exist since

these schedules' inherent flexibility makes them a yseful format for

o,

expérimenting with new 'typgs and forms of disclosure. One distinguishing

feature which I fe}f'was an indication of a lower status for these

”
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Pl
<

_formats of disclosure was the lack of auditor verificationt This

‘might be viewed as’a lack of support by the legal and quasi—legal‘bedies
who éesignate vnatJd136105ure Tequires auditors' certification.

1 WOufg suggest that one reason for the lack of increased
‘auditor verificetion wculd'be the desire‘of the auditors nog to extend
the present scobe of'their liebility. There ere at least two factors
thch make this attitude somewhat untenable. Firet, the notes which
are verified often contéin quite complex schedules which could just as
easily be(SfF.D.S.s. It would seem tliat the' titlé or format should not
change the extent of the problem associated with the verification.

Secondly,'the present S.F.D.S.s are usually~summaries of audited fin-

ancial s tatements. _This combined with the requi;ement‘that the aud-

ifor has some responsibility to check the overall accurateness of the
Annual Report make dichotomy between audited financial dtatements and

unaudited S.F.D.S.s as artificial in the real world.

-

Explanation for Increasing,Usage of Notes: Another area

of findings resulted from testing Hypotheses 3 and 4. It was found

- -

that the usage of Noté% to Financial Statements was associated with the

" legal and qua31-legal reporting requirements, aﬂd the increaeing com-
pPlexity of the reporting firms : Interveniné]£§ctors, as was discussed
earlier make itrexceedingly difficult, if not impossible, to prove‘
cause yith regards to the increasing usage of nqtes. Although a cause
and effect rélatiénship was not"demonstrated, the relationships areran
indication of'the role'noteé have nlayed in accommodating tne changiné'

‘disclosure requirements placed by society on publﬂc companies; who‘

*

are themselves becoming 1ncreasingly comp lex.

[} v
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Future Trends in the Usage'of Notes and S.F.D:S.s: There
- .

L' ) g

-dppeared to be no-reason to believe that the trehds of usage of the

two formats dischssed ‘Notes ahd S.F.D.S.s, would change.' I would

suggest that the key factors that should be observed in predictlng a
“ .

change in usage would;be, one: trends in financial.disc195ure gener— R

ally, two: whether there was any indication of a change'iu.theibasie

format of thes tabu lar portion<pf the financial;sta?emehts, end thirdly:

the status of. §.F.D.S.s. . T } ' o v

With regards to the fitst factor, trends in disclosure e

generally, it would appear that the general push for more and different'

financial disclosure fo!’a variety of reasons will c0nninue.‘ There is

con51derab1e pressure for ‘corporations to repo{t to more than the

present shareholders or even potential shareh;lders These }ncreasing T T
numbers of people or groups and the original perceived recipients of e

" of annual reports will be contihually demanding financial.informetion . {

M

suitable to meet their netds. When this 18 combined with'the attempts ' .

”

to produce decision models,‘referred’to in the;first"cH%pter as' fallout

from our re-examination. ef the use of financial statements, there-is

<

every reason to believe that public companies in»Canadaiwiilt either

voluntdrily or through legislatiod, be expanding theil finaricial dis- '
' .¢losure. The copeept of expanding disclosure,ﬂfor the abvve reasdns
' * ) . . ) \ ! .
among others, was advaficed in a relatively recent book by n American R e

-

Academic, Norton Bedfor&‘ entitled, "Extensions in Accounting Disclo~ N

y
i

. % .'
sure'. (Bedford 1973) . {

»

. A second factor which would cause a change in thF trend
Lt ’
would be the development of different and/er more flexiblé cabular
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) ] \ .
finahcial statements to arrest the growth of notes. I have suggested

that notes have been important since they are presently being used to
' ot - N .
cope-with the increasing and complex disclosure requirements. They

should be recognized for their positive contribution as a safety valve

needed to cope with the pressures of increased disclosure,‘that has

e

. ~ o .

becurred in. the last twenty years. Their very flexibility, I suggested,
. . ‘ ’ . ;

was an important characteristic they possessed as opposed to the rigig

(maybe dee to regulation) tabular portion of the financial statemeﬁtsr .

JVA

Ld
-1 therefore concluded that those ‘who expressed a negative attitude

Powards n otes would recognize that remeving notes would not necgs-

sarily improve financial disclosure but merely decrease disclosure

unless an alternate format is developed. .

This brlngs me to the future trands in the usage of

S.F.D.S.s. For some reason the usage of S.F.D.S.s has not developed
5."‘
It was suggested that their unofficlalﬁstatus in the.annual report (not

tovered by auditor's opinion) might be one factor affecting their pace

.

" of growth in a period of generally increasing amounts of financial dis-

- closure. At this time there is no indication of a change in ettitude

towards S .F.D.S.s. It would seem tlat this is 'unfortunate since they L °
s ) ’ e ‘ Y
- might provide another means of coping with the rrends of incAeasing-“

. ] -y .
and different financial discloadre, eSpecially in the case of‘tomplex

-

quantitative 'deta. Inclusion of greater quantities of S.F.D.S. 8, ‘
’ i

covered by the auditor's report, might reduce the growth.ﬂn the usage B

of notes as a means of financial‘dESCIOSure. This is Hbt to say that

I prefer, ‘or have reason to believe, one format is better thaE”he:other,

merely, that a change in the growth .of usage of one might affect the ;
. i .

rate of growth of the other.’
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Evaliation of Note Usage and the C.1.C.A. Handbook: The

3

next findings relate my preliminary attempt to evaluate the usaée of

3

P4 3

Notes to Financial Statem®nts. The focus of this evaluation was the

©

recommendatiousgpf the® Canadian Institute of Charterechccountants,

™

expregssed in the C.I.p.A.=ﬁandbook. .
A

]

N .
It must bq}remé@bered that the C.I.C.A. Handbook which
contains ‘tie recommendations of the Accounting Research Committee of the

Canadian Institute of Chartered Accountants is reparded as the defini-

'

tive statement of Gernerally Accepted Accounting Prigciples in ‘Canada.

o .

This was given at least quasi-legal status in 1973 by theg Provincial

Securities Adpinistrators when they issued a brief statement, known as

Natigypral Policy statement 27:7

o ~ <

o ' ; 2 : ey ‘v,
LWaere the term 'generally accepted accountlngv?g;gelple'

.

is usea, either in:securitiesLlegislatlon, regulatiops
ana'cdmpénies"legislqtion and regulations, the securities
administrftors wills regard pronouncgménts‘bz;the Accounting
and Auditing Rese€arch.Committee of the Canadian Institute
of Chartered Acéodhtants, to the extent set out in the .
research recommendations in -the (f.I.C.A. Héndbook, as .

'generally accepted accounting principles'.”
o ¢

@ °

’ . : € (Llliot 1974 p8O)

The effect is that all public companies in Canqda musg

13

abide by the Handbook- or risk actions by ghghvarious provincial secur-
. 'U . ., 15
Q L J oA
ities commissions, such as delisting.! Besides its legal recognition,
the dandbook is also the most comprehensive document of finangial
‘ c -

.disclosure in Canada. Therefore, attitutdes and recommendafions of the.

o .

G.I.C.A;: especially as expressed in the dandbook, have an'importént
. . : : P

v

impact on financial disclosure iw‘Canada.-
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° Findings Resulting From Pre-Mail Survey Interviews: The ° © L
- = N

primary purpose of the interviews was to develop a better m&ilgquestion-‘

c

naire. They also had a secondary use, namely to provide me with a

. f

'real world8 feel for y study. As @ result, certain overall feelings

- as expressed by the interviewees, will be fepeated here.

: .
The interviewees generally agreed that notes reflect an

- - . R

A— (=3 N < .
increase in financial disclosure. It was also suggested, however,. that
; A ! )

o . 4
these‘new .disclosure items were directed towards the specialist or -

© professional user. This uieW’ﬁﬂéstions the }rgditionai égd recommended
concepﬁbof the financial~stat£ments. For e#ample, the C.I.C.A. states
C . that notes are "an integral part", "useful for the.purpose of élarjfi-
cation or further explanation of the items in the financial statements"

N but, "ghat they should not be used as a substitute ﬁpr’proper account}ng

“treatment". (C.I.C.A. Ha?dbook 1500.03-04) - s
.= Lf the utility of n;tes is a function of‘the u;er, those

wno do not use the notes are either using incomplete statements or the

° notes are not an integral phrt. It must be remembered that this. is an . '

. o ° . ) .
, opinion of some of the interviewees, not a tested hypothesis.
o AN N

<
g * v

Producer/User Perceptions of Relatiwve Significance of Notes:

. . I found, through the use of~t2f mail questionnaire, that the prégafers

of financial sthtements, Chartered Accountants and Financial Analysts

* ¢

i - perceived no;e&>as being equal to or more significant than the body of ’
) the financial statéments. 'T;ese same three groups expressed the ® opinion \ o
¢ | .
. that less spécial{é d groups, such as shareholders or the gene;al public,
o - rdo not peéceive notSs in the same manner.‘ In fact, they felt tha; these . -

less spec;;I/;ed groups pérceived notes as being less significan;. o

L~ . o

. -

° <
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o .If this is true, and it must be remembered again that .
' ; : o . ] T e
these are opinions of the respondents, not, a sampling of less special-

. , o
o .

ized §roups, it would suggest that these non—spscialists might be

3
»

missing an integtal part of rhe financial statements, as was described

'.in the previous séction.; This also suggests that the statemgnts might

¢

be being prépared'in"a segmented manner. That is in distinct parts -

J v

for distinct groups, as opposed to an integral whole, one: part essentlal

- for the complete understandlng of the other. .This conceptewas expressed

in the interviews and was referred to, as reported in;Chapter Six, by .

» ) L .
one interviewee as 'staged reports'. The concept of a statement with

<

muitfbparts for different users would .be a break from the traditional

P
'- .

;ooncept of "a mult;puzpose statemgnt. Further research in this area will
S \ -
be suggested in the hext segment of this chapter. )
. R . s . - . - P R

- <

Producer/User Perceptions of the Relative Effectiveness

(v . .- and éfficienéy of Notes: The C.I.C.A. Handbook,~as‘an expression;of -

current accountiug prfhoiples, does not recommend one-format of disclo-

] . - -
sure over another. It normally ﬂscommends-that an item be disclosed,

.leaving it up to the organization as to whether the item be disclosed .

? N . T \ . ’ .~

in the tabular-portion of the financlal statemerts ot by way ofqe ﬁotel

© -

s An égample of an ekcéptibn to this ts thé recent recommendation of t@av

° . C.I1I.C.A. to disclose tsignificant agcounting policies'. In this case,

'
© . . - S - B - - .

e the 'format' (note) and docation ate:sﬁggested.' (C.1.C.A. Handbook

1505“11) Where an item is capable of:being disclosed by either format, ’

Py N [ ] o .
this s tance ¢s cbnsistent wirh the concept of notes being ap integral .
part of the statements. Besides ques&iOning this concept ds I did in . .

‘ ’ L4

the previbhsuparagraph I speculated that a further interpretation of «

o -~ ??%\\
e




. ~ ¢ » : ’ ® o'd”o * 233
’ b =
-;.-,} : . N ' { A 'a' oy T .
s allowing alternate formats might be made. I suggested that the ‘lack
:of direction as to tﬁe fofhet either‘aseumes that the C.1.C.A. con-. ;
';ﬁ“" " " giders the two cqﬁpeting'forﬁats; as being\edually effective and effi-
. * » - H 3
R T SN ' ) . . FR : ° o
. " cient, ar, the C.I.C.A. is unaware of the relative effectiveness or
'ﬁ;” V efficiency of the two forméts._(Based on the.above, 1 feel_thét, if

. werare -c oncerned about the ability of ourffinancial Teports to trans-

: : - 8
. - mlt essential data, this issue should be examined. -It 1s also neces-

sary to retognize that tho sitgétions‘cqpl@,exist: 1) where the fﬁk—

SR s . .. . .o ’ . ¢ . 5, ° e i . [ .
7. ancial disclosure is capable of being disclosed in eécher format or

- “a

. . 2) where the ﬂaage*of notes for all intents " and eurposes_is the only
.o ) «* . -' s © N
# . -

" alternative. .

- - . -

3

| The data thetvltzelledted‘ghowed that the ﬁe}ceﬁtienstof

e

L .

Py ) the t hree producer/user g&oups were somewhdat mixed., In total a majar-
. ‘Sty of the respondents replled that they did not perceive notes as
. . Y " o
. ' © -’being equally effective an§4efficient relativ; to the body of the state-

hents. ‘Also .a' majority of the respandents,.perceiving this lack of
% . L

equality,‘perceived netes as bejng less effeqtive and . less Qﬁficient“

ES - .2

The Chartered Accoufitants, as-+a respondent-group, were an exception.

o : Lo A oL g ) L °
. They gave a majority opinion that notes weré equally effective and effi-

(eient. .preeer,ya majority o?’tbose C.A.s who dissented with the above
, \ .l LI . '
perceived notes_as being‘lqée-effective and less efficient.

.= i

. In order to interpret these redults I will deal with ‘the -

* regponses of the Chartered Accountantsi I would epeculate that -their

attitude is a teflection-of'théir training;ﬁhich ié high}y‘infiuenced

S ) by their own Bandbook 6f disclosure recodnendatioﬁs.z*Their pdeition *
>3 .

is therefore predictable. «Perhaps even mofe important 1n the inter-

preah@ion of ‘the results is gqe-fane that theiC,A.'s role 'in ‘the RS
-~ . . - L ) > B

L]
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preparation and use of financial statements is not as direct as the , |

]
~ ‘ - R

, compafhies' and the analysts'. The,C:A..is the intermediary who verifies
@ € ' !

.the financial statements prepared by the Corporate gfficers’and\used

. . ) ) | ‘ 7

by Financial Analysts. An indfcation which would support my view is Ce
a . .

.,

LY

the opinion expressed by one of my interviewees who was a C.A.,.ut is
- o ‘ ) .
now ‘a q€r§orage Officer responsible for the préparationqof.hgs companies'

b

o

financiad statements. He stafed’tha&, as an auditor, he did not appre- =
. , . < L4
ciate the usage of notes If the same way as he does now.

i -
c

2

What follows from the above 19:that the opinioh of the |,

'fk%ns-in evaluq£$né the effectiveness Snd effiiiency of notes is ﬁgme4

xf!hat aiminishéd. This reduces the. dppateﬁt'ambivalance of %he results
x o . Co- . ,

. anafadds more Weigﬁt'to the percéptions of the Corporate Officers and
. . - - F 4 q -

the Fipancial Analyétss wWhat these perceptions indicate’thgrefore,'
: . ) . N
(and it must be remembered that these are subjective perceptions, not

obf;ctiVe evaluation), is that the apparent lack of concern regarding -
% < o ;

» 4 4

the format of disclosure By the C.I.C:A. should be re-evgluated.

o R . -7 -

P : 1f these opinions ‘are prioven to be correct, disclosure of
oE . . : g

s <

' .

C.1.C.A, recommendations by means of notés can occur under twg .circum-

. . ¢ - - = .

. ’ \ . I3
. .stances. - In situations where Qi%her note, format or the tabular por-
LI : . . , . :

f -

. - tion of .financial statements can be used, those opting for n%;e dis-~ -
PO T : 0, . X J

R N closure might be decreasing the effectiveness and efficiencylofa:Ee

) ) o : ) o " ! ' ' '

. - Financial Statements. Th¥s choice can be the result of the org

zation
‘perceiving notes as a means of reduciﬁg the visibility of required but

unttesirable disclosure. More.positively, th; orfanization may choose
e ) ‘ < N . a ' '
note disclosure bécause,it,is-seeg“as mbre suitable in the particular

y
1 . ’

e circumstanéé fécing the orgaﬁizatidn. Whatgﬁer the motive, the enfl - -

S, . . .
“x result 1 s dependent. uptn the unknown comparative communicative ability
‘1 '. i ' v . . -
¥ 4 . . .

ﬁ- -

T
’
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n
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of the twd formats available. On the other hand,eif there is no choice,’
3 P

we mlght be creating a growing situation where wesare decreasing the

- o =

effectiveneSs and efficiency of our Finaneia\ Statements. This results

» o .

P

. from the fict g&n:nptes as- a percent of financiel statements have béen .
© - - ’ 7

- . . : - L° B . o
increasing’ steadily. Whatever the s4puation, continued avoidance of

°

the issue of the effect of alternative meaqs;of’diaclosnre.ie:becoming

. .
L d

less® defensible as the importance of notes as a disclosure format

increases.

v .

< -
-

. The. Desire for Increased Direction Regarding the Usage of
f s

Notes» An indication that incteased intexvention by an association,

S ) - - »
such as the'G.I.C.A., woﬁld,be acceptable wasg demonstrated'by the
- 5 - ‘ . v K .

. .
respondent groups. It vas found that a substantial majority of the

respondents desired increased direction regarding the usage and format

of notes. This finding reinforces the apparent concern of the three
groups and- %lso shouild be a positive reason for the C. I C.A. to re—

examiné its present p031tion regarding the usage of Notes to Financial

< [ -

Statements. © ‘ e
. c ) S\

At the present time, the C:I.C.A.‘would‘be in a difficult,

€

e 2 Y

if not 1mpossib1e, position to recommend either format. sitice 1little -

o »

is kifown about the relative meritsrof either format., Tt weuld need to

. ’ s T .
- - s

' ; . o '
:develop,sometbasis of regomméhding under what conditions notes are

° . . . . E

better communicators than tabular or other forms., he

~ . a - * o
» . "

e ¢
Producer/User Perceptions .of Reasons, for the Usage of Notes:

¢

It was found. that the respondents perceived that notes are the result

of capacity c onstraints of the body of the financial statements., It

- -
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Appears that they perceive tﬁﬁ tabular portion of the Financigl'State- .

® e o LI

~F o9 . < . § .- :
ments a§ not beihg able to. discloserall that is néeded of required.
e . | . , L
Therefore, increasing quantities -of notes wpuld be related to increasing
. . . . .. L 4 * D
" disclosure.: Their perception of the reason for ngte usage is consistent
. - - - ’ . - N v '

«

with the association 1 established berﬁéén.iﬁéreasihg'nOCe usage and
the increasing legal and qéasi-legal di&lesure‘réquirements and the
incregsing complexity of the rgporting organizatibns.

)
oo ° /
- -
.

‘ Differences in Producer/User Perceptions: I was unable .
Tl . ' /o
to confirm that the respondent groups exhibited substantial differentes

Fl

in perceptions, regarding notes. Differences were}fod@d td;eiist°iq.a
U.S. study,(Morton 1975). It was suggested in the U.S. sgpdy, that dif-

ferences in produéér/user perceptions could contribute tbo making the

@ .

notes a less effective»format of financial dis¢losuxe.. Although

‘occasional minor differences were féund, they were not sufficiently large-

e
-

Eoﬂpermi& me to ‘confirm the differences st@tisficallyJ It would however.

o

, appear Y hat this issue is not closed, since there was a degree of
. . . \ . . - El

« differenge, if not & statistically significant degree. A more precise

measure -might have changed this finding. Further monitoring might also

 disclose future changes in the differences between producer/user groups.

» o

The above ‘was a review of .the .major findings. 1 will in’

the next segment discuss the implica€1ogs of.-the findings an% re commend-—
. . - PN - e,
il

ations flowing from them including directioﬁ_for.future research.”
- -~ o

-]
& L :
P
- -
. . . 4
o

7.3 ~Implications-.and Reeommendations } R S

]
L . - . B H . .
s

' One of the first faééoys-that must be reiterited is.that

'ﬁy siudy haé‘;;awggf clearfdiéniﬁétion between the tabular portion of




Y

ftq Financial Statements and 3) Supplémentary‘Financial Data Schedules.

. Statements have become, over the last twenty yéars; an increasiqgly
b . \ . 4

oy
during ghis .period.

the financial statements -and the notes. This in itself }s contrary

hd ¥

to tradi;ional‘%ccouqting theory, and is not the'present position of

the C.L1.C.A. * It is both a framework that I have used and an approach

I would like to .see taken in the future. Therefore my étudy énd,the

e

' -
following implfcatlons and Suggestlons r future research are con-

Cerned with ffhancial disclosure being de by means of three formats:

3

1) the tabular body of the traditional Financial Statements; 2) Notes
) . - ‘ ] ° -~

Further, the impliéations and recommendations which I’
. ’ » .
shall make are greax%} ipfluencbd by three summary statements which-aré

-

! dfstillatiop of the overall findings. First, Notes to Financial

il
€

¢ D

the point where they cannot be treated as & mere dbpendage; if, in

important form of financial disclosure. Théy havé‘qertainiy reached (/;\\\

reality, they ever could have been. Not oﬁly have they become physi- -

-

cally largé, now representing in excess of one-third of the audited
: T .

pOréion of the annual fgports, but are now increasingly important since

they contain dﬁny of the changes in fihancialwéisqlosure instituted
) . ) LN ’ ¢ ’

¢ [

v
<

Secondly, traditional attitudes towards notes, as exﬁressed

‘by the C.I.C,A, in its Handbook for one, may no fonger be appropriate

since they do not reflect reality of financial statemefit reparation
» L3 ‘ -
and use, at least as -perceived by its key producers and users.

°

Thirdly, my findingsnshowed that ‘the usage of Supplementary

- o

for innovative uses of ih{sa forms of ‘disclosure ére'notzbeing deve loped.

x4 .

; : “ . ' .

~

o C 23%

7

" Financial Data Schedule§ has leveled off. Also it appears’ the potential

/
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T1f anything, the usage of Supplementéry Financial Data Schedules has
3 -

stagnated.

The first implication .of my findings 1s that the change

in the relative importanée of notes as a disclosure format might have

i

had an éffect on the data transmission capébilities Bf the financial
statements. As a result, research should be instituted to determine
the difference, positive or negative, in the.change from the tradi-

- &
tional tabular format with its relatively stable means of construction

to the usage of an increasi?g quantity of notes, which are considerably
more flexible and, oftew qualitative. There has been very little

research into the effect of alternative formats of finmancial disclosure.
‘- - ~ . .

-

(Lusk- 1973) . The 2 have been a few studies in the United States_yhich

attempted to mea sure the readgbility levels of Notes to Financial

L 4

, Statements. (Pashalian 1950, S;pe},ane Dolphin 1964, Smith and Smith

M >
1971) I t was found that notes tended to be at a level of readability

beyond the educational attainment of a majority of the‘U.S. population.

I tested the readability levels of the qualitative segments of 45 Can-

adian Financial Statements and found the readability to be at a simil- "

arily high level. (Lanfranconi 1974) The notes were not capable of

" being measured relative to the alternate, namely the body of the Finan-

" cial Statements. 1 also conéluded in’ my Study_ that the, readability

A

tesés used, because of théir availability, were .largely designed’for.

more general purposes and were not totally suitable.for the speéific
. ) »

purpose of financial'reporting. ‘.
4 . o

~
-~

. One exception was. Q'Ftﬁdy which examined whether the form

of the gnnual report affects the investment selection decision It

-

was reported in a paper entitled, "Cognitive Aspects of Annual Repdrts".

v - -
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(Lusk 1973) The findings he reported, which are of interest to this *

study, were: one, that the form of report, 'Hi-Analytic' (Complex) vs

-y

- }
'Lo-Analytic' (less complex), did influence the ifsztment decision and

two, that different user groups, ie: financial analysts vs graduate

- students, were affected differently. (Lusk 1973 p200) 1Inasmuch as the

]
-

complexity o{ tﬁé séétement was judgé% to be a function‘of its formqt,
the findings relate to this study.. It was an exploratory tyée of stu3§'
but still, I believe,va further reason which leads me to_ngclude that
there 1is some urgency to the need to investigate theoeﬁfect of the |

-

recent format chagge on the data transmission cqpabilities of‘the Fin-
ancial’ S tatements. :

When the format of the financial s;a%éments wds mainly the
tabular portion or thé content of notes minor, this iQSUB was not as
important. With thé importance of notes, in bo;h qgantf?y and content,
now clearly established.by this ‘study the effect of form&t alternatives

for financial data transmission should also be investigated.

The next implication of my findings is that the C.I.C.A.

should review its recommendation that notes.are am integral part of the
/ ' "
financial)statements and that the data they contain a;grqgug&;y signi-

-

4 k
ficant -as the tabular;portion. My data indicates that the main weakness

of this recommendation pertains to the possibility that‘botes may be

v

r -

treated differently by different user, groups The impo;tant producer/

user groups, who can be classgg as specialists, percgivé notes as more

-

useful for them-and not as significant to non- specialists.' The first
step w0u1d be to evaluate thé reality of. their assumptions. 1f they

are cbrrect, the -integrity of- the finapcial stapementsw as. it now 1is

conceived, is questicnable. If the tabular portion of. & aqeméﬁts is
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incomplete without notes, their saga transmission capfbilities might .

- o - .

-

be impaired‘if some portion of the users do not give them equal recog-
nitien. Also,‘if the preparérs of the g?htement§ oéérate in the real
world dnder the assumptions they put forwardaand they afe pu;tipg
increasing quantities‘of new disclosure in the notes, they would be
‘creating a dicﬁotomy which'may not be désirable,ﬁat least in thé.view-
_point of the C.I1.C.A. Either the recommendation must be reinforced
or the relationshiplof notes to tﬁe statements should be recénstrucfed.
In any c asey continued avoidancq'of this issue appears unjustified in
light of the recognition that perhaps, whiie we are increasing the quan-
tities of financial disclosurez we might Le reducing the reciplents
.of this pew data to specialists. TbIs statement should be takerr to mean
that I am opposed to this pOSsiBle'trend but that we sg;ufd not labOur“

under false assumptions as who are the potential recipients of the

L
.

r3 i I ~

information.

~ ¢
14

-

A similar type of implication flows from the producer/user

‘ grOubs' perceptions that notes are less effective apnd less efficient.

]

L;re nd that increased research be carried out which is directed

<!

at determining the effect different formats of disclosure has on the

P

data transmisgsion capabilities of financial statements and what effect

this might have on the uses made of the data. At the present time we

are ig the dark and in some wéys must continue to merely recommend .-
disclosure without considering how the datd.should be disclosed. If '
the respondents to my questionnaire are correct in their perceptidns

of the‘rélative effectiveness and efficienéy of notes, then it follows

that, even 'if we are disclosing more data, we are at the same time ' "
:*‘ ’ )




creating a ‘less effective and efficient reporting ﬁackage. The basic

-’

pro¥lem, as I see it, is that we do not know-one way or the other.

Another implicatien of my findings is the need to deal

‘more realisticallz;with financial reporting as it now exists.ﬁifhis_
. ? . N
means that ;e must recognize that many of ;hg recent changes in, dis-
closuré hav; been carried out by increased’ﬁsage of notes.. Evidence
'would also indicate ;hat'there'%s no reason to ;xpect this trénd to

discontinue,; at least in- the near future. Notes have become an impor-
? - c o, .

P

tant format of disclosure and we must prepare to live with them and

improve them. It would seem therefore thaf increased efforts must be
made to utilize them as effectively and effigiently as possible.
We should work to insure that the best forms of presenta-

tion, which maximize their commun}catigp function, be developed and
used. This would include changing our teachifig of the preparation and
‘ ‘ (Y . ’ -
“use of financial statements in order to coincide with the reality of

s

present day disclosure methods. We must expliciﬁ:z'teachsthe prepara-
»> N .

1 .
tion of footnotes just as we now-teach the preparation and uss of -

Balance Sheets, Income “Statements, Sxate@egtvoﬁ Change in Fiqanaial
Poéition,‘etc. ‘Coéfi;uing to place insufficient emphasis on ;qte; will
mean that we are ignoring at least one-thi;d of the audited financial
statements. This  also meaﬁs tﬁat we should 'upgrade the status of notes

since their position as mere appendages is no longer a valid deécrfp—

¢

tion of their purpose and use. ’ ” g L

«

The last recommendation is related td,the observed stagna-—

r

tion in the growth of usage of Supplementary Financial Pata Schedules.
* 4

This p resent condition is unfortunate since they, like notes, have

an element of flexibility which would Qe useful as a méans of

. )

a
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v’ . “ 2 . 3 2&2
accommodating. future disclosure requirements. The reasons for ‘their

lack of use and development should be further investigated. I ‘suggest’

that their lack of official status, as indicated by the lack of .dauditor
certification,might partially explaim their retarded development. It
might even be that their usage is to some degree discouraged by audi-

v
tors who wish to limit their perceived risk if* being associated with

;1quasi—statement which is 'unaudited'.

.

One of the more interesting charactetristics of notes is

their flexibility, which I suggested was of %:ﬁet benefit in accom-

modating changes in disclosure. If the status of S.F.D.S.s was

changed, tﬁeir comparative flexibility versus the standardized formagf
I3 1] >

of the body of thqlstatemeﬁts might permitt the accommddation of pew

o
. F

.forms of disclosure. They would also permit a unique oppbrtuqity to

test the usefulness of new statements. This is eépecially important
. . . [

k]

- v

since my findings also suggested that the traditiéﬁal tabq&%; portion,
of the f inancial statements are hard pressed.or unable toukéeb pace

. ~ - N A -
with new disclosure requirements. L. . AN '

. N

w N ]
)

7.4 Conclusions

o~

This study‘has supplied evidence to confirm that signifi-

-

qani-change in Co}porate Disclosure has occurred over the last twenty

years in Canaéa. It has démbnstrated‘that a major portion pf this
change is reglected in usage of Notes to Financial Statements.- They
représent both aichépée‘in format, and a change in content; Evoiﬁtion
towards® fnc;easéd usagé‘has been associlated with thg increasing legal
and quasi-leégz di#ploSU}é requirements, ana the inqreasiné‘complexgty

-
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Lt ‘ ¢ . a
. , ot R . e -
of the reporting firms. The very fle*ﬁbility of notes, versus the .
‘_w ~
structur®d format of the tabular portion of the Financial Statements, -
) . | A

< . -

///" *  has permitted the reporting organizations to provide additional ais— 4
1 3 .

. - closure beyond the restricted capacities of the tabular ﬁbrﬁion itself.
E L} v | .
A Thqreforei the negative criticPsms, referred to earlier,

conéerning the ipcreasing usadge of notes, should be tempered by the
> o

.
I3

srealization that a reduction in note usage might merely result in a

[+4 .

o ' step backwards, unless altetnate forms of disclosure ‘are found. We

o

4

should recognize this realit§ and take positive action by ihcreasing0

our resedrch into the effects of alternative formats of disclosure,

<

ratiher than restricting er‘concerﬁs~t8 content- and allowing format

’

B ©  -.to be a disérepionary variable. We should elevate our. attitudes towards *°
notes from one of treating them as merely an appendage to the Financial
R < -

. Q -
Statements. This is reflected in our present teaching, and research

[ -
.

‘in accounting. We should correct this deficiency.- I beliévg I have

a @

contributed an fnitial step in this direction, and have pointed to

. areas where further progress can and should be made.

- .
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° . ¢ LIST OF SAMPLE COMPANIES

Abitibi Paper Cempany ‘Ltd.

) .Anglo Canadian Teiephbne Company . o
N ‘ Auto Electric Service Company leited
- L * Bank of Nova Stotia ° .
’ ' .Bell Canada 5 o s
. : T, G. Bright & Co. Limited © « _ & a’
) British Columbia Telephone Company
Burns Foods Limited- . - €

»

Canada Machinery Corporatibn Limited
Canada Southern Petroleum lLimited
Canadian General Securities Limited
Canadian Pacific Limited
Tanadian Utilities Limited
Céntral Patricia Gold Mines Limited
‘ Chimo Gold Mines Limited
— Cochrane Dunlop.Hardware Limited
R The Conigas Mines, Limited . v
! ' Conwest Exploration Company Limlted
“; The Cralg Bit Company Limited
Crows Nest Industries Limited "
Dominion Dairies Limited o
Dominion Stores Limited 5
- East Malartic Mines Limited
Electrohome Limited ) . o
Ford Motor Company of Canada
Giant Yellowknife Mines Limited
R * Grafton Group Limited
‘Gulf 0il Canada
*» /7 Hollinger Mines Limited
/ The Hughes Owens Compapy (Limited)
Industrial Acceptance Corporation .
. Inglis Limited-
N Kerr Addison Mines Limited
- 'Lakeshore Mines Limited
. Lawson & Jones Limited
.,  MacMillan Bloedel Limited-
"+ Maple leaf Gardens Limd ted . .
¢ McJfityre Mines Limited o C
The ﬁéxican Light and Power Company Limited
Moore Corporation Limited,
National Petroleum Corporation Limited
’ ) New Calumet Mines Limited B o
‘Nickle Rim Mines Ltd. '
" North Canadian 0ils mited- ’ /
Pamour Porgupine Mines Limited
Photo-Engravers & Blectrotypers Ltd.
. Prairie 0il Royaltiea Company Ltd. g
; A Radiore Uranfum Mines Limited
Roxal Bank Qf’Canadé
“y

o

Code

"27

39.
" 4D
41.

42
43

. b
.45
46 -

47
48
49
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\v/' . ‘ : LIST OF SAMPLE COMPANIES (CONT'D) -
2 i 13 o ) N 5o e’ T - ! . . - . . ‘ ] “ {f”,

Scurry Rainbow 0il Limited ' 50 - o S "o
Sigma Mines (Quebec) Limlted . Lo 51 L ’ ' .
Simpsgns* Limited - | - 52 : ‘ B
/ The “Steek. Company dffCanada Limlggd , 53 JOR : e
< Solitham Press Limited . ‘ M 54 ' s .o ST
_ Sulljvah Minimg Group Ltd. . 55 - f P
« Thompson Lundmark-€63d Mines Ltd, o * 56, - : ‘ : T g
*  Trans Mountala"PipeJ.ines Compan)’ Ltd. 57 ’ : | S
v United Asbestos CorporatiemLimited '58. -, . [ S
Wgstéte 1- Rosco Fimited . - . A . 59 L

. Willro Hmas Limited - S 60 - b ) o

|
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? . ‘: September, 1975 \ )
. STATEMENT ANALYS1$ FORM ONE : ’
. . < ‘/' g
~ Company Infomation " ¢ _ COL. CODE ‘ - . -
" I..Name of Company A T ’
L2 Charter PR A .3~4 —_—— .
2 v .,'; | .
_,3. Statement Date Day Month Year - 5-6 ——
» - 4. Sequence . £ 1-8 o . .
5. Consolidated Yes No T 9! ‘
6. 1f yes, how mary f‘i ‘ , 10171 - -
) 7.. Sales/Revenue (Grox$) Mil § o 12-15 o \
8. Assets (Gross) T Mil,$ 16-19- L ,
9. Profit/Loss P ;\ e 20 \ N . :
. . M A ¢ . N . 5 .
- - - .
. Statements - - « -
-t £ & “ - . ' :
10. Balance Sheet Y N 21 . - ..
* 11. Income Statement Y. N . 22
"17. Statement of R/E R N 3 23
' € » ) - - ' -
C 13 Statement of S/A Y . N 24 . :
— T ‘ . i :
14. ‘atatement of 1/s, :i- R/}; ~Y - - N : 25 -
a ‘15. Other ' Yy oWl 26, ‘
o ’ o— —, - ’
- ’ L p ,
- ? . "
., 3 2
) . -, -t DR B
16. Comparative ' - Y N 27 07\ Ty PN ~,3_‘:;:
“Notes _ . ' L. '
s . 17. Quanticty . 28-29 o= //\ ‘
* 18. Total Pages Statements & Notes (audited) _ - __ 30-31 _ '
19. Total Pages Statements P 32-35 - _ _ : -
RV = . ~ < -
. 20 Total Pages Notes —_—— « . 36-39 o
B | 'Print: Size of Notes o =2 ﬂStatemnt.___ 40~
. .22.8Number of Words . 41-44 T _ - . '
. $° - , ’ .
23. Notes are located° Before Statemeénts ‘
. ) After Statements -
g ’ . . Other -4 . , ,
®24. General. Notice of Accompanying Notes Y . N 46 ‘ 5 v
- ' | ) ... uu
/f 4 ! ! ’ » ‘? .
! » 4 r ' o : B . I‘»g'j;yﬂ *
. LI oo ‘ "
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- o <STATEMENT ANALYSIS FORM ONE (CONT'D) : S
) ° ' . : Vo ° ) i g
‘ A ' _ o COL. - CODE ‘
. 25. Direct Refererice to Notes Y N 47
26. Statements with Direct Reference B/§ __ T/S __ ,
. R/E __S/A __I/S «R/f __ 0.« %8-53 S
) \ | . . . J.\ . " ] . ﬁ . '
- . Supglementarj Financial Data Schedules - Q-
27. Are there any? Y- N - . . 54
. t ° *
oL _  28. Number of Schedules » ‘ . . 55 ) o
e . 29. Number of .Schedules audited . . 56 ;
- . . 5 . . - — —_—
- 30. Number of Schedules net audited - 57
- ‘ 31. Name P N - ] ‘ . .t . ¢
’ N ) r a ,
" g o < —t { ‘
. s \ .
. 58-65 Aol
g ‘ . ~ * -
32. Numbet of Pages . o ) T 66-68 L
'Atiditor‘s Report - ) I . : -
33. Any Reference To Rotes? Yy’ N T 69 l ‘ )
34. Any Reference to S.F.D.S.s? Y N 70 L
o 35. Name of Auditor ' : < L TIRT2 ‘
e S : _ ‘ Lo 6
) -~ n F§§‘\G J’ . -
‘o ° .
. / )
3 - - ' N ¢
.. :
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* CODINCG SHEET

?a

STATEMENT ANALYSIS FORM ONE

DESCRIPTION

Lompany Name

Charter

~ Statement ﬁfte

Sequence -

Consolidated

How Many Cons./Not Known
3 , .

Sales/Revenue/Not Known

Assets/Not Known:

Y/N/Not Known

01
0l -.

55 - 74

01 - 42

0/1/2

00 to 98/99

0001 to 9998/9999
0001 to 9998/9999

O O~ T W N

20 . Profit/Loss/Not Known . 0{3/2
. , -
. _ ; ,
Statements
107 21 B/s YN
122 NIRLIN
120 23 . RIE YN
13 240 s/A YN
25 .. I/$ +R/E  Y/N
15 - 26 Other Y/N
"16 27 - Comparative

00 to 99
7 700" to 99
00.0-to 99.9
. 00.0 to 99.9
0/1/2/3
- 0000 to 9998/9999.

Qhanfity' . i

. Total Pages'— Audited

.. Total PageéiF Statemenéé
Total Pages - Nocea T
Print ‘Size of Notes <= :7 StslNone
Number of WOrds/None

'.location of Notes ‘

" Before/After/Other/None
General Notice Y/N/Nbne
Direct Ref  Y/N/None °
B/s Y/N/ N/A, No Notes.".
/s . " Y/N/ N/A T

. RIE  Y/N/ N/A

0/1/2/3
6/1/2
10/1/2
o/1/2
0/1/2
0/1/2.
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‘ e CODING SHEET - (SAl)
QUES.  COL. | DESCRIPTION . CODE . - ,
c 26 51 S/A CY/N/ N/A - 0£1/2
26 52 1/s + R/E , Y/N/ N/A e/1/2. .
T 26 53 Other  Y/N/ N/A . 0/1/2 ‘ ‘
Supplementary Financial Data Schedules ,
27 - 54 Are there any?. Y/N | 0/1
/\ ' te 28 5/5 . © No. of Schedules/ N/A . 0 to 8/9 ' .
29 56 No. S.F.D.S.s Audited/-N/A «. 0 to 8/9 .
© 30 . 57 No. S.F.D.S.s not Audited/ N/A "0 to 8/9 '
\(‘? 31 58 \igghfughts ¥/N/ N/A . 0/1/2 i
+ 31 59 Stat/Hist ° Y/N/ N/A ©oofy2 .
31 60 S/A M Y/N/ N/A 0/1/2 :
o 31 61 Asset Y/N/ N/A 0/1/2
e 31 62 Liability ’ Y/N/ N/A _ ) 0/1/2
: 3163 " Income Y/N/ N/A 0/1/2
T 31 C 64 - Expense  Y/N/ N/A 7 o/1/2 -
- B 5 65 Other _Y/N/ N/A 0/1/2 SRS
'* 1. : \ , 1 . -
31 - o ' ‘ ' e
32 66-68 ' Number of Pages - .~ * 0.0 to 9.9 S
1 . g ;
Auditor’'s Repor;m . , _ .1 e
. 33 69 ° 'Any Ref. Notes Y/N/ N/A [ o/1/2 U
) ’ ) 54 70 _Any Ref.'S.F.D..SIs‘ Y/N/ N/A 11,’0/1/2' .
- P 35, 71-2 Name of -Auditor . 00 to 99%Rk .
. ' . / - . ’ .
. NOTES o , - : ) _ -
, ‘ . . :
| ) . S * .See Appendi‘x."A"‘ . ’ S : K . ‘ L L o . .
- ¥ %% Charter: sCanada 0l Alberta 03 . .- s o ;
' | ont. 02 . " sask. . 06 . .. " A '
. ) Que. 03 . ‘ S ' 5 DR . A ’
. R.C. . . 04~ N ’ )
; L . N
. . = ‘ .




*%% Auditors:

13

Price Waterhouse ¢ Co.

Clarkson Gordon & Co.
Peat Marwick Mitchell & Co.
4 .

Touche Ross & Co. .

Riddell Stead & Co. )
Mchnald Currie & Co. / Coopers Lybran&

' Tﬁorne Gunn Helliwell' & Christenson °*
Deloitte Plender Haskin & Sells - l
Arthur Andersen & Co. +
SoBerman, Iseanpm,_Colgmby & Nisker
Campbell, lawle§s & Punchard -
P&W ‘& C&b )- '
P&W & PMMN ) ‘Bemk of N.S,
C&G & PMM .

- Thorne,Mulholland, Hadéon.§ McPherson
A. D. Downie ‘ .-

Petit, Hill & Bertram’ ' >

_Arthur A. Crawley & Co.
Snyder‘Craig & Co.-

Loftus A. Allen & Co. +

McColl & Turner

weich, Hinton & Welch"

Harvey, Morrison & Co.

.Gunn Roberts & Co.

. Thorne' Riddell

Edwards: Morgan & Co,
Stevénsons Blakely & Hﬁng‘
Winspear, Higgins, Stévenson § Doong
Fred Page Higgins &’Co. .t >
Henry, ‘Barber, Mapp & Mapp '
Manuel Resa .

-

~’Mario Sugfez del Peal .




. . CODING SHEET (SAl)

%% Auditors: (Cont'd) - C

Collins & Homes
Ennis & Jalinkel ;
‘Allen, Miles, Fox & Johnston

. - 3

Gilbert A. Doe & Co. (Shaughnesy)
Gardner & Co. ’ .

‘McDonald Nicholson & Cow

Gardner Macbonald & Co.

McIntosh Ross & Co.

. : Ross Newborne & Co. - .
,' v . Ampleford, Broadhead & Co.
Eddis & Assoc. I, '
< Colling, Love, Eddisg Valiquééizzzjhv. Lo
PMM + TR -~ ‘
v . . N ’ v 4.
P W + . TR Royal -Bank of Canada
TR+ pPUS| -
DPHS+ PW
‘ Maheu Noeél Anderson, Valiquette
C . (Anderson & Valiquette) e,
L "' Rogeério Casals ‘
- I o - -~
a ’ \ ' -
" « hd .
7 ' L}
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CODING SHEET
STATEMENT ANALYSIS FORM TWO |

< -

QUES.  COL. DESCRIPTION LI
Company Information . .
]
1. 1-2 Company
2 3-4 Cﬁatter |
3 5-6 Statement Date
4 7-8

Note Analysis

I St
6 11212
7 s
8 16
9 17
10 .. 18
- 19+20
11 21
12 22
13 ¢ 23
Y4 24
15 25
“16 26
17 27
18 r

Sequence )

Note Number

. Topic’

Number of Words/over max.

Nete - New/0ld/Not Known

" ‘New Info/01d Ir?o/Both/Not Known

Change in Accounting Method Y/N

-Refqrs B/S Y/N/No Stat.

Refersto I/S Y/N/No Stat.
Refers to R/E Y/N/Nb Stat.

Refers to I/S <“R/E .
?/N/No Stat.

RXers to S/A Y/N/No Stat.
Refers to Other Y/N/No Stat.
Direct Reference Indie. Y/N
1. See Coding****‘ / N/A
2. See Codingh*kx LA
3. See Codingh*k* | N/A
4. See Coding**x* [/ N/A
5. See Codimgh#*s ] N/A
Codiqgk*** / N/A
Coding#*** / N/A 0
Coding****. / N/A

01 to

‘Ql to

55 to
01 to

01 to
01 to

005 to 995/996

0/1/2

60%
067>
A
17,

25
gQkk*

0/1/2/3

0/1-~

0/1/9
0/1/9

_-0/1/9

o/{/9
0/1/9
0/1/9

0/1°

01.to
01 to

- 01 to

01 to
01 to

‘01 to

01{co

Olfto.

70/99

70/99
70799
70/99
70/99
70/99

'70/99

70/99
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A

CODING SHEET (SA2)

NOTES

x Company: See Appeﬁﬁix HA

s .
. ' CODE
*% . LYPs

Charter: Canada o1 ’ . .

Loy e : e

Ontario , 02

/ e
Quebec 03 - ’ .

M - B.C. ' o4
. Alberta 05 ’ . .
. Sask. 06 '

*%%x Note Topic Coding (57 Values)

¥,

Aqsgunts Receivables - details, description, inter co.
& . , accounts

. Inventofies - details ) , .

«

% ventories -~ valuation

lnventoriés ~ details & valuation

Investméh{§)- non-consolidated subs, details, method of
- accounting for, valuation, etc.

Investments - other, defails, method qf accounting for,

" valuation
Fixed assetsg - details } '
T Fixed assets - valuation, meihod t&:éum:ing for
«  #ixed assets - appraisal’ S )

"Fixed assets - details, valuation, approved method.. of
accounting for . .

F{xed4assets - acquisition,(sale, construction & method
. . of accounting for
Depreciation DgplétiOn';\Eglicy *
Bepreciation ﬁepletiou - charge
Depreciation Depletion - policy and ‘charge
Amortization'- policy, amount
. Other assets , -
Short term liabilities - details,’ inter-corporate

Long term debt - details

P ]

Long term debt - descriptiOn, covenants, security, sin ing

- funds

31

32
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CODING SHEET. (SA2) ,

*k*% Note Topic Coding (Cont'd) - -

.

Long term debt - details, description, covenants, security,

- sinking funds - 33
~ _ Other liabillties ' ‘ 34
" ) " Assets pledged / "Lifbilicies- secured SR # u 35 '
N Capital stock - details - classes ~ 1371 36"
Capital'stock - changes, authorized issued, splits 37
, Capital stock - share options, warrants ‘ 38. o J

Capital sgpck details, cHEnges, classes - shares optibns 39

- Capital stock - changes - share options . 40
. ) Capital stork - premiuﬁs, contributed surplue, etc. 41
Capital stock -.redemptiens{ capital surplus - s +f
) " Retained earnings : “ c .43
Other shareholders' equity 1tg;s . ‘ 44
: Mieority interest . . - ) 45 .
o Other general liab/SE , ’ . : . s 46 ]
. L@ ‘ ‘
Revenues - operating . . - V,\_.» 50" . g
Expehses' - operating * ' S ?51 T .
Di;ectdrs' grunerations ' L ' . ) 32 . o
Expenses operating & directors' remunerations cL 53- .
. i " Other incomé - detalls explanation, etc. | * 54 .
Extraordinary items” - details, explanation ) . 55i' .
- Basis of accounting forwtaxes _.? ; . 56 - ,
. o Earning/Loss per share details - l ' 57 .
Earnings lusses ‘per share - accounting calculation' 58
) Earnings/losses per share, - details - accounting o g
- calculation © 59 -
‘ L Yther (P/L items) . . - 60 T
¢ . Commitmengs - fixed assets, ie: construction 70 i
Commitments - leases ] ’ e e 5 R
. Commitments - pension 1fability - fuhdiﬁé ‘ L 2 SEE
| s - other. E P £

Commitments

. ¢ .
4 - . s . . .

“
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CODING SHEET _ (SA2) - .
" %%k Note Topic Coding (Cont'd) : ‘ - , -
~/{ Commitments — multiple : , . . 74
. © o "

Contingent. liabilities ' °« .- ° . 1/75

Basis of Financial Statements / Priﬁéiﬁles of consolidation 80

N ” " - Translation foreign currency / Accounting for unrealized

gains/losses -~ translation 81
< Principles of copsolidation / Translation of foreign : . \
currency . ' - ‘ 82 .
/ . i Acquisition / Amalgamation ' , » 83 ~ ‘" .
Account cohsolidation'efcééseé ) ; 84
. Changes in accounting praéticesj classification or . i '
presentations o 90
Subsequent events ‘ . ‘ ‘ - 0 91~ o
Significant accountimg policies o ?f : I ‘,.92
Miscellaneous ‘ ’ WV . l R 99
. x%*% Reference Coding - - Queétioﬁs 13 (18%255 . o .
- + BALANCE SHEET  ~ . ! |
' Cyrrent dssets = ° J ~ . 02 'i ’ ‘ .
’ " Cash ' o . © .03 Tt ' ..
’ . Accounts‘reeeiJab%e . : : ‘_ 04 )
' Investments temporary ) 05 _— .
‘ ’ Invenforiés v o 06, . ,
I " other . B A
X “ Nonch;rent aésets 'u PR - 08 ) 4 ll: ' .
K inwéstment; - subs . ! t ‘ 09 - .
. . Idavestments - other Co P o ;:10 ’
Fixed assets - . ‘ - t Co11- ) i" B .
Acpumﬁlated depr'n - : 12 - L
) . Nef}fikedcasséls ' I ' 13 ‘
’ " Deferred charges - S 14 C )

f
g

\




CODING SHEET _(SA2) »

Tk Refei:enge Coding (Cont'd)

@

Inténgib’ié &Eﬁ'éts- (goodwill, excess P:P,

over BV) 15

Accumulated am%rtiza%iqgv - \ . 16_

Other » . 17

. Current liabilities 18

Long term liabilities 19
Accumulated tax allocation 20

Minority interest . - 21
Shaneholders' equity ‘ 22

ﬂ ) Capital stock . . 23
¥ ',"._ of(ét’ained earpings . ' 24
Other | S 25

" Other . | ‘ 26

Note to B/S (ie: commitments —.contingencies) 27

.

-

. INCOME S TATEMENT - S 30
‘ Revenue< .- /ﬁf/y : I o, 31
< | Exg/peé// . - ) o ‘ © L 32
T - Depreciation - . . G :33(
'/’/’y//= . T Amortization-- Lu . o 84
. Tnterest J B 35
. ’ L Directors". Remlmeratiqné‘ * ‘ " . 36y
" v Pegsion expense ‘ S ‘ ‘ . 3&
Other }éﬁeﬁué (ie: -investments)" o . 381
Extraordinary items " f._‘ ’ ,;‘ _4391
Taxes ~(Current & deferred) 4 ‘ - 40 .
Final- figure ; : ) “. e 41
’ Earniﬁgs )'Loss,per share = . o _;f,- C 42
_:Other expéﬁses', : : e 043
Prior period. adjustments e : s 44
Misc. Income / Expense ‘ N : " 45
RE%AINED EARNINGS '(Deficit)‘-" - l 50
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A oo - ODgNG SHEET{ (saz)

‘ .::' o - ,3****." Referépce Coding ((‘ont‘d)
o 4, . i . . NEY w;'. s
R GE SOURCE AND APPLICATION OF FUNDS .

oo : : (Changes in ##in,
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oo " ' NOTE TOPLC RECLASSIFICATION \
.\\;‘“. T S N
ORIGINAL CUDE ISEW Cll)DE“' ‘ NEW TOPIC TITLE- N . ) ‘
01" 01 @i:cox__mts‘ Receivable . s O e
) b 02, 03, 04 7 ‘ 02 Inventories - 'l)gatails & _Valuétion T |
. .05 - : .03 lovestments - No Consol. Sub‘s. . ;
i 06 e 04 1_nve.;t;_ments - zot'lfﬁ{et g S '
07, 08, Q9, 1o, 11 = 05 Fixed Assets - Detalls, Valu‘ation', P;-t_c:
- 12, 13, 14, '15 .-06‘ Depl'» n, Deple_;__‘,\\rt-—:\mt-, Polrig:)b -
=“lb .07 ,Other Assets: - . o _ \ : S
T30 _ 08 bhort, Tein l-iabilities Co e .
‘31, 32, 33, 34, 35 09 Long, Tem Debt - DetaiIs Dee-cript.,eh.
36, 37, 38, 39, 40, 41, 42 10 Capital btéck ' - .
‘ T 43, - 16 Retainéd -Eamings . B - )
) '.Mo ‘ . 12 . Other ‘bhareh@ldars Equity Itenk &
L7 as, ae 113 . Minordry Inter st, Other Ltab,s/E ltems
- T 50 . . 14 Operating Revenue. = S
51 v k5 Operati'ng Expenses S N - ' ’
.32, .53 ‘16 Directar Remune;acion ! " .
- ’» 54 . N l? Dgher anou;e ‘ . - .k .
P 55 18 Extraordinarv ltems L -
< 56 - ~19. , ?ﬁsis of Aceoant'ing for‘ Tmss ,:@ - e
: 58, 59 W20 ELPLS. - TR T LT
o~ e '21\"'0cher P/L Teems Tt e
©osT20, 7, 73,76 22 Cmumicmnts - F/A, leawes, etes . &
72 - 23 Lommitment - ?enaions B . ' < T
75 \ 24 . Contingent Liability S hc.'ﬁ o
- 80, 81, 82, 83; 84 . 25 - Basty of Conscliidation for curreney . .-
) . F ‘ o . . 'rrans. N g ) ’ )
%0 . f‘*yi :2’6 ‘ Chlnigm \n Accounqins Practice .
91"~ L 2\?4 _ Sub;equen)t Evefits- ' R \.." N P '
e T s:,gn:nunc Accty. roucu- P c
9}3‘\ L, 0 ‘m'q.( .-'_",«f. - Ty R
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. - . ’ ' / S -

The Un_i)«{sity of Wéster_n _Ontario, London, Canada

- N .

e

B . .
LR : v, . . ) ‘
$chool of Busmess Admummtranon - . ’ - ' ) )
5 oL Avgustniezs
! L 8 . . . , )
Doar Sir ot Madam:  © - . : e RGN .

. | 2 « . . ’ 7 . .

< ) would very much 3PPreciate your assiswnce in a wxean‘cl‘. .
study | am doing at, The University of Western Omano 1 am a Ph.D. “utudont
in the School of E&Ehmss Administration. Your assistance involves the . ¥

" . qompleuon of the cnclosed quest‘onpane and te}};nmg it to me at your rw
N i

earluzl convcmencc in the encloscd sét.addiessed, postage pmd envelope.

- -

. My sgtdy is concernod wnh the format used to disclose - R
hnancml mformanon by Public, Corpormmns in Canada The study entails '
m exlenswo cmpmcal cuammauon of the format and pcrthmons of it. The
' - encloscd queshonnauo isan. |megral part'of the dnta gathering, The purpose
of thé qucsuonnaure is to collcct data which wnll be used 10 measure the /
perceptions of usage of Notcs to Financibl Statements by three g oups of
persons who produc; and yse F manéue%n}s/ The thrée groups are; -

6 Ab lndmduals wnhm public companies who' are rcsponsnblc for the
preparlnon 'of the statements, , .
2) Chartcred Accountants in public practice and
3} Finandiat Ar:a!ysts, oo
“Your name and/or compan‘vas chosen randomly from varmus‘
public dub(-lmues Your replies will remain conhdenual and the data will be
used in the }oggnegatc Should you wnsh you may}mll quesuom 2 Jend 4
which idenjify the fespondent. However,#hould you be mtereslwm receiving
. ® bncMuuine of the results of this survey, cnmplete the secuon at theend of .
.  the qui-sfm}’mmw . .
i Tﬁank-\;ou in advaihge for.pmticibngir;g in my research study. Ifr_,"
you have any questions, tee! frce to contact me by mail or by phonc,'(519) 679- . .
6057. | - L
<0 Yolrs very truly, ) , ],. .
. / }, ] o . . - .

&M“'\(‘U‘\—\.

) . . Clawde P, Lanfranconi '
. . ) Ph.D. Candidate, K}
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MAIL QUESTIONNAIRE  © .
~ “PERCEPTIONS OF BRODUCERS AND. ussns
e OF FINANCIAL STATEMENTS ¢

I’LEASE READ CA REFULLY

\ : N - ) N ’ * ®

Pl

QUESTIONNAIRE INSTRUCTIONS - ' \j

1. K thas quest:onnanre us addressed 10 you as & Corporate Oftficer {seé Ouestion 1)
’ lnd you aremmot the perSOn wh‘b is mainly responsible for the preparation of y0ur
eompdny s Annual Financial Sta!emems pleasa (ocwlrd the questionnaire to the
) A appropnalo individual in your company. - " .o
v ¥ .

2. Ouestlons 2,3 and 4 may be answnred or ommod at your option.

3. Question & shoyld ba answered 10 the nearest year and should only include the
' extent of your experience as 8 membet of the group, to whigh-the questionnaire
Is duected (eq: preparer, or pubhc C.A. or analyst). -

4. Questions 6 through 11 mcluslve should be answered bv checking the appropriate

box. E‘]’_. L.

6. Respond to-Question 12 briefly bvi'concentratjng on major perceived reasons.

‘e

__DEFINITIONS .

Noies to Financial Stalements or Footnotes are used mterchanqeablv in this questionnaire.
By these tcrrns'l mean those explanatory notes that are appended to the Financial A -
Swtements and are covered by the Auditors’ feport. They ‘normally’ follow the '
+ Financial Sta(qmqms in the Corporate Annual gRuAport.

nnaire 10 mean the Financial
tioned notes. They are also covered -

Body of the Financial Statements is used in thisque
Statements lhemselves separate fron‘. the above-m

by the Audnors Report. (Traditionally the BalpsCe Shcet Profn and Loss Statement,
Statement of Retained Earnnngs and Funds Statemeﬁts y < e

o

.

v
Thank -you,




\

Notes (o Fmancm Statements_ .

6. Have you percewed 3 ;:hange in the amoum of usagx of

same sngnmcancn as n! the mtormauon or axplamtions were

set forth in the body of the stalembm; themselves? YesO NoDO 6.

Pa. '".ltno do You pérceive them as I . \
) . less significant 0, more mgmﬁcant 0, . N/A 0 ‘

8. _Do you 1hink 1he other mpondcm group . (eg Corpo ate
) " Officer or C.A.or Analvst) sce Netes 10 Fmancml Sm_

“as having the some s:pmﬁcance hs 4! the information o ‘

~e:tp!lnqttn:ms wrc set out in thehodv of the statemems

d»cmscty.s? Yes O 'NeD . i : -8
7, " L . :

’ ) ;‘v‘ + -

NEIE .. -

3, ‘ ';:’ ] _ ) .. ““‘

- Vo7 '

L] M

» —/‘ R

R £ . '.. ¢
. " i ‘
\
. +
N - i
Al - August, 1975
I . tl ‘ » . . '
- W Q ' * o
L : MAIL OUESTIONNAIRE .
) PERCEPTIONS OF PRODUCERS'AND USERS ‘
. QF FINANCIAL STATEMENTS

General ) ‘ . : Col:"Code

R, Respondent Grou;r - C -
. Corgonate bmceru Public CA.O Amalysefd VL
2. Name of Company ; . Y.’
* 3. Name of Individual May be lef1 blank

e, Y T e Wiodividust wishes
~ 4. Position.of Individual e ~ snonyinity

5. »‘Numbgr of yearriniolved in the preparation/use/audit of

bublished Financial Statements : years

No\es 10 Financial Stammems? Yes O No O -4
“6a., lf yos decrcasmg o mcreasmg D..N/A a e 6.
7. Do y0u’ pcrcewe Notes to Financial Suwments as havmq the . .y .



7

-10. .

S w the Nou:-s o Fmanctast Siatemems would you

t iy . o)

8a. If no, do you think they perc i;/e them as -

Ba. H fio, de:yoy think they pen.elve them as g

2,

less significaht [3,_ /" md¥e sighificant 0, N/A O

i - /
“Do you think other people generally {eg. sharcholders,
general publuc) see Notes to Financiat Statements as '
havmg lhe same slgnmcance as if the information or

explanatuons were set out in lhc hodv of lhe .stamments\ o

themselves'? Yes (=) NoD . ‘ ‘ .

.

von

¢ Lo
SR iess sigmﬁcant t" more stgmhcam 0O .NAG:

S T Lo
-

it data comammg- s:gmf scam mrovmauon could be

LA

~

1pa 1t no, wou\iiomngtesbe - : L

52 percmve Fodfnou disglosure fo beas cqually ef;uyem .

.

disc)osed m xhe body of the Fmancul Statemems or o

“in the No,p Io Fmant.'\al Statements; wou!d ’ybu /

-percewé Footnote dasctowre ™ be aqual}y eftectrvb T .

-(abluo achleve desu'cd objectwehn\corhmumcalmg ‘
lhﬂnbrmauon? Yt's D No o’

Iess elfcchve 0. more nffecuve D N/A d

lf data comammg sagmi icant rnformation could be :
dusclosed in thie: body of the Fmancla! Statements or .

(lble ,&o be read and undcrstood with equal uase and - o

_ time)in commumcatmg the inTormation? L }
_; ). ‘4> 3 w. oo 'Y

S YesD Nom».f‘*

o
‘2
Col. Code . .
. - X
s
J
) U G
. '/ . @
0
"
o
.‘ .
—‘ A}
TV "
12 ___ ~
4 ~ .
L ’ ' )
B '
N‘\\_ .'s
" - R -
S :
" - ’
. ) '
T el
i I'4
~l
N
: e



1. H no, would kRootnotes be f . . ¢

. L}
less efficignt[], moreefficientO0,-  N/AD ‘ ‘,55 —_—
12. Would you like to see en association, such as the Canadian . \ .
Institute of Chantered Accountants, make §peciﬁc and . - .
more exténsive recommendations on the form and ‘ - ’ . ‘o ®

- »

- s content of Notes vo Financial Statements?

‘ ’ YesO - No0 L 16 -
< )

- a

3. What do you perceive as the major reasons for usage of  «. ” .

. Notes to Financial Statements as opposed to disclosure

>

in the body of the statements? Y \ :

- N B
. , . °

ST : - C o172

-

Thank:you.for your assisfance, plgase return the Questionnaire in the self.-

- L]

addressed, postige paid envelape. - - s ‘» .
1 . .

- <« C.®. Lanfranconi-

1 would like to receive a:!pricf summary of E{\f‘fesuhs}‘of ilrjs survey. S -

~-0 ! 4 P . . Y60 NoD .

if yes, ’ i I : e E R | . ;
Name - z - - . . .

gy - -

- -




- ’ * - ’ - . '

Thé University of Wester"’rlOntario London, Canada

- . R A ’
- ¥, . AR N
& K - v \‘\ 4
. )

, La Faculré d 'A dm ims tration >
. . Le 11 Aot 1975
v N * ’ C
. N ) \ ’ )
, - Madame, Madcmo:scl!r Momu'ur . \
] Je vicns vous dcmandcr de massister dans un rom de mrl‘wrchc quc fe fais ..
i | présentement d Puniversité Western en Ontario. Je suis wi érudignt au programme de -
) . ‘ ‘ " doctorat offert par la faculté d administration de cette unwersité. Vous m'aidericz .

"beaucoup e compHétant le questionnaire cijoint et en me le renvoyant, dés qu'il vous
conviendra, dans la lettre pré-adressée ‘et dament a ffranchie que mus trouverez

"o ) dpalement mcln}'c / : “a
fj . «  Jeconcentre mon éuede sur e fonnar utilisé par les corportions publiques
- du Cmmda.po:#’d:ffuscr les m/nrmanoru financrdres. Cette étude implique .. S T
- ’ examen empirigque ¢tendu du fumwl et des perceptions sur. le dit format J:e' st o

questionnaire ci-inclus, se veut édre une partic, wlt‘gl‘&fc dcakmcthmdanon des données..
Son but est de rassembler des donn G qul serolt unim‘es pour mc\'urer quelles sont

. / ~ les pereéptions surdvillisation det nofes pour les dtuts ﬁnancrcrs de trois groupes
- FANK: : d mdlwdm' gui produiscent et utilisent ces états financicrs. Ces trois groupes sont
. S o‘br,m& pir : : : '
- o . l) - les indw:dus al intéricur des compagnics publiques qui sont responsables de la
o - | prc'paranon dos états financicrs - P
. . - - 2)  les complablcs agréés qui ()l une prattquc et .
. , 3 e analy.m's financiers, . ) 4 .

nic-a été choisi au ljasard parmi une varidté d'
t &onfidenticlies et les dornées seront

Votre nom etfou votre com

. ~. . , annuaires publics. Vgg réponses degmeurcr
. . é’ * utilisées !ia.'t l'ensemble, Si vous le désirez, Wous pouvez ometire les qucsiior(s 2. 3¢t
) 4 qui identifient le répondant. Toutefois, si yous S1es intéressé @ recevoi®un bref .. AN
résumé des résullats de cetie étude, venillez comph‘ler la section qui se tryve dla fin
o ) . du questionnaire. - ﬁ . * SN
N i Je vous remercie d l'avance de votre participation dans ce prolcr de xccherche
P Si vous avez dis qucstions, n'hésitez pas-d me contacier sout parlcttre oup&r téiéphone,, |}
: (519)' 679-6057. . R -
. ' . . .
. ' Bicn a vous, R
- ° " < i 2
o S (e
. ~ Cande T Lanfranconi ' ’ »
- *  Cafididat au Doctorat 4 - .
Yook . /’ ) » }
14




N . ) .
‘ ’ ) z * ) 2 69
k] b a . . R '
. . - hd L 4 /
: ~ QUESTIONNAIRE A POSTER \ ,
LES PERCEPTIONS DES PRODUCTEURS ET DES YTILISATEURS &
. " DESETATS FINANCIERS “ )
v ; | ' A
A LIRE ATTENTIVEMENT . T

.
>

* INSFRUCTIONS POUR LE QUESTIONNAIRE

1. Sice questionnaire yous est adressé en qualitd d'officier d'une corpor:m'm! er qxw RO T
yous n'éles s s Ia.pqrs;mne durcl(’mcm résponsable de la fn‘t‘pararion des. états

P \fmam‘i?‘rs mumcls de vorre campagnu' veuillez transniettre ce questionnaire .'l ) 4

Vindividu concerné dans votre compagnic. Co ‘ aw '

N -

2. Leswuestions 2, 3 et 4 pcuvent é:re\r!pona‘ucs ou omises d votre gré.
A LS ) 4 M : -

3 la que.sl'ion S devrait étre répondue ep fonction de l'année la plus ﬁrpprocllé‘e el B .

" ne devaait incluge qm? I'étendue de volre expéncncc en quahté de membrc dy b e
' 'groupc auqm’{ Ie que.s;uommrc est adressé, ( ex prépararcitr, C.A. pubhc ou aﬁalyﬂ% b

5 \ .H g

L
i | -
4. Lc;s quesl}o)u 6 & lﬁ mcluswemem dcvrmml etre répomiues en cachant la case = .
; appropnéc 5 ) ; . . 4
A\l h “ . ﬂ\\ . h - \ o . 4
\;w} - ““\ (H y .
4 Répbndcz dla qt)qsn‘on 1 Z\bm‘vemem en conccmram sur les raisons majéures.
g T R - i '
s} R

P AR ' (
notw nug Qy}alé [lhnptlers ou les réfé{ances sont utiliseds de Jagon M terchandugble
dam' ce chh}omzalre J ‘entend par ces u'nges les notes explicatives qui sont annhexdes
aux\gqu) Jingnciers ot qm sont couvertes par le rapport des auditeyrs. “Normalemcnl “
\ ¢llc.v Jont suite aux t‘ld;rs financiers-dans Je rapport ammel de la corporbnon ‘ *

e corps des états financiers se rapportent, dans ce quemonnaire aux, thats financiers
eux-mémes excluant ainsi les jiotes c:-haut mentionneés. Ces états sont galement e
couveris dans le rappor1 des addnmrs ( Tradmopnrllc:ﬁem le bilah, 1 é’tq! de prgfu et
pcru-,.l IaJ dc: bc‘néﬂm rz‘lm'('stls ct l étar de source cremplot: ) - .

' - P

- ! ' :
.1 ‘ N X
i oo rel, .
) 1 | - T \/ qﬁv\ Mv\ . o
. _ . : . \ - ud¢ P, Zanfranconl . :
L 1 - ~ ’
L . = )
. . Y. P |
' R : ) . J - " '
, b )
- - . -
- . \ !
's ’ ¢ ) {
. [
. . - T4
. * . \ . ‘ v -
- L ] * - »
. / A ¢
] e - /
L4




- ey
“ 3 . ;
\ o . - . . . 2 [ 0
¥ / - - . . . . T, .
~ ’ ( Aoor 1975
‘ Lo &EST]ONNMRE A POSTER L -
B LES PERCEPTIONS DES PRODUCI‘EURS ET DES UTILISATEURS
DES ETATS FINANCIERS . ‘ . .
*
, . ' GENERAL ‘ ‘ : Col. Code : .
. - af , - ®
' 1. cr%pe Réponda, '
R i qff'cu'r de’ corporanon D CA public D analyste O 1 ’ ,
‘ 2. Nom dc la compagnie
- : 3 Nomdela personné Cette section peugbtre
\ omise $i vous désirer
- , B y .,
P e R 4 'Poste dlfer par celle ci conscrver 'anonymat )
L4 ' r .
: a 5. Nombre d'anneés impliqueés dans la préparanon/ Jutilisation/ . y N
: e Iauduiou d)élals [inanciers publiés. " années 2-3 . )
£ ) - \ . . . ) .
- ' NOTES AUX ETATS FINANCIERS - ~
/ ) ‘ 6. Avez-voul percu un changement dans la fréqticnce de I'flilisation ‘N -
¢ \S X des notes aux L‘iiu: ﬁrmncicrg‘.” g oui O  non 4 s -
6a. Sioui, cetic fréquence est ] . .
A TN )
décroissayre 0 croissante O ness applique pas O S .
. ‘w m@ ] ' 7 Prrc;*vez_: )'§_ous des ndtes aux érats financiers mmn;e ayant Ja
I , . . () ':" _ méme sighification que si l'information ou les explications
' ’ éuaient inc usvgs dans le corps mémg des dlats?
6
P A "
. o * e




s

~

&

3
r, .
by ‘
8a. - Sinon, pensez-vous qu’'elles les pergoivent comme
étant s
. moins significatives O " plus significatives O

ne s'applique pas
9. Pensez-vous que d'autre personnes généralement (ex.
les acllonnaiks_ le gran& public) bercoiverzl les notes
. aux Jt'als Jinaneiers comme ayant la méme siguiﬁcatio;x
que si l.'inf&rmntion ou les explications éraicnt incluses
dans le corps inéme des érats? . .

.

oul [ non O

- -
9a2. Sinon, pensez-vous qu'elles les pergBivent comme tant

plus significatives O

moins significatives O

nesappliquepas O ¢

. -
10. Siles domuics mntc'n&qf del 'in[ofmatit;n sig.niﬁmr‘c-
pouwaient dirc inséreés days le corps des-étals financiers
ou dan3 les notés aux dtats Sfinancicers, pcrcci!r{cz-vous
1'utilisation de références comme étant aussi efficace
.. (capable d'aticindre | 'bbllﬂ:lff visé ) pour communiquer
’ liforma tionT

oui D non O ;

L)

10a. Sinon, les références seraicnt - elles

moins cfficaces O. plus efficaces0
ne s‘appligue pas 0
- . ' )
LY - -

»

10

=3

12




»t

11.  Siles donncés contenant de ! informat.uu significative
- pouiuicnl tre insérées dans le corps d\es éiats
fiwanciers ou dans les notes aux états ﬁ)&irncier ,

. 'percewicz»,vous l'utilisation des références comme
£ant aussi efficiente (capable d’étre lue etcothprise
avec autant d'aise ¢t dans le méme laps de temps)
pour communiquer l'information?

oui OO non D

1la. Si non, les références seraicnt - elles

moins cfficientes O " plus efficientes O «

ne s'applique pas O

- '

12. Ailmeriez-vous t{'uy‘c association telle I'lnstitut

Canadien des Comptables Agréés fasse des rc‘cbmmenda;ion:« )

spécifiqucs et plus étenduces sur la forme et le contenu des

notes aux états financiers? :

oui O non 0 , »

3
-

-
-

13. Qurtlcs :om selon vous, les ratsons ma}mres ?u! mém'm
a1 uuhsauon des notes aux dtats financicrs e i: opposem

d leur insération dans le corps méme des étdis financiérs?

-»

16

Col. Code

te
-
-
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- . Merci de vatre aide, auriez-vous l'obligeance de retourner ce questionnaire dans
- @ _ l'enveloppe pré-adressée et affranchie. ; o
. . * ’ T
* -

L , “C.P. Lanfranconi

R JaimeraisWlecvoir un bref résumdé des résultais de cetfe frude *
oui O non O - )
 Sioul, T

. ) ' / N - ’ )
. ' N to_ . '"“4 e .
. 4 =

. ' Adresse ¢ . -

N "
. .
. . 4 ’ oy » . N H
. O e
- . s » aoA '
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. [} g e 4 ,
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The University of Western Ontario, London, Canada

- ”
. - R - . . ¢ . .
- . * . - -

-

School of Business Adminlstration ’ . .o -

’ . -
. v

Dear Sir ot Madam, D ) »>
' ‘ Re: Mail Questionaire: Perceptions of Praducers

- o +  and Users of dinancial Statements.,
. . — -

L . rl
1 would like to remind you if you have not alreudy“ ~ ‘
N N v « » .

completed and returned the above oapliancd quc'stioqnairc', mailed

. el LY “ .
7 to you in August, that your response is’ both necded and would be~

greatly appreciated. , : , - .

yi ' - y ;
A satisfactory rcsponse ‘rate' in a mail questionndire

.is essential for.the data to be.of mdximum use, §s you are no )

- ' .\ -
+ *  dowbt aware. .Therefore if you have not ‘fesponded yet, 1 wa,‘dd .
. ho'ge-this reminder would encourage you to complete and forward
‘1}-"‘ t ’ -, ' :
the questionnaire to' me. : . -

”
[}

Thanli‘-‘yaﬁ- if you have alreaéy responded and -thank-you '

» . “ - . -

Co. R . N . . e et , wy -
4 in advance .if yey-wil} now bewresponding. T fe
o T . ’ L . ' 7 .
/ . Co ‘.. Yours veny- truly,
. & o -,

s [ N .. -
Clalde P.. Lanfranconi .
v s - . & -PH.D. Candidate




*y

[
. -
.
.
LI
C .
-,
.
.
L)
-
~.
U
¢’I
-
-»
. -

-

L]
i

S—
.
v
g
[ T
F‘"
o

= , s
1;_5||.4' )6
> . ) “ y

- MICROCOPY RESOLUTION YEST CHART
NAYIONAL  BUMEAU OF STANGARDS ~ 1963 - 2

-
’

o

3




° - * ’ .(' / .
Lo ‘ ) - o c
' y L4 . :
L . , . L . \
, P - )

‘o
>
T h sy

. .
Kadame, Maderoiselle, I{t?naiemr,

rd

1
i

Re: ~Le aquest 1or.xa1r= P j&e) T.c’zr1 e.ﬁrgs‘&e a t:emg_gul’: ,

L 24

Y

le. 9 scptemhre 1975.

‘e
2

- o
X N

ya

’

pnepdrent etfoa’ utnllsem. 'tes ctats" fi:nmcxcss

a

Jlaimerais r'appeler a ceux ou. ntant - pas encore couvplete

et retourne” lo cgestlo:mazre c1—haut mentionnc’, expedle su cours sau

nois ‘d‘aoufdemlcr, que votre mpor.se m'est. necessan'e et seralt,

. grondement apprec1ee..

.

L

.

o

<

) , Vous. savez, .sans nul doute, qu! un *taux satisfaisant de
réponses cst e.,senta.el pour. que les donnees t:s.ree-z d'un questlamcnm

2 poster SOlent uul::er% au maximas, Ains)., si vous n'avez pas ercore

i

TR m'envo:(er le. questicnnaire,
fefpi a tous ceux Gui ont. dej?.a rcpondu, et je remercic a

Atavance tous ceux qui’ r\.pon:iront

.

. Bien vous,

.

re’pondu ¥ espere ue ce petit memo vous encmr..gera 2 conplut.er et

' T

®

-

.
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- A, DEVELOPMENT OF CLASSIFICATION SCHEME

{

;o co “Note Topic
. ' . -Note Reférencing

“ s

~TSAGE OF NOTE§ 10" FINANCIAL STATEMENTS

‘—By'Topic
-By Referencing

s




‘;Development of a Classificatlon Scheme ~\ I J . - .

A A - L)

Eable ‘54 examines the response to Question 6 of SA2 (Topic)k
F N M-
The first problem faced was to develop a classificaeign\scheme. The
' )\

-

'other theses were not-useful as a souzéL of a classificationxschene>since

*,.
¢ .

they examined usage o% notes- in’ general tetms For'example, Chapin

- Ll w

attempted te classify notes in .four classes, "Detailing", "Additive

-
-

"Explanatory,, ‘and . "Miscellaneous * (Chapin 1?55) This was not suit-

[
«

-_fable for my study both in terns of accnmnlating specific descriptive*data

’ for the aﬁove regsearch; questions and t% respond to questions seeting\to

‘ To do this they use three overall classificationS"they are. IR

s
provide reasons for the change in usage.~‘

v

The Canadian Institute of Chartered Accountants in its biennial ’

publication, Financial Reporting in Canada, uses a more detailed classi-

. B »
fication scheme There were two- problems with/ff/;s far as satisfying

o}

' ny needs vere concerned: Firstly, the scheme attempts to classify notes

o

in a mgnner consistent with the Institute s own research recomnendatiods.

Q

3

- 1) “Financial Datav - ‘Data not included in the statements in

order to simplify the structurg. of the statements or because
' clarificetion is' hecessary due to uncertainty as to the K
'amounts Anvolved." ) Coe e ﬂ' o lxﬂ

2) "Account ng Information - explanations of actounting princi—

ples involved and changes theréin and existence of cdmmit—

-
-

ments, all of which are required to interpret the statements v

properly.y ,

- ] |

3) "Exttaneous.matterq - information and e

stions"not

directly affecti the financial statements but which may

.




. « v R
, ¢ - . <. : ) .
o . be essential to gbproper understanding~of'the future pros- -
A . ‘
pects of the company.” SO 5
. o , ’ . (C.I.C.A., 1973 p185)
‘, ° ’ . R D‘ ‘ . ) \ . . - .l» ‘ . Sat,

[ L ) D ] . e .
Apong the problems with the C.I.C.A. schemes is that the class— -
. A » L - o

ifigations are.pot ﬂutuall& exclusive? ‘A note, for'exanp}e; could be

. ‘ - B .o : . .
providing both (1).detail and (2), information with regards to accounting
, hd - . . B

A

principlesf_ A particular example'uouldhbe fixed assets. A ndfe may pro-
N . »

vide both details (breakdowns, etcy) and also a method of valuatiom,

(ie: cost, appraisal, etc.) The second problem is the subjective element

Vs . R - R "
of the«scheme. The ' scheme aSSumes a normatiVe purpose for a particular.

&

noté belng aﬁlocated to a classification for example "ba&a oot inc%uded‘v
L in the statemeqéﬁ;in order ‘to simplify the structure", "clasqification -

is necessary due to uncertainty as to the amounfs involved" ,exglanstions
. which are required to interpret the.statements properly s etc.,‘Tn

» .

using this scheme it would require thax the person classifying the notes,

¥

El

<«

assumes the Financial Statement s preparer' s reason for, using a note in
a.particular circumstsnce.” Besides the lack oﬂ objectivity, it lacks

'completeness-as the results of my mail survey will indicate. Somggreasons
I - - 1‘(‘_, l .
for usage giuen by preparers of Financial Statements are not cerered‘by

ical study of usage. The lack ,of objectivity of the C.I.C. A scheme b

> "
.

«acted as a major drawback to its use.

s+ The second problem‘is,interrelated Qith the first. Within”these; ,vwfé"

-

ovérall classificaxions are specif&c classifications. “The problemfwitn
’ o ) . o ' L . _f oLt .
the specific classifications is thgt they also overlap. For example, ynder

W

"Financial Data" is "current charge for depreciatiom and under "Accounting

C




M279”‘.

Information"«is "Basis for prowiding for depteciation It is not. unus—
P "h‘ﬁ
ual for a_EQte Lo be both as a result, a note would have ‘Lo be pléted
. e
ynder both hegdings. The C I. C A. classification is used to classify
4 . \ -

companies who use a partf%ular kind of note, therefore the data they pub-~-

Ash indicutes whether a company faifs within a particular classlfitatiOn.
- )

Whereas the intention of yéis study is to - classify the notes.
vg& « 1 o g
For the above reasons a more objective and descriptive classi—

.

fication of notes was used. *The simplest. approach was taken namely,

7

classify tzi notes by thein-topics and avoid the problem of identifying
"t&pes of 1nformation,'1e' Financial Data. .It was found-that notes have
-different types.of 1nfdrmation, depreciation amount - (Financial Data) ind
depreciation policy LAccounting information) but for the most part one
ktopic, e Depreciation Theretore this direct approach was taken, dev"'

oping the tOpiQ headings from the actual data. The initial classificationf'

-

scheme that re5uited is described in Appendix gt the- coding ‘for SA2.

The® result was 57 aeparate topics. These in turn were ré&coded intqbsim~
B . o v - . N

ilar groups and resulted in the 29 values»used in Table 54: Agpendii "C"

also contains a description of the recoding.
R - & ’ ;"

a

— s

.Table 54 lists the freQuencies and assoclated percentages of

. "
- aotes using the classification scheme diséussed above. As is indicated

in the top left ‘hand corner ‘of ‘the Table, the. top numher in each cell

-

//)is the <:ounp'(frequency), the number beIow the row‘percentage, followed

1
]

by the column percentage and the total,percentage The row*percentage

‘ indicates the . relative frequency of th&,usage of the particular note in

any particular year. This permits .you to. observe the relative dominanoe &

4
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TABLE 54  (Cont'd)
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1 lasis for’

Pension
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CoL PCT
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(or lack of domipance) of aetopic in any year. For example, in 1955,

o

. notes dealing with capital stock had the ﬁighegt reldtive f juency,

- w
. ot

"14.9 pefcent, (Total notes observed in 1955 = 134, number dealiné with

. * capital stock = 20, thereforé I%% = 14.9%). The column percentage gives
, . . . -' g . i -
the relative frequency of the usage of a particular note, relativé to its

usage over the twe lve periods. There were 20 instances of usage, dealing

-

. with .c apital stock” in 1955, representing 4.7% of .the usage of this note’

over the twelve periods, (Z%% = 4.7%7). The .5 in the same cell is’
.-' ' £ \ ~ ’=
" the percentage of usage of this note i~ this year bver total’notes exa-

20
4305

ticular year, ie: 134 HOSTS in 1955 nepresent 3.1% of notes examined,

134 . _ 3.1%). The c¢olumn total is the totél of the usage of a parti-

Ay -

= .5%)., The row tptal is the sum 6f all notes ip a paf--

minég, (
-

(,4305'

_ cular note over t;§~twe1ve periods examined, ie: 423 notes dealt with

Caqital stock over the twelve perdods, represenfing 9.8% of all notes

»
( 423
4305

examined, = 9.8%). As a result, the uSage of a particular s -
topic ‘can -be compared ro 1) usage of other topiqs in a particulai year
or 2) its usagé over time. ’ _ ‘ e

. - ) : : E 4 .
, Whereas Table 54 is a direct method of ‘examining the usage of

the 4305 notes by topic,-Iable 55 is more indirect. Of the 4305 noteé,
. ! » . -~ ? P N ¢

‘ 3014 were. directly referenced one or more times to theAFfpan'cinal State-

ments. Table 56'list§ the numbef of notes yhich wére referenced and the

number of times ‘referenced. As the table indicates, notes were refer-
. - . . i o

. L -
enced freom one time, up to three situations where notes were referenced

eight times. . .

3
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2167 .Nétes feférgpteé' 1 ti;és = ~2%g;‘1

. L ,:,545 Notes réjergn;éd_ 2 timqs = FiOQO‘ . "“.f
| 191 Notes referé.nced.‘ 3 times = 573 o L
64 Note; referenced. 4 times = 236 - .

25 Notes referenced 5 times = 125 o

e 14 Nowes referenced .6 times = 84

Notes referenced 7 times = = 35

5
3 Notes referenced 8 times = 24 ]
3014 Totals . . 4354 o C

—

? s

The 'purpose for using referencing is to exa ;hs the usaée,of K

notes by another means, nbt to examine the technical

°

encing. Examining a note itself is one way of determining usage, a -

second is to examine to what account or statement is‘atnote'feferehced.

v
f

A majar‘benefit derived from examining referencing is to check tﬁe val-
" P

idity of thq}.}assification scheme I used in preparing Table 54, My
classification of note usage should deSCribe«usage of notes consistent

Al .
. a ¢

with the statement,preparer 8 ownaactual usage of notes, as 'is 'indig-

. cated by the account or statement he refers it to. Differences should -
‘ ' o S . ’

-

he explainable or the tlassificationnschéme that I used would not be
. \ :

»*

-acceptable.

€ ° o

Table 56 also ihdicates that a total of* 4354 references were
¢ e ' .Y

tabulated. Ihis is the total in, the 1ower right hand of Table 55. The
- M . ﬁx




.

\\et\\az The,&lassification scheme utilized the statement and the more s

"

aﬁnd the-Income Statement.

. . :J'r:f: . ‘.""" L) »“,“l; ~'4_", 5 S L. . [ 4 5
"-"“ B ‘; . ,~ W e Ry TF '_ 'vwb .: LA " ‘.’;-'- =~‘ . 2 ‘)
classificatiqns used e Iisted in Appendix "C"f codlhé'of Ques lon 13
A ,ﬁf

1 | ‘_:

regdﬁarily used account classiflcations in the case of the Balance Sheetgp_.

’ R L

~,- . .
L .-

-

< . ) . C el
( - The second method of describing usage of potes provides data '¢"{L’
by.itself as well as in comparison with Table 54.. It lacks some com- T \.
pleteness since certain highly used notes are relatiVely rarely refer— |
enced.’ For example, Table 54 -indicates that 9.4%. of notes dealt vith *
directgt s rg neration, however Table 55 indicates that Director s - ’ 1

- ~

5 times q; ap_rox1mately .1% of the fhferencing examined.’ ‘This is some-

I3

-
what understated inasmuch as some of the notes detailing directorls

FS

remuneratiOnawould be: referenced to other accounts, ie: Operating Expen—

r N . . " y
<dlture$. 'This, however would not make up the.differences. Therefore, .

“

s
‘the two means of describing usage are notftotaily cqmparable. Differences

' N
.- . -

howeVer, should ‘be explainable and will be in the discussion of the‘

findings:ianhapter Fives

e
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i
a0
L



W "Annual Reports Don' t tell All“, C A Magazine, February 1976, pp. —9

' Babbie, Earl R., Survey Researgb Methods, -Be Imont California, Wadsworth

t 0 Publishing Colpany ihc.? 1973 . . M . -

«

T, Beaver, William H.,’ ""The Information Content of Annual Earnings Anm e~
: D ments'", Empirical Research. in Accounting: Selected’ Studies 19 '
> ' s Supplement ‘to Vol. 6, 'Journal of Accounting Research, 1968 -

e Beaver,‘William H., and Joel S Demski "The Nature of. Financial Accounting

S -» Objectives — A.Summary ‘and Synthesis" Robert M. Trueblood Memorial
L - ‘ Conference: Studies oh Financial Accounting Objectives 1974, =~
no : ‘Supﬁlement to Volume 12 Journal of Accounting ﬂbsearch 1974,
.PP-170-187 ' .-
N a r

Bedford, Norton M., Extensions in Accounting Disclosure, Englewood Cliffs,
, < N J. Pxentice—Hall 1933 ] '
. e - 4 ’ ) . L]
Bird Francis A., "Interperiod Comparability in Financial Reporting
Jou:nal of Accountancy, June 1969, PP- 51-56 .

»

Blalock Hubert M.,- Social Statistics, N.Y. McGraw Hill Book Company Inc.'

L1960 . T . A : ,
- ‘ o . ®

- N -

Bonham,_lﬂ. H., Editor - Accountinf Research, "Use of Supplementary’Data
o " in Financial Reporting", The Canadian Chartered Accountant,’ 1964
. pp.294-297 - = =’ .

-

: Bullock Clayton L., "Foothotes in Fin
‘ J0urna1 of Accountancy, July 195

atement Preparation s .

.

Business Corporations Act and Rggulations (Ont;) 1972, Toronto Ontario,
Richard De Boo Limited 1972 CT Lo

» *
(s

. Buzby, Stephen L., "Selected ms of Information and Their Disclosure
. .in ‘Annual’ Reports", Accpunting Review, July 1974, pp. 423—535

C.I.C.A., Disclosure of Acgpyntiggﬁ?olicies, Proposed Accounting
‘Recowmendations, Exposure Draft, June 1974

-

P

C.I1.C.A. Handbook, The Canadian Institute of Chartered Accountants,
- Toronto, Ontario "y - -

'

, ,
- 296 - 3
L ’ A

; X BIBLIOGRAPHY - REFEREgggg ,'é& ‘s -

) o ;é’ s o N © T e :
. A 1.C.P. A " Report of the Study Group on the,gpjectives of Financial

“ o xStatements, New York American Institute of Certified Public,

N ‘ Accodntants 1973 . L LA . ;

SO > ,.,.o . / . - Sy .

S AmErican Institute\qf Certified,fubiic Accountants Accounting Trends &

B . Tgchnigues, 1955 -:1975, NoY. 1956 - 1976 o '

.

L]



) . .o , R [ ' s - - .
"Canada,Corporations;-Act“(1Q68)", Second Edition," Don.Mills Ontario, .
. C.C.H. Canadian Limited, 1968 . " - .

-, ”
— - I

Canadian Institute of Chartered Accountants, Financial Reporting' in Canada, )
Toronto Ontario, 1957 ~ 1975 ’

£

-«

: Chan Stéphen, ''Notes to Financial Stateﬁents » Journal of Accountancy, .
- March 1961, pp 54—58 . S . ~

; . L 2

Chapin, Wayne Ralph, Criteria for Effective Footnote Disclosure in Corporate
Lo Annual’ Reports, Unpublished d1sertation University of Southern

W e California, 1965 Lo _ . \
w Chapin, Wayne R,,':"Footnotes to Financial Statements", National Public ‘
e " Accountant, .Vol. 12, February 1967, pp 14-17 o ' )

" . f Q’
Chatfield, Miohael, _Contemporary Studies in thé Eysluation of Accounting

"~ Thought, Belmont California, Dickenson\Pqﬁ¥:shinh 1968 -

Chatfield Mlchael,,History of Accountingifhouvht Hinsdale :1llinois,
Dryden Press, 1974 , . . -
‘ L~ -

. . o . . ,
i Domrnion Companies Law Reporter, Vol. 1 & 2, Don Mills Ontario, C.C.H.

' Canadian Limsted

¢ - .
4 = B » -

s -

.-

Eamer, William G.,C.A., "Information Please. Let s Have More Financial - .
Statemeht Disclosute" C A. M;gazine, A%iﬁl 1975, pp.21-27

Kl

‘h”Elliot Stephen, "Aécounting and Canada Arthur Andersen Journal,

 July. 1924 PP- 78-82 X ’
- Ferber, Robert ‘& P J. Verdoorn, Resea?ch Methods in Economics & BusineSs,
.. New York, TheaMacMillan Company 1962 P ~
Ly { -t
Ea Financial Statement Disclosure Requirements for Canadian Companies,'
) ““Toronta Ontario,. Peat Maryick Mitchell & Co., 4973 . -
2 - - A} ‘
P & - V"\ v
;,Forderchase, F B. , "Notes .to Ftﬁhncial Stateqents s Journal of Accountancy,
ol October 1955, pp. 50-55 e m T, 0 - - - e,
) . o » - . B
Foster, W.C., C.P.A., "The Current Financial ReportingaEnv1nonment v
. The C. P.A. Journal May 1974 . ‘

Godwin, Larry B., "C.P.A. and. User Opinions on Increased Corporate Dis-
closure ;. The C.P.A., July‘1973 pp.31-3¢ ' : , .

Green Widmer L., History & Survey of Accountancy, Brooklyn N.Y.,
‘ Standard Text 1930

. c 7 »

Hawkins, David F., Corporate Financial Reporgigg;:ﬁText & Cases, Homewood
Ill*g:is, Richard Irwin Inc. 1971 v
L ’

Hays, Willi L., Statistics For g_xchologists, N.Y. Holt Rinehart & -
Winston,ol966 :

B

- v
- . .oe ~




' Hendriksen, Elaon S.; Accounting Theory, . Homewood Illinois, R. D.
Irwin, 1970 ~ ' 2 '

el ﬁHon to’Keep'From Beiné-Taken", %orbes3 'May 15‘ 1970

W P g
Hughes, Pamela, "The Top 200 Canada's Largest Companies , Canadfan’
- Business, July 1975, pp.¥1=17

thman, Herbert Survey Design and Analysis, New York, Free Press 1955

The institute of Chartered Accountants in England and Wales, Sugvey‘of
Published Accounts,61968-69 London, 1970 .
I ) Ly
Keane, Simon M. "“Portfolio Theory Corporate Objectives and the Disclo-
»sure OF Accounting Data Aeconnting and Business Research, 1974’

'pp.210-219 : a T EE=E .

- - . . rY . 'u. ). _:“\" ~ .
Lanfranconi, Claude P., "Readability Levels of Finastial Statements: The
_Use of Readability Formulas in Evaluating and Comparing the Compre-
hension Levwels of Financial Statements in Canaoa", Unpublished

Paper, 1974 Lt ’;/,J_ .

- A}

-

Langhout J., C.A., Analysis and Interpretation of Canddian Financial
Statementsy St. John's Newfoundland, The University Prefs of .
Canada, 1972 .

\ N »
Lé&onard, W.G., Canadian Accountant s Handhqa!! Toronto McGraw—Hill
Ryersom, 1972 . . .
® ¢ : \ ) L] -

Lev, Baruch, Financial Statement Analygis: A New Aﬁbroach,‘ Englewood
Cliffs, New Jersey Pren;kge Hall 1974 ¢

-

Millgr,-Donald E., The Meaningful Intetpretation of Financial Statements,
N.Y. 'American Manageme Assoc., 1972 . '

Mob6nitz, Maurice; Studies in- Accounting ‘Résearch: Obtaining Agdeement on
: Standards in the Accounting Profeéession, American Accountﬂhg Assoc. ,

- 1974

Morton, James Rodney, The Communication Effectiveness of Footnotes in
) Published Corporate Financial Statements, Unpublished Disertation,
. ’ University of Southern California, 1974

T

ﬁulcahy, G.,F.C.A., Personal Interview July 16, 1974 Toronto

\ “ - . ’ .
Myers, John\H., "Footnotes', . Accounting Review,- July 1959, pr*.381-388

“ L. Nelson Carl L,, The Case for Decent Disclosure". c.k. Magazine,

‘March 1973, pp.35- 2? : , =

»

© Nemmers, E. E, & John H. Myers, " Business Research - .Text & Cases, N.Y.,
McGraw-H1ill Book, Company 1966 -

» . )




r

209
. p : .. -
Nie, Norman H.; C. Hull; Jean G. Jenkins; Kaun Steinbremner; and Dale H.
“Bent, Statistical Package for the Social Sciences, 2nd Ed.,

' Néw York, McGraw-Hill Book Company 1975 )

<

13

"The Numbers Game - E}gdring‘Out Footnotes", Forbes, May.l, 1974 pp.38<40°

Gpinidh Research Corporation, Public Accounting in Transition, Arthur
Andersen & Co., 1974 . \

[y

Opbenheim, A.N., Questionnaire Design ana Attitbde"Measuremeqt, New York,- )
Basic Books Inc. 1966 = . . o
) ¢ ’ T ’ ) ’ -
Payne, S., The Art of Asking Questions, Princeton Univers\ity ngss 1957 ,

Pashalian, .Sirvon and William J. E. Crissy, '"How Reédable Are'Corpora?g
Annual  Reports?", Journal of Applied Psychology, August 1950,° 7
Pp.244-248 . ‘ ’

1 : .

© ’

Rappaport, Alfred and Lawrence Revsine, Corporate Financial Reporting,
The Issues, ‘The Objectives & Some New IsSues, N.Y.,C.C.H. 1972

Report of’ the Committee on Corporate Financial Repeorting, The Accounting
o . Réview, Supplement to Vol. XLV1l, 1972 pp.522-533 ) .
Ross, H., The Elusive Art of Accounting, N.Y. Ronald RBress 1968 ¢

Ross, Howard, C.A., Financial Statements? A Trusade for Current Values,
_Toronto Ontario, Sir Is5ac Putman 1969 , .

'/ ° “

\\—Sanders, Thomas Henry; Henty Rand Hatfield & Underhill Moore, A'étatement ‘
of Accounting Principles, Ameriééﬁ Accounting Association, 1938

3

Sécoy, T, G., A Study of the Form, Content and Use of Notes to Financial
Statement in Corporate Annual Reports, UanElished Disertation,
University of Illinois, 1959 ' ’

e Selltiz, Claire; Maria Jahoé), Morton Deutsch, Stuart W. Cook, Research
oo . Methods in Soci®l Relations, Revised One Volume Edition, Holt,
Rinehart § Winston 1959 - '
{ . ° . ° ) v “ ‘ . a
i Sideotham, Roy, Introduction to the Theory & Content of Accounting, R
Pushcutters Bay, Austrailia, Perganon Press 1970 i ' C
N . . ) .” . B .
Siegel, Sidney, Non-Parametric Statistics, New York, ngrawjﬂill Book

Company, 1956 - ~- ° c ‘ . -

'

Simon,.Julian, Basic Research Methods in Social Scienceé, N:Y.o Random '
- House, 1969 . . ) . o o . ,

© Skinner, R.M., Accounting Printiples - A ‘Canadian Viewpoint, Toroato.’ .

Canada, The Canadian Institute of Chartered Accountants 1972

-
~




f " o °
o . . o
© 9 . - ‘ . - 13 . p 3 \) ‘.‘ —
° ° . ) ' . . G ¢ ‘ < ' i . o . .
Smith, James.E. and Nora P. Smith, 'Readability: A Measur& of the °

Performance of the Communication Function of Financial Reporting",
The AccountiqgﬁReview, 'Voi. XLV1l, No.3, July- 1971 PP. 5521561

o

o Soper, ¢cFred J. and Robért Dolphin Jr?,"Readablllty and “Corpdrate Annual
- Reports"' The Accounting Review, April 1964 pp.358-362

"Telling the Whole Story?", ﬁialogue, Torgnto Ontario, Carfadian Institute
of Chartered Accountgnts, March 1975 p.3

=1

0. - ————-

®

Tévelon, Rosemarie, '"'How:a Security Analysq;Uséé the Annual Reports'
Financial Executive, November’l97l, pp.18—21 -

o % - ] N - IS

Thomas, R.D., "Research Pxogects in Process C.A. Magazine, February .
1976, pp.58= Qp R " E . o

“

o . < ° °

1 . ,
o/ Toronto Ontario, The Toronto Stock

Jhe Toromto Stock Exehange Revléy,
Exchange, December 197

~
4

. . | -
Wall, Alexander, How to Evaluate Financial Statements, N.Y. .1936

. f ° .
Waiter, James E. "The Treatment of FootnoterLiabilitigs" 'Adtoﬁntingb
Review, January 1955, pp.95-102 . .
‘ e <, 2 Y . I7
Webster's New ‘Collegiate Dictionary, Thgmas Allen Limited, Toronto {'
I E )

Ontario 1960




	Western University
	Scholarship@Western
	1976

	Change In Corporate Financial Disclosure In Canada: An Empirical Study Of The Use Of Notes To Financial Statements And Supplementary Financial Data Schedules For Disclosure In Corporate Annual Reports In Canada
	Claude Peter Lanfranconi
	Recommended Citation


	tmp.1410227682.pdf.VaWQ0

