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ABSTRACT

The main objective of this study is to investigate empirically users' perceptions of the

usefulness of financial information that could be provided in corporate annual reports

presented by listed companies in Egypt. This investigation is carried out, in the light of

the requirements of the Egyptian Accounting Standards (EASs) issued in 1997, the new

listing rules of the Cairo and Alexandria Stock Exchange (CASE) adopted in 2000 and

the Capital Market Law (CML) No. 95/1992, using a set of eleven qualitative

characteristics of accounting information (QCOAI) in a hierarchy, which should be

possessed by financial information if it is to be useful to its users. Those characteristics

are: understandability, relevance, reliability, comparability, predictive value, timeliness,

faithful representation, neutrality, verifiability, consistency and materiality. A survey was

carried out, based on a questionnaire, which was designed and pre-tested in two stages, as

a basic data collection instrument supported by some semi-structured personal interviews.

320 questionnaires were personally distributed, and a total of 232 questionnaires were

collected. Of them 222 were usable and analysable, representing about 69.38%. The

survey was conducted to examine the perceptions of five groups of users of corporate

annual reports, namely, financial analysts, decision makers, academics, stock brokers, and

staff of the regulatory and observatory bodies, regarding the importance they attach to

corporate annual reports and different sources of financial information, sections of

corporate annual reports, each of the QCOAI selected earlier in the study, and some

financial information items.

The collected data were largely quantifiable and based on a five-point scale. The

Statistical Package for Social Sciences — SPSS was used in analysing the collected data

and the analysis was carried out for the overall sample and for the various sub-groups

using the descriptive statistics and the statistical analysis (the non-parametric tests such as

the Chi-square Test, the Kruskal-Wallis H Test and the Mann-Whitney U Test).

A major finding is that "corporate annual reports" were perceived as the most

important source of financial information by users in Egypt, followed by "newspapers and
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magazines" and "the direct contact with the company management". Also, there was a

clear finding that "income statement" was considered as the most important section

among the various sections of corporate annual reports followed by "balance sheet" and

"cash flow statement". It was found that users as a whole, and as occupation, education

and experience groups, considered the selected set of QCOAI to be suitable for use in the

evaluation of the usefulness of financial information provided in corporate annual reports.

All selected characteristics were perceived to be important or very important

characteristics, to slightly different degrees. Furthermore, the study found that

"timeliness" was considered as the most important characteristic. Lastly, the majority of

financial information items that were perceived as the most important items, whether or

not mandatorily required, are not disclosed by listed companies.
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CHAPTER ONE

Introduction

1.1 Introduction and the Research Problem:

There have been many attempts to investigate the usefulness of financial information

presented in corporate reports and other disclosure issues, whether in developed or

developing countries (e.g. Ball and Brown, 1968; Baker and Haslem, 1973; Chandra, 1974;

Lee and Tweedie, 1975; Chang and Most, 1977; Firth, 1978; Anderson, 1981; GiN;oly and

Palmon, 1982; Chang and Most, 1985; Wallace, 1988; Shohaieb, 1990; Mohamed, 1991;

Solas and Ibrahim, 1992; Ibrahim and Kim, 1994; Anderson and Epstein, 1996; Abu-

Nassar and Rutherford, 1996; Barker, 1997; Bartlett and Chandler, 1997; Almelegy, 1998;

and Al-Razeen, 1999). However, conflicting evidence has been provided. For instance, the

literature presents extensive evidence that the corporate annual reports are an important

source of information about the company (Chang and Most, 1977; Lee and Tweedie, 1981;

Givoly and Palmon, 1982; Shohaieb, 1990; Epstein and Pava, 1993; and Al-Razeen, 1999).

For instance, Givoly and Palmon (1992, p. 486) argued that "while the annual report is not

the only source of information, other sources might be more costly to the user and perhaps

less reliable".

In contrast, other studies concluded that other sources are perceived as more useful

than corporate annual reports (Ball and Brown, 1968; Baker and Haslem, 1973; Epstein,

1975; and Bartlett and Chandler, 1997). For example, more than thirty years ago, Ball and

Brown (1968, p. 177) argued that "the market has turned to other sources which can be

acted upon more promptly than annual net income". Another argument that financial

statements are not useful was presented by Benston (1974) who wrote that

"the study that relates published accounting statement data with
stock prices leads to the conclusion that the data either are not
useful or have been fully impounded into stock prices before they
are published. ... This evidence also supports the conclusion that
the accounting statements are not useful; or timely; or both." (p.35)

The issue of usefulness of financial information is currently particularly salient in

Egypt in the light of economic changes implemented in the last three decades and the
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contemporary changes in financial reporting practice (e.g. Shohaieb, 1990; Ali, 1992;

Ibrahim and Kim, 1994; and Almelegy, 1998). After more than twenty years of socialism

accompanied by a series of nationalisations, which made the Egyptian economy an almost

completely planned system with a massive public sector and a largely inactive stock

exchange, the Egyptian government decided to change towards a new economic policy, the

free market economy, in the mid 1970s. The new policy worked to encourage new

investments of both Arab and foreign capital in the new projects of the country.

In the late 1980s, the Egyptian government decided to accelerate its steps towards

economic reform. With this in mind, in 1991 the government began a comprehensive

programme for economic reform, including a privatisation programme and steps to activate

the stock exchange under the supervision of the International Monetary Fund (IMF) and the

World Bank. To achieve success in its programme of economic reform, the government

issued a package of important laws, among them: the Public Business Sector Law No. 203

of 1991; the Capital Market Law (CML) No. 95 of 1992 issued by the Capital Market

Authority (CMA); the Uniform Tax Law No. 187 of 1993; the Leases Law No. 95 of 1995;

and the Investment Law No. 8 of 1997.

Among the above new laws, the CML No. 95 of 1992 was the first comprehensive

legislation to regulate Egypt's capital market and streamline all pre-existing regulations.

This law presents a package of disclosure requirements that applied for the first time in the

Egyptian environment and represents a massive change in the financial reporting practice

in Egypt. Article No. 58 of the Executive Regulations (ERs) of the CML requires every

company offering its shares for public subscription to prepare its financial reports

according to the International Accounting Standards (IASs). However, in 1997, changing

Article 58 of the Executive Regulations (ERs) of CML, the Ministry of Economics

introduced the Egyptian Accounting Standards (EASs), which are mainly based on the

IASs issued by the International Accounting Standards Committee (IASC). The EASs were

to be adopted by companies offering their shares for public subscription starting from

1998. Later, with the aim of improving performance in the stock market and transparency
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in financial reporting, the CMA together with the Cairo and Alexandria Stock Exchange

(CASE) issued new listing rules to be applied in late 2000.

As a result of the above wide-ranging changes in the Egyptian economy, the

Egyptian stock market has been activated and users' needs for accounting information have

rapidly increased. Consequently, as we have seen above, accounting disclosure

requirements have been changed to meet these increased needs. As a consequence, the

usefulness of corporate annual reports and what they include of financial information

presented by listed companies is becoming an increasingly important issue for different

user groups.

At this point, an important question arises: How useful is the financial information

provided in corporate annual reports prepared by listed companies in Egypt to different

user groups in the field of securities investment? In other words, what are the users'

perceptions of the usefulness of financial information presented by listed companies in

Egypt in the light of both the adoption of the IASs as a base of the EASs issued in 1997

and the contemporary changes in the accounting regulations? The current study tries to

answer this question.

To the best of the researcher's knowledge, there is no empirical evidence about

whether the new accounting disclosure requirements, whether by legislation, EASs or

CASE, have met the varied needs of user groups. Therefore, this study aims to investigate

empirically the usefulness of the corporate annual reports and their financial information to

user groups in Egypt. This aim is achieved through the investigation of users' perceptions

of the usefulness of financial information presented by listed companies in Egypt, based on

what the researcher believed to be a suitable set of Qualitative Characteristics of

Accounting Information (QCOAI).

In more detail, this study aims first, to investigate users' perceptions of the

importance attached to corporate annual reports and other sources of financial information

and sections of corporate annual reports presented by listed companies in Egypt (Chapter

7); second, to select and test the suitability of a set of QCOAI to be used in the

investigation of financial information items that could be provided in the corporate annual

3
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reports, and investigate users' perceptions of the importance of each of the selected QCOAI

(Chapter 8); third, to investigate users' perceptions of the importance attached to each of

thirty two selected financial information items that could be provided in the corporate

annual reports presented by listed companies in Egypt (Chapter 9), in the light of the

considerable changes in the financial reporting practice in Egypt.

1.2 Research Objectives:

The main objective of this study is to investigate empirically users' perceptions of the

usefulness of corporate annual reports and what they include of financial information

presented by listed companies in Egypt for various external user groups in the light of the

adoption of EASs based on the IASs, and other changes in the financial reporting

environment in Egypt.

The above main objective is broken down into the following sub-objectives:

1- to investigate users' perceptions of the importance attached to corporate annual reports

and each of the other sources of financial information for the purposes of securities

investment; and how the corporate annual reports stand in relation to them.

2- to examine the importance that surveyed groups attach to different sections of the

corporate reports.

3- to investigate users' perceptions of the importance attached to each of the selected

financial information items using the selected set of QCOAI;

4- to select and test the suitability of a set of QCOAI to be used in the investigation of

users' perceptions of the usefulness of the financial information;

5- to investigate users' perceptions of the importance attached to each of the selected

QCOAI, and the amount of agreement among user groups regarding their ranking of the

QCOAI;

6- to explore whether respondents' background (such as occupation, education, and

experience) affects their perceptions of the importance of both the sources of financial

information and sections of corporate reports, the suitability of the suggested set of
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QCOAI, the importance of each of the selected QCOAI, and the importance attached to

each of the selected financial information items.

7- to identify whether the contemporary changes affecting the financial reporting practice

in Egypt, such as the issue of the CML No. 95 of 1992 and the adoption of the EASs based

on the IASs, affect users' perceptions about the corporate annual reports and their sections.

8- to identify whether there are differences in perceptions of users in developed and

developing countries.

Achieving the first three objectives might help to evaluate the adoption of the IASs

in a developing country, Egypt, which has used the IASs as a base of its national standards,

with some changes to suit the local environment (see 4.5 of Chapter 4).

1.3 Research Importance:

To the best of the researcher's knowledge, there has been no empirical investigation

regarding the usefulness of financial information provided in corporate annual reports

presented by listed companies under the recent changes in the financial reporting practice

in Egypt. The current study may be one of the first studies to examine the usefulness of

financial information of corporate annual reports following the issue of the EASs (i.e. after

the adoption of the IASs as a base of the local standards, the EASs). For example, among

the most related studies, three (Shohaieb, 1990; Mohamed, 1991; and Ali, 1992) were

carried out between 1990 and 1992, before the changes in the financial reporting practice in

Egypt, and two other studies (Almelegy, 1998 and Abdelsalam, 1999) ignored the adoption

of both the EASs issued in 1997 and the new listing rules of the CASE in 2000. Therefore,

research such as the present study could make a contribution to knowledge in this area.

Although the literature contains many studies in the area of the present one, the

majority of these studies focused on developed countries (i.e. Ball and Brown, 1968; Baker

and Haslem, 1973; Chandra, 1974; Lee and Tweedie, 1975; Chang and Most, 1977; Firth,

1978; Anderson, 1981; Givoly and Palmon, 1982; Chang and Most, 1985; Anderson and

Epstein, 1996; Barker, 1997; and Bartlett and Chandler, 1997). In this regard, Perera (1989)

argued that there are good a priori reasons to support the view that the conclusions drawn
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from research focused in developed countries may not be generalisable to less developed

countries.

Furthermore, the importance of the present study comes from the importance of its

empirical part, which is applied in a very important field in the Egyptian economy, the

stock market.

Research on users' perceptions of the importance attached to the corporate annual

reports presented by listed companies in Egypt can help investors, particularly potential

investors who are interested in investing in Egypt. This is especially important since the

Egyptian government, in the last ten years, has made a concerted effort to encourage

investment by both local and foreign investors. Focus on Egypt may improve

understanding of its recent financial reporting practice. This will help in supporting the

efforts towards encouraging international investment in Egypt.

Evidence from the empirical part of this study will contribute to understanding of

users' perceptions of the importance of corporate annual reports as a source of financial

information. Also, it could provide empirical evidence in two other areas. First, the

empirical evidence in the area of QCOAI (Chapter 8) might help preparers and regulators

in improving the current practice of financial reporting; second, the empirical evidence

related to financial information items (Chapter 9) will assist regulators of financial

reporting practice in deciding what sort of information should be mandated, as regulators

may identify any weaknesses in the corporate annual reports that need to be improved

upon. Empirical research, which is a potentially productive source of knowledge, has had a

significant impact on the development of accounting theory (Whittington, 1986). The

empirical work of this research might make a general contribution in its area.

In addition, the findings of the current study might help the regulators of financial

reporting in other developing countries in general and countries with similar environmental

characteristics in particular, such as some Arabian countries that have experienced similar

changes in their economic environment. In this regard, it has been argued that the

experience of a developing country may assist in clarifying the nature of financial reporting

problems for other developing countries (Wallace, 1988).
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Lastly, providing rich description of financial reporting practice and its

environment in Egypt might be of great advantage to those interested in international

accounting research. In this regard, Samuel and Piper (1985, p. 3) argued that "Countries

differ in so many respects; all those concerned with accounting benefit from knowing what

is going on other countries"

1.4 Limitations of the Study:

Financial reporting practice in Egypt is the focus of this research. There are several reasons

to adopt this research in Egypt. The following are among these reasons:

1- Egypt is a developing country that has used the strategy of adoption of the IASs as a

base of its local accounting (see Chapter 4). Some IASs were adopted in their entirety,

other partially, and still others were rejected;

2- Relatively little is known about recent financial reporting practices in Egypt, especially

during the last ten years when Egypt witnessed many changes in its financial reporting

practice;

3- Egypt is, in many respects, a leading country in the Middle East and its economists and

academics have great influence on other countries in which Arabic is the mother tongue. In

this respect, Sayigh (1978) reported that "For many years, tens of thousands of Egyptian

teachers and technicians have gone to work in Iraq, Saudi Arabia, Kuwait, the Arabian

Gulf area, Syria, Yemen and Lebanon ... thousands have gone to Libya, Algeria and even

further a field in Moslem non-Arab countries".

4- Data availability in Egypt was better than any other country because the researcher

received a scholarship financed by the Egyptian government, which made it possible to

gather the data needed to accomplish this research.

In addition to the above, there are several limitations related to this study. These

limitations are as follows:

1- This study is concerned only with corporate annual reports presented by listed

companies in the CASE and, therefore, it will ignore the corporate annual reports prepared

by other companies such as public companies not registered in the CASE, as they are
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regulated by a different law, Law No.203 of 1991, and do not follow the EASs or the

Articles of CML no 95 of 1992.

2- This study focuses on corporate annual reports prepared after 1998, when the EASs were

adopted. Corporate annual reports prepared before 1998, which were prepared under the

old requirements of the CML No. 95 of 1992, are ignored.

3- This study is concerned only with the field of accounting disclosure, and it is beyond the

objectives of this study to cover the field of accounting measurement.

4- The investigation covers only five user groups, those that are most involved in securities

investment decisions; other user groups are excluded (see Chapter 6).

5- General purpose financial reports are the focus of this study, and special purpose

financial reports are excluded. However, this study is not limited to financial statements

only but, rather, it is interested in the whole contents of corporate annual reports.

6- Each research hypothesis was rejected or accepted on the standard level of significance.

7- In this study, as in similar studies, which examine users' perceptions, it should be

assumed that respondents have the capability of perceiving and are capable of expressing

their perceptions, and also the empirical findings of this study are limited by the attitudes,

views, experiences and education of those who participated in the study.

8- Regarding the users' perceptions of the financial information items, only 32 information

items were studied. These may represent only a part of the possible items of disclosure.

Therefore, a future research might extend the current study by examining a wider set of

financial information items.

9- The number of respondents participating in this research survey was 320, so

generalisations will be drawn from only those respondents. A much larger number of

respondents might need to be tested for wider generalisation of the study's results.

1.5 A Summary of the Research Methodology:

This section of the chapter gives a brief idea about the research methodology used to

achieve its objectives. Chapter 6 provides more details about the research methodology.

Library research (step 1 in Figure 1.1 below), including books, Ph.D theses and research

8
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papers in both the English and Arabic languages, was conducted to establish a theoretical

background for this study, present a review of relevant literature, and select an appropriate

research methodology. Research questions and hypotheses were formulated (step 2) based

on the previous research and what has been reported in the literature. A tour part

questionnaire was constructed (step 3) and a pre pre-test (step 4) and a pilot study (step 5)

were performed. The questionnaire was used as a basic data collection instrument and was

supported by some semi-structured interviews. The main survey (step 6) was conducted in

Egypt from February to April 2001, to examine the perceptions of five groups of users of

corporate annual reports regarding the importance they attached to corporate annual reports

and other different sources of financial information, sections of corporate annual reports,

each of the selected QCOAI, and some financial information items, by distributing the

questionnaires to respondents of the five groups. Finally, data analysis (step 7) was

achieved using both descriptive and non-parametric statistics and the findings were

presented in Chapters 7, 8, and 9. Figure 1.1 below shows the different steps in doing this

survey.

Figure 1.1 Procedural Flow Chart:

(3)

Construction the
Questionnaire

(2) (4)

The Pre Pre-test
(1) Formulating

the Research
questions and

(6)

(5)	 4,
Reviewing Doing the Analyse the

the Literature Hypotheses The Pilot Study Survey Data collected

Source: (the Author)

1.6 Organisation of the Thesis:

The research is presented in ten chapters, including this introductory chapter. Chapter two

covers some aspects related to the objectives of financial reports, and the meaning, nature,

features, and importance of QCOAI. Some previous studies on users' perceptions of the

corporate annual reports and in QCOAI, whether by accounting professional bodies or by

individuals, are presented.
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Chapter Three provides a theoretical analysis of thirty QCOAI proposed in

accounting literature, leading to selection of a suitable set of QCOAI to be used to

investigate users' perceptions of the usefulness of financial information.

Chapter Four contains a discussion of several aspects related to accounting

standards setting. Accounting standards are defined and their features and importance

considered. The development of setting and enforcement of accounting standards- in both

the UK and the US, the need for IASs, and the formation and efforts of the IASC are

reported. Several different strategies that might be used in setting accounting standards in

developing countries are discussed. Lastly, EASs including their historical background and

their relationship with IASs are introduced.

Chapter Five contains an account of the development of economic and accounting

practice in Egypt including the Egyptian privatisation programme, the Egyptian stock

market, and the disclosure requirements by CASE, EASs, CML, and other relevant laws.

Chapter Six contains the research questions and hypotheses and an explanation of

the research methodology. A detailed account is given of the methods adopted in carrying

out the survey and in processing and analysing the data collected.

Chapters seven to nine are devoted to a report of the results of the study. In Chapter

Seven, the various respondent groups are described and the results of users' perceptions

regarding the importance attached to the various sources of financial information and

sections of corporate annual reports are reported. In Chapter Eight, the results regarding the

users' perceptions of both the suitability of the selected set of QCOAI and the importance

of each of them are presented. Chapter Nine contains the results related to users'

perceptions of the importance attached to some selected financial information items in

making decisions of securities investment using the selected set of QCOAL

Chapter Ten, the last chapter, contains a summary of the findings, conclusions,

recommendations and suggestions for further research.

10
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CHAPTER TWO

Literature Review

2.1 Introduction:

Corporate annual reports are prepared, presumably, to provide information that is useful to

user of these reports in making their economic decisions (AAA, 1966; CICA, 1980; ASB,

1999b FASB, 1999, SFAC No. 2; IASC, 2000). Therefore, these reports should Meet the

different needs of those users. One of the most important questions facing all those

interested in the corporate annual reports including users, regulators, and preparers is the

extent to which corporate annual reports communicate useful information (Anderson and

Epstein, 1996).

On the other hand, many studies, whether by professional accounting bodies or by

individuals, have been directed toward establishing a set of QCOAI I for judging the

usefulness of accounting information (e.g. Snavely, 1967; The Trueblood Report , 1973;

CICA, 1980; Stamp, 1982; Shohaieb, 1990; Ali, 1992; and ASB, 1999b) .

This chapter aims to present a review of a number of previous studies, whether

focused on developed or developing countries, which discussed the issue of usefulness of

corporate annual reports and what they include of financial information. In addition, the

chapter presents a brief review of the objectives of financial reports and some issues

related to the QCOAI. Accordingly, the discussion in this chapter focuses first on the

objectives of financial reports, then on the definition, nature and features and importance

of QCOAI. Previous studies on users' perceptions of the corporate annual reports and other

disclosure issues, whether in developed or developing countries, are reviewed and, lastly,

previous studies on QCOAI, whether by professional accounting bodies or by individuals,

are considered. The last section provides some notes on these previous studies.

2.2 Objectives of Financial Reports:

Prior to the 1960s, the main role attributed to accounting and hence the financial reports

was that of stewardship. Under this view, management was the steward to whom owners

entrusted control over a portion of their resources, so the purpose of financial reports was
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to provide information to the owners to facilitate the evaluation of the management's

stewardship (Whittred and Zimmer, 1990).

Starting from the early 1960s, the stewardship function of accounting and financial

reports has been replaced by the decision-making function (Hodgson et al., 1992). In the

light of that, financial reports (such as Profit and Loss Accounts, Balance Sheets, Value

Added Statements. ..etc., which are the main output of an Accounting Information System)

aim to provide both financial and non financial information about economic enterprises to

those who need such information to facilitate the making of rational economic decisions

respecting an enterprise.

Many attempts have been made to clarify the objectives of accounting and hence

financial reports (i.e., Moonitz, 1961; AAA, 1966; APB, 1970; Corporate Report, 1975;

Staubus, 1977; CICA, 1980; FASB, 1999, SFAC No.1; and ASB, 1999b).

For instance, in Statement of Principles for Financial Reporting issued in late 1999,

the Accounting Standards Board (ASB) declared:

"The objective of financial statements is to provide information
that is useful to those for whom they are prepared ... The objective
of financial statements is to provide information about the reporting
entity's financial performance and financial position that is useful
to a wide range of users for assessing the stewardship of the entity's
management and for making economic decisions." (ASB, 1999b, p.
16).

In the light of the objective presented by the ASB (1999b) and by other studies

mentioned above, several points need to be made:

1- There is no general agreement about certain objectives of financial reports. In this

respect, Macve (1981) asserted that although there is a general agreement that accounting

must be useful, there is little agreement about objectives and the means of achieving them.

2- Financial reports aim to provide information that is useful both in making economic

decisions and in evaluation of the management's stewardship.

3- Financial reports aim to provide information that is useful to a wide range of users who

have distinct interests in the enterprise, in that since, each user group has its own decisions

to make, then information needs will differ.
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4- The multiplicity and variety of financial reports users make it difficult to know the

different needs of users. Underdown and Taylor (1991) stated that the lack of knowledge

about user needs is one of the serious problems in formulating objectives.

5- There is a probability of conflict arising among user groups in their objectives or needs

and then in their application. In this case, it is important to know which objectives or which

needs of which user group will be the determining factor. Under this view, " a:balance

must be struck between the needs of individual investors and non-investors." (Al-Mubarak,

1997, p. 120)

6- Another conflict may arise. The interest of various user groups are likely to be different

from those of the preparers of financial reports, so a conflict of interests may arise between

them. Macve (1981, p. 11) stated that "the different individuals and groups involved with

financial reports, whether as users, preparers or auditors, often have conflicting economic

interests, and any decisions about accounting practices (which will affect them all) have to

be made after weighing up the consequences for these different parties and what their

respective rights are."

7- Users of financial reports are likely to have different levels of education and experience,

so the information required for making decisions will vary not only between user groups

but also between users within the same group.

8- Changes in the economic environment may affect the objectives of financial reports and

hence, the information needed by user groups.

2.3 What Is Meant by QCOAI?

The Oxford English Dictionary (1989) defines the word "qualitative" by stating that it is

"Relating to, connected or concerned with, qualities" (Vol. XII, p. 973). On the other hand,

it defines a "characteristic" as "a distinctive mark, trait, or feature; a distinguishing or

essential peculiarity or quality" (Vol. IV, p. 33).

The Oxford Dictionary of Accounting (1999) defines the QCOAI as: "the

characteristics that make information in financial reporting as useful as possible." (p. 283)
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In addition to these definitions in the dictionaries, some definitions have been

proposed by various studies in this field. QCOAI have been defined by stating that, "There

are qualifications which should ideally be possessed by any accounting system. They are as

relevant to the requirements of users as the principal classes of information required from

company accounts" (Sandilands Report, 1975, p. 62). Under the assumption that

accounting is an information system, this definition may be accepted. The COrporate

Report declared, "If Corporate Reports are to be useful and to fulfil their fundamental

objective, we believe they must possess the following characteristics..." (Corporate Report,

1975, p. 28). The Canadian Institute of Chartered Accountants (CICA) in Corporate

Reporting defined QCOAI as:

"the yardsticks whereby standard setters, as well as preparers and
users of published financial statements, can decide whether the end
has been achieved, namely whether published financial statements
are indeed meeting the needs of users and the objectives of
financial reporting." (CICA, 1980, p. 52)

The Financial Accounting Standards Board (FASB) in Statement of Financial

Accounting Concepts (SFAC) No. 2 defines QCOAI as: "the characteristics of accounting

information that make that information useful" (FASB, 1999, SFAC No. 2, p. 34).

Solomons defined QCOAI as: "the principal criteria that distinguish 'good' accounting

from 'bad' accounting" (Solomons, 1989, p. 5). Shohaieb (1990, p. 14) defines the QCOAI

as: "criteria by which the usefulness of accounting information can be judged".

The IASC states that: "Qualitative characteristics are the attributes that make the

information provided in financial statements useful to users" (IASC, 2000, p. 50). It can be

seen from the above definitions that there is no major difference among them. For the

purposes of this study, QCOAI are defined as "the characteristics that make the

information included in financial reports as useful as possible to users in the light of their

various needs."

From this perspective, it can be seen that:

1- Useful information must have certain characteristics; if information does not have those

characteristics, its usefulness is likely to be limited.

2- QCOAI give the ability to perceive the difference between various levels of
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information regarding its usefulness. In other words, they may distinguish more useful

financial information from less useful financial information.

2.4 The Nature and Features of QCOAI:

Accounting, as one of the social sciences, affects and is affected by its environment.

QCOAI, as one of the accounting research fields, affects and is affected by its surrounding

environment too. In other words, the economic, social, cultural, legal, and 'political

environment may affect QCOAI (e.g. to date there is no agreement, whether by accounting

professional bodies or by individuals, on a set of QCOAI that can be used in the various

societies). As a consequence, an attempt is made to select, in the next chapter, a set of

these characteristics which is suitable to the Egyptian environment, to enable the research

objectives to be achieved.

QCOAI may change according to new perceptions and / or new research results. In

addition, they are not all equally important, since they gradate in importance from the most

important to the least important. Consequently, some studies (e.g. FASB, 1999, SFAC No.

2 and Snavely, 1967) suggested several levels of QCOAI in a hierarchy.

There are some features by which it will be possible to decide whether or not

QCOAI themselves are practicable. In other words, QCOAI should have these features to

achieve their important role. The following are stated by Shohaieb (1990) as features of

QCOAI: They should cater for a variety of user groups and uses of accounting information;

they should be applicable regardless of the decision models of each user group, and

regardless of time or circumstances; and they should be supported by, or deduced from,

some underlying theory of accounting. In addition to the above features, it is assumed in

this study that:

1- They should be clear in meaning and easy to understand (i.e. they must not be

ambiguous).

2- They should be as fair as possible, and not be aligned toward a certain user group.

2.5 Importance of QCOAI:

QCOAI may help in several fields; the following are some different uses of QCOAI:
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1- They can offer a mechanism helping to determine the degree of compliance required for

information that relates to a special use. (AAA, 1966)

2- They may help in assessing the value of financial information. (Macve, 1981)

3- They can be helpful in establishing an agreed conceptual framework for determining

which assets, liabilities, revenues, expenses, and other elements should be reflected in

financial reports. (Shohaieb, 1990)

4- They can be used in the field of accounting standards: First, to judge the extent to which

accounting standards now in force are satisfactory, and whether or not they need to be

improved; second, to evaluate proposal for new standards. (CICA, 1980)

Also, they can be used:

1- to judge the usefulness of the financial information included in the corporate annual

reports2;

2- to resolve practical problems, especially as the early stages of accounting standard

application or the lack of any accounting standards at all;

3- to help the preparers of financial reports in presenting useful information regarding the

various needs of user groups; and

4- to help in the preparation and evaluation of companies acts with respect to the

accounting subjects.

2.6 Previous Studies on Users' Perceptions of the Corporate Annual Reports and

Financial Information:

Frequent contact with users of financial reports is needed to assess their perceptions

regarding the importance attached to these reports and what they include of financial

information. This section presents a review of a number of previous studies, which

investigated users' perceptions of either the corporate annual reports or some sets of

financial information items. The review of the literature helps provide a framework for the

study and assists the function of discovering findings from previous research on the

general problem (Cooke, 1989). In addition, the review of literature helps the researcher in
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formulating a series of research questions and hypotheses and establishing a relevant

methodology to accomplish this research (see 6.2 of Chapter 6).

Baker and Haslem (1973) conducted a survey which covered 1,623 individual

investors in the US. Investors were asked to indicate their perceptions about the importance

attached to sources of financial information and to some financial information items. They

analysed a total of 851 responses. Baker and Haslem (1973) reported that the most

important source, for the majority of their respondents (46.8%), was stockbrokers.

Conversely, corporate annual reports were perceived as the most important source by only

about 8% of individual investors. In addition, they reported that information about future

expectations was perceived as of high importance, while information about dividends was

given lower importance by their respondents. Ahmed (1988) criticised Baker and Haslem's

study and argued that the sample was drawn from the list of customers of five brokerage

firms, so it is not surprising that respondents ranked stockbrokers' advice as the most

important source of financial information as they are customers of these firms.

Chandra (1974) carried out a study to investigate the extent of the agreement

between preparers and users of corporate annual reports in the US about the value of

information presented in the published annual reports. Chandra (1974) sent a total of 1000

questionnaires to public accountants as representatives of preparers and security analysts as

representatives of users, and asked them to rate the importance attached to 58 information

items. A total of 498 questionnaires were analysed. The main finding reported by Chandra

(1974) was that there were significant differences between the two groups of accountants

on the one hand regarding their perceptions of the importance of financial information for

investment decisions and the security analysts on the other hand. This study might be

criticised for using parametric statistics, T tests, to test the hypotheses, although

nonparametric statistics are recommended (Bryman and Cramer, 2000; Pallant, 2001) to be

used with such data, that are based on an ordinal scale.

Epstein (1975), in a survey of US investors, which aimed to investigate the

investors' perceptions of usefulness of corporate annual reports, reported similar results to

those reported by Baker and Haslem (1973). He reported that the corporate annual reports
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were perceived as the primary basis for investment decisions by only 15% of respondents,

while 48.8% of them perceived stockbrokers' advice as the most important source of

information for their investment decisions. Besides, Epstein (1975) reported that only

14.1% of respondents stated that corporate annual reports were very useful. Epstein (1975)

concluded that the corporate annual reports were not useful to investors in the field of

investment decisions.

Lee and Tweedie (1975) carried out a study to investigate the perceptions of

individual investors of a large British company. They aimed to determine whether or not

respondents read and rely on sections of corporate annual reports when making investment

decisions. A total of 1,594 questionnaires were sent to those investors, while only 374

questionnaires were received, representing a response rate of 23.5%. One of the main

findings of their study was that corporate annual reports were perceived as a less important

source of financial information than financial press reports, which were perceived as the

most important source. Another finding was that the Chairman's report was perceived as

the most widely read section, followed by the profit and loss account, which was perceived

as second in importance. Information about the future prospects of the company was

perceived as the most important information that individual investors are looking for.

Chang and Most (1977), in a survey carried out in US and New Zealand, mailed a

total of 1,034 and 300 questionnaires to individual investors in the US and New Zealand

respectively. They received 182 responses from the US, representing 17.6%, and 85 in

New Zealand, representing 28.3%. The main finding reported by Chang and Most (1977)

was that, in the US, corporate annual reports were perceived as the most important source

of information, followed by newspapers and magazines as the second, and stockbrokers as

the third. On the other hand, the findings from the responses of investors in New Zealand

differed from those of the US. Chang and Most (1977) reported that newspapers and

magazines were perceived as the most important source of information, followed by

stockbrokers' advice as the second and corporate annual reports as the third. This study

might be criticised on the ground of the low response rate, especially for the US, where the

response rate was only 17.6%.
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Wilton and Tabb (1978), in a survey of individual investors in New Zealand, aimed

to examine the individual investors' usage of corporate reports. A total of 300 respondents

were selected from only two companies for the survey. Wilton and Tabb (1978) concluded

that the most thoroughly read section of the corporate annual reports was the chairman's

report, followed by the profit and loss account as the second and the balance sheet as the

third. However, Wilton and Tabb's study suffered from a major weakness that its findings

were difficult to generalise, as respondents were not randomly selected.

Firth (1978), in a questionnaire survey conducted in the UK, aimed to investigate

the consensus of user groups' perceptions about the importance attached to a set of

information items. Respondents were asked to rate the importance attached to 75

information items in the questionnaire, which might be disclosed in corporate annual

reports. A total of 302 questionnaires were analysed from various user groups including

finance directors, auditors, financial analysts, and bank loan officers. One of the main

findings reported by Firth (1978) was the similarity of views of the first two groups,

finance directors and auditors, on the one hand and the similarity of views of the other two

groups, financial analysts and bank loan officers, on the other. Firth (1978) found that there

was good agreement between the last two groups, financial analysts and bank loan officers,

because they agreed in their perceptions of 81% of the 75 financial information items.

Also, it was reported that users such as financial analysts and bank loan officers attached,

in general, a higher level of importance to most of the information items. Firth's study

(1978) faces the same criticism as Chandra's study (1974) in that it used parametric

statistics to test the hypotheses, although the data collected were on an ordinal scale.

Lee and Tweedie (1981) carried out a study in the UK to examine institutional

investors' perceptions of the corporate annual reports. They reported that the corporate

annual reports were perceived to be the most important source of information needed for

investment decisions by the surveyed institutional investors. Also, around 80% of

respondents confirmed their confidence in using the information presented in the corporate

annual reports. Lee and Tweedie's study (1981) can be criticised on the grounds that the

sample were drawn, from a population based on organisations rather than individuals. This
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led to the sample containing a relatively smaller number of analysts from large firms,

which may lead to sample bias (Arnold and Moizer, 1984).

Anderson (1981) carried out a questionnaire survey to investigate Australian

institutional investors' perceptions regarding the importance attached to the corporate

annual reports. A total of 300 questionnaires were mailed (298 of them were delivered). Of

the delivered questionnaires, 188 were analysed, representing 63.09%. The cOrporate

annual reports were perceived as the most important source of information by respondents

when making their investment decisions, followed by advice from investment services,

second, stockbrokers' advice, third, and visits to the companies as the fourth source.

Anderson (1981) reported also that the balance sheet was seen as the most important

section of corporate annual reports followed by profit and loss account and notes to the

accounts as the second and the third important sections respectively. A weakness of

Anderson's study, however is that no statistical tests were performed in the study.

McNally et al. (1982), in a questionnaire survey conducted in New Zealand,

examined the perceptions of two user groups, financial editors and stock exchange

members, about the importance attached to a set of 41 information items. The findings of

their study indicated that information about future dividends and dividend policies is the

most important for the two groups. They reported also that information on profit forecast

for next year is the second most important. Conversely, information about corporate social

responsibility, advertising, and personnel development were perceived as the least

important items. Two points need to be considered regarding this study. First, like Chandra

(1974) and Firth (1978), the study used parametric statistics, rather than nonparametric

statistics, which are more appropriate to data on an ordinal scale; second, they did not refer

to the size of the sample of user groups.

Stanga and Tiller (1983), in a questionnaire survey conducted in the US, aimed to

determine whether the information needed by bank loan officers is the same from large and

small companies. They asked respondents to rate the importance attached to 40

information items that might be disclosed in corporate annual reports. Stanga and Tiller

(1983) divided their respondents into two groups. The first group was asked to complete
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the questionnaire as if they were making a term loan to a large publicly held company,

while the other group was asked to complete the questionnaire as if they were making a

term loan to a small privately held company. In total, 230 questionnaires were analysed.

The main finding was that there was similarity between the two groups in their rating of

the importance attached to the information items.

Chang and Most (1985) conducted a comparative study involving some user groups

in three countries, the US, the UK, and New Zealand. They aimed to investigate users'

perceptions about the usefulness of information in corporate annual reports. Three user

groups, including institutional investors, individual investors, and financial analysts,

received the questionnaires, which were slightly modified to accommodate the

circumstances of user groups in both the UK and New Zealand. The general conclusion

that Chang and Most (1985) reported was that the three user groups perceived the

corporate annual reports as an important source of useful information for investment

decisions. Also, they reported that individual investors in the US ranked the corporate

annual reports as the most important source of information followed by newspapers and

magazines; and advisory services as the second and the third respectively. On the other

hand, individual investors in the UK and New Zealand rated newspapers and magazines as

the most important source, followed by stockbrokers' advice and corporate annual reports

as the second and the third sources respectively.

Wallace (1988), in a questionnaire survey conducted in Nigeria, aimed to

investigate the consensus of user groups' perceptions about the importance attached to a set

of information items that could be disclosed in the corporate annual reports. A total of 470

questionnaires were received from several user groups (namely accountants, financial

analysts, civil servants, other professionals, managers, and investors) who were asked to

state their perceptions regarding the importance attached to 102 information items. Wallace

(1988) reported that there were significant differences in perceptions between the first

group, accountants, on the one hand and other professionals, managers, and investors on

the other hand. However, the study did not indicate on which items the accountants group

had different views from other groups.

21



Chapter 2

Mohamed (1991) aimed, in a questionnaire survey accomplished in Egypt, to

investigate users' perceptions of several sources of financial information, sections of

corporate annual reports and 38 financial information items that could be presented in

corporate annual reports for investment decisions. Mohamed (1991) distributed 100

questionnaires, in person, to external users in Egypt, including users in brokerage firms,

financial firms, banks, and accounting firms. She received 61 completed questionnaires,

representing a 61 % response rate. The main finding that Mohamed (1991) obtained was

that stockbrokers were considered the most important source of financial information,

followed by the corporate annual reports, advisory services and specialist magazines as the

second, third, fourth sources of financial information in importance. Furthermore, the

profit and loss account was perceived as the most important section of the corporate annual

reports, followed by the directors' report, balance sheet, and the auditor's report as the

second, the third, and the fourth most important sections. Also, users perceived information

about the company's management and the company's reputation as the first and the second

most important information items respectively. Furthermore, the study reported that future

expectations were perceived as important information. Also, users of corporate annual

reports complained of lateness in issuing the corporate annual reports (i.e. some companies

issued their corporate annual reports 6 months later than the specified time) and they

indicated that the depth and quality of coverage in specialist newspapers and magazines

needed to be improved. Mohamed's study suffered from four weaknesses. First, the

sample, 61 respondents, was not large enough to generalise the findings of the study;

second, no statistical test was used; third, while the mean was used to rank the importance

of the financial information items, it was not used to rank the importance of sources of

financial information and sections of corporate annual reports, as the ranking was based on

points; fourth, the study did not examine the direct contact with the company management

as a source of financial information and some sections of corporate annual reports were

ignored in the study. Additionally, although this study was carried out in Egypt, the same

environment as this study, many changes in financial reporting practice have taken place

since Mohamed's study was accomplished.
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Solas and Ibrahim (1992), in a questionnaire survey conducted in Jordan and

Kuwait, aimed to investigate users' perceptions of the usefulness and reliability of a set of

23 information items and five sources of financial information for investment decisions. A

total of 89 investors, whether individual or institutional, from the two countries were the

target sample of their study. Solas and Ibrahim (1992) reported that there were significant

differences in the users' perceptions of the usefulness of 10 of the 23 information items

between investors in the two countries. Also, their results indicated that there were

differences in users' perceptions of the reliability of the information items for 9 of the 23

items

Epstein and Pava (1993) empirically investigated the perceptions of individual

investors about the corporate annual reports in the US. They used a questionnaire as a data

collection instrument, and analysed a total of 246 questionnaires from the respondents.

Aiming to measure the change in the investors' perceptions about corporate annual reports

over about twenty years, Epstein and Pava (1993) compared their results with the results of

Epstein's study (1975). The main finding that they reported was that individual investors

relied on the corporate annual reports significantly more than they had done some twenty

years previously, in 1975. Corporate annual reports, which were ranked as the fourth most

important source by Epstein (1975), were perceived as the most important source in

Epstein and Pava (1993). On the other hand, stockbrokers' advice, which was ranked as the

first source in Epstein (1975), was ranked as the fifth source in Epstein and Pava (1993).

Another finding they reported was that individual investors in the US perceived the profit

and loss account and the balance sheet as the most important sections of corporate annual

reports.

Ibrahim and Kim (1994) conducted their questionnaire survey in Egypt. They

examined the degree of consensus on the importance attached to a set of 42 information

items that could be disclosed in corporate annual reports. They mailed a total of 676

questionnaires to four user groups, namely, certified accountants, individual investors,

managers, and financial analysts in Egypt's two main cities: Cairo and Alexandria. A total

of 313 questionnaires were received and 311 of them were analysed using nonparametric
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statistics (the Mann-Whitney Test, and the Kruskal-Wallis Test) to test for differences in

the perceptions among user groups. Respondents were asked to rate the importance

attached to the information items. The main findings of the study indicated that there were

significant differences between user groups in their perceptions of some of the financial

information items. For instance, there were differences between accountants and managers

regarding their perceptions of 14 of the 42 financial information items. Further, significant

differences were found between accountants and investors regarding their perceptions of

19 items, and between financial analysts and investors on 31 items of the 42 financial

information items investigated in the study. However, their study can be criticised on the

ground that they did not disclose on which financial information items user groups showed

significant differences in their ratings.

Anderson and Epstein (1996) carried out an empirical international comparative

study focusing on the individual investors in three developed countries namely the US,

Australia, and New Zealand. Their study aimed to investigate the investors' use of the

information provided in corporate annual reports. According to Anderson and Epstein

(1996), a similar questionnaire was used in all three countries to facilitate comparisons of

data and draw valid conclusions. A total of 2,359 questionnaires were mailed to investors

in the US and Australia, while another 1,000 questionnaires were mailed to investors in

New Zealand. The numbers of responses received were 246, 436, and 251 from investors

in the US, Australia, and New Zealand respectively. Among a large number of findings,

Anderson and Epstein (1996) reported that investors in Australia and New Zealand ranked

stockbrokers' advice as the most important source for their investment decisions; investors

in the US ranked the corporate annual reports as the most important source for their

investment decisions; and investors in the three countries required increased quality and

quantity in annual report disclosures.

Al-Mubarak (1997), in a questionnaire survey conducted in Saudi Arabia,

investigated investment analysts' perceptions of the usefulness of corporate annual reports.

A total of ,249 questionnaires were delivered, some personally and others by mail. Al-

Mubarak analysed 126 questionnaires and reported that respondents thought the corporate
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annual reports were the most important source of information, followed by corporate

interim reports and government publications as the second and third important sources.

Direct contact with the company management was ranked fourth, while newspapers and

magazines were perceived as the fifth source in importance. Tips and rumours was

perceived as the least important source, the eighth. Al-Mubarak (1997) also reported that

the profit and loss account was perceived as the most important section of corporate annual

reports followed by the balance sheet. Auditor's report and directors' report were perceived

as the least important because they were ranked as the six and the seventh (the least)

sections in importance. Al-Mubaralc (1997) concluded that the background factor, years of

experience, has no effect on the users' perceptions of the importance attached to various

sources of financial information. This study can be criticised for using parametric statistics

rather than nonparametric statistics which would be more relevant to the type of data

collected in the study.

Barker (1997) aimed to analyse, in the context of equity investment decisions, the

flow of accounting information between three groups of users in the UK, namely, finance

directors, financial analysts, and fund managers. Barker accomplished his empirical study

through interviews with 40 finance managers, 32 financial analysts, and 39 fund managers.

In addition, he received 42 questionnaires from financial analysts who were asked through

a five-point scale about their overall perspective on the information which they used.

Barker (1997) reported that both financial analysts and fund managers ranked the direct

contact with the company's management as the most important source of information.

Corporate annual reports were also perceived as important, being ranked second by fund

managers and fourth by financial analysts.

Bartlett and Chandler (1997) carried out a research survey aiming to re-examine the

usage of corporate annual reports by the individual investors in the UK, following the

methodology of Lee and Tweedie (1975). Questionnaires were mailed to 300 randomly

selected individual investors of one multi-national company, and 76 usable responses were

returned, representing 25.3%. It was found that the chairman's statement, the chief

executive's review and the review of operations xgre,..the ‘ most widely read sections of the

Li wary
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corporate annual reports. On the other hand, the auditor's report was perceived as the

section least read by investors. Bartlett and Chandler (1997) reported also that newspapers

and magazines were the most important source of information and corporate annual reports

were perceived as the seventh source. They reported also that the relatively low readership

of much of the corporate annual reports might be a reflection of the passive nature of many

individual investors and their lack of interest in much detailed disclosure.

Almelegy (1998) investigated the applicability of international accounting

standards in terms of local environmental factors in Egypt, using a questionnaire supported

by interviews. Almelegy distributed 200 questionnaires in person to a sample of users and

preparers of financial information. These groups included users, preparers, auditors, and

regulators. The response rate was 78 % as 156 questionnaires were received, of which 148

(74 %) were usable. Among his conclusions, Almelegy (1998) reported that published

financial reports have a limited usefulness to their users. He added that the four groups in

the study (82.3% of users; 76.5% of preparers; 58.3% of auditors; and 80% of regulators)

thought that the information that received from financial reports is irrelevant to users'

needs. Regarding users' perceptions of sections of corporate annual reports, Almelegy

reported that the balance sheet was perceived as the most important section by users of

financial reports and staff of the Egyptian regulatory and observatory bodies, and the profit

and loss account was perceived as the second source by users and as the first by staff of the

Egyptian regulatory and observatory bodies. However, a number of points need to be

considered regarding this study. First, the author did not perform statistical tests to

examine whether or not there were differences among groups; second, although the study

was accomplished in the, late 1990s, the corporate annual reports and their sections which

respondents were asked about were prepared before the application of EASs; third, the

author did not ask respondents directly about their perceptions of the importance attached

to the corporate annual reports or any other source of financial information.

Al-Razeen (1999) empirically investigated the quality of the corporate annual

reports of Saudi companies. The study examined both users' perceptions of corporate

annual reports and the current corporate disclosure practice. In doing so, Al-Razeen (1999)
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first, used a questionnaire survey and analysed 303 questionnaires from five groups of

users, namely, individual investors, institutional investors, creditors, governmental

officials, and financial analysts. Second, he utilised a sample of 68 annual reports to

analyse the annual corporate disclosure practices in Saudi Arabia. Regarding sources of

financial information and sections of the corporate annual reports, Al-Razeen (1999)

concluded that Saudi users perceived corporate annual reports as the most important source

of financial information. Also, direct contact with the company management was one of

the most important sources of financial information. He concluded that the profit and loss

account was considered as the most important section, followed by the balance sheet and

the auditor's report as the second and third sections in importance.

2.7 QCOAI Suggested in the Literature:

Many attempts3, whether by professional accounting bodies or by individuals, have been

directed toward establishing a set of characteristics for judging the usefulness of

accounting information. In the literature, there is no generally accepted set of

characteristics upon which to base this judgement. The outline given in this section does

not aim to present studies interesting in QCOAI in detail, but rather, to concentrate on the

characteristics suggested by each study as necessary to the usefulness of accounting

information. More details about the characteristics suggested in the literature are presented

in the next chapter. The following is a summarised review of some of these studies.

2.7.1 By Accounting Professional Bodies:

The American Accounting Association - AAA (1966) in A Statement of Basic Accounting

Theory - ASOBAT concluded that accounting information must be useful to its users,

whether inside or outside the enterprise, and explained that accounting information must

cover many fields (e.g. formulating the objectives, decision making, and direction and

control of resources to accomplish objectives). AAA indicated that the usefulness of

information lies in its ability to reduce users' uncertainty about the real position of affairs

of concern to them. Finally it recommended four basic characteristics to be used in
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evaluating potential accounting information. They are relevance, verifiability, freedom

from bias, and quantifiability.

The Accounting Principals Board - APB (1970), in its Statement No. 4 issued in

1970 concerned the nature of accounting and financial reports, suggested seven qualitative

characteristics which information must have to be useful in making economic decisions.

These characteristics are relevance, understandability, verifiability, neutrality, tinieliness,

comparability, and completeness.

The Trueblood Report (1973) of the American Institute of Certified Public

Accountants (AICPA) concluded that to be helpful for its users, information must have a

set of characteristics. These characteristics are relevance, reliability, objectivity,

understandability, comparability, consistency, and substance over form.

The Sandilands Report (1975), prepared by Inflation Accounting Committee, stated

that accounting reports should have seven general characteristics which are objectivity,

realism, prudence, comparability, consistency, intelligibility, and economy in preparation.

The Corporate Report (1975) prepared by the Accounting Standards Steering

Committee (ASSC) indicated that accounting information should have a set of

characteristics in order to be useful to its users. These characteristics include relevance,

understandability, reliability, completeness, objectivity, timeliness, and comparability.

The FASB (1976) in its study, Conceptual Framework for Financial Accounting

and Reporting which included a chapter entitled "Qualities of Useful Financial

Information", declared that to be useful, financial information must have some

characteristics that include relevance, measurability, reliability, and comparability.

Aiming to improve the quality of corporate financial reporting, CICA (1980) in

chapter seven of its report, Corporate Reporting: its Future Evolution prepared by

Professor Edward Stamp, defined and presented a set of qualitative characteristics of useful

information. These qualitative characteristics are to be used in deciding which information

can and which not to be included in financial reports. The suggested characteristics were

grouped into three categories in relation to conflict, compatibility, and constraints. The

following figure (Figure 2.1) illustrates these sets and their relations
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Figure 2. 1 QCOAI Suggested by CICA:

CRITERIA FOR ASSESSMENT OF STANDARDS AND OF ACCOUNTABILITY

Criteria that may be in conflict
with those in the other column

or require "trade-offs"

Criteria that are comp-
atible with those in
both of the first 2
columns

Constraints that may
apply against any
of the criteria in
the first 3 columns

Relevance
(to users' needs)

Comparability
Timeliness
Clarity
Completeness, or
Full Disclosure

Objectivity (i.e.,
not subjective)
Verifiability
Precision

Isomorphism
Freedom from bias
Rationality
Non-arbitrariness
Uniformity

Substance over form
Materiality
Cost / benefit
effectiveness
Flexibility
Data availability
Consistency
Conservatism (a very
minor constraint)

Source: (CICA, 1980, p. 55)

FASB (1999) in its statement, SFAC No. 2, first issued in 1980, not only described

the characteristics of accounting information but also mentioned some difficulties in

achieving these characteristics. As illustrated in Figure 2.2 below, user-specific qualities

such as understandability were separated from qualities inherent in information. "Benefits

> costs" is suggested as a pervasive constraint, so the benefits of information should

exceed its cost. The primary characteristics are relevance and reliability, since, if either of

those primary characteristics is completely missing, the information will not be useful. At

this level, to be relevant, information must be timely and must have predictive value, or

feedback value, or both. In the same way, to be reliable, information must be verifiable and

neutral and have representational faithfulness. Comparability, including consistency, is a

secondary characteristic and interacts with the two primary characteristics. Finally, all the

characteristics are subject to the threshold of materiality.

The ASB (1999b), in Statement of Principles for Financial Reporting suggests a set

of characteristics in hierarchical form. These characteristics help to ensure that financial

statements yield information that is useful. As can be seen in Figure 2.3, the ASB regards

relevance, reliability, comparability, and understandability as main characteristics (i.e.

information provided by financial statements need to be relevant, reliable, comparable, and

understandable). At the second level, to be relevant, information must have the ability to

influence the economic decisions of users; therefore, information that is relevant has

predictive value or confirmatory value. Similarly, to be reliable, information must have the
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Chapter 2

characteristics of freedom from material error, faithful representation, neutrality,

completeness, and prudence.

In the same way, comparability can usually be achieved through a combination of

consistency and disclosure, and understandability depends on users' abilities and

aggregation and classification. Materiality is regarded as a final judgement of what

information should be given, so materiality is a threshold quality. Lastly, ASB states that

"balance between the characteristics" and "benefit and cost" limit the application of the

qualitative characteristics.

The IASC (2000) in IASs - 2000 stated that among the QCOAI which make the

financial information useful to its users are four principal characteristics

(understandability, relevance, reliability, comparability). Other characteristics were

referred to as non-principal characteristics which are needed for information to be

understandable or relevant.. .etc., (e.g. predictive value and confirmatory are related to

relevance). To be reliable, information must have the characteristics of faithful

representation, substance over form, neutrality, prudence, and completeness. Furthermore,

the IASC indicates that timeliness affects relevance (i.e. if there is undue delay in

presenting financial information, it may be not relevant for its users).

Table 2.1 explains the frequency with which each characteristic appears in the sets

of qualitative characteristics suggested by accounting professional bodies:
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Table 2.1 QCOAI Proposed by Accounting Professional Bodies:

Characteristics

C
.
Fr

ec

'.0

d

cm

co
c-
<

.0
8
-.6
. P.
2
i-cd

-0 
5

.-6 ,,-,
r'•-

eAce

0

g
E-t'Z'
0

(..)

sg.

ccii
<
;L.

c̀Fo

6
—
o

&
(9

cl.

as
, a
*

g
&,

<

Accuracy (precision) 1
Clarity (Intelligibility) 2 *
Comparability 13 '' * * *

Completeness
(full disclosure)
(Comprehensi-veness) 5 * * * * 4

Consistency 5 * * *

Data availability 1 *
Disclosure 1 •
Economy in presentation 1 *
Faithful representation
(Isomorphism) 4 * a a *

Feasibility 3 * • *

Feedback value
(Confirmatory value) 3 * *

Flexibility 1 *
Freedom from bias
(neutrality) 6 * * * * * 4

Materiality 4 * * * *

Measurability 1 *
Non arbitrariness 1
Objectivity 4 * * *
Predictive value 3 * * *

Prudence
(Conservatism)

4 * * * *

Quantifiability 1 *
Rationality I
Realism 1
Relevance 9 * * * * * * 4 4

Reliability 6 * * * *
Substance over form 3 * *

Timeliness 5 * *

Understandability 7 * *

Uniformity 1 *
Verifiability 4 * * *

2.7.2 By Individuals4:

In the mid sixties, Sprouse (1965), in his study entitled The Measurement of Financial

Position and Income: Purpose and Procedure, suggested the following as qualitative

characteristics of accounting information: usefulness, objectivity, and feasibility.

Ijiri and Jaedicke (1966) postulated that accounting is a measurement system that

has many alternative measurement methods, and accountants have been looking for

characteristics which may help to choose the best measurement alternative. They indicated

that accounting information, to be used by its users, must be useful, and information, to be

useful, must be timely, reliable, accurate, relevant, and material. Basically, however, the

authors focused on just two characteristics: reliability and objectivity.

Snavely (1967), in his extension of the ASOBAT study (AAA, 1966), suggested

that there exist numerous characteristics which should be used in the process of selection
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. of financial accounting information if it is to be useful. These suggested characteristics

form a kind of hierarchy including four levels of characteristics. The first level consists of

a unique basic characteristic to be applicable to all accounting practices, that is, usefulness.

Other characteristics are referred to as second level characteristics including relevance,

reliability, understandability, significance, sufficiency, and practicability. These

characteristics are more restricted in scope. Characteristics with even more restricted

applicability are stated in the third level of the hierarchy. As shown in Figure 2.4 .below,

information to be useful (to meet the first-level characteristic) must meet all the six criteria

in the second level. Similarly, information to be reliable (to meet one of the second level

criteria) must have the requirement of reliability; this means it must be verifiable and free

from bias, and so on. Lastly, Snavely noted that these characteristics are incomplete and

that a great deal of time, effort, and thought must be devoted to this problem before these

characteristics are completely developed.

Feltham (1972) developed a formal information evaluation model based on the

fundamental axioms of decision theory. The model took numerous forms, depending on

several points, of which the most important is whether the evaluation period is one period

or more, so this model took two forms, "A Single - Period Information Evaluation Model"

and "A Multiperiod Information Evaluation Model". The study presented relevance,

timeliness, and accuracy as the necessary characteristics for information usefulness.

Black et al. (1973) stated that an accounting information system should present

information which must be relevant, reliable, and timely, not only for internal uses but also

for external uses.

Mader and Hagin (1974) concluded that the usefulness of accounting information

will be increased if it has the following characteristics: accuracy, timeliness, reliability,

response time, completeness, and relevancc.

Staubus (1976) aimed to describe a set of characteristics of accounting information

and to suggest some techniques for its use in making decisions. As characteristics

necessary as a basis for evaluation of information used in making decisions, Staubus
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suggested relevance, reliability, comparability, understandability, timeliness, effects via

other parties, optimal quantity, cost of production, and cost of utilisation.

Imhoff (1981) presented a model which demonstrated how five characteristics may

be used to provide a framework in the evaluation of accounting information. This set of

characteristics was composed of: relevance, verifiability, freedom from bias, measurability,

and comparability.

Stamp (1982), using the same set of QCOAI that he suggested before in the CICA's

(1980) study, which included 20 characteristics5 , surveyed empirically members of the

Accounting Standards Committee (ASC). He mailed a total of 22 questionnaires and

received 19 of them, representing 86.36%. According to Stamp (1982), members of the

ASC chosen to participate in the study received a copy of chapter 7 of the CICA's (1980)

study, together with a questionnaire. They were asked to assign weights, on a scale from 0

to 10, signifying their perceptions of the importance attached to the 20 suggested

characteristics. Stamp (1982) concluded that relevance was perceived as the most

important characteristic, followed by clarity, substance over form, timeliness, and

comparability as the second, the third, the fourth, and the fifth respectively. Other

characteristics were perceived to be of lesser importance, such as precision and

conservatism, which were perceived as the nineteenth and the twentieth characteristics

respectively.

Joyce et al. (1982) in an empirical study, which aimed to test the assumption of

SFAC No.2, that identifying and defining the appropriate QCOAI will help standard setters

in selecting financial accounting methods, investigated the perceptions of 28 respondents

of those who had worked on the FASB or on its predecessor, the APB, since 1968, about

the QCOAI. Respondents received a questionnaire, together with a copy of SFAC No. 2,

which was published in 1980 under the title, "Statement of Financial Accounting Concepts

No.2". A total of 26 responses were received. Joyce et al. (1982) concluded that nine of the

eleven characteristics clearly fail the test of operationality, and there was considerable

disagreement among respondents on both the meaning of the characteristics and their

relative importance. Also, they reported that relevance was ranked as the most important
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characteristic, followed by reliability and understandability, faithful representation as the

second, the third, and the fourth most important characteristics.

Solomons (1989) regarded relevance as a primary characteristic. Although he did

not refer to an important characteristic, understandability, he suggested a set of

characteristics, divided into main characteristics and sub-characteristics. Relevance,

reliability, consistency, neutrality, and feasibility are the main characteristics. In addition,

there are some sub-characteristics relating to relevance and reliability as main

characteristic. Predictive value, confirmatory value, corrective value, and timeliness are

sub-characteristics of relevance, so to be relevant, information must meet these sub-

characteristics. Similarly, to be reliable, information should meet representational

faithfulness, comperehensiveness, and verifiability. Lastly, Solomons suggested that

materiality is a different kind of characteristic of information from the others stated above.

Shohaieb (1990) attempted to determine how users and preparers view QCOAI. A

four - part questionnaire was designed, by which a survey was carried out among sample of

external user and preparer groups in Egypt, including financial managers, members of the

Central Accounting Agency (CAA), qualified auditors, creditors, the Tax Authority, and

the Egyptian Accounting Standards Committee (EASC). Shohaieb mailed 750

questionnaires to his sample, and received 345 usable questionnaires, representing 46 %.

Based on these, Shohaieb selected some characteristics in the form of a hierarchy. Figure

2.5 shows the selected characteristics that make information useful for decision making.

As illustrated in Figure 2.5, there are three levels of characteristics. Two of these

characteristics, relevance and reliability, are main characteristics which are at the first

level; if neither of these two exists, the information will be useless. Characteristics at the

second and third levels are those which interact with the first level and include timeliness,

comparability, understandability, feasibility, and objectivity at the second level, while the

third level includes uniformity and freedom from bias. Among the study's conclusions was

that the corporate annual reports were perceived by the overall sample and all groups as the

most important source of information to their interests. Beside, direct contact with the

company management was perceived as the second source in importance by the overall
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sample and most groups, followed by advisory services and prospectuses as the third and

the fourth important sources respectively. Newspapers and magazines were perceived as

fifth in importance by the overall sample and most groups (6 groups).

Figure 2. 5 Shohaieb's Model

Usefulness for
making decisions

1 st Level Relevance Reliability

2 nd
Level Timeliness Comparability Feasibility Objectivity

3 rd Level Uniformity

Furthermore, Shohaieb (1990) reported that the perceived importance of sources of

financial information by preparers was very similar and among users, only the financial

analysts differed in their perceptions. Regarding sections of corporate annual reports,

Shohaieb (1990) reported that the auditor's report was perceived as the most important

section of the corporate annual reports by the overall sample and four groups and notes to

the accounts were perceived as second in importance by the overall sample and as the most

or the second important section by five groups. The balance sheet was perceived as the

third in importance by the overall sample and by four groups and as the second by financial

analysts. Also, the income statement was perceived as the fourth in importance by the

overall sample and most groups. Furthermore, respondents in the study ranked objectivity

as the most important characteristic, followed by relevance, timeliness, and freedom from

bias as the second, the third, and the fourth most important characteristics. Shohaieb (1990)
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recommended that a further investigation was needed regarding the users' perceptions of

"uniformity", which was ranked as the least importance by the overall sample and most

groups.

Ali (1992) carried out a study in Egypt, to investigate whether or not the

information included in financial reports has the required qualitative characteristics, and

the effect of that on the usefulness of financial reports. Ali surveyed a sample of:external

users including financial analysts, qualified auditors, financial consultants and investment

analysts, and stockbrokers, 138 in total, using a questionnaire. Respondents received the

questionnaires by personal delivery and returned 111 questionnaires, representing 80 %

(rounded). Six characteristics, including relevance, reliability, timeliness,

understandability, materiality, and disclosure were considered. Ali (1992) concluded that

four of the six characteristics (relevance, timeliness, materiality, and reliability)

significantly affect the usefulness of financial reports for external users, and reported that

there are significant differences among user groups according to their occupation regarding

their perceptions of four characteristics, namely, relevance, reliability, materiality, and

disclosure. Also, Ali (1992) reported that corporate annual reports were perceived as the

most important source of information, followed by advisory services and direct contact

with the company management as the second and the third sources. On the other hand, the

balance sheet was ranked as the first section of corporate annual reports followed by the

profit and loss account, and the auditor's report as the second and the third sections.

Regarding the background characteristics, Ali (1992) reported that there were significant

differences among occupation groups regarding their perceptions of the importance of two

sections of corporate annual reports, namely, income statement and notes to the accounts.

Regarding the effect of level of education, there were no significant differences among

education groups about their perceptions of the corporate annual reports, while significant

differences were found among education groups in their perceptions of four characteristics,

namely, relevance, reliability, materiality, and timeliness. A final point about this study is

that the study used both parametric and non-parametric statistics with the nominal and

ordinal data collected.
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Abdullah's study (1992), also, was carried out in Egypt. Its purpose was to

investigate the usefulness of accounting information in the field of rationalising the internal

investment decisions using a sample of two groups including preparers of financial

information related to internal investment decisions and internal investment decision

makers in both top and middle management levels in 12 public sector companies in Egypt.

A set of twelve qualitative characteristics was suggested: relevance, free from bias,

verifiability, comparability, accuracy, understandability, effects on others, predictive value,

economy, consistency, quantifiability, legality. Among them only eight characteristics

were used in the empirical study. A total of 48 respondents of the two groups were selected

to participate in his questionnaire survey. Abdullah (1992) reported that of the eight

characteristics selected in the study, reliability was ranked as the most important

characteristic, as 92.1% of respondents perceived reliability as an important or very

important characteristic, followed by understandability, neutrality, accuracy, and predictive

value as the Second, the third, the fourth, and the fifth most important characteristics.

Relevance, effects on others, and comparability were perceived as the least important

characteristics, the sixth, seventh, and eighth. Two points need to be considered regarding

this study. First, the author did not perform statistical analysis in his study; second, the

study focused on the financial reports for internal use rather than the financial reports for

general purposes, the focus of this study. Because Abdullah's study (1992) concentrated

only on the financial reports for internal use, only its result regarding the importance

attached to each of the QCOAI will be used in the current study, for comparisons with a

similar part.

Abu-Nassar and Rutherford (1996), in a questionnaire survey conducted in Jordan

in 1991, aithed to discover the view of external users of corporate annual reports. They

distributed questionnaires to a sample of 463 respondents divided into five groups of

external users, namely, individual shareholders, institutional shareholders, bank loan

officers, stockbrokers, and academics. They received 224 usable questionnaires from

respondents, representing a response rate of 48 % (rounded). They reported that the

corporate annual reports are perceived as the most importance source of financial
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information about the company by the overall sample and four of five groups, followed by

"visits to company and communication with management" as the second source in

importance. Newspapers, magazines and journals were perceived as less important, as they

were ranked as the fifth source. Income statement and balance sheet were ranked as the

most important sections of the corporate annual reports, as the first and the second

respectively by all groups in the study, followed by the auditor's report, which was ranked

third. Conversely, the directors' report was ranked as the section of least importance by

three of the five groups. Also, Abu-Nassar and Rutherford (1996) reported a low degree of

users' perceptions of the QCOAI in Jordan. Consistency in accounting methods within the

company over time was ranked as the first characteristic by the overall sample, followed

by timeliness and comparability within the company over time as the second and the third.

However, this study suffered from a major weakness, as the authors did not use statistical

tests to examine statistically whether or not there were differences among user groups in

their perceptions.

Table 2.2 explains the frequency with which each characteristic was suggested in

studies by individuals:
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Table 2. 2 QCOAI Proposed by Individuals:

Characteristics

t'

g
E
u.

4"

1
...-
.3

Z

:s.
=.•

Z

-

I
.3

$3

t
f,
u.

..,r..

41-
Ci

_,E

2
a

v.
'.."
M

1

]

'°
'

.1

.3
fi t

Zo"
v,

—

....

"4
v

...,
 zri.,..

,..,.

iii

0.
co

'5

6
.3

g

-s

A
2
vl

61
=
<

s'
2
<

*
ce

..t
<

Accuracy 5 * * *

Clarity 1 *

Comparability 8 * * * * * *

Completeness
(full disclosure) 5 * * * *

Confirmatory v. 1 * .

Corrective value 1 * ,

Consistency 5 * ._
* * * .

Cost of utilisation 1 .
Data availability 1
Disclosure 1
Effects via others 2 *

Faithful Rep. 4 * * *

Feasibility 7 * * * * *

Feedback value 1 *

Flexibility 1 *
Freedom from
bias (neutrality) 8 * * * * v * * *

Legality 1
Materiality
(Significance) 5 * v * *

Measurability 1 *
Non-arbitrariness 1 *
Objectivity 3 * * *

Practicality I *
Predictive value 3 * *
Prudence
(Conservatism) 1 *
Quantifiability 3 * * *

Rationality 1 *
Relevance 13 * * * * *

Reliability 8 * * * * * *
Response time 1
Simplicity 1 *
Substance over f. 1
Sufficiency 1 *
Timeliness 12 * * * * * * *

Understandability 6 * *

Uniformity 2
Verifiability 6 * * * *

Tables 2.1 and 2.2 show that some characteristics have been suggested by many

studies. These include relevance (22 studies), timeliness (17 studies), reliability (14

studies), comparability (16 studies), and understandability (13 studies). In contrast to that,

other characteristics have been suggested as little as one time. Examples include simplicity,

practicality, and legality.

2.7.3 Notes about the QCOAI:

1- The previous efforts help to establish characteristics that can be used in evaluating the

usefulness of accounting information, and pave the way for other similar studies.

2- The studies, in their attempts to determine the QCOAI for judging the usefulness of
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accounting information, have presented the suggested characteristics either as a set of

characteristics such as APB, Statement No.4 (1970), CICA (1980), Feltham (1972), Ali

(1992), ...etc. or as a model formed by putting a number of characteristics in a hierarchical

ranking, such as Snavely (1967), FASB, SFAC No 2 (1999), Shohaieb (1990), and ASB

(1999b).

3- Within any given set of characteristics, a conflict may arise between some

characteristics. The following are some exampies of such conflict:

- Relevance and reliability over timeliness. The delay in providing information can make it

out-of-date so that it loses its value for users. On the other hand, reporting on transactions

and other economic events before all the uncertainties involved are resolved may affect its

reliability. To resolve this conflict, ASB stated that:

"Although financial information should generally be made
available as soon as it is reliable and entities should do all that they
reasonably can to speed up the process necessary to make
information reliable, financial information should not be provided
until it is reliable." (ASB, 1999b, p. 44)

- Another example of the conflict between relevance and reliability is related to historical

cost accounting, which has a high level of reliability, as it is supported by documentary

evidence. On the other hand, historical cost numbers are less relevant to users' needs,

which gives the information low relevance; in contrast, current value numbers are more

relevant to the decision making process, but are less reliable.

- A conflict may arise between timeliness on the one hand and accuracy and completeness

on the other. Preparing the accounting information in a short time may affect its accuracy

and completeness. Feltham highlighted this conflict when he stated that reduction of the

time required for measurement is potentially valuable as it decreases reporting delay, while

a high degree of accuracy often requires more time to achieve (Feltham, 1972).

With regard to this conflict among characteristics, in such circumstances, a trade-

off is needed to resolve this problem. In case of a conflict between characteristics, it is

possible to decrease the level Of one characteristic to increase the level of another,

provided that a minimum level of each characteristic must be achieved before performing
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this trade-off. This problem is obscure in some studies and has not been mentioned in

others. IASC stated that:

"In practice a balancing, or trade-off, between qualitative
characteristics is often necessary. Generally the aim is to achieve
an appropriate balance among the characteristics in order to meet
the objective of financial statements. The relative importance of the
characteristics in different cases is a matter of professional
judgement." (IASC, 2000, p. 55).

Also FASB refers to this conflict, stating that:

"Although financial information must be both relevant and reliable
to be useful, information may possess both characteristics to
varying degrees. It may be possible to trade relevance for reliability
or vice versa, though not to be the point of dispensing with one of
them altogether. Information may also have other characteristics
shown on the chart to varying degrees, and other trade-offs
between characteristics may be necessary or beneficial." (FASB,
1999, SFAC No 2, p. 47)

4- Some studies regard a characteristic like objectivity or neutrality as a principal or main

characteristic, but other studies regard the same characteristic as a sub-characteristic. For

example FASB (1999, SFAC No. 2), ASB (1999b), and IASC (2000) regard neutrality as a

sub-characteristic of reliability, while Solomons (1989) regards it as a main characteristic.

5- The same characteristic may be used under different names. The following points give

some examples:

- Objectivity has been used by the Corporate Report (1975) to mean neutrality or freedom

from bias. On the other hand some studies used the word "neutrality", while others used

"freedom from bias" to mean the same thing.

- Conservatism was suggested by CICA (1980) and Stamp (1982). A similar concept has

been suggested under different names. For example, the Sandlands Report (1975), IASC

(2000), and ASB (1999b) have presented it under the name of "prudence" which means

that financial reports should show true and fair views of both "profits and losses" and "the

financial position" of an enterprise.

- Isomorphism, suggested by CICA (1980) and Stamp (1982) is equivalent to the term

"faithful representation" used in other studies such as ASB (1999b), IASC (2000), and

Solomons (1989).
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- Measurability was a term used by Imhoff, but Snavely (1967) and Abdullah (1992) have

used quantifiability to give the same meaning.

- Solomons (1989) stated the characteristic of faithful representation to mean that financial

reports should represent faithfully the economic events and transactions of the enterprise.

Other studies such as FASB (1999, SFAC No. 2) mentioned the same characteristic under

a different name, "representational faithfulness".

- Although most studies used the term materiality (i.e. Ijiri and Jaedicke (1966), CICA

(1980), Ali (1992), IASC (2000), FASB (1999, SFAC No. 2), and ASB (1999b)) to mean

that financial reports should not neglect any transaction that is material to users, Snavely

(1967) used the word significance to describe the same quality.

- Feasibility is the characteristic with the largest number of variants. Six terms have been

used to convey this meaning. "feasibility" was used by Sprouse (1965), Solomons (1989),

and Shohaieb (1990); "economy in presentation" has been suggested by the Sandilands

Report (1975) to mean the same thing; "benefits > costs" was used by FASB (1999, SFAC

No. 2); "cost / benefit effectiveness" has been suggested by CICA (1980) and Stamp

(1982); "cost and benefit" has been mentioned by ASB (1999b); lastly, "economy" has

been stated by Abdullah (1992). All the above terms have been used to mean feasibility.

- The "feedback value" suggested by FASB (1999, SFAC No. 2) has also been referred to

by different terms. "confirmatory value", was used by IASC (2000), and ASB (1999b),

while Solomons mentioned the same meaning but he divided this characteristic into

corrective value and confirmatory value (Solomons, 1989).

6- There is no agreement on the concept of some characteristics. In other words, there is no

general consensus about the meaning or the framework of many characteristics. Although

many studies regard objectivity as an important characteristic, it is not clear that all of them

attach the same meaning to it.6

7- Also, there is no agreement among these studies about a specific set of QCOAI, whether

among accounting professional bodies or among individuals. (e.g. although the three

studies ,which were carried out in Egypt between 1990 and 1992, were in the same period

and environment, they did not agree on a given set of characteristics).
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8- In some of these attempts, the suggested characteristics were not in a complete form.

Snavely (1967) stated that "...the criteria as presented here are incomplete." (p. 232)

9- There is confusion about some characteristics. Solomons (1986) notes that although

relevance and reliability should be present if information is to be useful, they can easily be

confused with each other.

10- In some studies, the suggested list of characteristics is so large that it makes the

judgement process very difficult. For example, CICA (1980) and Stamp (1982) have

suggested a similar set of twenty characteristics. The fewer the characteristics, the easier

the list is to use.

11- Regarding those studies applied in Egypt, it is noticed that Shohaieb's study (1990)

sought to ascertain what users and preparers thought of QCOAI and how they used QCOAI

in choosing among alternative accounting methods. Ali's study (1992) aimed to investigate

the usefulness of accounting information included in financial reports using a set of

QCOAI, and Abdullah's study (1992) investigated the role of QCOAI in making

investment decisions (internal uses only) and was carried out solely among public sector

companies.

2.8 Notes about the Previous Studies:

This section of the chapter presents several notes about the empirical evidences of the

previous studies reviewed earlier in section 2.6 of the chapter. The aim here is to present

comments about the various findings drawn from previous research, whether focused on

developed or developing countries including Egypt, the focus of the present study. These

comments help to differentiate the current study from earlier related research. This section

provides notes on previous studies on users' perceptions of the important attached to

sources of financial information, section of corporate annual reports, and financial

information items.

1- Regarding the users' perceptions of corporate annual reports and other sources of

financial information, the literature, whether studies focused on developed or developing

countries, presents extensive evidence that the corporate annual reports have been an
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important sources of financial information (i.e. Chang and Most, 1977; Lee and Tweedie,

1981; Anderson, 1981; Shohaieb, 1990; Ali, 1992; Epstein and Pava, 1993; and Al-

Razeen, 1999). For instance, in the US, Chang and Most (1977, 1985) and Epstein and

Pava (1993) concluded that the corporate annual reports were perceived as the most

important source of financial information. In Australia, Anderson (1981) reported that the

corporate annual reports were seen also as the most important source. Similarly to the

developed countries, in developing countries, the corporate annual reports were perceived

as having the same importance (Shohaieb, 1990 and Ali, 1992 in Egypt and Al-Razeen,

1999 in Saudi Arabia). In contrast, the corporate annual reports were perceived to be of

low importance as a source of financial information by Baker and Haslem (1973) and

Epstein (1975) in the US, and by Bartlett and Chandler (1997) in the UK. In other studies,

corporate annual reports were ranked as the second in importance (i.e. Lee and Tweedie,

1975 in the UK; Mohamed, 1991 in Egypt); and as the third by Chang and Most, 1975 in

New Zealand, 1985 in the UK and New Zealand). The above findings revealed conflicting

evidence about the importance attached to the corporate annual reports.

Other sources, such as Newspapers and Magazines, were perceived as having high

importance by users in several studies in developed countries (i.e. Lee and Tweedie, 1975;

Chang and Most, 1977, 1985; and Bartlett and Chandler, 1997). However, they were

ranked as the fourth important source by users in two studies focused on Egypt (Mohamed,

1991; and Ali, 1992). This source was perceived as the least important source by Barker

(1997) and Abu-Nassar and Rutherford (1996) and as the sixth in importance by Shohaieb

(1990). Advisory services were perceived a high importance (the second or the third source

in - importance) by users in several previous studies whether in developed countries

(Anderson, 1981; and Chang and Most, 1985) or in developing countries (Shohaieb, 1990;

and Ali, 1992). Direct contact with the company management as a source of financial

information was perceived as an important source in many studies (i.e. Shohaieb, 1990;

Ali, 1992; Abu-Nassar and Rutherford, 1996; Barker, 1997; and Al-Razeen, 1999).

In the light of the above, the current study, in addition to the corporate annual

reports, examines users' perceptions of the importance attached to other six sources
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available in Egypt (see question No. 2.1 of the questionnaire in Appendix A). Findings of

the data analysis related to these sources are provided in 7.3 of Chapter 7.

2- Regarding sections of corporate annual reports, most studies, whether in developed or

developing countries, provide a large body of evidence that income statement and balance

sheet are perceived as the most important sections of corporate annual reports (i.e. Wilton

and Tabb, 1978; Shohaieb, 1990; Mohamed, 1991; Epstein and Pava, 1993, Al-Mubarak,

1997; Almelegy, 1998; and Al-Razeen, 1999).

Notes to the accounts were perceived to be of less importance than the above two

sections. For instance, they were perceived as the second and third sections in importance

by users in Shohaieb (1990) and Anderson (1981) respectively, while they were perceived

as less important in other studies (Ali, 1992; Epstein and Pava, 1993; Anderson and

Epstein, 1996; and Bartlett and Chandler, 1997). The literature revealed that the auditor's

report was perceived as an important section in several previous studies (i.e. Shohaieb,

1990; Ali, 1992, and Al-Razeen, 1999), while it was considered as a less important section

in other studies (Anderson and Epstein, 1996; and Bartlett and Chandler, 1997).

The present study examines users' perception of sections of corporate annual

reports presented by listed companies in Egypt (see question No. 2.2 of the questionnaire

in Appendix A). Findings of the data analysis related to these sections are presented in 7.4

of Chapter 7.

3- Concerning users' perceptions of financial information items, the literature provides

extensive evidence that financial information about future expectations, such as future

dividends, profit forecasts, and cash flow projection, is perceived as important items of

information (i.e. Baker and Haslem, 1973; Lee and Tweedie, 1975; McNally, Eng, and

Hasseldine, 1982; Shohaieb, 1990, and Mohamed, 1991). Other information items, such as

interim reports, long-term debts, subsidiaries and investment, earning perceived share, and

extraordinary items, were considered as important information items (Chandra, 1974;

Wallace, 1988; Mohamed, 1991; Ibrahim and Kim, 1994; and Al-Razeen, 1999). On the

other hand, other items were perceived as having less importance. Examples of these items

are corporate social information, information about employees, income tax payment (i.e.
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McNally, Egs, and Hasseldine, 1982; Shohaieb, 1990; and Ibrahim and Kim, 1994).

The present study examines the perceived importance of 32 financial information

items which could be presented in corporate annual reports of listed companies in Egypt

(see question No. 4 of the questionnaire, Appendix A). More details about these items are

provided in Chapter 6, while findings of the data analysis related to these financial

information items are provided in Chapter 9.

4- Many of the previous studies, whether in developed or developing countries, examined

the perceived importance of sets of financial information items. These sets of items were

varied from one study to another as they included different types of information. Besides,

the number of items in each study differed. For instance, this number was 75 items of

information in Firth's study (1978), 38 items in Mohamed's study (1991), 102 items in

Wallace (1988), 20 items in Shohaieb, (1990). As mentioned earlier, the current study

examines the perceived importance of 32 information items.

5- Although many previous studies included statistical analysis, some of them did not. For

example Anderson (1981), Mohamed (1991), Abdullah (1992) and Almelegy (1998) did

not use statistical analysis needed to generalise findings drawn from these studies. On the

other hand, some studies (e.g. Chandra, 1974; and Firth, 1978) used parametric statistics

with nominal and ordinal data that are more suitable to be analysed by non-parametric

statistics (see 6.7.5 of Chapter 6). In the current study, non-parametric statistics, such as

the Chi-square Test for one sample, Mann-Whitney U Test, and Kruskal-Wallis Test, are

used in the data analysis together with some descriptive statistics such as percentages, the

mean, and the Kendall W of Concordance. The reasons for using non-parametric statistics

and the conditions of each test used in this study are presented in Chapter 6.

6- Some previous studies examined the perceptions of one group of users such as

individual investors, financial analysts, and bank loan officers. Examples of these studies

include: Lee and Tweedie (1975), Chang and Most (1977), Anderson (1981), Stanga and

Tiller (1983), Epstein and Pava (1993), Anderson and Epstein (1996), and Al-Mubarak

(1997). On the other hand, many studies did not restrict the investigation to a single group,

but they examined the perceptions of users in different groups such as financial or
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investment analysts, bank loan officers, stock exchange members, institutional investors,

individual investors, stockbrokers, and academics. Examples of these studies include Firth

(1978), Chang and Most (1985), Wallace (1988), Shohaieb (1990), Ali (1992), Ibrahim and

Kim, 1994, Abu-Nassar and Rutherford (1996), and Almelegy (1998).

The literature provides conflicting evidence regarding the significant differences

among various groups in previous studies. For example, several studies reported that there

are no significant differences among different groups in each study. Firth (1978) found

substantial agreement between two groups in the perceived importance of 81 percent of the

75 financial items included in the study. Also, Shohaieb (1990) concluded that the

perceived importance of the sources of financial information by preparers is similar, and

among users, only financial analysts differ in their perceptions, and also corporate annual

reports were perceived as the most important source of financial information by all groups.

On the other hand, other studies found significant differences among different user groups.

For example, Wallace (1988) reported that there were significant differences in perceptions

among different groups surveyed in his study. Solas and Ibrahim (1992) and Ibrahim and

Kim (1994) reported that there were significant differences in the users' perceptions in their

studies. Lastly, Ali (1992) found that user groups differed in their perceptions of the

importance attached to QCOAI and, among occupation groups, there were significant

differences in relation to four of six characteristics.

The current study examines users' perceptions of five user groups, namely,

financial analysts, decision makers (investors), academics, stockbrokers, and staff of the

regulatory and observatory bodies. The reasons for choosing these groups and other details

about the groups and their selection are provided in Chapter 6 of the thesis.

Some of the previous studies used information about the background of

respondents such as level of education, and years of experience in the data analysis, to

gather more evidence about the effects of users' background on their perceptions.

Examples of these studies include Ali (1992) and Al-Mubarak (1997). For instance, Ali

(1992) reported that according to level of education there are no significant differences

among user groups regarding the perceived importance of corporate annual reports, while
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there are significant differences in four of six characteristics. Also, Al-Mubarak (1997)

concluded that years of experience have no effects on users' perceptions of the importance

attached to different sources of financial information. In addition to the proposed analysis

mentioned above, the current study, with the aim of providing further evidence about the

impact of background characteristics, analyses the data collected in the survey (Chapters 7,

8, and 9) according to users' level of education and years of experience.

7- Regarding previous studies in Egypt (i.e. Shohaieb, 1990; Mohamed, 1981; Abdullah,

1992; Ali, 1992; Ibrahim and Kim, 1994; and Almelegy, 1998), they might be criticised on

the following grounds. Although all of them were conducted in the same environment,

Egypt, the focus of the current study, this environment has witnessed major changes,

especially in financial reporting practice, during the last decade. One of these changes is

the adoption of IASs which were adopted in two different stages. First, the full adoption of

IASs, when the CML, Article 58 of its ERs, indicated that every company offering its

securities for public subscription should provide the CMA with financial reports prepared

according to the IASs; second, the issue of EASs which are generally based on the IASs

with minor changes to meet the Egyptian environment. Other changes in the Egyptian

environment are the issue of the CML No.95 of 1992 which is considered as a landmark in

financial reporting practice in Egypt and the activation of the Egyptian securities market

(refer to Chapter 7). None of the previous studies focused in Egypt examined or provided

empirical evidence after the issue of the EASs. This means that none of those studies

examined users' perceptions about the new statement, the suggested dividends statement,

first prepared in 1998 by listed companies. The following are a few notes which should be

mentioned regarding each of these studies accomplished in Egypt.

- Shohaieb (1990). Not only was this study, like most previous Egyptian studies,

accomplished before the issue of CML and the EASs, but also it focused on some different

user groups (e.g. two of the surveyed groups included in the study were related to the

financial reporting practice of public companies that adopted the Uniform Accounting

System - UAS). Also Shohaieb (1990) ignored stockbrokers as an important group of users

of corporate annual reports.
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- Mohamed (1991). This study did not include any statistical tests. Furthermore, the study

ignored an important source of financial information, direct contact with the company

management, and some sections of corporate annual reports such as notes to the accounts

and cash flow statement. The study also did not differentiate between different user groups

as there was only one user group, namely, external users.

- Abdullah (1992). This study focused on the usefulness of financial information for

internal uses, so it ignored the financial information of corporate annual reports. Also,

Abdullah (1992) did not perform statistical tests.

- Ali (1992). This study was conducted before the issue of EASs and the CML. Further, it

did not examine the suggested dividends statement as a new requirement by the EASs

issued in 1997. The study ignored investors as an important user group. Ali (1992) used

both parametric and non-parametric test although the data were nominal and on an ordinal

scale, which are more appropriately analysed by non-parametric tests.

- Ibrahim and Kim (1994). Although this study used the relevant statistics for nominal and

ordinal data, non-parametric tests, to investigate the differences among user groups, it,

unfortunately, did not disclose which financial information items were the subject of such

differences. The study also did not examine the users' perceptions of the corporate annual

reports, other sources of financial information and sections of corporate annual reports.

- Almelegy (1998). This study did not examine users' perceptions of corporate annual

reports and other sources of financial information. Also, notes to the accounts as a section

of corporate annual reports was not examined. No statistical analysis was performed in this

study to test the differences among user groups surveyed in the study.

8- Previous studies have been conducted in both developed and developing countries. The

majority of previous studies focused on corporate annual reports and other disclosure

issues in developed countries such as the UK, the US, New Zealand, and Australia (e.g.

Lee and Tweedie, 1975; Epstein, 1975; Chang and Most, 1977; Anderson, 1981; Anderson

and Epstein, 1996; and Bartlett and Chandler, 1997. Little empirical research has been

focused on developing countries in general and on Egypt in particular, in comparison to in

developed countries. In the light of the above argument and the noticeable shortage in

52



Chapter 2

empirical evidence from developing countries, the present study focuses on users'

perceptions in Egypt as a developing country, especially as some of the previous studies

conducted in Egypt suffer from some weaknesses, as discussed in the previous point.

This study investigates users' perceptions in three main areas. First, the importance

attached to different sources of financial information together with different sections of

corporate annual reports, Chapter 7; second, the suitability of a selected set of QCOAI to

be used in evaluating the importance attached to financial information items Sand the

importance attached to each of the QCOAI, Chapter 8; and third, the importance attached

to 32 financial information items, Chapter 9. This investigation is conducted in Egypt in

the light of the massive changes in the financial reporting practice resulting from the issue

of the CML No. 95 of 1992, the adoption of EASs which are generally based on the IASs,

and the issue of new listing rules in the CASE.

2.9 Summary:

The main purpose of this chapter was to review the literature related to users' perceptions

of the importance attached to corporate annual reports and their sections, and the QCOAI.

In doing so, the chapter was divided into many sections. The first section was devoted to

the objectives of financial reports, and the second section discussed the definitions of

QCOAI, whether in dictionaries or in related studies. The following sections discussed the

nature and features of QCOAI and their importance. In the last two sections, sections 2.6

and 2.7, previous studies of two different types were presented: first, those of users'

perceptions of importance attached to different sources of financial information, sections of

corporate annual reports, and sets of information items; second, those studies interested in

QCOAI, whether by accounting professional bodies or by individuals. Several comments

on the previous studies were made in section 2.8 with the purpose of differentiating the

current study from the previous work in the literature. In the next chapter, each of the

QCOAI will be discussed in some details, with the aim of choosing a suitable set to

investigate the usefulness of accounting information in financial reports presented by the

listed companies in Egypt.
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Notes to the Chapter:

I - The expression, "qualitative characteristics of accounting information" or "QCOAI" will be used in the
study to mean what has been named in other studies "accounting information criteria" (e.g. Snavely, 1967,
Feltham, 1972, Shohaieb, 1990), "accounting information standards" (e.g. AAA, 1966), "qualitative
objectives" (e.g. APB, Statement No. 4, 1970), and "qualities of information" (e.g. FASB, 1976).
2-One of the main objectives of the current study is to use these characteristics to evaluate the usefulness of
financial information included in the corporate annual reports (see Chapters 1 and 8).
3- Other attempts have been made regarding one characteristic such as relevance or timeliness, but for the
purposes of this study, the focus will be on those attempts which suggested a set of characteristics.
4-Some studies, Stamp (1982); Joyce et al. (1982); Shohaieb (1990); Ali (1992); and Abu-Nassar and
Rutherford (1996), will be presented in more detail than others, because their results will be compared with
this study's results.
5-For details about these twenty characteristics, See the above section, section 2.7.1.
6-See 3.2.16 of the next chapter.

54



Chapter 3

CHAPTER THREE

A Selected Set of QCOAI

3.1 Introduction:

This chapter aims to provide a theoretical analysis of the QCOAI proposed in the

accounting literature. Thirty characteristics will be discussed in this chapter. This

discussion will help in selecting a suitable set of QCOAI that can be used to investigate

users' perceptions of the usefulness of accounting information that could be presented by

listed companies in Egypt in the light of the disclosure requirements of the EASs, the

CASE, and the CML No. 95/1992.

The discussion in this chapter focuses first on the theoretical analysis of thirty

qualitative characteristics, and then on the selection of a set of QCOAI that is suitable to

the study's objectives, including the basis on which the selection was made.

3.2 Theoretical Analysis of QCOAI:

In the 1960s, AAA stated that accounting information must be useful to its users both

inside and outside the enterprise (AAA, 1966). Also, Pankoff and Virgil, in their study

about the usefulness of financial reporting, defined usefulness as "the extent to which

information facilitates decision making." (Pankoff and Virgil, 1970, p. 270)

In its Statement of Principles for Financial Reporting, ASB stated that, "In

deciding which infOrmation to include in financial statements, when to include it and how

to present it, the aim is to ensure that financial statements yield information that is useful."

(ASB, 1999b, p. 32)

Regarding the definitions of QCOAI, whether by individuals or by accounting

bodies', it can be noticed that most definitions view the purpose of QCOAI as to make

accounting information useful to its users (i.e. QCOAI are the characteristics that make

the information included in financial reports as useful as possible to users in the light of

their various needs).
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It can be seen from the above that financial information should be useful to its

various users through reducing uncertainty and facilitating decision making; and the

purpose of QCOAI is to help to make financial information as useful as possible.

In the light of the foregoing, usefulness can be considered a general characteristic,

so many studies put it in the highest level of a given set or model of QCOAI. This study

will consider usefulness not only as a general characteristic but also as an object or aim

that we try to achieve, using other QCOAI. Thus, usefulness will not be considered as a

qualitative characteristic, as are relevance, reliability, or timeliness.

The following is a theoretical analysis of QCOAI proposed in previous studies:

3.2.1 Accuracy:

Many studies have suggested accuracy as a QCOAI (Ijiri and Jeadicke, 1966; CICA, 1980;

Stamp, 1982; and Abdullah, 1992). Simply, accuracy means that the presented information

should be correct and have no errors. The process of predicting the future that is needed

for decision making relies on the presented information about the past. Inaccurate

information about the past may mislead its users in prediction of future; hence, wrong

decision may be taken. The measurement process determines the relationship between the

enterprise's transactions and the signals recorded. Measurement errors increase the

uncertainty about the past but their removal or reduction might decrease uncertainty about

the future and so improve the decision making process (Feltham, 1972).

According to Abdullah (1992), accuracy includes many items such as accuracy of

measurement method; accuracy in using the method; accuracy of data recording; accuracy

of information reporting; and accuracy of the person responsible for measurement. With

respect to the above items of accuracy that suggested by Abdullah, it can be noticed that it

expands the concept in such a way as to overlap with other independent characteristics,

neutrality and relevance.

3.2.2 Clarity:

Clarity was suggested as a qualitative characteristic by CICA (1980) and Stamp (1982). It

means that accounting information should be presented without obscurity. Vague
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information will not be understandable to its users. Clarity could be accomplished by

presenting additional accounting information, whether in the financial reports or as a

separate report. Although providing detailed accounting information makes it clear and

easy to be understood, it might make it boring and wasteful of time.

Clarity relates to other characteristics such as simplicity and understandability,

where simplicity is considered a result of clarity (clear accounting information is simple to

use). Also, obscure information might be difficult to understand. So clarity can be seen as

a component or part of understandability. In this respect, the researcher agrees with

Shohaieb when he stated, "Clarity cannot be considered an accounting information

criterion for two reasons:

- It does not have the qualities an accounting information criterion should have.

- It is a feature of another criterion, such as understandability." (Shohaieb, 1990, p. 18)

3.2.3 Comparability:

Comparability was mentioned as a qualitative characteristic in many studies. It is an

important characteristic as it enables users of accounting information to compare

companies' results. Some studies (such as: IASC, 2000, and ASB, 1999b) consider it as a

main characteristic, while others (such as: FASB, 1999, SFAC No.2; Shohaieb, 1990; and

Snavely, 1967) consider it as a sub-characteristic of other main characteristic. Decision

making involves comparing alternatives, so it is very important that accounting

information be worthy of comparison on both interperiod and intercompany bases if

financial reports are to serve their basic objectives (Parker, 1975).

Five types of comparability can be identified:

(1) interperiod comparability, which refers to comparison of financial information of one

enterprise; (2) intercompany comparability, which relates to enterprises within the same

industry; (3) interline comparability, which refers to the comparison on one financial

report; (4) intraline comparability, which means that the aggregation of some items to be

presented as one item or number should be comparable; and (5) comparability related to

the length of financial reports (Staubus, 1977).
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Comparability can be accomplished when the same economic transactions and

events are treated in the same way, using the same methods. Anthony declared that similar

transactions and events should be treated similarly by all enterprises. (Anthony, 1983)

The Corporate Report referred to the requirements of comparability when it stated

that "Consistency in application of accounting concepts and policies is one means of

achieving comparability, particularly for the comparison of the entity against itself"

(Corporate Report, 1975, p. 29)

Wolk, et al. (2001, p.149) note the relationship between comparability and

uniformity, stating, "Comparability might be improved by more uniformity, but costs may

exceed benefits".

Also, to achieve valid comparability, there should be no noticeable differences

among the presented information. To judge the comparability of accounting information,

external users should have sufficient information about both the applied accounting

methods and procedures applied, and the alternative methods that could have been used.

Tas (1988) added that the external user need to know reasons for choosing given

accounting methods, but they will not be capable to do so. Also, Miller (1978) argued that

to make a valid comparison among financial reports, certain conditions must be met, and

the most important of which is that information should be sensible. This means that the

chosen accounting methods should be reasonable. Also, external users need to check the

enterprise's books to see whether the chosen methods and procedures are reasonable, and

this, too, is difficult to do.

Most definitions of comparability emphasised the user perspective, with which this

research agrees. For example, the Corporate Report gave the following definition of

comparability that this study agrees with, it asserted that "the information should be

expressed in terms, which enable the user to compare the entity's result over time and with

other similar entities" (Corporate Report, 1975, p. 29).

FASB has defined . comparability as follows: "The quality of information that

enables users to identify similarities in and differences between two sets of economic

phenomena" (FASB, 1999, SFAC No. 2, p. 33). Comparability also is defined as "the
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degree of concentration of choice of alternative accounting methods in respect of

accounting polices disclosed in financial statements" (Chan and Li, 1992, p. 78).

Snavely indicated that comparability is a component of understandability, stating

that " the criterion of comparability recognises that the accounting information in

financial statements is more understandable when it is presented so that it can be

compared with similar information concerning other firms, and also other periods of the

same firm" (Snavely, 1967, p. 230). Although, comparable information may be more

understandable, the researcher does not view comparability as a sub-characteristic of

understandability.

3.2.4 Completeness:

Completeness has been mentioned as a qualitative characteristic by many studies in

different terms, as a sub-characteristic of reliability or as a separate characteristic. ASB

and IASC suggested completeness as one of the components of reliability, and ASB

(1999b) used the term "complete", while IASC (2000) used the term "completeness".

Also, Solomons (1989) used "comprehensiveness" and "full disclosure" was used by

CICA (1980) and Stamp (1982) to mean completeness.

The incomplete information or omission of important information might affect on

users' decisions. Langenderfer (1973) referred to completeness as full disclosure of

financial information, having no regard to the kind of information, whether quantifiable or

unquantifiable. Along the same lines as the above, Schattke et al. (1974) confirmed the

need for full disclosure of financial information. They stated that "financial accounting

should present all information about resources, obligations, and changes in them"

(Schattke et al, 1974, p. 44).

In the light of the above insistence on full disclosure, it is likely that financial

reporting will be very complex and high in cost. Furthermore, full disclosure or presenting

surplus information might be boring and mislead the decision-maker. Also, the disclosure

of certain information might risk the firm's financial position.
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APB, Statement No. 4, suggested a definition of completeness through the

achievement of other characteristics. It stated that "complete financial accounting

information includes all financial accounting data that reasonably fulfil the requirements

of the other qualitative objectives." (APB, Statement No. 4, 1970, par. 94)

IASC, which considered completeness a sub-characteristic of reliability, gives a

definition of completeness that relates to materiality and feasibility. IASC stated that "to

be reliable, the information in financial Statements must be complete within the bounds of

materiality and cost." (IASC, 2000, p. 53)

3.2.5 Consistency:

Consistency, as a QCOAI, was suggested by many studies as a separate characteristic or as

a sub-characteristic either of comparability (ASB, 1999b; and FASB, 1999, SFAC No. 2)

or of understandability (Snavely, 1967). For comparability purposes, it is preferred that

financial reports are prepared using the same basis from period to period. Financial reports

will be affected by changes in applied accounting methods and procedures, so consistency

requires the preparers of financial reports to use the same accounting methods and

procedures.

In addition to comparability purposes, consistency is required to assist in making

reliable predictions, especially when there is difficulty in making predictions on time

series that are prepared in different methods over time. In this respect, Hendriksen and

Breda (1992, P. 142) stated that "consistency in the use of accounting procedures overtime

it is required because of the difficulty of making predictions based on time-series data that

are not measured and classified in the same way over time".

Consistency does not mean, however, that a specific set of accounting methods and

procedures should be applied over time; it is possible to chan ge from one method to

another if it is found that there is a better method to be used. Most often, when change

from one method to another occurs, it is necessary to disclose the reason and the effect of

the change(s). This means, if there is a change from one method (for example a method of

depreciation or stock evaluation .... etc.) to another, where the change seems beneficial,
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both the reason and the effects of this change and the financial position under both

methods should be clearly disclosed.

Consistency might affect accounting progress. Solomons indicated that less

insistence on consistency is needed to make accounting progress possible (Solomon.s,

1986). In this respect, it is likely that absolute consistency could adversely affect

accounting progress.

In accounting practice, consistency seems to conflict with the characteristic of

prudence. For example, according to prudence, the principle of "cost or market price-

whichever is lower" is applied evaluating stock, so stock evaluation may be done by

different methods over time. Here, a conflict may arise with consistency. Besides,

accounting practice might breach consistency by treating goodwill in the balance sheet,

where it is included when it has been purchased but not when it has been internally

generated (Solomons, 1995).

Many definitions of consistency have been suggested. For instance, Hendriksen

defined it as follows: "consistency has been used to refer to the use of the same accounting

procedures by a single firm or accounting entity from period to period, the use of similar

measurement concepts and procedures for related items within the statements of a firm for

a single period." (Hendriksen, 1982, p. 73)

In the early 1960s, Moonitz suggested that "the procedures used in accounting for

a given entity should be appropriate for the measurement of its position and its activities,

and should be followed consistently from period to period" (Moonitz, 1961, p. 53). The

above definition of Moonitz, which is accepted in this study, presents a valid comparison

because it concentrates on the "appropriate" procedures for measurement of the activities

and the financial position of an enterprise.

3.2.6 Disclosure:2

Disclosure as a qualitative characteristic has been suggested by Ali (1992) and ASB

(1999b). Disclosure of accounting policies that used in the preparation of financial reports

and of any alterations in those policies and the effects of such alterations are necessary for

comparability purposes.
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For comparison purposes, users need to be able to identify differences between the

accounting policies applied from period to period by the enterprise; the accounting

policies applied by the enterprise to account for like economic transactions and events;

and the accounting policies applied by different enterprises (ASB, 1999b).

According to APB (1972, Opinion No. 22) disclosure refers to relevant financial

information both inside and outside the main body of the financial statements themselves,

including methods employed in financial statements where more than one choice exists or

an unusual or innovative selection of methods.

A final point should be made, that disclosure in its normal definition 3 cannot be

considered as a QCOAI because it is one of the main tasks or functions of accounting. But

disclosure, as a qualitative characteristic of accounting information, refers to disclosure of

the accounting methods and procedures used in the preparation of financial information

and of any alterations in them, and the effects of such alterations, which is necessary for

comparability purposes.

3.2.7 Effects via Others:

Staubus (1976) and Abdullah (1992) stated effect via others as a qualitative characteristic.

This characteristic refers to the fact that disclosure of accounting information presented in

financial reports will have effects on others, so these effects should be taken into

consideration when choosing among accounting methods and procedures. Staubus

explained this characteristic when he stated that "any person who chooses among

alternative accounting methods should consider the effects of each method on his own

interests through the actions of other parties." (Staubus, 1977, pp. 51-52)

Also, this characteristic is related to users of accounting information, as many user

groups use financial reports. Thus, in case of many accounting alternative methods, it is

preferred that preparers of financial reports choose the method that is most beneficial to

the other parties.

One point that can be made is that this characteristic seems to be a part of

relevance, as a basic characteristic, rather than a separate characteristic.
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3.2.8 Faithful Representation:

Faithful representation or representational faithfulness, a characteristic suggested under

the name "isomorphism" by both CICA (1980) and Stamp (1982) and "credibility" by

Abu-Nassar and Rutherford (1996), was suggested as a sub-characteristic of reliability by

many studies (FASB, 1999, SFAC No. 2; ASB, 1999b; IASC, 2000; and Solomons,

1989).

ASB, for instance, indicated that information is reliable if "it can be depended

upon by users to represent faithfully what it either purports to represent or could

reasonably be expected to represent" (ASB, 1999b, p. 36). Faithful representation refers

to correspondence between accounting numbers presented in financial reports and what

those number purport to present. For example, a balance sheet presented by an enterprise

at a certain date should represent faithfully the enterprise's assets, liabilities, and equity at

that date.

There is a possible risk that accounting information may be less than a faithful

representation of that which it purports to portray. IASC refers to the reasons for this risk,

saying that:

"This is not due to bias, but rather to inherent difficulties either in
identifying the transaction and other events to be measured or in
devising and applying measurement and presentation techniques
that can convey messages that correspond with those transactions
and events." (IASC, 2000, p. 50)

Shohaieb refers to another point of this characteristic when he argues that faithful

representation should be viewed with caution, as presented accounting information often

results from approximate - not exact - measures, judgements, and classifications

(Shohaieb, 1990).

There is no noticeable difference among the definitions of faithful representation;

most definitions concentrate on the correspondence between accounting numbers and the

represented phenomenon. FASB defined representational faithfulness as:

"correspondence or agreement between measure or description and
the phenomenon it purports to represent. In accounting, the
phenomena to be represented are economic resources and
obligations and the transactions and events that change those
resources and obligations." (FASB, 1999, SFAC No. 2, p. 52)
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Also, a simple definition of faithful representation accepted in this study is

suggested by ASB: "A transaction or other event is faithfully represented in the financial

statement if the way in which it is recognised, measured and presented in those statements

corresponds closely to the effect of that transaction or event." (ASB, 1999b, p. 37)

3.2.9 Feasibility:

Feasibility, or a characteristic with much the same meaning, has been mentioned by many

studies, in various terms (feasibility, economy, economy in presentation, benefit > cost,

cost / benefit effectiveness, and cost of utilisation). In spite of that, feasibility is

considered one of the QCOAI by some studies (Snavely, 1967; Solomons, 1989; and

Shohaieb, 1990), other studies considered it as a pervasive constraint or a limitation on the

application of QCOAI. In this respect, FASB and IASC argued that feasibility is a

pervasive constraint rather than a qualitative characteristic. IASC explicitly stated that

"The balance between benefit and cost is a pervasive constraint rather than a qualitative

characteristic." (IASC, 2000, p. 55)

The researcher agrees with the IASC's view that feasibility can be considered a

compulsion or constraint that helps in the application of QCOAI.

According to the feasibility concept, accounting information is considered as an

economic good or service like any other, and it is supposed that the cost of preparing

accounting information does not exceed its benefits. In this respect, an argument may arise

that there is an important difference between information as an economic good and other

economic goods in the market (Al-Sherazy, 1990).

Similarly, FASB referred to this problem and declared that accounting information

differs from economic goods and its market, also, differs from the real market. FASB

stated that "financial information is unlike other commodities in certain important respects

... but in the real world the market for information is less complete than most other

markets" (FASB, 1999, SFAC No. 2, p. 71).

One point that can be made is that although economic enterprises bear the

expenses of producing and communicating accounting information, external users might
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get most of the direct benefits. In other words, the benefit of financial information may be

a public benefit to the whole society, one part of which is the enterprise.

Many definitions have been suggested for feasibility. The researcher has noticed

that there is no important difference among them. For instance, it is means that "the

benefit from information must exceed the cost of furnishing it" (Anthony, 1983, p. 77).

FASB gives the following definition of feasibility: "Information can be useful and

yet be too costly to justify providing it. To be useful and worth providing, the benefits of

information should exceed its cost" (FASB, 1999, SFAC No. 2, p. 43).

Without doubt, it is not easy to determine the cost of preparing and disclosing

accounting information and its benefits. These costs may include different items such as

the cost of gathering, management supervision, audit and legal fees and also the cost of

dissemination of the information (Cooke, 1992). Also, this cost may include negative

effects on the competitive position of the enterprise. In addition to the cost to preparers,

there is some cost to the users such as that of time wasted in using irrelevant information,

and the cost of financial consultation and analysis. Measurement of the benefit of

accounting information is not easy to achieve. FASB noted this difficulty when it stated

that "the benefits from financial information are usually difficult or impossible to measure

objectively" (FASB, 1999, SFAC No. 1, p. 12). Consequently, IASC noted that "the

evaluation of benefits and costs is, however, substantially a judgmental process" (IASC,

2000, p. 55).

3.2.10 Feedback Value:

This characteristic has been suggested by FASB as a component of relevance. Other

studies referred to it by other terms, i.e. confirmatory and corrective value (Solomons,

1989), and confirmatory value (IASC, 2000; ASB, 1999b). This characteristic is used to

mean that information can improve decision makers' ability to predict, whether by

confirming or by correcting their earlier expectations.

FASB defined feedback value as follows: "The quality of information that enables

users to confirm or correct prior expectations" (FASB, 1999, SFAC No. 2, p. 33). FASB,
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argued that the importance of feedback value is that information that gives knowledge

about results of taken actions can improve decision-makers' capacities to predict the

results of similar future actions.

ASB agrees with FASB's viewpoint on this characteristic and considers it as a

component of relevance. It has stated that "relevant information has predictive value or

confirmatory value. ... Information has confirmatory value if it helps users to confirm or

correct their past evaluations and assessments" (ASB, 1999b, p. 35).

This characteristic seems a component of another basic characteristic (relevance),

and is related to predictive value. Consequently, it is possible to dismiss it as a separate

characteristic.

3.2.11 Flexibility:

Flexibility has been mentioned by CICA (1980) and Stamp (1982). It is the opposite of

uniformity, and it refers to different possible applications among different enterprises for

the same transaction, whether in measurement or in disclosure. CICA explained the need

for flexibility when it noted that "the need for flexibility ... arises from the importance of

ensuring that there is room for innovation and the emergence of new ideas and techniques

of financial measurement and disclosure" (CICA, 1980, p. 64).

Riahi-Belkaoui supported flexibility when he wrote: "The use of uniform

accounting procedures to represent the same item occurring in many cases poses the risk

of concealing important differences among cases." (Riahi-Belkaoui, 2000, p. 181)

Depreciation, inventory and cost of goods sold accounting are illustrations of

flexibility. For instance, enterprises may choose among FIFO, LIFO, and weighted-

average methods as they see fit. Also, in depreciation accounting, enterprises can choose

among many acceptable methods such as the straight-line, accelerated methods, and the

annuity method.

Flexibility may not be supported for the following reasons: First, it may weaken

other characteristics (e.g., it increases the diversity created by the use of different

accounting procedures by different firms, and hence makes comparability difficult to
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achieve); second, "Flexibility evidently leads to confusion and mistrust." (Riahi-Belkaoui,

2000, p. 181).

3.2.12 Legality:

Legality as a qualitative characteristic has been mentioned by Abdullah (1992) to mean

that preparers of financial reports should observe the relevant laws in collecting,

preparing, and presenting the accounting information included in financial reports. This

characteristic should be considered in case of financial reports that are prepared according

to legal regulations, where there are legal requirements. However, in the case of a

voluntary disclosure or reports prepared for internal use, it is possible to neglect the legal

requirements of accounting disclosure.

3.2.13 Materiality:

Materiality, which has been suggested as a QCOAI by many studies 4 (Ijiri and Jeadicke,

1966; and Ali, 1992), or as a threshold quality by others (FASB, 1999, SFAC No. 2; ASB,

1999b), is interested in the answer to the following question: is the item large enough to

affect the decision inclination of the decision maker?

Materiality refers to the notion that insignificant information items should not be

given the same emphasis as those that are significant (Alexander and Britton, 1999).

Financial reports should include material information that may affect on financial position

and performance results (CMA, 1998). Materiality is important, as some accounting

information users cannot understand financial reports easily. Furthermore, the presentation

of more details of accounting information may make it difficult to understand and analyse.

An item of information should be considered material if its misstatement or omission

might reasonably be expected to affect the user's decision on those financial reports

(IASC, 2000).

Snavely (1967) argued that materiality in most instances might be a combination

of two characteristics, significance and sufficiency, but other writers note the existence of

a relationship between materiality and relevance, where information that is not well
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related to the objective of financial reports may not be considered as important

information; hence, there is no need for it to be disclosed (Al-Sherazy, 1990). Materiality,

also, has a relationship with disclosure, in that material items should be disclosed in detail

and other immaterial items may be ignored.

In accounting practice, a problem of what is material may arise, especially as

materiality differs according to the various situation and circumstances of users of

accounting information. Also, the absence of a clear concept of materiality might increase

the level of personal judgement of accountants, and hence generate bias.

ASB announce that materiality depends on the size and nature of the item and

suggested some principal factors to be taken into account in combination form. These

factors are:
"a- the item's size is judged in the context both of the financial
statement as a whole and of the other information available to
users...
b- consideration is given to the item's nature in relation to:

(i) the transactions of other events giving rise to it;
(ii) the legality, sensitivity, normality and potential

consequences of the event or transaction;
(iii) the identity of the parties involved; and
(iv) the particular headings and disclosures that are affected."
(ASB, 1999b, p. 43).

Despite the above suggestions, in accounting practice, materiality may require both

great efforts and much time. FASB gave a definition of materiality, which this study

accepts, when it referred to:

"the magnitude of an omission or misstatement of accounting
information that, in the light of surrounding circumstances, makes
it probable that the judgement of a reasonable person relying on
the information would have been changed or influenced by the
omission or misstatement." (FASB, 1999, SFAC No. 2, p. 33)

3.2.14 Neutrality:

This characteristic is referred to interchangeably as neutrality and freedom from bias. It

means that the presented accounting information should not discriminate between user

groups Who already have opposing interests. Bias might be intended, such as the case of

lack of integrity, or unintended, due to the preparers' lack of skills and experience.
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In accounting practice, there are many examples of bias. Income smoothing, which

enables the enterprise's management to control its income by using specific accounting

methods, may encourage users of accounting information to think that the risk adhered to

the enterprise's operation is lower than it is.

ASB explains the meaning of neutrality, which this study accepts, as follows:

"Financial information is not neutral if it has been selected or presented in such a way as

to influence the making of decision or judgement in order to achieve a predetermined

result or outcome" (ASB, 1999b, p. 38).

A final point can be made about bias. Bias in external reports, with which this

study is concerned, differs from that of internal reports, which are presented to only one

user group (the enterprise's management). The latter type of bias is likely be accepted, as

it may assist the management to make decisions, providing it is measured and recognised.

3.2.15 Non Arbitrariness:

CICA's study (1980) and Stamp (1982) are the only studies that mentioned non

arbitrariness as a qualitative characteristic. This characteristic means that accounting

information must not be subjective. CICA (1980) argued that the difficulty of rational and

non-subjective choice between alternative methods of handling depreciation, such as the

reducing balance basis, the sum of the digits basis, and the straight-line basis, is a good

example to explain this characteristic. According to the above, non arbitrariness tends to

be one of the requirements of objectivity. In other words, it can be considered a

component of objectivity instead of a separate characteristic.

3.2.16 Objectivity:

According to the Oxford English Dictionary (1989), objectivity means: "the quality of

character of being objective; especially the ability to present or view facts uncoloured by

feelings, opinions, or personal bias." (Vol. IV, p. 1965)

Different meanings were given by Hendriksen (1982). First, objectivity indicates

that the measurement has an existence separate from the person who undertakes the
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process of measurement itself (the absence of subjective valuation). Second, objectivity

emphasises the evidence, rather than on the measurement itself (the verifiable evidence).

Third, objectivity refers to the existence of the intrsubjective consensus of qualified

experts on accounting measurement. With regard to the above meanings of objectivity, it

relates to the characteristics of neutrality and verifiability.

Also, it can be noticed that the previous meanings are not different but they are

integrated, in that objectivity implies that measurement has a high degree of verifiability

and neutrality.

In accounting practice, although accountants should avoid the possibility of

subjective judgements as far as possible, there are clear examples of personal estimation,

such as the evaluation of fixed assets' age. The accounting literature recognised various

levels of objectivity. Wojdak referred to three different levels of objectivity as follows:

"Level 1- pure or metaphysical objectivity - total independence
from man collectively as well as from specific individuals...; Level
2- methodological objectivity - total independence from specific
individual...; Level 3- operational objectivity - independence from
the judgmental thought processes of specific individuals."
(Wojdak, 1970, p. 89)

Different definitions have been suggested for objectivity. Because of the

disagreement on objectivity's meaning, there is no agreement on its definitions. Some

definitions emphasised verifiable evidence; others concentrated on the avoidance of biased

information, and others emphasised a consensus of qualified experts.

Henderson and Peirson (1984), who emphasised the objectivity of evidence,

defined it as follows:

"In practical terms, objectivity means that an accountant requires
evidence of the existence and the amount of transaction before
recording it in the books 	  the documentary evidence is the
stimulus for recording transaction. It involves no guesses or
estimates by the accountant." (p. 84)

Ma and Mathews, who concentrated on the consensus of qualified experts, argued

that objectivity in accounting means that a group of qualified accountants agrees on the

measurements (Ma and Mathews, 1979, p. 157). Also, Harvey and Keer gave the same

meaning of objectivity when they stated, "Entries made in ledgers and accounts must be
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capable of verification by an independent party and thus are said to be objective." (Harvey

and Keer, 1978, p. 19)

In conclusion, objectivity is directly related to both neutrality and verifiability.

Thus, it can be said that these two separate characteristics that are components of

objectivity can replace it in a given set of QCOAI.

3.2.17 Practicality:

Practicality has been referred to as a qualitative characteristic by Snavely (1967) who

suggested that it has two components. Benefit that overweighs cost (feasibility) is the first

component and timeliness is the second. According to Snavely, practicality has the same

importance as relevance and reliability, and he stated too that "the net usefulness of

accounting information is destroyed if it cannot meet the criterion of practicality."

(Snavely, 1967, p. 231)

With regard to Snavely's view that practicality contains two components

(timeliness and feasibility), it is more likely that the two components conflict. Simply, to

present accounting information on a timely basis may be costly. In the researcher's view,

practicality is more concerned with the possibility of implementing other qualitative

characteristics. Also, these two components are separate characteristics, so it is possible to

ignore this characteristic, since its components are dealt with separately.

3.2.18 Predictive Value:

Predictive value has been referred to by many studies (Solomons, 1989; FASB, 1999,

SFAC No. 2; and ASB, 1999b) which regard it as a component of relevance. Information

that has predictive value should help users to predict the results of present and future

transactions. Generally, accounting information is used as a basis of the prediction process

in many forms. For instance, Balakrishnan, Harris, and Sen (1990) concluded that

geographic segment data enhances predictive ability for annual income and sales. Also,

past annual earnings can be used to predict future profits; interim reports help in predicting

annual profits; and financial rations can be used in predicting business failure.5
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In decision making, users need accounting information to help them in prediction

of outcomes of alternative strategies and methods. For example, the existing shareholders

need to predict the future earning per share; potential shareholders need to predict the

riskiness of their new investment and the expected earning per share; while creditors like

to predict risks in loan decisions.

Accounting, in the decision making process, helps in predicting directly and

indirectly. The direct way is when accountants or management present cost estimate sheets

for the next year using specific accounting analysis, and the preparation of historical

series of a specific variable, is an indirect way of prediction, as users can use it as the

basis of their prediction, to predict the value of the variable in question the coming years.

ASB (1999b) referred to the way information presentation affects its role in

prediction, when it stated:

"The ability to use information in financial statements to make
assessments is enhanced by the way in which it is presented. For
example, the prediction value of information provided by the
financial performance statement is enhanced if unusual or
infrequent items of gains or losses are disclosed" (p. 35).

Moreover, accounting information need not itself be a prediction of the future. Users of

accounting information often use presented information as a basis to help in predicting the

future.

Predictive value was defined by FASB as follows: "The quality of information that

helps users to increase the likelihood of correctly forecasting the outcome of past or

present events." (FASB, 1999, SFAC No. 2, p. 33)

ASB, focusing on helping users of accounting information in the prediction

process, took the view with which the researcher concurs, that "It has predictive value if it

helps users to evaluate or assess past, present or future events." (ASB, 1999b, p. 35)

This characteristic relates to some other characteristics such as comparability and

consistency when it requires that financial reports are prepared through using the same

methods and procedures from year to year to help in making predictions on time series.

Also, it requires that the persons who will make the predictions have good experience in

using the prediction methods and other related facilities.
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Predictive value, as a qualitative characteristic, can be criticised for its conflict

with other characteristics. Staubus (1977) argued that it is not a characteristic that can be

placed alongside the other characteristics, as it cuts across other characteristics such as

reliability. However, this study agrees with other studies that consider predictive value a

qualitative characteristic and a component of relevance, since the majority of users'

decisions concern the future in many respects.

3.2.19 Prudence:

In accounting literature, prudence refers to "conservatism". Both profits and losses

and the financial position should be presented in the true and fair views 6. Prudence refers

to the recognition of all possible losses, but not anticipating possible gains (Alexander and

Britton, 1999). Conservatism means that profits and assets are understated, while losses

and liabilities are overstated. In other words, according to this characteristic, a pessimistic

view towards items in financial reports is better than an optimistic view. "The lower of

cost or market valuation" for inventory and marketable securities is a good example of

prudence.

Hendriksen defines conservatism in a detailed definition as follows:

"The term conservatism is generally used to mean that accountants
should report the lowest of several possible values for assets and
revenues and the highest of several possible values for liabilities
and expenses. It also implies that expenses should be recognised
sooner rather than later, and that revenues should be recognised
later rather than sooner." (Hendriksen, 1982, pp. 81-82)

In accounting practice, prudence requires that until the profit has been realised, it

should not be recognised. This will affect the evaluation of work in progress, and

accordingly the interim profits. This characteristic may conflict with some other

characteristics such as faithful representation and neutrality (e.g.: the lower evaluation of

assets and revenues may affect the faithful representation of financial reports). Also it has

a bad effect on shareholders' decisions because it both understates profits and assets and

overstates losses and liabilities. In other words, it may mislead the shareholders in buying
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or selling their shares. For instance, in the case of low profits shown in the financial

reports, the shareholder may sell shares at a low price.

3.2.20 Quantifiability:

Quantifiability has been suggested as a qualitative characteristic by several studies (AAA,

1966; Snavely, 1967; and Abdullah, 1992) and other studies mentioned the same meaning

but in another term, "measurability" (FASB, 1999, SFAC No.1; Imhoff, 1981).

Historically, accounting is primarily a device by which it is possible to express economic

activity in terms of money (AAA, 1966). Quantitative information helps its users in

making decisions, as it enables them to choose among alternative decisions.

Snavely (1967), who considered quantifiability a sub-characteristic of

understandability, argued that presented accounting information should be quantified as

much as possible. Also, quantification helps in making the information more underst-

andable.

Snavely commented on quantifiability as follows: "Quantification is a tool to be

used where possible, but where understanding of a firm cannot be communicated in

quantified terms, other means must be employed" (Snavely, 1967, p. 229). In other words,

quantifiability does not mean that qualitative information should disappear completely, as

it may be necessary for specific decisions.

In the researcher's view, although quantifiability supports other characteristics

such as comparability, since it offers a basis for comparison, and verifiability, in that

quantitative information is more verifiable than qualitative information, it has not the same

importance as some other characteristics because most accounting information is by nature

quantitative.

3.2.21 Realism:

According to the Sandilands report (1975) accounting information should reflect a realistic

view of an enterprise performance, financial position, and changes in financial position. In

other words, accounting information should show what is legally called in the UK a "true
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and fair view". Similarly, IASC comments, "Financial statements are frequently described

as showing a true and fair view of, or as presenting fairly, the financial position,

performance and changes in financial position of an enterprise." (IASC, 2000, p. 53)

The researcher accepts the argument that realism cannot be accepted as a

qualitative characteristic, as it is difficult to represent reality. For instance, the bad debts

expense of a given period may not represent the reality, but merely a probabilistic

interpretation of reality (Shohaieb, 1990). Also, in accounting practice, it is very difficult

to establish rules or standards to be used in a judgement of realism. Consequently, realism

is not considered a qualitative characteristic.

3.2.22 Relevance:

Relevance has been mentioned as a qualitative characteristic by most studies interested in

QCOAI. Although there is a great agreement among studies that relevance is a main

characteristic , there is less agreement on its components. For example, FASB (1999,

SFAC No. 2) indicated that relevance requires predictive value, feedback value, and

timeliness; IASC (2000) and ASB (1999b) indicated that relevance includes predictive

value and confirmatory value.

Staubus distinguished between the meaning of relevance in accounting generally

and its meaning as one of the QCOAI, when he stated that:

"we are using the word "relevant" in a specific way here. In a
more general sense, everything we do in accounting should be
relevant to accounting objectives. But we are limiting the
relevance criterion to the relationship between an attribute being
measured and a user's decision process." (Staubus, 1977, p. 44)

Accounting information is useless if it is not relevant. ASB (1999b) regards

relevance as a general characteristic that should be used as a selection characteristic at all

steps of the financial reporting process.

In the decision making process, accounting information has no value to its users if

it is irrelevant. Receiving large quantities of irrelevant accounting information leads to

wasted time for its users and may mislead the decision-maker to wrong decisions. To be

useful, accounting information should be relevant to the needs of the decision-maker, and
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accounting information has the characteristic of relevance when it affects the economic

decision of users (IASC, 2000). According to FASB argument, relevant accounting

information should improve the ability of decision-makers in predicting or by confirming

or correcting their earlier expectations (FASB, 1999, SFAC No. 2).

Sloan (1999) argued that relevance requires that, if the underlying attribute of a

given item (such as the current value of a fixed asset) were perfectly measured, then this

measurement should be useful to users.

According to the FASB definition, which this study accepts, relevance is "the

capacity of information to make a difference in a decision by helping users to form

prediction about the outcomes of past, present, and future events or to confirm or correct

prior expectations." (FASB, 1999, SFAC No. 2, p. 33)

IASC (2000, p. 51) asserted the relationship between relevance and materiality

when it stated, "The relevance of information is affected by its nature and materiality. In

some cases, the nature of information alone is sufficient to determine its relevance".

Alexander and Archer (2000b, p. 2.11) gave a good example of this argument. They stated

that:

"A pending lawsuit from which the possible financial penalties are
not of material size but which might lead to significant
reputational damage and its commercial consequences. For this
reason, such a pending lawsuit should be mentioned in a note,
since it is relevant to users' economic decisions about the
enterprise"

A final point to be made about relevance is that it is very important not to confuse

relevance with usefulness. Relevance is one of the determinants of usefulness but not the

whole of it. In other words, relevant accounting information may be useful, but useful

accounting information must be relevant. Moreover, the compacted nature of this

characteristic, which includes more than one component, contributes to the lack of

agreement on its definition.

3.2.23 Reliability:

Reliability, similarly to relevance, has been suggested as a main qualitative characteristic
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by many studies, but its components differ among these studies. For example, according to

FASB (1999, SFAC No. 2), reliability requires verifiability, neutrality, and faithful

representation; Snavely (1967) mentioned that reliability requires verifiability and

freedom from bias; Shohaieb (1990) considers it to include objectivity and freedom from

bias; IASC (2000) stated that reliability includes faithful representation, substance over

form, neutrality, prudence, and completeness; and recently, ASB (1999b) has defined

reliability to include freedom from material error, faithful representation, neutrality,

prudence, and completeness

To be useful, accounting information should be reliable. Reliability means that

users of accounting information can rely on presented information with a degree of trust.

Unreliable information may lead to wrong decisions and may occur by reason of one or

more of the following: (1) the lack of good judgement when choosing among alternative

methods; (2) errors that may happen in the application of accounting procedures and rules;

(3) misestimating in accounting practice, such as estimating of fixed assets' age; (4)

important changes in surrounding circumstances; and (5) omission of important item(s) of

accounting information that are needed by the decision maker.

Sloan (1999) asserted that items not meeting a specific level of reliability should

not be recognised in the financial reports, but they may still be communicated to users

through the footnotes or any other means of disclosure

Users of accounting information may need to know the level of reliability of the

presented information. In doing so, they are interested in knowing data limitations; factual,

estimated and interpreted data; the estimated amount of measurement errors (if any); the

external environment which affected the data, such as the economic circumstances

(Shohaieb, 1990). In this respect, the Trueblood Report added that the reliability of

financial information is affected not only by the uncertainties inherent in the subject

matter, but also by the degree of precision the measurement process (The Trueblood

Report, 1973).

Several definitions were given to reliability (e.g., Staubus, 1977, p.44; FASB,

1999, SFAC No. 2, p. 34; IASC, 2000, p. 51). A sensible definition accepted in that this
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study was given by the Corporate Report, which stated, "The information presented

should be reliable in that users should be able to assess what degree of confidence may be

reposed in it." (Corporate Report, 1975, p. 29)

There is no complete agreement about the definition of reliability, perhaps because

reliability is a component characteristic that includes many sub-characteristics. A last

point can be said about reliability, that accounting information may be highly reliable for

one purpose and not so reliable for other purposes. Overall, a satisfactory level of

reliability should be available in accounting information.

3.2.24 Simplicity:

Snavely (1967) has mentioned simplicity as a component of understandability. Simplicity

is needed to make accounting information more understandable; the complexity of

accounting information should be limited as far as possible. As mentioned above7,

simplicity relates to clarity, as clear accounting information is simple in use by its

different users.

Simplicity requires that accounting information in financial reports should be

presented in an easy and simple form to enable its different users to understand it. Also, it

can be noticed that simplicity is a relative concept; it depends on the person who receives

accounting information.

3.2.25 Substance Over Form:

The Trueblood Report (1973), CICA (1980), Stamp (1982) and IASC (2000) have

suggested substance over form as a qualitative characteristic to mean that substance should

prevail over form in financial reporting. IASC emphasised that the characteristic of

substance over form is necessary for information to represent faithfully when it stated:

"If information is to represent faithfully the transactions and other
events that it purports to represent, it is necessary that they are
accounted for and presented in accordance with their substance
and economic reality and not merely their legal form." (IASC,
2000, p. 52)
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A good example that explains this characteristic is the accounting of hire purchase

assets. In the balance sheet, the fixed assets acquired by the hire purchase are treated in the

fixed assets part in the same way as those fixed assets that are owned by the enterprise,

although ownership of this kind of asset does not pass to the acquirer until all instalments

are paid.

The Trueblood Report (1973) gave a good definition of substance over form when

it stated, "The guidelines for reporting information should be expressed so that substance,

not form, governs. ... the substantive economic characteristics, not the legal or technical

form, should establish the accounting for transactions and other events." (Trueblood

Report, 1973, p. 57)

Also, the Oxford Dictionary of Accounting gives a definition that is the same as

the IASC's view of substance over form. It defines it as a concept "... according to which

transactions and other events are accounted for by their commercial reality rather than

their legal form." (Oxford Dictionary of Accounting, 1999, pp. 329-330)

3.2.26 Sufficiency:

Snavely (1967) has referred to sufficiency as a qualitative characteristic. Sufficiency

means that to be useful, information should be presented in a certain quantity and quality.

Snavely (1967) argued, "In all instances, there is a point below which the information is

useless, and in many instances, too little information may be worse than useless; it may

have negative usefulness" (Snavely, 1967, p. 230). Also, sufficiency requires adequate

information to be presented to enable the auditor to form his/her opinion about financial

reports.

It has been argued that sufficiency should help to address the dilemma that

different user groups have different needs of accounting information and sometimes

opposing interests (Shohaieb, 1990). Also, since the characteristic of completeness

includes the same meaning as sufficiency, it is possible to ignore sufficiency.
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3.2.27 Timeliness:

Timeliness has been mentioned as a qualitative characteristic by many studies, either as a

separate characteristic (Feltham, 1972; APB, Statement No. 4, 1970; Corporate Report,

1975; and Ali, 1990) or as a component of relevance (FASB, 1999, SFAC No. 2;

Solomons, 1989; and Shohaieb, 1990).

Information cannot be useful unless it is available in good time to its users, as

decision-makers should receive the information needed for the decision making process at

a suitable time. Hendriksen (1982) emphasised that the information presented to investors

and creditors should be current at the time of its use in making predictions needed for the

decision making process.

FASB considers timeliness one of the components of relevance and argues that

information may have no value, therefore it lacks relevance and is of little or no use, if it is

not available at the time of need or it becomes available only so long after the reported

events (FASB, 1999, SFAC No. 2). Also, Solomons (1986) asserted the importance of

timeliness when he said that "timeliness is an absolute requirement - information that is

out of date is useless." (p. 89)

Arnold et al. referred to the effect of timeliness on the usefulness of accounting

information when they said, "the criterion of timeliness suggests that the usefulness of

accounting information is reduced, the longer is the time period between an event

occurring and its being reported" (Arnold et al., 1985, p. 61).

FASB (1999, SFAC No. 2) argued that the ability of accounting information to

affect a decision might disappear quickly, in a fast-moving situation such as a take-over

bid or a strike; thus, the characteristic of timeliness may have to be measured in days or

hours. In other contexts, such as routine reports by an enterprise of its annual results, it

may take a longer time to reduce the relevance and, hence the information's usefulness.

Also, Feltham (1972) argued that the availability of information at any time is

influenced by two factors: first, by the interval of time between reports (reporting

interval); second, the time requested to prepare and transmit reports (reporting delay).

(Feltham, 1972). Changes in the reporting interval and the reporting delay may influence

80



Chapter 3

the action selected and the expected payoff of the decision-maker (i.e. the reporting

interval partially determines the information available to a decision-maker at any

particular decision time).

The reporting period should be suitable in length, so its length should not be too

short or too long. If this period is too short, random economic transactions dominate the

information and it may not show all changes in the enterprise's activities, so it probably

lacks precision and may be misleading, or it may waste the decision maker's time.

Alternatively, if the period is too long, and the decision maker has to wait too long, he

may use out of date accounting information which may lead to wrong decisions, or have to

look for alternative sources of financial information.

According to Chambers and Penman (1984, p.21) timeliness is defined as: "the

reporting lag from the end of the fiscal period covered by the report to the date of the

report". Also, FASB, from the decision-maker's perspective, gave a sensible definition

that this study accepts. It defines timeliness as "having information available to a decision

maker before it loses its capacity to influence decisions (FASB, 1999, SFAC No.2, p. 34).

A final point should be mentioned, that timeliness means financial information

should be available to its users whenever they require it without delay and sometimes, it

may be necessary to sacrifice some accuracy of information for the sake of getting

financial information on time.

3.2.28 Understandability:

Several studies (ASB, 1999b; FASB, 1999, SFAC No. 2; Snavely, 1967) has suggested

understandability as one of the essential characteristics of accounting information, since

making information more understandable is likely to increase its usefulness to users.

Simply, it means that financial information should be understandable by its different users.

In other words, financial information should be presented in a form that enables its users

to perceive its significance. Regarding the users, it is supposed that they haVe a reasonable

knowledge of some issues such as business and economic activates and accounting and a

willingness to learn the information with reasonable diligence (IASC, 2000).
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FASB (1999, SFAC No. 2) indicated that the use of financial information can be

learned, and financial reports should present information that is possible to be used by all

non-professionals and professionals who have the willingness to learn its use.

Buzby (1974) classified users of financial information into three levels according

to their capability and skills. This classification, which can be used as a basis of preparing

the accounting reports, includes first, professional financial analysts; second, average

investors; and third, standard readers level.

FASB, considering understandability as a link between the characteristics of users

and decision - specific qualities of information in its suggested hierarchy, defined it in a

brief and reasonable definition that this study agrees with. It defined understandability as

"The quality of information that enables users to perceive its significance (FASB, 1999,

SFAC No. 2, p. 34).

The understandability of financial information depends on two factors: First, the

way in which it is presented and second, capabilities of its different users. To present

understandable information, certain requirements should be taken into account. The

following are some of those requirements:

- Although the unquantified information is needed to satisfy other criteria, presented

information, where possible, should be quantified, since quantitative information is more

understandable than qualitative information.

- Preparers of financial information should take into consideration the different levels of

knowledge, education, skills, and background of its users.

- "The message(s) being communicated should be comprehensible" (Shohaieb, 1990,

p.54)

- "Information be expressed as simply as permitted by the nature and circumstances of

what is being communicated." (Trueblood Report, 1973,p. 60)

- The form of presentation of financial reports should be simple and suitable for users'

capabilities.

- The presented information should be unambiguous.
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Lastly, financial information will not be useful for its users unless they understand

it, even if it is relevant to the decision or it is reliable. Not understandable information is

the same as unavailable information, because it will not reduce the uncertainty of its users.

3.2.29 Uniformity:

Uniformity has been considered a qualitative characteristic by CICA (1980) and Stamp

(1982), and a sub-characteristic of comparability by Shohaieb (1990). It means similarity

in application among variant enterprises, whether in measurement or in disclosure. It can

exist in various areas; Nobes and Parker (2000) indicate that it can be in three main areas

including formats of financial statements, accounting principles and disclosure

requirements. Uniformity differs from consistency, in that consistency refers to the use of

the same method for related items by a given enterprise over time, while uniformity refers

to the use of the same method for related items but by different enterprises.

Uniformity helps financial information to meet other qualitative characteristics.

For example, according to AAA (1966), uniformity helps financial information to meet

the characteristic of freedom from bias in that it prevents accountants or management from

choosing specific methods and procedures for their own benefit.

Also, Wolk, et al.(2001) argue that uniformity influences comparability, and add

that, as comparability is linked to uniformity, the degree of comparability that users can

rely on depends on the uniformity level. Riahi-Belkaoui (2000) noted that uniformity

gives financial information users greater confidence in financial reports and also, it helps

to achieve comparability of financial reports by reducing the diversity created by the use

of different accounting methods and procedures by different enterprises.

Uniformity may be required to realise particular aims because: (1) it enables users

to compare financial reports of different enterprises over the year and over a period of

years; (2) it helps the national accountant in collecting the needed data about enterprises of

each sector in the national economy 8 ; (3) it limits the variety of treatments in accounting

practice.
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Despite the above arguments, it is contended that uniformity may destroy the status

of the accounting profession, reducing the accountants' status to that of a clerk applying a

rulebook (Salmonson, 1969). Moreover, Riahi-Belkaoui (2000) argued that the differences

in circumstances of enterprises require difference in treatments, so that financial reports

can respond to the circumstances in which economic transactions and events occur.

Riahi-Belkaoui (2000, p.181) defined uniformity explicitly as follows: "The

uniformity principle refers to the use of the same procedures by different firms".

The next definition of uniformity gives three definitions relating to its level. It is

defined as follows:

"Interpretations of uniformity have included the following: 1- A
uniform set of principles for all firms, with interpretation and
application left up to the individual entity; 2- Similar accounting
treatment required in broadly similar situations, ignoring possibly
different circumstances (rigid uniformity). 3- Similar accounting
treatment that takes into account different economic circumstances
(finite uniformity)." (Wolk, et al., 2001, p. 149)

With respect to the above three definitions, the last two definitions differ from the

first one, as they are concerned with the degree of uniformity, while the first definition

prescribes a broad theoretical framework to help as a basis for interpretation of

transactions.

3.2.30 Verifiability:

Many studies have mentioned verifiability as a qualitative characteristic. Snavely (1967)

and FASB (1999, SFAC No. 2) considered it as a sub-characteristic of reliability. Simply,

verifiability implies a consensus of measures. It means that using the same accounting

methods and procedures, independent measurers can reach the same results.

Verifiability is synonymous with objectivity, when the latter is defined as the

consensus of external part to get the same results, as in the definitions of Ijiri and Jeadicke

(1966) and Ma and Mathews (1979). In this case, verifiability tends to supplant

objectivity. This argument can be supported by Imhoff s assertion that "the attributes of
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verifiability and objectivity are synonymous in their accounting context. Objective

information is verifiable and vice versa" (Imhoff, 1981, P. 57).

Because of the existence of both too many users of financial information that have

opposing interests and too many transactions, it is generally difficult for the users to verify

the recording of each transaction undertaken by the enterprise. Consequently, a limited

checking of the transactions leading to items in the financial reports is generally carried

out by an auditor (Arnold, et al., 1985). Also, verifiability is important because it allows

users of accounting reports, without either access to the accounting records or ability to

audit them, to trust the financial information that is included in financial reports.

Arnold, et al. (1985) declared that verifiability has two dimensions. First, it is

concerned with checking for some documentary support for transactions (such as cash

receipts); second, it is concerned with their proper recording in the enterprise books. It can

be noticed also that, according to the first dimension, verifiability is synonymous with

objectivity when it is defined in terms of emphasis on the evidence, rather than on the

measurement itself. 9

FASB (1999, SFAC No. 2), argued that verifiability is more successful in reducing

the measurer bias than measurement bias, since it does not guarantee the appropriateness

of the method used. It defined verifiability as "the ability through consensus among

measurers to ensure that information represents what it purports to represent or that the

chosen method of measurement has been used without error or bias" (p. 34). Although

FASB's definition refers to both measurer bias and measurement bias, verifiability can

confuse with other characteristics such as faithful representation.

AAA (1966) and APB, Statement No. 4 (1970) presented simple and good

definitions of verifiability which concentrate on the consensus among independent

measurers. APB in its Statement No. 4, stated that "Verifiable financial accounting

information provides results that would be substantially duplicated by independent

measurers using the same measurement methods" (APB, 1970, Statement No. 4, par. 90).

AAA gave a definition that this study accepts when it stated that:
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"Verifiability is that attribute of information which allows
qualified individuals working independently of one another to
develop essentially similar measures of conclusions from an
examination of the same evidence." (AAA, 1966, p. 10)

3.3 A Selected Set of QCOAI:

Accounting information system presents financial information that should be useful to its

users; otherwise, they will look for other resources of information. As mentioned earlier in

2.5 of Chapter 2, QCOAI can be used to judge the usefulness of financial information. In

this respect, an important question that may arise is: which characteristics should be used

in judging the usefulness of financial information?. In other words, what is a suitable set

of QCOAI to judge the usefulness of financial information presented by listed companies

in Egypt?

In this part of the study, a set of QCOAI in the form of a hierarchy will be

presented. The set is presented on the following bases:

1- Each characteristic included in the set should heighten the usefulness of financial

information.

2- The choice of the selected characteristics will be made in the light of the QCOAI

features that mentioned in chapter two.10

3- The chosen characteristics are those which have frequently been selected in other

studies.

4- Omission of some characteristics from the selected set does not mean that they are not

important, but it may be due to the difficulties in application.

5- Some terms will be omitted from the selected set where their content is already

included in others. For example:

- Feedback value or confirmatory value will be omitted since relevance, as a main

characteristic, includes it.

- Simplicity and clarity, which are sub-characteristics of understandability and included in

it, will be omitted from the set.
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- Substance over form is necessary for information to represent faithfully (IASC, 2000), so

it can be considered a part of faithful representation. Substance over form will be omitted

from the set because it is included in another characteristic.

- Completeness is omitted from the selected set of QCOAI because it has already been

included in reliability.

- Disclosure is included in consistency, which is a component of comparability, where

consistency means the use of the same methods by an enterprise from period to period and

extends to mean that when there is any change, it should explain this change and its effects

on the financial reports.

6- Legality will be omitted from the selected set because this research is more concerned

with financial reports prepared according to legal regulations and, hence, it is supposed

that this characteristic is applied automatically.

7- Uniformity is omitted from the selected set for two reasons:

- first, this study is not concerned with financial information presented by public

enterprises;

- second, in practice, uniformity is more applicable to countries that have public

enterprises where uniform accounting systems are applied. Under its privatisation

programme, the Egyptian government is bringing most of the public enterprises (wholly

governmental owned) into the private sector and started in early 2002 to sell its shares in

the joint venture companies". Therefore, this study ignores uniformity as there is less

need of a uniform system.

8 - Prudence or conservatism is omitted from the selected set because its complete

application may lead to distortion in the accounting numbers. Thus, prudence may

conflict with faithful representation, consistency and relevance. Also, prudence is

considered a kind of bias in accounting measurement (Al-Sherazy, 1990).

9 - Feasibility is omitted from the selected set because of the difficulty in its application.

Also, information is not like normal goods that are available in the market. According to

FASB (1999), financial information is unlike other goods in certain important respects.

Also, this study is more interested in mandatory disclosure required from listed companies
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in Egypt. This means that the companies have to disclose the required financial

information, regardless of its feasibility.

10 - Because any given set of QCOAI is affected by economic, legal, social, cultural, and

professional environments, there is no specific set or model is suitable for every country.

According to FASB, "Although those characteristics are expected to be stable, they are not

immutable. They are affected by the economic, legal, political, and social environment in

which financial reporting takes place" (FASB, 1999, SFAC No. 2, p. 34). Also, the three

studies, which were carried out in Egypt in the same period (between 1990 and 1992) and

environment, did not agree on a given set of characteristics.

The selected sit of QCOAI, which is presented in the form of a hierarchy of levels,

can be illustrated in the following figure:

Figure 3.1 A Selected Set of QCOAI:

Usefulness for Decision Maker

Threshold Characteristic 'Materiality]

(Basic characteristic) 4	 Understandability

1 st Level
	

Relevance
	

Reliability

Source: (the Author)

As shown in figure 3.1, the first level contains the characteristics that should be

available in financial information. This level includes relevance and reliability; a

minimum level of each one must be found in financial information. A conflict may arise in

this level between relevance and reliability but a trade-off is possible to achieve an
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appropriate balance according to the circumstances of each case to resolve this problem,

provided that the minimum level of each characteristic in the level is protected. If financial

information is not relevant, then it will lose its usefulness, and if it is not reliable, it will

lose its usefulness too 12 . In other words, the complete absence of relevance or reliability

will make financial information not useful to its users.

The second level of the hierarchy contains the sub-characteristics of each main

characteristic (first level characteristics). For example, relevance requires information to

be presented in reasonable time, to help users in the prediction process, and to be

comparable. In other words, to be relevant, financial information should have the

characteristics of prediction value, timeliness, and comparability. Reliability requires

financial information to represent economic transactions and events faithfully, to be free

from bias (neutral), and to be verifiable by other experts. These sub-characteristics

together make financial information reliable. In other words, to be reliable, financial

information should have the characteristics of faithful representation, neutrality, and

verifiability. In the case of the absence of any sub-characteristic, the second level

characteristics, the related main characteristic will be affected and whether financial

information is still useful to users or not will depend on the individual case and its

circumstances.

In the same way, comparability, which is one of the second level characteristics,

requires preparers to use accounting methods and procedures in a consistent form and

when there is any change they should explain this change and its effects on the financial

reports. In other words, to be comparable, information should have the characteristic of

consistency.

The basic characteristic is understandability, which requires that the presented

financial information should be understandable by its different users. Simply, financial

information cannot be useful to its users unless they can understand it. How can users

benefit from relevant and reliable financial information if they cannot understand it? In

other words, if financial information cannot be understood, it may lose its relevance and

reliability. The EASs indicated that financial reports should be clear and capable of being
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understood by all their users 13 . In this respect, FASB (1999, SFAC No. 2) notes that

"Information that cannot be understood, like information that is not available, may be

relevant, but its relevance will be wasted because its capacity to make a difference cannot

be utilised" (p. 46). Also, ASB stated that "It may not always be possible to present a

piece of relevant, reliable and comparable information in a way that can be understood by

all the users." (ASB, 1999b, p. 44)

The threshold characteristic, materiality, requires that material information should

be given in the financial reports and immaterial information need not to given. ASB stated

that "when immaterial information is given in the financial statements, the resulting clutter

can impair the understandability of the other information provided. In such circumstances,

the immaterial information will need to be excluded." (ASB, 1999b, p. 42)

As the selected set of QCOAI was to be used in this study to investigate the

usefulness of financial information presented to the Egyptian capital market, it was very

important to examine the suitability of the set to be used in the Egyptian environment.

Therefore, an empirical investigation was conducted regarding the suitability of this set of

characteristics, together with the importance attached to each of the selected set of

QCOAI, and the outcome is reported in Chapter Eight.

3.4 Summary:

Thirty QCOAI have been discussed in this chapter. The aim was to present a theoretical

analysis of QCOAI, which may help in selecting a suitable set of QCOAI to be used in

investigation the usefulness of financial information presented listed companies in Egypt

in the light of the disclosure requirements of the EASs, the CASE and the CML No.

95/1992.

In this chapter, a set of eleven qualitative characteristics was selected, which

should be possessed by financial information if it is to be useful to its users. The

characteristics, presented in a hierarchy, are understandability, relevance, reliability,

comparability, predictive value, timeliness, faithful representation, neutrality, verifiability,

consistency and materiality.
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Understandability is selected as a basic characteristic, in addition to three levels of

characteristics. The first level includes relevance and reliability as main characteristics.

Each of the first level characteristics has some components that are second level

characteristics. Predictive value, timeliness and comparability are the components of

relevance, while faithful representation, neutrality, and verifiability are components of

reliability. The third level contains only consistency, as a component of comparability.

Lastly, materiality is a threshold characteristic in the hierarchy.
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Notes to the Chapter:

I - See: Chapter 2, pp.11-13.
2 - CICA referred to "full disclosure" to mean completeness or comprenensiveness, see 3.2.4 of this chapter.
3 - For instance, disclosure is defined as "consisting of both voluntary and mandatory items of information

provided in the financial statements, notes to the accounts, management's analysis of operations for the
current and forthcoming year and any supplementary information". (Cooke, 1992, p.231)

4 - Many studies interested in whether the concept or the level of materiality, See for example: Bernstein,
1967; Frishkoff, 1970; Rose, at. al., 1970; and Turner, 1997.

5 - See for example: Altman, Haldeman, and Narayanan, 1977; Collins and Hopwood, 1980; and Watts and
Leflwith, 1977.

6 - For more details about the true and fair view, see, for example, Alexander, 1993; Nobes, 1993; and
Walton, 1993.

7 - See: 3.2.2 of this chapter.
8 - For example: One of the objectives of the Egyptian uniform accounting system is to help the national

accountant in preparing national accounts.
9 - See: 3.2.16 of this chapter.
I ° - See: 2.4 of chapter two.
11 - For more details, see 5.3.3 of Chapter 5.
12-Question 3.4 in the questionnaire was designed to investigate respondents' agreement about five

statements, among them three regarding the importance attached to understandability, relevance, and
reliability ; the other two regarding omission of uniformity and prudence from the selected set of QCOAI.
In 8.2 of Chapter eight, findings of analysing this question will be presented.

13-See for example: (Ministry of Economics, 1997, Standard No. 1, par. 10 and Standard No. 3, par. 2 and
par. 6).
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CHAPTER FOUR

Accounting Standards Setting and Egyptian Accounting Standards

4.1 Introduction:

This chapter aims to discuss several matters related to setting accounting standards and

accounting standards in Egypt and their relation with the IASs. Section 4.2 of this chapter

discusses the definition, the features, and the importance of accounting standards. Also, as

this study focuses on and is applied in Egypt on the one hand and accounting in Egypt has

been generally affected by that of the UK and the US on the other hand, section 4.3 is

devoted to the setting and enforcement of accounting standards in these two countries.

Section 4.4 presents accounting standards at the international level including the need for

IASs and the formation and efforts of the IASC. Also the application and the acceptance

of the IASs are discussed in this section.

As Egypt is one of the developing countries, section 4.5 discusses different

strategies that might be used in setting accounting standards in developing countries.

Lastly, EASs including their historical background and their relationship with IASs are

presented in sections 4.6 and 4.7 of the chapter.

4.2 The Nature'of Accounting Standards:

According to Lewis and Pendrill (2000), accounting is described as the language of

business. In accounting, as in communication, it is important that preparers (or senders)

and users (or receivers) of a message use the same language. Accounting standards may

help accounting to be a generally accepted language (Lewis and Pendrill, 2000). In other

words, setting standards for this language, accounting, might improve the level of

communication between preparers and users. In this section of the study, the definition,

features, and importance of accounting standards will be discussed.

4.2.1 The Definition of Accounting Standards:

Many years'ago, Littleton (1966, p.143) defined a standard in general as: "an agreed upon

criterion of what is proper practice in a given situation; a basis for comparison and
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judgement; a point of departure when variation is justifiable by the circumstances and

reported as such".

The Oxford Dictionary of Accounting (1999, p. 8) defines accounting standards in

relation to their role, stating that "standards set out rules and procedures relating to the

measurement, valuation, and disclosure of accounting transactions". In addition to this

dictionary definition, some other definitions of accounting standards have been proposed

by various writers in this field.

Bromwich (1981) has defined accounting standards as: "uniform rules for external

financial reporting applicable either to all or to a certain class of entity. These rules seek

to prescribe the preferred accounting treatment from the available set of methods for

treating a given accounting problem" (p. 33). Nobes and Parker (2000) referred to

accounting standardisation as implying the formation of a more rigid set of rules.

Another definition for accounting standards was suggested by Lee (1975, p. 26)

who wrote:

"Accounting standards are practical guidelines to aid the
practitioner in measuring accounting information in certain well-
defined circumstances. If a particular standard does not appear
appropriate to individual circumstance, the departure is warranted
and its effect is capable of measurement and reporting. Standards
thus represent practices which are believed to be the most
appropriate in a set of given circumstances".

According to Harvey and Keer (1983), a standard in accounting is "a method of or

an approach to preparing accounts which has been chosen and established by the bodies

overseeing the profession" (p. 9).

In the light of the above definitions, it can be seen that accounting standards are

rules and procedures that regulate accounting practices (whether measuring or reporting)

and that should be established by private or public bodies that oversee the profession. The

question then arises, what features accounting standards should have in order to fulfil

their function effectively. These features will be discussed in the next section.
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4.2.2 Features of Accounting Standards:

The US Committee on Corporate Reporting (CCR) of the Financial Executive Institute

(FEI) takes into consideration, when responding to enquiries about potential accounting

standards projects, a number of features, which include the following:

- Standards should be based upon developing principles and concepts, which account for

the true economics of a transaction.

- Standards should produce financial information, which is more relevant and meaningful

to users in evaluating an entity's performance.

- Effective accounting standards are those which have been founded on a direct exposure

to, and study of, real world operating conditions.

- Standards should have a certain degree of flexibility (Wulff and Koski-Grafer, 1998),

but this flexibility should not be so great as to destroy the comparability of provided

information.

Accounting standards should provide recognition and measurement guidance that

seeks to replicate the economics of the underlying transaction or event and should be

written in a clear, understandable manner (Rogero, 1998). Furthermore, Knutson and

Napolitano (1998) argued that the most useful and successful accounting standards are

those that give new information that could not previously have been estimated by

outsiders.

Regarding the components of accounting standard, a good accounting standard

should include certain components including some related clear definitions or concepts,

some detailed rules and explanations to be used in measuring and disclosing given items.

Accounting standards are affected by circumstances in the surrounding

environment. So, good accounting standards should be relevant to the practical

environment and its economic, political, social, and legal dimensions. In this respect,

Chetkovich (1972) commented that different environments lead to different objectives of

accounting and therefore will lead to different standards. Another point that should be

made is that, as the environment in which accounting standards are applied might change

from time to time, accounting standards should be reviewed from time to time too.
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Regarding the political nature of accounting standard setting, Burggraaff (1983,

p. 4) stated, "In a broader sense, an issue may be said to have a political dimension where

in the private sector the interests of various groups are affected by the way the issue is

solved and those groups vary in their judgement as to the appropriateness of the solution".

Hope and Gray (1982) referred to some consequences of this political nature of

accounting standards, indicating that some accounting standards reached the professional

body's agenda while others were not considered; and continuing changes have taken

place in the structures of professional bodies responsible for the process of setting

accounting standards.

4.2.3 Importance of Accounting Standards:

Accounting standards have been found in many countries whether, developed or

developing countries, and nearly all accounting profession around the world are involved

in standardisation programmes (Choi and Mueller, 1978).

Levitt, the chairman of the US Securities and Exchange Commission (SEC), well

illustrated the vital role of accounting standards when he wrote that:

"One way to look at this is to view accounting standards as the
camera used to photograph a company. Good standards, like good
cameras, produce sharper, more accurate pictures. Weak
standards, like bad cameras, are unreliable - with some, you never
know if you will get a good shot, while others produce fuzzy, out-
of-focus images" (Levitt, 1998, p. 80).

Accounting standards are needed to avoid some adverse circumstances (such as

lack of comparability among enterprises' financial reports, lack of consistency of

accounting alternatives used by an enterprise over time, and less than full disclosure of

relevant economic events in financial reports) that affect the usefulness of financial

reports for their different users (Staubus, 1976).

Accounting standards help to reduce the number of alternatives usable for treating

the same transaction l . In this way, they help to provide accounting information of the

highest possible quality that improves investor protection. Solomons (1983, p. 176)

referred to the necessity of accounting standards to secure comparability and stated that

"without standards, investors, the public and the government are confused and do not
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understand how a multiplicity of accounting answers can all faithfully represent a single

business situation".

This objective of accounting standards, securing comparability, was highlighted

also by FASB (1999) when it stated, in SFAC No. 2, which first issued in 1980, that "the

difficulty in making financial comparisons among enterprises because of the use of

different accounting methods has been accepted for many years as the principal reason for

the development of accounting standards" (p. 65).

In addition to the protection of comparability of financial information, the

following advantages of accounting standards have been cited in the accounting literature

(Riahi-Belkaoui, 2000; Elsafty, 1989; Harvey and Keer, 1983):

- They provide the accounting profession with a good manual of useful working rules.

- They force improvements in the quality of the accountants' work.

- They assist public accountants with guidelines on this activity, enabling them to exercise

due care and independence in selling their expertise and integrity in auditing firms'

reports and in affirming the validity of these reports.

- They fortify the accountant's resistance to pressure from the enterprise's management to

use an accounting method which may be suspect in the circumstances.

- They give information which may be needed by governments for monitoring the

implementation of various laws and regulations.

- They ensure that the users of financial reports receive more complete and clearer

information about the financial position, performance, and conduct of an enterprise on a

consistent basis, from period to period.

- As accounting standards support and improve the users' confidence in financial

statemmts, they support the stability of economic systems. Stamp (1979) argued that the

stability of economic systems mainly depends on the level of confidence that accounting

information users give to the financial statements presented by enterprises.

In spite of the above advantages of accounting standards, many criticisms have

been directed towards them. A major criticism of standardisation put forward by Baxter

(1962) is that accounting standards, in the long term, may prevent experimentation and
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progress. Moreover, accountants may become reluctant to depart from a specific standard

and the educational process will be one of learning rules instead of searching for theories

or truth. Briefly, standards may weaken the progress of critical thinking. The ASB, aware

of this criticism, in the Foreword to Accounting Standards, issued by the ASB in 1993,

noted that the requirement to give a true and fair view may in some exceptional

circumstances require a change from some accounting standards (Lewis and Pendrill,

2000).

The following further disadvantages of accounting standards have also been

argued in the accounting literature (Alsherazy, 1990; Harvey and Keer, 1983):

- Accounting standards may induce some users of financial reports to think that those

reports are immune and infallible.

- The quality of the accountant's work is restricted because firms and industries differ and

change, as do the environments within which they operate. Against this, however, it can

be argued that it is possible for standards setters to review the applied accounting

standards from period to period to make them relevant to their environment.

- The applied rules are bureaucratic and may lead to rigidity.

- Official acceptance decreases the strength of the accountant to reject the application of

an inappropriate standard when the enterprise's management wishes to follow it.

- There is a possibility of accounting standards being issued that lead to users being

swamped with more information than they need.

- They have been derived via social or political pressures that might reduce the freedom

or lead to manipulation of the accounting profession.

Despite the above criticisms that face accounting standards, they are more useful

than otherwise, especially for developing countries, such as Egypt, many of which need

understandable, reliable, relevant, and comparable financial information prepared on a

consistent basis for various purposes, such as successfully achieving privatisation

programmes, setting, evaluating and reviewing development plans, improving the

performance of their emerging stock markets and encouraging new local and foreign

investments.
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4.3 The Experiences of Accounting Regulation in the UK and the US:

This section of the study focuses on some details of accounting regulation 2 in both the UK

and the US, since these Anglo-Saxon countries 3 have extensive experience in setting

accounting standards. This section will cover the different institutional arrangements and

the roles of both the goverment and the profession in the process.

The decision to focus on these two countries was based on several reasons:

1- The experiences of those two countries may be useful for other countries around the

world, especially many countries are now involving in setting accounting standards. As

Briston (1990) notes, in recent years, the British and United States' approach to

accounting practice has become more and more prevalent around the world.

2- The experiences of these countries has had a significant input on the process of setting

accounting standards in developing countries.

3- Their experience might be used as a frame of reference in the absence of any other

alternative.

4- The accountancy problems that have occurred in those countries, and how those

problems have been addressed and resolved, can give lessons to be learned (Alamari,

1989).

5- IASs, the basis of EASs, are fairly consistent with standards already existing in both

the US and the UK4.

6- The accounting profession and education in the UK have strongly influenced those in

Egypt. For a long time, the organisation of the accounting profession and the financial

practices in Egypt closely followed those of the UK5.

7- Professional accountants in Egypt mainly depend on accounting organisations in the

UK and US to get professional qualifications. For instance, professional accountants in

Egypt are interested in the professional qualifications "ACA" and "ACCA" of the UK and

the "CPA" of the US.

So, this section will include the development of setting accounting standards in

those two countries, followed by the enforcement of their issued standards.
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4.3.1 Accounting Standard Setting in the UK and the US:

4.3.1.1 In the UK:

First of all, accounting standards 6 in the UK include both Financial Reporting Standards

(FRSs) issued by the ASB and Statements of Standard Accounting Practice (SSAPs)

issued by the Accounting Standards Committee (ASC), which was replaced by the ASB

in 1990, insofar as these have not been withdrawn. In the 1940s, the Institute of Chartered

Accountants in England & Wales - ICAEW which was established in 1880 issued, from

1942, guidance to its members in a series of statements "Recommendations on

Accounting Principles". By 1969, 29 recommendations had been issued, and an

accounting standards programme was announced by the ICAEW (Blake, 1995). Soon, in

1970, the council of the ICAEW established the ASSC, later known as the ASC.

Furthermore, some representatives from other accounting bodies became co-sponsors of

the committee.

In April 1970, a representative from the Institute of Chartered Accountants in

Ireland (ICAI) and others from the Institute of Chartered Accountants of Scotland (ICAS)

joined the committee, followed by other representatives from the Association of Certified

Accountants (ACA), which is now the Association of Chartered Certified Accountants

(ACCA), and the Institute of Cost and Management Accountants (ICMA) in 1971 and the

Chartered Institute of Public Finance and Accountancy (CIPFA) in 1976 (see: Alexander

and Britton, 1999; Blake, 1995; Lewis and Pendrill, 2000; and Pereira et al., 1992).

The main aim of the committee was to narrow the areas of difference and variety

in accounting practice. The procedure applied to achieve this was initiated by issuing an

'Exposure Draft' on a certain issue for discussion by both accountants and the public at

large. When preparing a formal statement of accounting method, known as a S SAP, the

collected comments made on the exposure draft were taken into consideration (ASC,

1978). The first SSAP was issued in 1971.

The Consultative Committee of Accounting Bodies (CCAB) was established to

enable the accounting profession to co-ordinate activities in certain areas. In February

1976, the ASC was reconstituted as a joint committee of the six governing bodies of the
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CCAB, its members being nominated by the professional bodies (Blake, 1995). Also,

from that time, its name was changed to the ASC.

It can be seen from the above that the process of setting accounting standards in

the UK was completed in 1976, but certain criticisms could be directed at this process

such as:

1- The committee was not independent from the profession, as members of the committee

were just professional accountants who were members of professional bodies. This

means there was no wide participation of its members.

2- There were no full time members who devoted their time and efforts to the work in the

committee.

As a result of the criticisms that faced ASC, a number of changes was made (e.g.

membership of ASC was widened to include some users of financial report) (Samuels et

al., 1989). The ASC has faced increasing criticisms, despite the changes made. Lewis and

Pendrill (2000) give an example of the enormous difficulties that faced the ASC, such as

difficulties in developing accounting standards for business combinations and intangible

assets. In 1988, the Dearing Report which was prepared regarding the review of the

standard setting process (it considered how standards should be set, their relationship with

the law, enforcement procedures and funding) suggested many changes to the accounting

standard setting process (Hopwood and Vieten, 1999). As a consequence of this report, a

Financial Reporting Council was founded to lead the accounting standard setting process

and to make sure that it was correctly financed. The ASB, which was established in 1990,

has the power to issue accounting standards in its own right (Nobes and Parker, 2000).

Furthermore, a Financial Reporting Review Panel was established to check

conientious departures from accounting standards by large enterprises. The Panel has the

right to apply to the courts for a declaration that the corporate reports that do not comply

with the Companies Act's requirements and obtain an order that requires the company's

directors to prepare revised accounts (Alexander and Britton, 1999). In addition, an

Urgent Issues Task Force was set up to perform the role of the ASB committee.
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The ASB completely agreed to adopt all of the ASC's SSAPs. The ASB's

consultative process includes issuing Working Drafts for Discussion (DD), which become

Financial Reporting Exposure Drafts (FRED); and result in the issue of FRSs (Glautier

and Underdown, 2001). The ASB issued, in the early 1990s, some separate exposure draft

chapters of Statements of Principles as part of its work to develop a statement on the

principles that underlie accounting and financial reporting (ASB, 1991).

In November 1995, the Board issued an Exposure Draft that containing a Revised

Version of the published draft chapter. This draft reflects the Board's experience of

working with the draft Statement of Principles. The Board aims to help users, preparers,

and auditors of financial information through establishing and improving standards of

financial accounting and reporting (ASB, 1995).

More recently, in March 1999, ASB issued a revised exposure draft (ASB, 1999a)

rather than proceed directly to the development of a final statement. A few months later,

in October 1999, the ASB issued its Statement of Principles, which includes eight

chapters rather than the seven of its predecessor, as follows (ASB, 1999b):

1- The Objective of Financial Statements.

2- The Reporting Entity.

3- The Qualitative Characteristics of Financial Information.

4- The Elements of Financial Statements.

5- Recognition in Financial Statements.

6- Measurement in Financial Statements.

7- Presentation of Financial Information.

8- Accounting for Interest in Other Entities.

The following figure shows the structure of accounting standard setting in the UK.
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Figure 4.1 Structure of the Organisation for Setting and Enforcing Accounting Standards in the UK:

Financial Reporting Council
The Financial Reporting Council guides the ASB.

Financial Reporting Review
Panel
The Review Panel enquires into
annual accounts where it
appears that the requirement
of the Companies Act, including
the requirement that annual
accounts shall show a true and fair
view, might have
haan hrparhorl

Source: (ICAEW, 2000, p. 5)

4.3.1.2 In the US:

Interest in accounting standards in the US started with the establishing the Committee of

Accounting Procedures (CAP) in 1936. However, King and Waymire (1994) stated that

the process of developing accounting standards actually started before that time when the

American Institute of Accountants (AIA), in 1917, developed audit guidelines and

financial report formats for the Federal Trade Commission7.

The SEC was established for the purpose of regulating the securities market under

the Securities Act of 1933 and the Securities Exchanges Act of 1934. The reduction of the

variety of accepted accounting methods was the basic interest of the SEC (Gaa, 1988;

Davies et al., 1997). The SEC is concerned with accounting standards because of its

mandate to protect investors. Since its establishment, the SEC approach has been to

require companies that need to be listed or trade their securities to comply with initial and
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continuing disclosure obligations. It aims, through this approach, to prevent misleading or

incomplete financial reporting and to facilitate informed decisions by investors (Levitt,

1998).

The process of accounting standards setting started in the mid 1930s when the

AIA, now the AICPA, established, in 1938, the CAP. The CAP, which consisted of

twenty members including auditors and accounting academics, all of whom were

members of AICPA and served in the committee without compensation, issued

Accounting Research Bulletins that gave substantial authoritative support for the

accounting applications which they recommended by making them acceptable to the SEC.

The CAP was active for twenty years (1939-1959) and issued sixty-one Bulletins (Zeff et

al., 1992).

Like the CAP, the APB, which was founded in 1959 and existed until 1973, was a

committee of AICPA and its members were members of AICPA too, but some of them

were practising accountants chosen from industry or the academic field. The APB was

established to overcome its predecessor's shortcoming (Alamari, 1989; Moonitz, 1974).

AICPA, in 1964, issued a resolution requesting the disclosure of information departures

from APB Opinions. This adoption was a vital development in the accounting standards

setting process by the private sector in the US at that time. However, this was not

sufficient to counter the criticism against APB.

FASB, which was established in 1973, has been responsible for establishing and

improving accounting and financial reporting in the US since that time. Its establishing

was designed to remedy the perceived flaws in the structure and procedures of APB.

Starting from 1978, FASB issued a series of Statements of Financial Accounting

Concepts (SFAC).

FASB, which is privately funded and non-governmental entity, is not a

government bcdy. Its authority comes from two sources: first, the recognition by SEC of

FASB as the standard setting body (see 4.3.2.2 next); second, the designation of FASB by

AICPA to be the body responsible for setting accounting standards. Figure 4.2 shows the

various organisations that give the FASB its authority.
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Figure 4.2 The Sources of the FASB's Authority:

Government Regulators:
- Securities and Exchange
Commission
- State Bards of Public
Accountancy

Instructors:
American Accounting

Association

Source: (Miller and Redding, 1988, p. 19)

There are some points about the new body, FASB, which deserve to be

mentioned. These points are:

1- The wide participation. In contrast with members of APB, members of FASB are

chosen to be representative of a cross-section of interested groups.

2- The semi-independent status. FASB issues accounting standards in its own right, and

there is no need for the professional institutions' agreement for its production. This

independence was a direct outcome of the criticism directed to APB, that it was

influenced principally by the AICPA.

3- Dependence on research. FASB's outputs should be produced after conducting

research. The research activities of FASB are part of the procedures for producing

statements.

4- The authoritative status. FASB has authority from which its statements derive power

(For more details, see 4.3.2.1).

There is a general note about the process of setting accounting standards in both

the UK and the US, that the ASC and ASB in the UK have taken rather different

approaches to accounting standards setting from that of the FASB in the US. Also, the

UK bodies have both applied a broad fundamental approach. On the one hand, this has

105



Chapter 4

allowed a high degree of flexibility, thereby requiring a considerable measure of

judgement to be exercised in the adoption of some standards; on the other hand, the lack

of detailed rules results in alike transactions being accounted for in ways which produce

materialy different effects (Davies et al., 1997). Mueller et al. (1991) pointed out that

financial accounting standards in the US and in the UK are not always the same.

Consequently, "A company operating in both countries may find it impossible to satisfy

the two sets of standards simultaneously" (p. 6). As we have seen, both the US and the

UK have taken various approaches to accounting standards setting. In the next pages,

accounting regulation in these two countries will be discussed.

4.3.2 Accounting Regulation in the UK and the US:

To be effective, it is essential that accounting standards be enforced. The mechanism of

enforcement of accounting standards can be voluntary (through the agreement among

accountants or firms themselves to apply a certain accounting standards) or mandatory

(through the use of government power that may be invoked to enforce adherence to

certain accounting standards). Regarding the latter mechanism, mandatory enforcement,

Robson (1993) argued that the process of regulating accounting standards appears to be

ever intensifying with the establishing of professional, governmental and international

regulatory organisations.

The method of accounting regulation varies from country to country. While the

accounting profession leads the process in some countries, the government leads it in

others8 . The position and effects of the accounting profession are basic elements

determining the responsibility for accounting regulation (Alhashim, 1980). Regarding the

comparison between private and governmental regulation, Taylor and Turly (1986, p.28)

stated that:

"self-regulation may be seen as a means by which government
policies may be more effectively implemented, as a complement
to legal regulation or as an alternative. ... From government's
point of view, self-regulation may possess the merit of flexibility
and may be more accurately focused than would be the case with
statutory regulatiOn. In addition, it may overcome the resistance of
interest groups to regulation".
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Bromwich (1992) argued that governmental regulation minimises the problem of

enforcement of accounting standards, while private sector organisations generally lack

authority from society. The weakness of such non-public organisations and their lack

authority are among the main criticisms of standard-setters.

Cooke and Wallace (1990, p. 81) argued that "where the 'state' principles prevail,

regulation of accounting is by the state". In other words, as Arpan and Radebaugh (1985)

pointed out, the countries in which the government regulates accounting practices have

governments that play an active role in the economic system and have relatively weak

accounting professions. A major drawback in these countries is that accounting standards

and practices are set by legislators who normally have little or no accounting background

or training.

4.3.2.1 In the UK:

UK accounting regulation comes in several major forms that have various powers 9. These

forms are legislation (Company Act enacted by Parliament); the stock exchange (the

listing rules); standard setting bodies (Accounting Standards issued by the ASB); and the

accounting profession (Professional rules).

The ASB, which is a part of a large structure that includes other accounting bodies

such as the Financial Reporting Council, and the Financial Reporting Review Panel (see

4.3.1.1 above), has the power to prepare and issue the FRSs on its own authority. The

Companies Act 1981, which was consolidated with previous laws in the Companies Act

1985, later amended by the subsequent Companies Act 1989 and numerous Statutory

Instruments, sets out the rules of companies' financial reporting in substantial detail,

covering subjects such as the form and content of financial statements to be prepared by

limited companies; the valuation rules to be used in the preparation of fmancial

statements; the publication of the accounts; and auditors' function, duties, powers and

qualifications (Flower and Ebbers, 2002). Additionally, the Companies Act 1989

presented a requirement to state whether the financial reports have been prepared

according to applicable accounting standards, whether there are any material departures
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From such standards and, if so, the reasons for them (Glautier and Underdown, 2001).

Companies listed on the London Stock Exchange or quoted on the Alternative

Investment Market are required to provide more information, in addition to more frequent

information than that required by Companies Acts (e.g., quoted companies are asked to

provide an interim reports that contain certain information), and to comply with the

accounting standards issued by the ASB I °. Also, the accounting profession, such as the

ICAEW, has its role in the accounting regulation system, as it issues some

recommendations to the members on subjects not covered by the law and accounting

standards (Flower and Ebbers, 2002). Figure 4.3 below illustrates the UK's system for

accounting regulation.

Figure 4.3 The UK System for the Regulation of Financial Reporting:

Source: (Flower and Ebbers, 2002, p. 102)

4.3.2.2 In the US:

The SEC, which is a governmental agency, was designated by the US Congress to be

responsible for authorising the Generally Accepted Accounting Principles - GAAP for

companies listed in the stock exchange (Horngren et al., 1996). The SEC has generally

chosen to accept for those purposes those accounting principles generally accepted by the

accounting profession in the US (Bromwich, 1992).
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Until 1973, the SEC had relied primarily on the CAP (1939-1959) and the APB

(1959-1973) for "substantial authoritative support" of what constitutes "GAAP" (Zeff et

al., 1992). Later, the SEC has relied primarily on the FASB and has informally delegated

much rule-making power to it. The above situation means that the SEC can overrule the

FASB, while both of them can be overruled by the US Congress (Horngren et al., 1996).

As we have seen from the above, the accounting regulation system in the US relies

on a combination of both government and private authorities. Figure 4.4 below illustrates

the US's system for accounting regulation.

Figure 4.4 The US System for the Regulation of Financial Reporting:

Source: (Flower and Ebbers, 2002, p. 126)

Comparing the UK and the US accounting regulation systems, Alexander and

Archer (2000a, pp. 552-553) indicated that:

"The US system is significantly more 'public sector' than the UK
system. In particular, the principal enforcement agency in the US
is a body set up by Act of Congress ..., while in the UK it is
private-sector body closely associated with the accounting
profession that needs to turn either to the government or to the
courts if companies refuse to do its bidding".
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4.4 International Accounting Standards:

This section of the chapter will deal with accounting standards at the international level

(IASs). The need for IASs, the formation and efforts of the IASC, and the application of

IASs will be discussed in this section.

4.4.1 The Need for IASs:

During the last few decades, outstanding changes towards what has been known as "the

global economy" and "globalisation" have been witnessed. The following are some of

those changes (Choi and Levich, 1991; Decker and Brunner, 1997; Evans et al., 1985;

Flower and Ebbers, 2002; Perera, 1985; and Wallace,1993):

1- The wide growth in international trade that started since the early 1970s;

2- The emergence of capital markets including some multinational enterprises (MNEs) in

some developing countries such as India and some of the newly industrialised countries

such as Korea and Singapore;

3- The increasing co-operation among governments of different countries, either at the

regional level or at the global level, aiming to enhance the economic growth and

development of member states such as the European Community (EC) and the

Association of South East Asian Nations (ASEAN);

4- The opening up of markets in previously centrally planned economies to foreign direct

investments;

5- The huge development in communication technology and its effect in international

trade.

The above changes have increased the need for international accounting

standardisation to achieve comparability among financial reports of different countries, as

will be shown in the next arguments. Also, to take the right investment decision between

alternative investment chances in different countries, especially in the light of accounting

diversity among countries, inVestors should be able to compare financial reports prepared

in different countries (Lewis and Pendrill, 2000).

Moreover, users of foreign financial reports face some obstacles when they use

those foreign reports, such as differences in basis, terminology, statement format,
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accounting measurement rules, and availability and timeliness of financial reports

(Bindon and Smith, 1997). In such cases, international standardisation enhances the

comparability between financial reports of different countries. Nobes and Parker (2000)

refer to the following arguments that elucidate the importance of accounting

harmonisation":

- Financial analysts and investors need to be able to understand the financial reports of

foreign companies whose securities they might wish to buy and they like to make sure

that these financial reports are reliable and comparable.

- In cases where foreign securities are quoted on the local stock exchange of an investor,

that stock exchange may require financial reports, which are consistent with local

practices.

- Also, companies which wish to issue new securities more widely than on their local

markets will see the advantages of standardised practices in the promotion of their issues.

Choi and Levich (1991), who echo the importance of international accounting

standards for international investors when using foreign financial reports of different

countries, stated that accounting differences make it more difficult to measure decision

variables and ultimately affect their investment decisions. Also, the cost of financial

analysis of financial reports of different countries may increase. In such cases, financial

analysts and other users of financial reports incur extra costs of analysis when the reports

are prepared according to different standards in different countries and they may be

confused in the interpretation of these financial reports (IASC, 2001).

In the light of the massive changes around the world, such as the transformation of

most socialist countries towards the free market system and privatisation programmes,

whether in countries that had or still have public sector companies, it is likely that

international investors are directing more investment to different countries, so the IASs

play an important role in such situations.

On the other hand, as Elsafty (1989) pointed out, users of financial information

need financial reports that are comparable, regardless of national origin and which
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disclose in usable form the economic and social information required for effective

evaluation and decision making.

Regarding this need in developing countries, it has been argued by Evans et al.

(1985) that because of the existence of many good investment opportunities in these

countries that are not yet fully industrialised, they are of interest to both international

investors and multinational corporations considering expansion. All parties need IASs in

such a case. Moreover, the IASC stated that its IASs are of great usefulness for

developing countries or other countries which have no national standards setting body or

no resources to undertake the full process of accounting standards setting (IASC, 2001).

4.4.2 The Formation of IASC:

Interest in the harmonisation of accounting standards is not new; but, what is new is the

intensification of efforts to achieve progress toward harmonisation. The early interest was

focused on identification of differences in accounting policies and standards between the

primary trading countries (Wyatt, 1997). Although the possibility of international

standardisation has been debated for the last few decades (Lewis and Pendrill, 2000), the

most successful programme started with the establishment of the IASC in 1973.

The first active steps toward establishing the IASC took place in the autumn of

1972 at the Tenth International Congress in Sydney, where senior officers of the

Accountants International Study Group' member bodies met to consider the possibility of

forming a more broadly-based committee which could establish international standards

(see: Benson, 1976; and Mason, 1981). The IASC, which was and still is an independent

private sector body, was formed 12 through an agreement of sixteen professional

accounting bodies from nine different countries: Australia, Canada, France, Germany,

Japan, Mexico, the Netherlands, the UK and Ireland, and the US. In May 1974, eight

further professional bodies from Belgium, India, Israel, New Zealand, Pakistan and

Zimbabwe (formally Rhodesia) were admitted as associate members (Briston, 1981).

The number of members of IASC 13 has increased over the years. By 1983, its

membership had increased to be eighty-eight members from sixty-four countries and by
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1992 there were hundred and five members from seventy-eight countries (Chamisa,

1994). According to the IASC (2001), its members include 138 member organisations, 11

association members, and 4 affiliate members in 112 different countries of different levels

of economic development. Furthermore, the proportion of developing countries with

accounting bodies which are members of the IASC has increased conspicuously (e.g.:

from 11 percent in 1973 to more than 70 percent by January 2001 14 and the majority of

these developing countries which are members of IASC have applied the IASs.

IASC now has a very respected position and its position is increased year by year

through the recognition that it has received from some important organisations such as the

EC, the International Federation of Accountants (IFAC), and the United Nations, when

these organisations recognised the IASC as the body responsible for issuing IASs.

In 1997, the IASC Board, considering the future structure of the IASC after

completing the "Core Standards" programme, formed a Strategy Working Party to prepare

a report about a broad analysis of the organisational problems facing the IASC and the

suggestions to resolve these problems. In December 1999, the Strategy Working Party

completed and published its final report titled "Recommendations on Shaping IASC for

the Future". As a result of these report, the IASC Board started adopting a revised

constitution which came into effect in April 2001, when the International Accounting

Standards Board - IASB replaced its predecessor body, the IASC (IASB, 2002).

This new constitution covered many matters, such as a change in its name to be

the IASB instead of the IASC; development of the objectives (e.g., to include more

emphasis on 'enforceability' of ifs 'high quality standards' to help in the 'world's capital

markets'); and a change in its structure. According to the new structure, the IASC

Foundation is an independent organisation containing two main bodies: first, the Trustees,

composed of 19 individuals from public who were appointed by the Nominating

Committee of the IASC Board (six of them were from North America; six from Europe;

four from the Asia/Pacific region; and the remaining three, from any other region). Their

function is to secure the independence of the standard-setting body through separating it

from outside pressures; second, the IASB, composed of 14 experts (12 of them are full-
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time and two are part-time) who were appointed by the Trustees. Its role is to issue

international accounting standards and interpretations on its own authority15.

The objectives of the IASB in issuing IASs, in the light of the new structure are:

"(a) to develop, in the public interest, a single set of high quality,
understandable and enforceable global accounting standards that
require high quality, transparent and comparable information in
financial statements and other financial reporting to help
participants in the world's capital markets and other users make
economic decisions; (b) to promote the use and rigorous
application of those standards; and (c) to bring about convergence
of national accounting standards and International Accounting
Standards to high quality solutions." (IASB,2002)

4.4.3 The Application of IASs:

The IASC has no direct power to enforce its IASs, but it depends on its members to

persuade the relevant institutions in their countries to adopt and enforce the standards.

Members of IASC work to support the IASC's objectives through undertaking the

following duties:

1- to make sure that published financial reports comply with IASs in all material respects

and disclose the fact of such compliance;

2- to persuade their governments and standard-setting bodies that published financial

reports should comply with IASs in all material respects;

3- to persuade authorities controlling securities markets and industrial and business

community that published financial reports should comply with IASs in all material

respects;

4- to make sure that auditors satisfy themselves that financial reports comply with IASs

in all material respects;

5- to foster acceptance and observance of IASs internationally (IASC, 2000).

The application and the acceptance of IASs can also come from stock

exchanges 16 . For instance, the London Stock Exchange requires that companies coming

from overseas for a listing should comply with IASs or US or UK GAAP (London Stock

Exchange, 2002). Another example of the application and acceptance of IASs comes from

the US, where the SEC requires listed foreign companies, that prepare their home
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countries' financial reports using IASs, to provide reconciliation to US-GAAP through

form 20-F 17. Furthermore, recently the SEC in co-ordination with the IASC has been

considering a proposal which waives the 20-F reconciliation requirements for foreign

companies that prepare financial reports under IASs (Harris and Muller III, 1999;

Venlcatachalam, 1999).

In other countries (e.g., France and Germany) the stock exchanges accept financial

reports based on IASs for foreign listed companies and for the consolidated accounts of

local listed companies (Flower and Ebbers, 2002). Also, in others (e.g., Switzerland) the

Swiss Stock Exchange permits all listed companies, including foreign, to follow the Swiss

GAAP or IASs or their local GAAP (for the foreign listed companies); in the latter case,

they may have to add some additional disclosures to comply with Swiss GAAP

(Alexander and Archer, 2000b).

In contrast, in other countries (e.g. Brazil, Chile, Indonesia, Iran, and Mexico),

IASs financial statements are not allowed for foreign listed companies. For instance, in

Brazil, the Rio De Janeiro Stock Exchange and the Sao Paulo Stock Exchange require all

listed companies (domestic and foreign) to follow Brazilian GAAP. In Chile, the Santiago

Stock Exchange requires domestic listed companies to follow Chilean accounting

principles, and foreign listed companies must follow their own national principles and

include reconciliation to Chilean GAAP. In Indonesia, the Jakarta Stock Exchange

requires all listed companies to follow Statements and Interpretations of the Indonesian

Committee on Financial Accounting Standards. In Iran, the Tehran Stock Exchange

requires all listed companies to comply with Iranian accounting principles; Lastly, in

Mexico, the Mexican Stock Exchange requires all listed companies to follow accounting

standards set by the Mexican Institute of Certified Public Accountants (Alexander and

Archer, 2600b; IASC, 2000).

By the late 1980s, some developing countries applied the IASC's standards as

their national standards (e.g., Botswana, Cyprus, Malawi, Malaysia, Oman, Pakistan, and

Zimbabwe). Others — such as Egypt, Fiji, Hong Kong, India, Jamaica, Kenya, Kuwait,

Lesotho, Mauritius, Nigeria, Singapore, South Africa, Sri Lanka, and Trinidad and
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Tobago — have used the IASC's standards as the basis for developing national accounting

standards (Chamisa, 1994)18.

Furthermore, IASs are gaining widespread use and recognition throughout the

world, as a consequence of a programme of convergence. As noted by the IASC (2001),

the level of acceptability should increase dramatically over the next few years. Hundreds

of companies, largely multinational companies and international financial institutions,

state that they prepare their financial reports in accordance with IASs.

4.4.4 Efforts of IASC:

As accounting systems are developed and fostered within a nation's unique environment,

many differences exist between IASs and the national standards of the IASC membership

(Street and Shaughnessy, 1998). So, in 1990, the IASC initiated a move towards greater

compatibility between national accounting requirements and the removal of differences

between national requirements and IASs. The IASC completed its Comparability and

Improvements Project in 1993 with ten standards becoming effective on 1 January 1995

(Harris and Muller III, 1999).

By early 2002 the number of IASs issued by IASC was 41, but some of them are

no longer effective and have been replaced by others (e.g. IAS No.3 was replaced by

IASs Nos.27 and 28, while IAS .s Nos.5 and 13 were replaced by IAS No.1). Furthermore,

IASC published a framework of financial statements entitled "Framework for the

Preparation and Presentation of Financial Statements" in July 1989. This framework

might be useful for standard setters to help in resolving most accounting issues that will

be encountered (Lewis and Pendrill, 2000).

With effect from January 1983, the IFAC, whose membership consists of

professional accountancy bodies in 85 countries and which aims to develop and enhance a

co-ordinated worldwide accountancy profession and harmonised standards, gave the

IASC full autonomy to set international accounting and reporting standards (IASC, 2000;

Roberts et al., 1998). In 1998, IASC completed the major components of the core set of

Standards, as identified in an agreement with the International Organisation of Securities
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Commissions (IOSCO) in July 1995 19 . The core standards provide a comprehensive basis

of accounting, covering all the major areas of importance to general businesses.

The July 1995 Agreement said that IOSCO would consider endorsing IASs for

cross-border capital raising and listing purposes in all global markets once the core set of

Standards had been completed. Many stock exchanges accept IASs for cross-border

listing purposes, but notable exceptions are the US and Canada. Furthermore, IASs also

affected European accounting. Alexander and Archer (1998, p.2) argued that:

"The possibility of conflict between IASs and EU Directives has
created a certain tension, which, together with the difficulties
experienced in agreeing and implementing the directives, has led
to a view that the European Union should issue no more
Accounting Directives but should support the international
standard-setting efforts of the IASC".

The following table clarifies some achievements and effective events of the IASC

from its formation in 1973 until 2002.

Table 4.1 Achievements and Effective Events of IASC (1973-2002):

Years Achievements and Effective Events of IASC

1974 - First exposure draft published.
- First associate members admitted (Belgium, India, Israel, New Zealand,

Pakistan and Zimbabwe.
1970s -1AS 1, Disclosure of accounting policies.

1976 - Group of Ten Bank Governors decided to work with IASC, and fund IASC project,
on bank financial statements.

1977 - Revised constitution adopted (Board expanded to 11 instead of 9 countries).
- IFAC formed, IASC continues to be autonomous but with close relationship with IFAC.

1979 - IASC meets Organisation for Economic Co-operation and Development 20 (OECD) — The
OECD working group on accounting standards.

1981 - Consultative Group formed.
1984 - Formal meeting with US SEC.
1985 - OECD forum on accounting harmonisation.

1980s - IASC responds to SEC multinational prospectus proposals.
1986 - Joint conference with New York Stock Exchange and International Bar Association on

the globalisation of financial markets.
1987 - Comparability project started.

- 10SCO joins Consultative Group and supports Comparability project.
- First IASC Bound Volume of IASs.

1988 - IASC published survey on the use of IASs.
- FASB joins consultative Group and joins Board as Observer.

1989 - Framework for the Preparation and Presentation of Financial Statements approved.
- IFAC public sector guideline requires government business enterprise to follow IASs.

1990- European Commission joins Consultative Group and joins Board as observer.
1990s 1991 - FASB plan supports international standards.

- First IASC conference of standard setters, organised in conjunction with the European
Federation of Accountants (FEE) and FASB	 .

1993 - Comparability and Improvements project completed with approval of ten revised IASs.
	  1994 - The US SEC accepted three LAS treatments plus IAS 7.
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- Establishment of Advisory Council approved.
1995 - Agreement with IOSCO to complete core standards by 1999.

- European Commission supports IASC/IOSCO agreement and use of IASs by European
Union (EU) multinationals.

1996 - IASC starts joint project on Provisions with UK ASB.
- EU Contact Committee finds IASs compatible with EU directives, with minor exceptions

exceptions.
- Ministers of World Trade Organisation encourage successful completion of international

standards.
1997 - Standing Interpretations Committee formed.

- IASC sets up its Internet web site.
- FEE calls on Europe to use IASC's Framework.
- IASC Board formed a Strategy	 Working Party to consider the future strategy and

structure of the IASC.
1998 - New laws in several countries named Belgium, France, Germany and Italy allow large

companies to use IASs domestically.
- Core standards completed with approval of IAS 39.

1999 - New IFAC International Forum on Accountancy Development (IFAD) commits to
'support the use of IASs as the minimum benchmark' worldwide.

- EC single market plan for financial services includes use of IASs.
- FEE urges allowing European companies to use IASs without EC Directives and phase-

out of US GAAP.
- Strategy Working Party published its final report, Recommendations on Shaping IASC

for the Future.
2000 - SEC concept release regarding the use of IASs in the US.

2000s - IOSCO recommends that its members allow multinational issuers to use 30 IASC
standards in cross-border offerings and listings.

- IASC Board approves new IASC Constitution.
- European Commission plans to require IASC standards for all EU listed companies from

no later than 2005.
- IASC Nominating Committee appoints 19 Trustees of the restructured IASC.
- IASC Trustees name the new standard-setting board, the IASB.

2001 - The Trustees establish the new legal entity, the International Accounting Standards
Committee	 Foundation, as	 a not-for-profit corporation, registered in	 the	 State	 of
Delaware, USA. The IASB's operations are to remain in London.

- EC presents legislation to require use of IASC standards for all listed companies no later
than 2005.

- The Trustees approve a proposal to change the name of the standards to Internationl
Financial Reporting Standards (IFRSs).

- The IASB approves its first work programme, consisting of nine active projects. The
chief aim is the convergence of differing standards on high quality solutions.

- The IASB releases its first Exposure Draft, a proposed Preface to International Financial
Reporting Standards.

- The Trustees also release a proposal for public comment to change the name of the
Standing	 Interpretations	 Committee (SIC) to the	 International Financial Reporting
Interpretations Committee (IFRIC) and to expand the Committee's mandate.

2002 - The European Parliament voted to 	 endorse broadly the European Commission's
proposals on the use of IASB Standards by publicly-listed companies in Europe.

- The IASC Foundation Trustees approved changes to the IASC Constitution (2000).

..	 (Adapted from: IASC, 2001; IASB, 2002)

4.5 Accounting Standards Setting in Developing Countries:

As this study focuses on and is applied in Egypt, which is one of developing countries,

this section of the chapter is devoted to the process of accounting standards setting in

developing countries. Although accounting standards setting in most developing

countries faces some economic, social, political, and institutional problems, the
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development of basic accounting systems and procedures and the process of setting

accounting standards has accelerated (Riahi-Belkaoui, 2000).

Different strategies have been presented in the international accounting literature

to be used for setting accounting standards in developing countries (Riahi-Belkaoui,

2000; Amenlchienan, 1986). These strategies include the following: the evolutionary

approach; the development through transfer of accounting technology; the adoption of

IASs; and the development of accounting standards based on the analysis of accounting

principles and practices in advanced nations, against the backdrop of their underlying

environments, known as a "situationist strategy" (Riahi-Belkaoui, 2000) or "Fresh Start"

(Scott 1970). A summary21 discussion will be given below.

4.5.1 The Evolutionary Strategy:

Under this strategy, a developing country will produce its own standards without any

influence from other developed countries 22 . In other words, a developing country will

construct its accounting standards without any outside interference or influences

(Belkaoui, 1988). According to this strategy, induction from the existing practice should

be an important foundation for the process of setting accounting standards and a specific

developing country determines its own accounting objectives and needs, then proceeds to

meet them through developing the techniques, concepts, profession and education in

isolation (Belkaoui, 1988; Choi and Mueller, 1978). Accounting development in

developed countries, such as the US, the UK, and France, has been characterised by this

pattern, where each standard has to meet the criterion of practical business usefulness

(Amenkhienan, 1986).

Rahman and Scapens (1988) argued that most developing countries lack an

organised mechanism needed for the process of accounting standard setting like those

found in developed countries such as the US and the UK. Another point made by

Enthoven (1980) is that the professional institutes that might be needed for this process

generally tend to be weak in developing countries.
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Moreover, Briston (1978) suggested that developing countries should focus upon

an assessment of their needs of financial information in the enterprise, government, and

national accounting sectors and should seek to establish training programmes to prepare

the staff for the provision and use of that information. However, Scott (1970), expressed

doubts about this strategy, stating that:

"In fact, it is doubtful that accounting development in relative
isolation is possible for most of today's developing nations. Their
accounting is likely to be strongly influenced by the accounting of
at least one advanced nation, generally that nation with which the
developing nation has had a colonial relationship or now has a
trading relationship" (p. 10).

4.5.2 The Strategy of Development through Transfer of Accounting Technology:

In this strategy, a given developing country chooses accounting technology that has

already been constructed and applied in a developed country. According to the

international accounting literature, many channels may be used in this strategy. Several

studies (Amenkhienan, 1986; Riahi-Belkaoui, 2000; and Scott, 1970) indicate that this

transfer may result from the activities and operations of international accounting firms23

(many of them have branch offices in many developing countries), multinationals, or

academicians practising in some developing countries, or the various international co-

operative arrangements may call for exchanges of information and technology.

Briston (1978, p. 110) gave an example of this when he wrote:

"Almost all of the large international firms of accountants are
American or British, and those have also trained local accountants
to service the audits of multinational companies according to
American and British concepts. Another factor has been the
insistence by the World Bank and other international financial
institutions upon the use of an international firm of accountants to
audit many of the projects which they finance"

Many developing countries have benefited from using this strategy. Examples of

this have been pointed out by Enthoven and Briston. Enthoven (1973) referred to an

example of the benefits that developing countries can get from US accounting, when he

stated that both the accounting and the accountants in the US had already have had a

positive effect on accounting systems, procedures and training in several developing

countries. Also, Briston (1978, pp. 107-108) stated the following:
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"In a number of countries, of course, the British influence is very
long standing, and almost all of the colonial territories in which
any substantial degree of industrial development took place under
British rule will have had imposed upon them a British
Companies Act with the usual reporting and auditing
requirements".

The Indonesian case is an extensive illustration of this strategy. Indonesia has

been influenced by multinational companies 24 and international accounting firms, and

international aid arrangements (Amenkhienan, 1986).

Although this strategy might seem acceptable, there is a major disadvantage to it.

Accounting, as one of the social sciences, is affected by the social, economic, political,

and cultural environment in which it operates 25 and, as nations have different

environments, they also have different patterns of accounting development and

accounting systems. Briston (1978, p. 109) referred to the case of Nigeria, as a developing

country that had adopted UK principles and systems, commenting that:

"The major criticism of evolution of accountancy in Nigeria and
other countries which have adopted the colonial system almost
entirely is that due to a mixture of habit, inertia, and vested
interests; these countries have adopted accounting principles and
systems of accountancy training which originally evolved to meet
the needs of U.K. capitalism a century ago. These principles and
systems have already been shown to be of dubious relevance for
the present-day U.K. economy, and they are, therefore, most
unlikely to be appropriate for the entirely different social and
economic environments of the developing world"

Furthermore, Scott (1970) argued that special aspects of accounting practice in

any given developing country may not be entirely suitable in the dissimilar environments

of some developing nations. Thus, as Briston (1978) argued, the most suitable accounting

system for each country depends upon a broad variety of different factors such as

economic, historical, political and social factors.

Perera (1985) referred to the capability of developing countries to use this strategy

when he argued that a specific type of technology that is to be transferred may be not

relevant to the recipient country, if the technology package in that country is such that it

cannot provide the essential linked techniques or resources or skills for the suitable use of
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it. On the contrary, others have argued that this strategy might save a great deal of time

and money for the developing countries (Riahi-Belkaoui, 2000; Samuels and Piper, 1985)

4.5.3 The Strategy of Adoption of IASs:

According to this strategy, a given developing country which has no accounting standards

of its own can wholly adopt the IASs already issued by the IASC. This strategy might be

considered as a short cut solution for developing countries (Alrumaihi, 1997). The

rationale behind this strategy may be to reduce the cost of sitting accounting standards;

link the international harmonisation drive; facilitate the increase of foreign investment

that may needed; and empower its profession to emulate well-established professional

standards of behaviour and conduct (Riahi-Belkaoui, 2000).

In spite of the above points that support this strategy, the adoption of the IASs

might face some difficulty, especially as the IASs were not determined with the specific

needs of many developing countries in mind and they do not address topics that are

important to the economic growth of these countries (Amenkhienan, 1986; Wallace,

1993). So, it was argued that the adoption of the IASs could be harmful to developing

countries especially as the social, cultural, political, economic environment, and the

accounting needs of developing countries differ from those of developed countries

(Amenkhienan, 1986; Briston, 1990; and Hove, 1989).

International standards might face some problems in their application and

acceptance. Fantl (1971) referred to three difficulties facing international standardisation

in general: first, the many differences among countries in their background and traditions;

second, differences in the needs of those different economic environments; third, the

challenge to the power of some countries in setting and enforcing standards. As Briston

noted, IASs very often represent a compromise among the conflicting standards that occur

between the different countries that dominate the Committee. Regarding this, he

commented that

"As a result, if there is a major difference between a British
standard and a US standard, there is a tendency for the Committee
to choose a compromise which would permit either of the two
competing rules. As a result, in general, the standards tend to be
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rather more flexible than those which are found in the individual
member countries, and as a consequence, they do not provide the
degree of comparability which the Committee was seeking to
achieve (Briston, 1990, p. 202).

Furthermore, Hove (1990) concluded that the US and the UK exerted very

significant levels of influence in the process of setting the IASs. However, others argued

that this influence of the Anglo-Saxons is not very significant. For instance, Alexander

and Archer (2000a, p. 553), discussing the voting process when issuing a new standard in

the IASC Board, commented, "To approve a new Standard requires a 75 percent majority,

so it is perfectly obvious that no standard acceptable only to 'Anglo-Saxons,' however

defined, would or could be issued".

On the other hand, Flower and Ebbers (2002), using their classification of

countries of the world according to the characteristics of their national accounting system

between the "Anglo-Saxons" and the "Rest", classified countries of the IASC Board into

Anglo- Saxons (9 countries) and the Rest (4 countries) and they added that the IASC

Board was dominated by countries of the Anglo-Saxon group. Also, criticising the new

formation of the IASC (IASB), they argued that this domination by the Anglo-Saxons

countries would be continue. They wrote:

"A further criticism of the IASC was its domination by the
developed countries. It is clear that this will be the case with the
IASB to an even greater extent. This is even more true with
respect to the dominance of the Anglo-Saxons which was such a
market feature of the IASC. The two most influential positions in
the new structure are occupied by Anglo-Saxons" (Flower and
Ebbers, 2002, p. 256).

Samuels (1993) added that the adoption of IASs may be irrelevant to the needs of

developing countries. However, he argued that there is a possibility for developing

countries to adopt some IASs in their entirety, and others partially, while rejecting

others26. In the case of Egypt (see section 4.7 in this chapter), some of the IASs are

adopted in their entirety (e.g. IAS Nos. 2, 7, 11, 26, 33, and 38), others with some minor

changes (e.g. IAS No. 17), while other IASs have no counterpart in the EASs (e.g. IASs

Nos. 12, 14, 22, 29, 31, and 41).
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Despite, the above arguments, the issued standards can be seen, as Lewis and

Pendrill (2000) argued, as a set of ready-made standards that can be applied by countries

which have not developed their own mechanisms for standard setting. In addition, others

have argued that the adoption of IASs, generally, improves the usefulness of financial

information for predicting future earnings (Ashbaugh and Pincus, 1998).

It should be taken into consideration that the application of these ready-made

standards is not an easy task, as each country has its own specific social, economic and

cultural circumstances, which may make it difficult to adopt the IASs easily.

4.5.4 The Situationist Strategy:

This strategy is also referred to as "Fresh start" by Scott (1970) who considered it the best

strategy; and as "Zero-based"; and "Development of accounting standards based on an

analysis of accounting principles and practices in the advanced nations against the

backdrop of their underlying environment" by Amenkhienan (1986). As Riahi-Belkaoui

(2000) stated, this strategy, basically, requires attention to the diagnostic factors that

shape the development of accounting in developing countries. These factors can be used

for the process of suggesting constraints or thresholds that reflect different environmental

factors such as the cultural, political, economic and legal environments, and then

determining whether or not the given standard is suitable and useful to the developing

country. The accounting regulation system in a given developing country that adopts this

strategy will hold standards which are acceptable in the light of the environmental

constraints of that developing country.

For the purpose of comparison among these strategies, Alrumaihi (1997) asserted

that there is no general formula to guide the choice of a suitable strategy for setting

accounting standards in developing countries. However, the adoption of IASs might be

seen as the best strategy for most developing countries, provided these countries take into

consideration both the various environmental factors and the needs of different user

groups. Also, the adoption of this strategy is relevant to many developing countries as it

reduces the cost of issuing accounting standards, thereby saving resources which may be
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needed in other fields. One more argument supporting this strategy is that the accounting

profession in the majority of developing countries in general lacks the organisations

needed for the process of setting accounting standards similar to those found in developed

countries ( Enthoven, 1980; Rahman and Scapens, 1988).

In the light of the above, an important question which may arise is: Which of the

above strategies has been followed in Egypt where this study was applied? Since the

commencement of the interest in setting accounting standards in Egypt in 1980s, the third

strategy, the strategy of adoption of IASs, has been adopted for setting the Egyptian

accounting standards. Two separate attempts were made: first, in 1992 by the Egyptian

Institute of Accountants and Auditors (EIAA), which in an informal attempt presented 20

standards as a translation of the IASs; second, in 1997 by the Ministry of Economics,

which issued 22 EASs generally compatible with the IASs, with the exception of some

minor changes to suit the Egyptian environment. These two attempts will be presented on

detail in the next sections, sections 4.6 and 4.7 of this chapter. The empirical part of this

study, especially Chapters Seven and Nine, will give empirical evidence regarding the

suitability and applicability of this strategy in Egypt.

In the next two sections of this chapter the process of setting accounting standards

in Egypt, as a developing country, will be discussed.

4.6 Accounting Standards in Egypt:

In most developing countries, accounting standards do not have a position of importance

for marly 'reasons. Enthoven (1980) referred to this when he stated that different factors

such as former colonial practices, legal systems, tax aspects, and professional and

educational conditions have influenced accounting practices in developing countries.

In some countries, accounting standards are set by legislation, while in others the

accounting profession sets them. Moreover, accounting standards can be set by both

legislation and accounting profession in a given country over time. The main reason for

these differences is the differences in environments between countries. In Egypt, the

accounting standards setting process depended mainly on legislation, such as the huge

125



Chapter 4

number of laws and decrees, concerning the regulation of accounting profession, issued in

and after the 1960s. This means that the government was and still is the main body that

has the authority to regulate the accounting practice. Many reasons are behind the absence

of an effective role of the professional bodies in regulating accounting practice in Egypt.

Economic and political factors are the most important factors that affected in this role

especially in the 1960s after the nationalisation decrees, the adoption of socialism and

what followed them, such as the very strong role of some governmental bodies like the

CAA. Further, among those reasons is that accounting researchers, as well as accounting

education in general, were not interested in the problems of accounting regulation.

The Charter of the Accounting and Auditing Professions, issued in August 1958

by the Syndicate of Accountants and Auditors - SAA, can be regarded as a first attempt

towards setting some standards that regulate accounting practices in Egypt. Article No. 5

of chapter one of this charter indicated that the auditor should check if the company

management has adopted acceptable accounting principles (Syndicate of Accountants and

Auditors, 1958).

In 1966, the CAA, a governmental accounting body, introduced the Uniform

Accounting System (UAS)27 by Law No. 4723 of 1966, to be adopted by all companies of

public sector with the exception of bank and insurance companies. The UAS, which was

introduced tO meet the need for uniformity for planning and control purposes, reflects the

uniformity of several aspects such as the financial period, the chart of accounts, and the

disclosure system (Briston and El-Ashker, 1984). Another attempt was made between

1975 and 1981 when a uniform basis of preparation of the financial reports of public

banks 1975 and 1981 when a uniform basis of preparation of the financial reports of

public banks in Egypt was introduced.

Interest in setting accounting standards commenced in the early 1980s. In June

1980, at the National Conference of Accounting and Auditing held in Cairo, some

recommendations were made regarding the accounting profession in general, and

accounting regulation in particular. A committee was set up, which had as one of its main

purposes the preparation of a list of accounting standards applicable in Egypt in
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conformity with the IASs. The conference recommended the possibility of establishing an

institute of accounting and auditing for representing qualified accountants and auditors

(Syndicate of Commerce Professions, 1980).

The First International Conference on Accounting and Auditing in Cairo was held

in December of the same year and included speakers from many international accounting

firms. This conference asserted the recommendations of its predecessor and asserted the

importance of the process of setting accounting standards that should take into

consideration both the environmental factors and the needs of different user groups. In

addition, it was suggested that accounting standards should be in conformity with

accounting standards issued by international accounting bodies such as the IASC.

According to Al-Henawy (1990), the Second Cairo International Conference on

Accounting and Auditing, held in Egypt in 1986, may be seen as the first real interest in

accounting standards setting in Egypt. This conference, organised by the Egyptian Society

of Accountants and Auditors (ESAA), discussed many questions regarding the process of

setting accounting standards in Egypt and the possible alternatives that might be adopted.

Many alternatiNre strategies were suggested for setting accounting standards in

Egypt by the Secretary General of the IASC. These suggested strategies were: developing

national standards based on and linked to the IASs; full adoption of the IASs; developing

national forewords that deal with the application of the IASs in Egypt; adopting the

European Community's Fourth Directive and adding some accounting standards; or using

the IASs but adopting them to the national environment (Cairns, 1986).

Moreover, several recommendations were also introduced regarding setting

accounting standards in Egypt, such as the following (The Egyptian Society of

Accountants and Auditors, 1986):

- An independent board should be established that would be responsible to formulate,

establish and monitor accounting standards and auditing guidelines.

- The account i ng standards prepared by this board should be mainly based on the IASs

after taking into consideration the Egyptian environment.
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In addition to the above recommendations, several researchers28 interested in

setting accounting standards in Egypt recommended that environmental factors should be

taken into consideration when setting accounting standards in Egypt. In April 1992, the

EIAA presented 20 EASs in an informal attempt at setting accounting standards. This

attempt, however, did not achieve the desired success, for many reasons, such as

translation difficulties, informality in preparation and presentation, and the absence of a

body responsible for setting accounting standards in Egypt.

Furthermore, Article 58 of the ERs of CML No. 95 of 1992, indicated that every

company offering its securities for public subscription should provide the CMA with

financial reports prepared and audited according to IASs (this continued until 1997 when

the EASs were issued) and the International Auditing Standards. This means that the

Egyptian Accounting Standards of 1992 were not recognised by the CML, which

recognised the IASs as a base for preparation of the financial reports of companies

offering securities for public subscription.

In 1996, a Ministry Decree No. 323 was issued regarding the formation of a

permanent national committee for issuing EASs. The committee's chairman was the

Chairman of CMA and its members were from several important organisations such as:

The EIAA; the Arabian Association for Costs; the CAA; the Egyptian Association of

Accountants and Auditors - EAAA; the Syndicate of Accountants and Auditors - SAA;

the General Authority for Investment - GAFI; the CMA, the Central Bank of Egypt -

CBE; Accounting Departments in some Egyptian Universities. Three sub-committees

were formed from professional accountants, academics and other experts for preparing

both the EASs and the Egyptian Auditing Standards29.

In September 1997, another Ministry Decree No. 478 was issued replacing the

previous year's decree (No. 323 of 1996) and, also, regarding the formation of a

permanent committee for issuing Egyptian accounting standards. The new decree was the

same as its predecessor, except that it provided for the formation of a committee, which

was chaired by the Minister of Economics and included the following:

- The Chairman of CMA, as a member.
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- The Chairman of the Companies Authority, as a member.

- Representatives from CAA, ESAA, and EIAA, as members.

This new committee did not make any changes and kept everything the same

including the three sub-committees. Later, in September 1997, EASs, which are generally

compatible with the IASs with the exception of some minor changes to meet the Egyptian

environment, started to be issued by Ministry Decree No. 503 of 1997 to be adopted from

the following year (1998) by all companies offering securities for public subscription,

including the companies listed in the CASE.

In addition to the issued EASs, Ministry of Economics, in October 2000, issued

six Egyptian Auditing Standards, mainly based on International Auditing Standards.

Initially, 19 accounting standards were issued in October 1997. Another one, the

accounting standard for leases, was issued separately earlier in September 1997, two more

accounting standards were issued in July 1998, and recently in June 2002, another EAS

was issued. Table 4.2, below, shows the EASs and their issue dates.

Table 4.2 A List of EASs and Their Issue Dates:

EAS No. Title Issue Date

1 Disclosure of Accounting Policies Oct. 1997
2 Inventories Oct. 1997
3 Information to be Disclosed in Financial Statements Oct. 1997
4 Cash Flow Statements Oct. 1997
5 Net Profit or Loss for the Period, Fundamental Errors and Oct. 1997

Changes in Accounting Policies
6 Research and Development Costs Oct. 1997
7 Events after the Balance Sheet Date Oct. 1997
8 Construction Contracts Oct. 1997
9 Presentation of Current Assets and Current Liabilities Oct. 1997
10 Fixed Assets and Depreciation Accounting Oct. 1997
11 Revenue Oct. 1997
12 Accounting for Government Grants and Disclosure of Oct. 1997

Government Assistance
13 The Effects of Changes in Foreign Exchange Rates Oct. 1997
14 BOrrowing Costs Oct. 1997
15 Related Party Disclosure Oct. 1997
16 Accounting for Investments Oct. 1997
17 Consolidated Financial Statements and Accounting for Oct. 1997
. Investments in Subsidiaries

18 Accounting for Investments in Associates Oct. 1997
19 Disclosures in the Financial Statements of Banks and Oct. 1997

Similar financial Institutions
20 Leases Sep. 1997
21 Accounting and Reporting by Retirement Benefit Plans July 1998
22 Earnings Per Share July 1998
23 Intangible Assets June 2002

(Adapted from: Ministry of Economics, 1997)
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4.7 The Relationship between IASs and EASs:

In general, there are no important differences between the 22 EASs and their IASs

counterparts with exception of EAS No. 20 (Accounting for leases). As mentioned above,

the EASs are compatible with the IASs, with the exception of some minor changes to

meet the Egyptian environment

In addition to the notes mentioned in the table, the following points might help in

understanding the relationship between the IASs and the EASs:

- There are many IASs that have no counterpart in the EASs such as Income Taxes (IAS

12), Segment Reporting (IAS 14), Business Combinations (IAS 22), Financial Reporting

of Interests in Joint Ventures (IAS 31), Financial Instruments: Disclosure and

Presentation (IAS 32), Interim Financial Reporting (IAS 34), and Agriculture (IAS 41).

The Ministry Decree No. 503 of 1997, which introduced the EASs, required companies to

follow the IASs in matters not included in the EASs, but, unfortunately, there is no formal

translation into Arabic of these IASs and, also, copies of these IASs which have no

counterparts in the EASs are not available to many listed companies and accounting

firms.

- Many of the IASs have been revised or superseded and withdrawn, while this was not

the case for the EASs, meaning that some of the EASs have not followed the IASs in their

development for many years. For instance, until mid 2002, EAS 1 (Disclosure of

Accounting Policies) remained the same as the superseded and withdrawn IAS 1

(Disclosure of Accounting Policies), although the latter had been replaced in 1997 by IAS

1 (Presentation of Financial Statement).

- Although most EASs are almost the same as their IASs counterparts, EAS 20, Leases,

differs from IAS 17. This difference is because the EAS is affected by legal and tax

factors, as the government issued a special law for leases, Leases Law No. 95 of 1995,

that affects the accounting treatment for leases. For example, the EAS requires that leases

should be shown as an asset in the balance sheet of the lessor, and the lessee should show

the lease value in the income statement. In contrast, the IAS requires the lessor to show
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the lease as a debt account or a receivable in balance sheet, and the lessee to show the

lease as an asset in the balance sheet.

- There are some differences between IASs and EASs in disclosure requirements. The

presentation requirements of EASs were issued as an appendix of the ERs, of the CML

No. 95 of 1992 which was amended in 1997 with the appendix No. 3 of the Ministry

Decree No. 503 of 1997, while these requirements were issued as a separate IAS (IAS 1

Presentation of Financial Statements). Later in June 2002, EAS No. 1 was revised to be

compatible with its counterpart, IAS No. 1. Another difference is in the required financial

statements. While the IASs require a company to present the following: (1) Balance sheet,

(2) Income statement, (3) Statement of changes in equity, (4) Cash flow statement, and

(5) Accounting policies and explanatory notes, the EASs require the same financial

statements with the exception that they require a "Statement of suggested dividends"

instead of statement number 3 (Statement of changes in equity).

- The ERs, of the CML No. 95 of 1992 required extensive details, especially of assets and

inventories, to be presented in the face of the balance sheet, while it is better to introduce

these details in the "Notes to the accounts" section. Also they require the market value of

both long-term investments and marketable securities to be presented in the face of the

balance sheet, if their values differ from the carrying amount in the financial statement.

Table 4.3 below shows the relationship between the EASs and the IASs. This table

displays each IASs and its status compared to the similar EAS, and also focuses on the

comparability between the two groups and the subjects which are not covered by the

EASs.
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Chapter 4

4.8 Summary:

In this chapter, some issues related to accounting standard setting have been considered.

The discussion was divided into several sections. Section 4.2 was devoted to the nature of

accounting standards, explaining their features and importance especially for developing

countries such as Egypt, where there is much need for financial information to serve in

different areas mentioned in the section.

The following section concerned the process of accounting standards in both the

UK and the US. In section 4.4, the IASs and their importance for achieving the

comparability among financial reports of different countries were discussed. Also,

attention was drawn to the usefulness of IASs for developing countries, which might have

no national standards setting bodies or no resources to undertake the full process of

accounting standards setting. Strategies of setting accounting standards suitable for

developing countries were presented in section 4.5.

Lastly, EASs and their relationship with the IASs were discussed in the last two

sections, 4.6 and 4.7. Generally, as the IASs are the basis of the EASs, there are no

important differences between the 23 EASs and their IASs counterparts, with the

exception of EAS No. 20 (Accounting for leases). However, there are many IASs that

have no counterpart in the EASs, and there are some IASs that have been revised or

withdrawn, while corresponding changes have not been made in some of the EASs.

While the IASs require a company to provide the following: (1) Balance sheet, (2)

Income statement, (3) Statement of changes in equity, (4) Cash flow statement, and (5)

Accounting policies and explanatory notes, the EASs require the same with the exception

that they require a Statement of Suggested Dividends instead of a Statement of changes in

equity.
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Notes to the chapter:

I - See: Al-Henawy, 1990; Briston, 1981.
2 - Accounting regulation is defined as "The imposition of constraints upon the preparation, content and
form of external financial reports by bodies other than the preparers of the reports, or the organisation and
individuals for which the reports are prepared" (Taylor and Turley, 1986, p.1).
3 - The term Anglo-Saxon is commonly applied to the US, the UK, Canada, and Australia. All four
countries are not only (in the main) English-speaking but they also share a similar legal system and business
environment and are linked by many economic ties, including those of trade and investment. For more
details, see, Alexander and Archer (2000a); Flower and Ebbers (2002).
4 In this regard, it has been argued that "Anglo-American" influence weighs heavily on international
accounting practice and on the foundation and operation of the IASC (Scheid and Standish, 1989). Flower
and Ebbers (2002) applied their classification of countries of the world, into the 'Anglo-Saxon' and the
'Rest', to members of the IASC's Board. They conclude that clearly the board of the IASC was dominated
by the 'Anglo-Saxon' countries, and they also claim that this will be the case with new Board of the IASB.
5 - For example, there has been some kind of association between some of the largest Egyptian accounting
firms and their UK counterparts (Briston and El-Ashker, 1984). This association is still continuing.
6 - In both the UK and the US the word "standard" was used instead of the word "principle" after
establishment of both the ASSC in the UK and the FASB in the US.
7 For more details about this period and earlier, see Flower and Ebbers (2002).
8 - As we will see in section 4.6 of this chapter, in Egypt, the Egyptian government enforce companies to
adopt the EASs by Law.
9 - For more details about these four forms, see for example: Alexander and Britton (1999); Blake (1995);
Flower and Ebbers (2002); Glautier and Underdown (2001); Lee (1976); Lewis and Pendrill (2000); Taylor
and Turly, (1986); Taylor and Underdown (1991).
I ° - Companies from outside the UK are required to provide their financial reports normally according to the
IASs, US or UK GAAP (London Stock Exchange, 2002).
H _ For more discussion about harmonisation in accounting practicc, see for example: Chamisa (1994);
Hove (1986); McComb (1979); and Wallace (1990).
12 - For more details about the formation of IASC, see: Benson (1976); Brennan (1981); and Mason (1981).
13 - All Member bodies of IFAC are automatically members of IASC, see: Alexander and Archer (2000b).
14 - The Egyptian Society of Accountants and Auditors became a member of the IASC in 1980.
15 - For more details about this new formation, see: Flower and Ebbers (2002); IASB (2002).
16 - For full details about the application of IASs around the world, see: Alexander and Archer (2000b);
IASC (2000); IASB (2002).
17 - The US-SEC disclosure regulations of foreign companies vary across three degrees as follows:

- The first class of foreign companies in the US is Canadian companies, majority of that faced the same
reporting regulations as US issuers in 1989.

- The second class is foreign companies registered under the 1934 Act that use form 20-F for annual
reports and form 6-K for interim reports.

- The third class is foreign issuers exempt for SEC regulations (Frost and Pownall, 1994).
18 - For more details about the recent use of IASs in countries around the world, see: Alexander and Archer
(2000b); IASB (2002).
19 - For more details about this project, see: Flower and Ebbers (2002); IASC (2001); Roberts et al (1998).
29 - The OECD includes 24 governments of almost all industrialised countries named: Australia, Austria,
Belgium, Canada, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg,
the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the UK, and the US
(Mueller et al., 1991).
21 - For more details about these strategies, see: Riahi-Belkaoui (2000); Amenkhienan (1986).
22 - In the accounting literature, there are some major approaches for setting accounting standards, namely,
the Constitutional approach, the common Law or Legal Approach, and the Empirical or Scientific
Approach, but it is beyond the scope of this study to deal in detail with these approaches.
2j - These are considered the most important means for the process of transmission of accounting practices
of developed countries to developing countries, see: Scott (1970). For more details about the role of these
firms, see for example, Briston (1990); Hove (1986); and Perera (1989).
24 - Multinational companies are defined as that companies with foreign operations in two or more countries
and therefore across several accounting systems. (For more details, see: Alhashim and Arpan (1988); Gray
and Roberts (1989).
25 - It is beyond the scope of this study to deal in detail with the environmental factors. However, for more
about the effect of these environmental factors on accounting development in developing countries, see for
instance: Al-Melegy (1998); Cooke and Wallace (1990); Mueller et al. (1991); and Radebaugh, (1975).

136



Chapter 4

26 - As we will see in section 4.7 in this chapter, some IASs are adopted in their entirety (e.g. IAS Nos. 2, 7,
11, 26, 33, and 38), others with some minor changes (e.g. IAS No. 17), while other IASs have no
counterpart in the EASs (e.g. IASs Nos. 12, 14, 22, 29, 31, and 41).
27 - A uniform accounting system is defined as "A system of accounts common to similar organizations,
such as those developed or promoted by trade association, And those promulgated by federal and state
regulatory bodies such as public-utility commissions" (Kohler, 1975, p. 482). For more details about the
Egyptian UAS, see also 5.2.2 of the next chapter.
28 - See for instance: Osman (1989); and Hamed (1997); Almelegy (1998).
29 - For more details about this committee and its sub-committee, see: Almelegy (1999).
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CHAPTER FIVE

Egyptian Economic Changes and Accounting Regulations

5.1 Introduction:

In Chapter Three, a set of QCOAI was selected that could be used to investigate the

usefulness of accounting information provided in corporate annual reports by listed

companies in Egypt. On the other hand, the economic environment and the financial

reporting practice in Egypt have witnessed massive changes since the early 1990s. The

Egyptian government has started a stage of economic reform since 1991 including reform

of the public sector through a programme of privatisation.

In the light of the above, the purpose of this chapter is to present the development

of economic and accounting practice in Egypt including the disclosure requirements

whether by EASs, the CASE, or by other related laws. So, section 5.2 will deal with the

development of economic and accounting practice in Egypt, and section 5.3 will present

the Egyptian privatisation programme. Section 5.4 will be devoted to the Egyptian stock

market. Lastly, section 5.5 will present the disclosure requirements of CASE, EASs, CML

No. 95 of 1992, and other related laws.

5.2 Development of Economic and Accounting Practice in Egypt:

This section of the chapter summarises the historical background of the economic

environment and accompanying accounting practices in Egypt. This economic and

accounting development may be divided into four main stages: the period before 1956, the

period between 1956 and 1974, the period between 1974 and 1990, and the period after

1990. This division is based on the major changes in the governmental orientation during

recent Egyptian history.

5.2.1 The Period before 1956:

Accounting in Egypt has been known for thousands of years. It has been noted by

Enthoven (1973) that the recording of economic transactions was known in ancient

Egyptian civilization. However, the first major national development of accounting in
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Egypt was the Decree of Commerce enacted in 1883. According to this decree, merchants

were obliged to keep some accounting records such as a journal for recording daily

transactions; a book of goods for recording the goods controlled by the enterprise at the

end of every financial period; and a record of correspondence for keeping copies of the

enterprises' correspondence with debtors and creditors (Briston and El-Ashker, 1984).

After this decree, until 1939, little change was made to the accounting regulation in

Egypt. Act No. 14 of 1939 required companies to prepare financial statements making their

profit or loss clear for the purposes of taxation, but this act did not affect the accounting

system, as it did not include any specific provisions concerning accounting regulation

(Zafer, 1994).

In 1954, a special act to regulate administrative system in corporations and limited

companies was issued. This act presented a reporting system for these companies and gave

them the freedom to choose a bookkeeping method, providing that the chosen method

satisfied the requirements of this act. The act also required the appointment of an auditor

and laid down conditions for ensuring his competence and independence. Furthermore, this

act required the auditor to give, in his/her report, an opinion on the company's

bookkeeping method and on whether its accounts were correct (Briston and Al-Ashker,

1984). This act, Act No. 26 of 1954, remained in force until the early 1980s, when the

CMA, attempting to reactivate the Egyptian capital market, applied a draft law with a view

to its amendment. The suggested amendments were effected in the Law No. 159 of 1981

(Zafer, 1994).

In the period before 1954, the Egyptian economy was dominated by private capital

and was a free market economy, characterised by limited intervention and regulations by

the government (Ibrahim, 1990). Moreover, in this period, the UK's economic and political

influence was evident in the organisations of the accounting profession and in Egyptian

financial reporting practices, both of which closely followed those of the UK. Samuels and

Oliga (1982) noted that the prevailing Egyptian accounting system was based largely on

the British accounting system and that the training of accountants, disclosure standards and

the law regulating them were based on those of the UK.
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5.2.2 The Period between 1956 and 1974:

As a result of the adoption of socialism, followed by a series of nationalisations, the

Egyptian economy was changed to be an almost completely planned system. The

government put most of the nation's resources under its control and established a massive

public sector (Ibrahim, 1990). With the aim of eliminating the dominant role of foreign and

local private capital, the government issued a package of laws and decrees, one of the most

important of which was Law No. 119 of 1961 which nationalized all companies with

capital in excess of LE 10,000.

As a consequence the private sector was relegated to a peripheral role. This new

situation produced a mixed economy with a governmental public sector, which was owned,

operated, and highly regulated by the government, and a subordinate private sector subject

to miscellaneous types of direct governmental control and regulations (Evans et al., 1985).

This new situation required dramatic changes in accounting in Egypt. Arpan and

Radebough (1975) stated that a country's stage of economic development and the main

economic orientation are two of the main economic factors that influence accounting

development and practices in a given country.

In 1964, Law No. 129 introduced the CAA as an independent institution reporting

directly to the president of the country. The CAA became the public organisation

authorised to audit the public sector enterprises and government institutions, and supervise

the functioning of the various accounting control boards'. During this period, every

accounting control board tried to design an accounting system that, that it was hoped,

might be the best for that sector, but as a result, many different accounting systems could

have been introduced (Shohaieb, 1990).

Moreover, starting from the 1960s, there was a heavy demand for accounting

information to be used as a tool in providing the necessary inputs for planning and

evaluating economic projects. After much effort by the CAA, the UAS was introduced in

1966 by Law No. 4723, to cover all companies of public sector, with the exception of

banks and insurance companies (Central Accounting Agency, 1966).
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The UAS was designed to achieve the following objectives: First, to provide the

main accounting information needed for several purposes such as planning,

implementation and control at all levels of the economy, on both an internal and an

external basis. Second, to achieve the desired link between financial accounting at the

enterprise level and social accounting at the national level. Third, to help the enterprise in

the process of collecting, tabulating and storing data, so that it may easily provide

governmental bodies with the required information (Central Accounting Agency, 1966).

Many studies were carried out to evaluate the UAS, and a few conferences were

held for the same purpose. The following comments were made on the UAS:

- Some studies indicated that, in addition to freezing the accounting profession in Egypt, it

failed or partly failed to achieve its most important object, since its ability to provide the

necessary accounting information for planning and control was affected by its valuation

methods (Al-Henawy, 1987; Zafer, 1994).

- The second International Conference on Accounting and Auditing in Cairo held in 1986

recommended that UAS should be completely reviewed and accounting uniformity in

general should be reviewed too2.

- The Second National Conference on Accounting and Auditing, held in 1987 by the

EIAA, recommended accounting uniformity should be ended, since it had many

disadvantages for accounting measurement and reporting, and that Egypt should adopt

standardisation.

5.2.3 The Period between 1974 and 1990:

By the late 1960s and the early 1970s, it had become clear that the economic policies of the

central planned economy were inefficient and needed to be reviewed, so the government

decided to change towards a free market economy. Many objectives were set by the

government, including reorganising the public sector to improve its performance and

encouraging the private sector to increase its participation and play an active role in the

development of the economy.
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During this period, the government paid attention to recent legal developments in

both private and public sectors, the foreign trade, the stock market, and exchange control

system (Ibrahim, 1990). Hence, the government adopted various economic policies

encouraging the participation of the private sector in the economy.

The following table shows the percentage of participation of the private sector in

development plans during this period.

Table 5.1 Private Sector Participation in Development Plans (1973-1988):

Year Private S. Public S. Year Private S. Public S.
(%) (%) (%) (%)

1973 8.5 91.5 1981/82 20.8 79.2
1974 9.9 90.1 1982/83 22.5 77.5
1975 16.0 84.0 1983/84 21.3 78.7
1976 20.6 79.4 1984/85 22.8 77.2
1977 19.8 80.2 1985/86 26.6 73.4
1978 17.5 82.5 1986/87 33.1 66.9
1979 23.1 76.9 1987/88 27.5 72.5

1980/81 21.0 79.0

(Adapted from: Central Bank of Egypt, Annual Report, Different Issues)

The above table shows that the participation of private sector in the developing plan

increased during this period, from 8.5 per cent in 1973 to 9.9 per cent in 1974 and to 17.5

per cent in 1978, averaging 16.8 per cent in the first five years (1974-78) of the new

economic policies. This percentage rose to 33.1 per cent in 1986/87, and 27.5 per cent in

1987/88, averaging 26.3 per cent in the last five years of the table (1983/84 - 1987/88).

By its new policy, the open-door policy or "Infitah" introduced in 1974, the

government aimed to bring technological development and rapid industrialisation, raise

exports and improve the standard of living (Evans et al., 1985). The cornerstone of these

new policies was the Investment Law No. 43 of 1974. This law was amended by Law No.

32 of 1977 and later replaced by Investment Law No. 230 of 1989, aiming to attract Arab

and foreign investments to place business in Egypt and to establish free zones (Abd-

Elsalam, 1999).

By then, multinational companies such as Coca-Cola, Cadbury, Schweppes, and

General Motors, encouraged by the free-market policies, as well as by the peace agreement

with Israel, had begun to set up new manufacturing and assembly plants in Egypt (UNIDO,

1994).
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These political and economic changes in the structure of the Egyptian economic

system required many changes in the legislation and the Egyptian accounting system.

Consequently, many accounting firms were established to meet the growing demand in

accounting services. The international accountancy firms came back to Egypt through

Egyptian correspondents (Briston and El-Ashker, 1984). Furthermore, a few years after the

adoption of the new economic policy, a new tax law, Tax Law No. 157 of 1981, and a new

Companies Act, Companies Act No. 159 of 1981, were presented to encourage and

regulate the formation of new private sector companies and to encourage listing in the

stock exchange.

In the early 1980s, the Egyptian accounting profession joined the IASC and became

a member of the IFAC. Later, after the mid 1980s, attention was given to accounting

practice in Egypt, including evaluating the UAS and considering the possibility of setting

accounting standards in Egypt. Several local and international conferences were held in

this period regarding this purpose. The recommendations of these conferences asserted the

necessity of setting accounting standards in Egypt3.

5.2.4 The Period after 1990:

Since 1991, Egypt has begun a comprehensive programme for economic reform and

privatisation under the supervision of the International Monetary Fund (IMF) and the

World Bank (UNIDO, 1994). This programme has included reform of the public sector,

including restructuring and privatising public sector companies; a macro economic

framework, which includes maintaining a competitive exchange rate and reducing budget

deficit; liberalised foreign trade regulations; reduction of subsidies for energy and basic

foods; allowing market forces to determine the prices of many products; introduction of a

package of incentives to encourage foreign investment; private sector reform; reform of the

legal framework; exchange rate policies; and allowing competition in banking (Abd-

Elsalam, 1999; UNIDO, 1994).

To achieve the above objectives, the government issued a package of important

laws. In 1991, Public Business Sector Law No. 203 of 1991 was introduced to reorganise
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the public sector and to facilitate the adoption of the privatisation programme. This law

was followed by the issue of some amendments on the UAS such as the Decree of the

chairman of CAA No. 1179 of 1992, which expanded the disclosed information by public

sector companies, followed by Decrees No. 215 of 1994 and 216 of 1994 for the same

purpose, and No. 2036 of 1993 which changed the form and contents of financial reports

prepared by public business companies.

The CML No. 95 issued in 1992 is one of the most important features of this

period. After the issue of the CML and its ERs, there were two accounting systems in

Egypt: first, the UAS, after its amendment, which is applied in the public business sector;

second, the system presented by issuing the CML and its ERs. The issue of the EASs,

which are applied in companies working under the CML, completed the latter system4.

In addition to the above laws, several laws were issued such as the Investment Law

No. 8 of 1997 which replaced Law No. 230 of 1989, the Uniform Tax Law No. 187 of

1993, and Leases Law No. 95 of 1995.

This period witnessed an attempt at setting accounting standards when the EIAA, in

1992, introduced 20 accounting standards by translating the IASs. In 1997, the EASs were

introduced by the Ministry Decree No. 503 of 1997 and come into use in 1998.5

Many companies working in the stock market were established in the 1990s, such

as brokerage companies, underwriting companies, securities portfolio managers, firms that

participate in the formation of companies that issue securities, venture capital firms,

investment funds, investment fund managers, bookkeepers, credit rating agencies,

valuation and financial analysis firms, market information dissemination services, clearing

and settlement.

Also, this period witnessed notable increase in the trading volume in the CASE,

especially in the period after 1994. This increase in trading volume was accompanied by

the flow of privatisation shares and improved efficiency of companies working in the stock

market (Hegazy, 1998).
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5.3 The Egyptian Privatisation Programme:

Privatisation is in progress in many countries around the world: Europe, North America,

Japan, and numerous developing and newly industrialised countries. Privatisation is not a

goal in itself, but it is just a specific approach to encourage better results in terms of costs,

quality and innovation; the idea behind it is to improve economic efficiency (Salama,

1995).

5.3.1 What Is Meant by Privatisation:

Privatisation is defined as: "the transfer from the public into the private sector of

entitlements to residual profits from operating an enterprise, coupled with any

accompanying changes in regulatory policy" (Yarrow, 1986, p. 325). Also, some

definitions of privatisation referred to its aim in improving the public sector performance.

For example, it was defined as follows: "Privatisation is on occasion used to describe

almost any attempt to improve public-sector performance" (Domberger and Piggott, 1996,

p. 32). Furthermore, it was indicated that privatisation can mean many things such as

"increased competition", "joint venture", or "ownership transfer" and can be defined as

follows:

"As a general concept privatisation conveys an ideology in which
the desirability to reduce the size of the public sector and its
involvement in the market economy is expressed. It denotes the
desirability to allow private individuals and enterprises to
undertake economic activities to the greatest possible extent for
reasons of efficiency". (Dhiralayakinant, 1989, p. 2)

5.3.2 Reasons behind the Privatisation Programme in Egypt:

By the mid 1970s, growth and performance indicators of the private sector, which was

established in the same period, indicated that a continued control of the public on

economic activities would lead to more deficit and disturbance, resulting in a burst of debts

and decrease of growth ratios as a result of the inefficiency of public projects 6 and the

limited opportunities for the much needed development of the private sector (Khattab,

1997).

145



Chapter 5

In 1991, the Egyptian government started a wide policy of economic reform when

it signed a Letter of Intent in April 1991 with the International Monetary Fund (IMF).

Within the framework of a comprehensive and thorough economic reform programme, the

government implemented an ambitious programme (the privatisation programme) aiming

to transfer public sector enterprises to the private sector in several ways, among them the

transfer of ownership, the leasing, or the transfer of management.

This new situation required some changes in the legal environment. Consequently,

many new laws and decrees were issued. As a result of these legal changes, public sector

enterprises were governed by a new law named the Public Business Sector Law No. 203 of

1991. According to this law, a new ministry was established to oversee public business

sector enterprises, and 17 holding companies were set up to control a number of a public

business sector enterprises termed the "followed enterprises".

Furthermore this new law allowed a change in the management of public

enterprises to private management and the sale of the followed enterprises, either wholly or

in part. In addition, Law 191 of 1998, transformed some authorities into joint-stock

companies. For instance, the National Telecommunication Authority was turned into a

joint-stock company named the Egyptian Communication Company.

Undoubtedly, the success of both the privatisation programme and the change

towards the free-market economy had many requirements, among them an effective capital

market, one of its most important requirements of which is the availability of useful

information for investors, financial analysts, and other user groups.

To start its privatisation programme, the government selected 314 of the 3997

public business sector companies to be privatised. The first few years of this programme

were characterised by slow adoption of the programme and, by the end of 1995, just 31

companies had been privatised. During 1996, the government accelerated the privatisation

programme when it decided to sell 75 companies. In addition to those 314 companies in

the programme, the government sold about 1600 small public projects.

146



Chapter 5

5.3.3 Achievements of the Privatisation Programme:

Many different methods, such as majority or minority through the stock market or public

offering of shares; sale to anchor investors or private sale of shares; sale to employees; sale

as production assets; and leases and management contracts, have been used for privatising

the public enterprises; the government has tried to choose the most suitable method for

each individual company. This is one of the positive features of the Egyptian privatisation

programme. However, the initial method adopted was public offering of profitable public

sector companies.

The Egyptian government divided its privatisation programme into several stages.

The first stage, between 1993 and 1997, witnessed the privatisation of 84 public companies

representing 26.7 per cent of the companies in the programme, resulting in the following

(Ebaed, 1997):

- The annual budget deficit decreased from 20 per cent before starting the programme to

3.5 per cent after this stage;

- The total annual resultant of the public sector companies improved from total losses of

LE 42 million (year 1992-93) to total profits of LE 2,800 million (1997-98);

- The inflation rate which had been around 20% in the early 1990s, was controlled and

reduced to 7.2% in 1996, and 4.6% in 1997.

The second stage, which started in 1998, aimed to continue privatising the

remaining companies of the original 314 public companies. This stage is rurming more

slowly than expected. Many reasons are behind this delay such as that some of these

companies already have financial, productivity and liquidity problems. Other reasons are

related to the economic situation in Egypt, which has faced a minor economic stagnation

and lack of liquidity during the period.

Table 5.2, below, shows methods of privatisation used since 1993, the first year of

the programme, until 30/06/2002 and indicates the number of privatised companies for

each method and for each year. This table indicates that during the first three years of the

privatisation programme, just 31 public companies were sold, while in 1996, when the

government decided to accelerate the programme, 25 public companies were sold. By
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18%	 investor

18%
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30/06/2002, a total of 190 public companies had been sold, representing about 60.5% of

the original 314 companies. The sales proceeds were LE 15,766 million until 31/12/2001.

Also, the table indicates a reliance on public offerings as the preferred method of

privatisation.

Also, Figure 5.1 below shows the percentage of each method used to achieve the

privatisation programme and shows that about 28 per cent of the privatised companies

were sold either through majority or minority public offering.

Figure 5.1 Companies Privatised by Each Method (1993-2002):

Adapted Trom: , (The Technical Office of the Minister of Public Business Enterprise, Cairo, 2002)
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The next stage of the Egyptian privatisation programme will entail large size

issues, including financial services, electric utilities, telecom, ports, maritime and inland

transport. Furthermore, the Egyptian government is resorting to the private sector to set

up projects through Build - Operate - Transfer (BOT) and Build — Own — Operate —

Transfer (BOOT) systems.

5.4 The Egyptian Stock Market:

The stock market, as an important part of the economy, affects in and is affected by the

surrounded economic environment, so, the Egyptian stock market has witnessed a lot of

developments especially after the government started the economic reform programme

in the early 1990s. The CML No. 95 of 1992 and its ERs, which regulates the Egyptian

capital market, specified the CMA as an official supervisory authority when it devoted a

special section of the law to the CMA. The second part of the ERs of this important law

concerns the stock exchanges and the third part concerns the companies allowed to work

under this law in the stock market.

This section of the chapter will be divided into three parts, discussing the CMA,

the CASE, and companies working in the stock market.

5.4.1 The Capital Market Authority — CMA:

The CMA, established in 1979 by Presidential Decree No. 520, is the capital market

regulatory public agency attached to the Ministry of Economy. It is responsible for

assuring the development of transparent and secure market activities and for facilitating

capital growth by improving required disclosure, encouraging more secure institutions

for trading securities, and promoting the introduction of markets for new investment

instruments (CMA, 2001b).

The CMA's mandate covers four areas (CMA, 2001b):

1- Facilitating growth and development of the capital market in Egypt.

2- Enforcing the CML No. 95 of 1992 and its ERs, and related decisions.
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3- Conducting market surveillance to assure transparent and fair trade in securities and

deter fraud. .

4- Supervising the production of accurate and adequate information about the market.

The following figure shows the organisation of the CMA, where 10 departments

and sub-departments work under the direction of the Board of Directors, the Chairman,

and the Deputy Chairman.

Figure 5.2 CMA's Organisation:

Board of Directors

vir 

Chairman

Deputy Chairman

Legal Dept.

1r 1r

Admin. & Accounting & Internal Market Market Research
Finance Financial. Relation Operations & Development
Section Analysis, Dept. Dept. Dept.

Accounting Information Corporate Market Supervision
& Financial Center Financing & Surveillance
Analysis Section Section

Source: (CMA, 2001b).

According to the CML No. 95 of 1992 and the listing rules of the CASE, listed

companies should provide the CASE and the CMA with a copy of their annual reports.

accompanied by the Board of Director's report and auditor's report, not more than three

months after the end of the financial year.

As stated by the Chairman of CMA, both the CMA and the CASE together have

reached an agreement by which quarterly financial information about the listed

companies, especially the most 100 active companies, will flow and be available to all

users at the same time (Al-Ahram International, 2000a). According to this agreement,
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the 100 most active companies should send their quarterly financial information to

CMA. The aim is to prevent some users getting this information before others. The

information is presented by CMA to be available for all brokerage companies and their

customers and other users at the same time.

5.4.2 The Cairo & Alexandria Stock Exchange — CASE:

The Egyptian capital market has been known since the second half of the 19th century,

following the collapse of the state monopolies and increase in business activities

conducted by aliens who made direct investments and created joint stock companies and

banks (National Bank of Egypt, 1992).

The CASE, called the Egyptian stock exchange as it comprises two exchanges,

Cairo and Alexandria, which are governed by the same board and share the same

trading, is one of the world's older stock exchanges. The Alexandria Stock Exchange

was officially established in 1883, followed by the Cairo Stock Exchange in 1903.

A Supreme Decree was issued, in November 1909, to regulate the stock

exchange, covering all types of stock exchanges, whether concerned with goods or with

securities, and the first ERs were published in 1910 (Kayed, 1990). The CASE was

abrogated in the early days of the First World War (1914-1918) but it was restored in

1931. Two Royal Decrees were issued, the first in 1933 and second in 1940, to

promulgate and approve the general regulation of the stock exchanges.

The CASE was very active before the 1960s (CASE, 2001), but the

nationalisation and socialist policies and what followed them, such as central planning,

led to demise of the CASE's activity.

After the government decided to change to a new economic policy, the free

market economy in the mid 1970s, it worked to encourage new investments of both Arab

and foreign capital in the new projects of the country. So, Law No. 121 of 1981 was

issued to amend specific provisions of Law No. 161 of 1957 concerning the general

regulation of the stock exchanges to correspond with the new economic legislative

measures taken following the adoption of the free market economy in the country, which
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started from 1974 (Hegazy, 1998). The following table shows the effects of the above

economic changes, during the period between 1956 and 1985, on the market value of

stock trading in the Cairo stock exchange.

Table 5.3 Value of Stock Trading in the Cairo Stock Exchange (1956-85):

Year LE million Year LE million Year LE million

1956 57.3 1966 4.0 1976 7.6
1957 32.7 1967 6.5 1977 5.9
1958 66.7 1968 2.8 1978 4.9
1959 43.9 1969 6.3 1979 6.4
1960 38.4 1970 3.8 1980 9.8
1961 .	 23.4 1971 3.6 1981 9.1
1962 12.2 1972 3.9 1982 8.4
1963 5.1 1973 4.3 1983 25.1
1964 4.3 1974 4.1 1984 107.5
1965 2.8 1975 7.4 1985 114.6

Adapted from: (CASE, Fact Book, Different Issues)

Table 5.3 provides a summary of the huge difference in the value of trading

securities in the periods prior to and after the nationalisation and socialist policies. The

table indicates that this value decreased from LE 57.3 million in 1956 to LE 12.2 million

in 1962 (the first year of nationalisation) and this reduction continued until the end of the

1970s, but few years after adoption of the free market economy, this value started to

increase slightly in the early 1980s and strongly in 1984, when it reached LE 107.5

million, and 1985 when it reached LE 114.6 million. Also, Figure 5.3 below shows this

development in the value of securities trading in the stock market.

Figure 5.3 Value of Stock Trading in the Cairo Stock Exchange (1956-85):

(Adapted from: CASE, Fact Book, Different Issues)
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In addition, the number of listed companies dropped from 275 companies in

1958 to just 55 companies by 1975 (Abd-Elsalam, 1999). In the early 1990s, when the

Egyptian government started a restructuring and economic reform programme, the

government undertook the implementations needed to move towards the economic

reform, but this programme required a package of economic decisions and a new capital

market law. So, the CML No. 95 of 1992 was issued and the stock exchange resumed its

importance in the economy. Since that time, the CASE has witnessed important

development8 . Also, since the government commenced its programme for privatisation,

the CASE witnessed a growing development in trading in comparison with the first

years of the free market economy period.

In 1994, the government decided to privatise some public companies by selling

them in the CASE, and, in the same year, the number of mutual funds increased too.

During this period, the mid 1990s, there was a sharp increase in the annual value of

stock trading and the number of listed companies also increased. Nevertheless, many

criticisms were directed towards the listed companies and the CASE about the lack of

financial information needed for investors, financial analysts, and other users of

financial information. For instance, the American Chamber of Commerce in Egypt

(ACCE) pointed out that the CASE, in that period, faced some problems, among them

the lack of financial information available to various users and lack of market depth, as

closed companies represented 70 per cent of listed companies (ACCE, 1995).

In addition, many studies asserted that listed companies provide neither enough

nor regular financial information about their activities and financial position and the

CASE should compel all listed companies to provide financial reports at a specific time.

It has also been said that the disclosure requirements of the related laws are not adequate

to meet users needs9.

Table 5.5 shows the massive development of the activity of CASE for the period

1986 — 2000 including the growth in the value of annual trading of stock, number of

annual transactions, number of listed stock, number of listed companies, and number of

listed companies with traded stock.
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Chapter 5

The above table shows the massive development of activity that the CASE has

witnessed during the period between 1986 — 2000, which occurred as follows:

1 - The value of stock trading was just LE 122.1 million and became LE 427.8 million in

the first year of the economic reform. This value grew rapidly to be LE 2,557.2 million

in 1994 when the government offered some public companies in the stock market. By

1996 it was LE 10967.5 million, representing more than four times the level of 1994,

when the government decided to accelerate its privatisation programme. This value

continued to grow rapidly in the following years to reach LE 49,493.7 million in 2000.

2 - The number of annual transactions increased during this period from 3,876 in 1986 to

10,305 in the first year of the privatisation programme. It increased rapidly to become

94,742 in 1994 and continued in its high rate of growth in the following years to reach

2,316,364 in 1996, when the government decided to sell 75 public companies in the

stock market, it reached 1,286,370 transactions in 2000.

3 — The numbers of both listed companies and listed companies with traded stock also

grew during this period. The number of listed companies increased from 387 in 1986 to

627 in 1991 and reached 1,074 in 2000. Furthermore, the number of listed companies

with traded stock increased from 135 in 1986 to 218 in 1991 and became 312 in 2000.

Of these 312 companies, there are around 120 companies that are considered companies

with the most active shares in the securities market.

The Egyptian stock market has a good rank among the emerging stock markets.

The UK has identified Egypt as one of the top 10 emerging markets, thus encouraging

investments in the Egyptian market. Moreover, many investment and brokerage houses

are now operating in Egypt, such as HSBC, James Capel, Citibank, Fleming and ABN-

AMRO, which acquired a local brokerage firm (CASE, 1999).

Significant changes in the structure of CASE have taken place since 1997, when

a new board of directors was elected m. The CASE has now an active board of directors

and a number of board committees.

• In 2000, the CASE issued new listing rules aiming to accelerate the listing of

companies and at the same time to protect investors by providing them with needed
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financial information for their investment decisions. According to the new rules, there

are two main schedules, official schedules (1 and 2) and unofficial schedules (1 and 2),

each with its own listing rules. For instance, a company wishing to be listed in the

official schedule No. 1, should have no less than 150 shareholders, including foreigners,

provided that 30 per cent of its shares are sold in a public offering and the company

should have issued financial reports for at least the last three years.

The listing rules in official schedule No. 2 differ from those for schedule No. 1.

The official schedule No. 2 includes companies whose shares were sold by public

offering whatever the number of shareholders, and public sector companies working

under Law No. 97 of 1983 and/or Law No. 203 of 1991, with no conditions as to the

percentage of shares sold in a public offering or a specific number of shareholders.

Moreover, the CASE adopted new trading rules in May 2001 to improve trading

performance. It has also established a new department concerned with providing

financial information about listed companies in a reasonable time, to various parties

interested in these companies. However, some criticisms have been directed to the new

department because it just publishes financial information as received from its sources

(listed companies) and in some cases this information is incomplete". According to the

Chairman of the CASE, to improve the disclosure of financial information of listed

companies, the CASE, with the agreement of companies' management, has prepared a

timetable of the times when companies are expected to provide their annual and

quarterly financial reports(Al- Torgoman, 2001).

5.4.3 Companies Working in the Stock Market:

According to Article 120 of the ERs of the CML, companies allowed to work in the field

of stock market are those engaged in one or more of the activities that include, but not

limited to, the following (ERs of CML, Article No. 120):

5.4.3.1 Underwriting and Promotion of Stock:

According to Article 121 of the ERs of CML, this new activity, underwriting and

promotion of stock, in the Egyptian stock market includes the following (ERs of CML,
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Article No. 121):

1- Management of the business of stock underwriting, promoting the sale and

distribution of stock and encouraging investment therein, as well as the activities related

to mass media publicity and required for this purpose;

2- Underwriting of stocks, whether or not offered to the public, and re-offering them for

public subscription or for direct placement in the same terms and conditions set fourth in

the prospectus as filed, within a period of not more than one year from date of certifying

the prospectus by the CMA, and regardless of the nominal value of the stock.

Companies working in this activity should conduct their business in accordance

with the provisions of the CML, the decrees issued regarding this activity and the

agreement they conclude with the concerned parties.

5.4.3.2 Establishing Companies Which Issue Stock, or Sharing Their Capital

Increase:

According to the CML, the company will be considered a holding company if it falls

within the following categories if the primary purpose of the company is to conduct such

business; the company alone or together with its founders holds more than half of the

capital of five or more joint stock, or limited partnership companies; the company alone

or together with its founders has control over the formation of the board of directors of

five or more of joint stock or limited partnership companies; and the company conducts

the business of establishing joint stock or limited partnership companies, or sharing their

capital increase in a manner which makes such a business one of its primary objectives.

(ERs of CML, Article No. 122)

5.4.3.3 Venture Capital:

This activity includes the financing of companies issuing stock, supporting them, or

rendering them technical and management services, or taking part in projects and

establishments and their development with a view to converting them into joint stock or
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limited partnership companies if these projects and establishments are of a high risk

nature, or suffering from financial deficit (ERs of CML, Article No. 123).

5.4.3.4 Clearance and Settlement of Securities Transactions:

These activities are regulated by central Securities Depository and Registry Law No. 93

of 2000. According to Article No. 2 of this law, Central depository activity means every

activity related to the depository of stock, clearing, settlement of financial positions

resulting from stock transactions, and the transfer of stock ownership through book

entry, including the deposit of securities with the company or with any licensed entity;

the transfer of ownership by book-entry of securities traded among central depository

members; the pledge of securities recorded by book-entry; and the clearance and

settlement of financial positions resulting from securities transactions.

Also, Article No. 3 indicates that central registry activity means every activity

related to the bookkeeping of securities ownership, and of pledge of securities, including

the maintenance of records with the names of owners of securities, the rights thereto, and

the disposal thereof; the distribution of entitlements of securities deposited with the

Company, including the principal amount, the proceeds, dividends, redemption value,

and restructuring payments; the publishing of any information and reports disclosed by

issuers of securities, be it general or related to their securities; the offering of services

related to the issuance of stock on behalf of the issuer; and the exchange of stock upon

the restructuring of the issuing entity.

For carrying out this activity, Misr for Clearing, Settlement and Depository —

MCSD, which obtained a licence from the CMA to carry out its activities in 1994 and

started activities in 1996, is the only firm in Egypt that is authorized to undertake

clearing and settlement operations for transactions executed on CASE. It is also Egypt's

only licensed central depository (MCSD, 1999).

In addition to the above activities, this law regulates the activity of custodians.

Article 30 of the law refers that no firm may act as a custodian unless it is a bank, or an

entity specified by the ERs. The activity of a custodian shall be any activity pertaining to
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the holding, dealing in, and management of securities in the name and for the account of

a beneficial owner or a registered owner on behalf of a beneficial owner subject to the

instructions of the client.

5.4.3.5 Formation and Management of Securities Portfolios, and Formation of

Investment Funds (Mutual Funds):

This activity includes several sub-activities such as:

- Formation and Management of Securities Portfolios:

This activity is carried out by companies that form and manage securities portfolios,

which include a package of various stocks, whether owned by the company itself or by

other investors (companies or individuals). Companies manage the securities portfolios

according to their clients' direct orders, or the company staff make decisions with the

client's authorisation. These companies should keep a separate portfolio for every client.

- Formation of Investment Funds (mutual funds):

Investment Funds (Mutual Funds) aim to invest savings in stock. They should not carry

out any banking activities, particularly lending or guaranteeing any third party or

activities related to currencies or bullion speculations.

- Fund Managers:

According to Article No. 163 of the ERs of CML, all funds should entrust an

experienced entity to manage the investment of their assets. Such entities are called

Investment Managers. A fund manager has to satisfy some conditions; for example, it

should be a joint-stock company incorporated in Egypt, and its paid up cash capital of

shall not be less than LE 1,000,000; or it may be a specialized foreign entity in

accordance with what shall be determined by the Board of Directors of the CMA in this

respect; and the responsible staff who will conduct such business should have the

experience and qualifications needed for managing the Fund's investment.
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5.4.3.6 Brokerage in Securities:

This activity is carried out by one type of companies, brokerage companies, that sale and

purchase the securities on behalf of their clients on CASE. Clients of this companies are

all those trading in securities, including individuals, various companies, funds, etc.

whether Egyptian or foreign.

Article No. 18 of the CML requires that dealing in stock listed in the stock

exchange should be through one of the companies authorised to carry out such

transactions; a transaction not carried out thereby will be considered null and invalid

(CML, Article No. 18). Some of the brokerage companies carry out the activity of

bookkeeping when provide bookkeeping services for client's securities.

According to Article 90 of the ERs of CML, the brokerage firm is prohibited

from adopting any policy or taking any action that causes damage to those dealing with

it, or that jeopardizes their rights. The firm is also prohibited from trading for its own

account or for the account of its board members, its directors, or any of its employees.

5.4.3.7 Other Activities Related to Securities Intermediation:

In addition to the above activity, there are other activities related to securities

intermediation as may be defined by the Minister of Economy, after approval of the

CMA's Board of Directors. Among these activities are: credit rating agencies, valuation

and financial analysis firms, and market information dissemination services.

5.5 Regulations of Accounting Disclosure:

This section of the chapter deals with disclosure requirements. The aim is to outline the

relevant regulations for mandatory disclosure of listed companies in Egypt, which are

relevant to this research's subject. These regulations come from the following sources:

the CASE, the CML, other related laws (e.g. Investment Law No. 8 of 1997, Tax Law

No. 157 of 1981), and the EASs.
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5.5.1 The Cairo & Alexandria Stock Exchange - CASE:

Disclosure requirements by CASE are presented in the new listing rules that were

adopted in 2000 12 . All companies listed or wishing to be listed, in any schedule of CASE

whether the official 1 and 2 or the unofficial 1 and 2, must follow these new listing rules.

Disclosure rules might be categorised into three groups, general disclosure rules (all

listed companies), general requirements (all listed companies) and special requirements

(companies listed in specific schedules).

5.5.1.1 General Rules of Disclosure:

The new listing rules of CASE include numerous general disclosure rules. The most

important among them are the following:

1- Companies must not exaggerate in disclosing financial information. For example,

companies must not disclose more information than that normally needed for users to

make rational decisions. Overstatement or excessive disclosure includes publishing

irrelevant financial information, overestimating forecasting information, and other

information that misleads the investors and leads to a deceptive share price.

2- The company should assign a senior level officer to act as its contact person with the

CASE and the shareholders 13 . His/her main responsibility is to answer any queries with

regard to any information pertaining to the performance of the company.

3- Companies must not disclose financial information for any specific user group such as

financial analysts, financial institutions, or any other group, before that information is

available for the public.

4- The Board of Directors of the company is responsible for establishing an internal

control system and other needed procedures to ensure that normal information is

published in the market according to the listing rules.

5- Companies must inform the CASE of important financial information that will be

given to the financial press and may affect in the share price in the market.

6- CASE has the right to ask listed companies to disclose additional information about

the company management and the equity and other documents that CASE may require.
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5.5.1.2 General Requirements:

According to the new listing rules, all companies listed 14 in the CASE should abide by

the following rules:

1- The company must send, by the end of each year, a copy of its annual financial

reports to both the CASE and CMA accompanied by an audit report from its auditor and

annual report of the Board of Directors, after a maximum of 3 months from the end of

the financial period.

2- The company must provide the CASE with quarterly financial reports of its

transactions and financial results, including an audit report from its auditor, after a

maximum of 45 days from the end of the quarter.

3- Financial reports should be prepared according to the EASs, and both the company

and its auditor are responsible for disclosing, according to the relevant IAS, any

important event that may affect the financial reports and not be required by the EASs.

4- Financial reports should be audited according to the International Auditing Standards

and the auditor should refer to this in his report.

5- The company must disclose its internal organisation structure, including whether the

company is a holding company or followed company, and its equity structure.

6- The company should disclose any unusual circumstances or events, which could

affect its activities or its financial position, by a confirmation report presented to the

CASE. Companies listed in the official schedule No. 1 and unofficial schedule No. 1

should publish an adequate summary of these events or circumstances in a mass-

distribution daily newspaper.

5.5.1.3 Special requirements:

These rules related to specific listed companies are as follows:

1- Companies listed in the official schedule No. 1 and the unofficial schedule No. 1 must

publish their annual and semi-annual financial reports including notes to the accounts in

two mass-distribution daily morning newspapers, at least one of them in the Arabic

language, according to Article 6 of CML No. 95 of 1992. In addition, they must publish
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the quarterly financial reports in a mass-distribution daily morning newspaper, no late

than a week from their issuing.

2- Companies listed in the official schedule No. 1 and the unofficial schedule No. 1 must

provide the CASE with the Chairman's report signed by the auditor, explaining reasons

for increases in reserves.

Many points could be made regarding the new listing rules, among them:

1- The new rules indicate that the financial reports should be prepared according to the

EASs, but they do not specify the required financial statements.

2- Although there is a penalty applied when the company does not comply with some

disclosure requirements I5, there is no penalty if the company discloses financial

information for a specific user group before that information is available for other

groups or the public.

3- Although listed companies may designate a contact person to communicate with the

CASE and the shareholders, this contact person will receive orders from the company's

management, meaning that he or she will not provide the shareholders with financial

information that the management does not wish to disclose.

5.5.2 CML No. 95 of 199216:

The importance of this law and its ERs comes from the fact that it presented a package

of disclosure requirements that applied for the first time in the Egyptian environment.

However, a criticism may be directed toward this law, that it did not require companies

offering their shares for public subscription to be listed in the stock exchanges".

Article No. 6 of this law required that:

1- All companies floating securities thereof public subscription must submit, on its own

responsibility, semi-annual reports on its activities and results of its work, to the CMA,

providing these reports should comprise the data announcing its genuine financial

standing.
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2- The balance sheet and other financial returns and other statements of the company

should be prepared according to the accounting standards and auditing rules to be

determined or referred to in the ERs.

3- The company must present the CMA with its balance sheet, other financial

statements, the report of the board of directors, and the auditor's report thereon, one

month before the date scheduled for convening the general assembly.

4- The company must publish an adequate summary of the semi-annual reports and

annual financial reports, in two mass-distribution morning daily newspapers, of which

one at least should be in Arabic.

5- All companies facing unforeseen substantial circumstances affecting its activities or

financial position should announce them forthwith and publish an adequate summary

thereof in two mass-distribution morning daily newspapers, one of which should at least

be in Arabic.

In addition to the above, Article No. 58 of the ERs required:

1- Every company offering its shares for public subscription must present to the CMA,

at its responsibility, any amendments to its statutes, the percentages of capital

shareholding immediately on their occurrence together with semi-annual reports on its

performance and the results of its business within the month following the expiry date of

such a period. These reports should include the balance sheet and the income statement

verified by the company's auditor and in accordance with the forms attached to these

regulations.

2- The company's financial statements and its audit report should be prepared in

accordance with the provisions stipulated in these regulations and according to the

IASs 18 and the international auditing standards, and in conformity with the forms

included in appendix No. 3 (of the ERs which include forms of the financial statements).

The following points could be mentioned regarding disclosure requirements

of the CML and its ERs:

- This law and its ERs provide with a comprehensive package of disclosure requirements

when present new requirements including new statements, such as suggested dividends
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statement, providing the investors and other users more information needed for their

decisions.

- Four main statements should be prepared by the company, namely: the balance sheet;

the income statement; the cash flow statement; and the suggested dividends statement.

5.5.3 Other Related Laws:

Although some of the following laws do not affect directly in accounting practices, it is

helpful to mention brief words about them as they affect the Egyptian stock marke

5.5.3.1 Tax Laws:

Neither the Tax Law No. 157 of 1981 nor the Uniform Tax Law No. 187 of 1993

required companies to prepare a separate group of financial reports for tax purposes.

They only required some adjustments to be made to reconcile the published profits with

taxable profits. These two laws gave tax exemptions to companies listed in the stock

exchange. Although the first law gave this exemption only to more widely owned

companies, the Uniform Tax Law No. 187 of 1993 has given this exemption to all listed

companies.

5.5.3.2 Leases Law No. 95 of 1995:

Chapter No. 4 of this law provides the accounting rules related to leases and according to

Article No. 25 of the law, the lessees should show in their financial reports detailed

information about leases. Also, the lessees should explain, in the notes to the accounts,

current leases and what was paid for each lease and what will be paid in future19.

5.5.3.3 Central Securities Depository and Registry Law No. 93 of 2000:

This law is a major step in developing the activity of depository and central registry. It

regulates the clearing and settlement of financial transactions. According to this law, all

listed companies should register with the central depository. Although this law does not

include direct provisions related to accounting disclosure, it takes part in improving the

accounting disclosure in the stock market. According to Article No. 3 of the law, the
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central depository and registry company have the right to publish publicly any

information and reports disclosed by issuers of securities. Consequently, this law might

improve accounting disclosure and transparency and work to get rid of rumors.

5.5.3.4 Investment Guarantees and Incentives Law No. 8 of 1997:

This new investment law was issued to replace No. 230 of 1989 and all previous

laws relating to foreign investment. To encourage new foreign investments, this law

presents the guarantees and incentives for investments in Egypt. Several reasons were

behind the issue of this law, one of them being that the Law No. 43 of 1974 was too

generous toward foreign investments, as it gave tax holidays to all capital in investment

projects and for profits realised during the periods provided for in that law, and the

legislator wanted to be less generous (Alamedin, 1998).

Like its predecessor, Law No. 8 of 1997 did not require any special accounting

disclosure from companies working under it, because it left the regulations of accounting

disclosure in financial reports to other related laws according to the specific case. This

law encourages listing in the stock exchanges through giving some tax exemptions to

companies listed in CASE (Articles 21 and 22 of Investment guarantees and Incentives

Law, 1997).

5.5.3.5 Environment Law No. 4 of 1994:

This law does not include direct provisions related to financial reports prepared by

companies, but according to Article 33 of it, companies should disclose whether they

comply with the Environment Law's provisions in the field of protecting the

environment and should present their efforts protecting the environment.

5.5.4 Egyptian Accounting Standards - EASs:

As mentioned in 4.6 of the previous chapter, EASs, which are generally compatible with

the IASs, with the exception of some minor changes to meet the Egyptian environment,

were issued by the Ministry Decree No. 503 of 1997 to be adopted from the next year
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(1998) by all companies offering securities for public subscription (including the listed

companies in the CASE).

EAS No. 1 (Presentation of Financial Statements) sets out overall consideration

for the presentation of financial statements and provide with guidelines for the structure

and minimum requirements for the contents of financial statements. EAS No. 1 does not

specify information requirements to be provided outside the financial statements,

although it encourages companies to present a financial review as supplementary

information to the financial statements. According to EAS No. 1, issued in 2002, a

complete set of financial statements includes the following components:

1- A balance sheet.

2- A income statement.

3- A cash flow statement.

4- A suggested dividends statement.

5- Notes to the accounts

Last, but certainly not least, it can be seen from the above that accounting

disclosure of listed companies is regulated by various sources, including the CML No.

95 of 1992, the EASs, and the listing rules of CASE. In the light of the above regulation,

listed companies, which of course offer shares for public subscription, should provide

financial statements as follows:

1- They should provide the CASE with quarterly financial reports of the company's

activities and financial results including an audit report, after a maximum of 45 days

from the end of the quarter (listing rules of CASE). In addition, listed companies in the

official schedule No. 1 and the unofficial schedule No. 1 must publish the quarterly

financial teports in a mass-distribution daily morning newspaper after maximum of a

week from their issuing (listing rules of CASE).

2- After a maximum of 3 months from the end of each financial period, a copy of the

annual financial reports accompanied by an audit report and annual report of the Board

of Directors should be sent to the CASE and the CMA (listing rules of CASE) and a

copy of their semi-annual financial reports sent to the CMA (Article 58 of ERs of CML).
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3- An adequate summary of the semi-annual reports (Article No. 6 of CML) and annual

financial reports (Article No. 6 of CML & Ministry Decree No. 471 of 1997) should be

published in two mass-distribution morning daily newspapers, of which one at least

should be in Arabic. In addition, companies listed in the official schedule No. 1 and the

unofficial schedule No. 1. should publish their annual and semi-annual financial reports

including notes to the accounts in two mass-distribution daily morning newspapers, at

least one of them in Arabic language (listing rules of CASE).

4- Most listed companies in CASE publish the following: a balance sheet; an income

statement; a cash flow statement; a suggested dividends statement; a directors' report; an

auditor's report; a review of operations and notes on accounts.

5.6 Summary:

This chapter discussed, in section 5.2, four development stages of economic and

accounting practices in Egypt, including the period before 1954, the period between

1954 and 1974, the period between 1974 and 1990, and the period after 1990. Also, it

presented, in section 5.3, the Egyptian privatisation programme, reasons behind this

programme, and methods used for selling the public companies.

Section 5.4 was devoted to the Egyptian stock market, which, has witnessed

many changes after issuing the CML No. 95 of 1992. Since the government commenced

its programme for privatisation, the CASE has witnessed a growing development in

trading in comparison with the first years of the free market economy period. Also this

section showed the massive development in trading value and in number of listed

companies.

Section 5.5 of this chapter outlined the relevant regulations for mandatory

disclosure of listed companies in Egypt, which are relevant to this research's subject.

These regulations come from various sources including the CASE, the CML No. 95 of

1992, other related laws (e.g. Investment Law No. 8 of 1997, and Tax Law No. 157 of

1981), and the EASs.
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Notes to the Chapter:

I The Egyptian government established a number of state agencies, called public organisations, for each
similar group of public companies performing to one kind of activity or providing similar products. An
accounting control board was established in each public organisation (Evans et al, 1985).
2 - For more details about this conference, see 4.6 of the last Chapter.
3 - See section 4.6 of the last chapter.
4 - As all listed companies are governed by CML No. 95 of 1992, public business sector companies listed
in CASE have to use the two systems and provide two groups of financial reports, one as a requirement of
Public Business Sector Law No. 203 on 1991 and the other as a requirement of CML No. 95 of 1992.
5 - For further details, see 4.6 of the last chapter.
6 - It has been argued that 94 of 117 manufacturing public sector companies had liquidity difficulties at
that time. Many studies argued the reasons pushed the government for privatising public sector companies
in the 1990s, see for instance: Sabh (1999).
7 - Available data indicates that the number of companies belonging to the public business sector as at
June 30 1991 amounted to 399, with a total capital of LE 9,300 million and LE 7,500 million of
accumulated reserves (The Public Sector Information Centre, 1991).
8 - For more details about this development, see: Hegazy (1998).
9 - These studies include, for example: Nada (1997); Shawki (1996); Yakout (1993).
10- Six of the board members are elected by the brokerage and investment community, two are elected by
the banking association, while the government appoints the chairman and two other board members
representing the CBE and the CMA.
I I - These criticisms were repeated several times in the interviews conducted by the researcher in the first
half of 2001.
12 For more details regarding these new listing rules, see: Al-Ahram Ilctisadi (2000).
13 - A few months before the new listing rules were issued, it was stated, in a meeting about disclosure and
information, that companies, especially the most active 100 companies, should appoint a formal
spokesman to help in responding to any queries about the company (Al —Ahram International, 2000a).
14 - Foreign companies whose shares are registered in CASE are governed by the same rules. In addition
their shares should be listed in a foreign stock exchange supervised by an organisation similar to CMA and
also the foreign company should prepare and audit its financial reports according to accounting and
auditing standards that internationally accepted. Also, the foreign company should publish its financial
reports including the auditor's report in a mass-distribution morning daily newspaper.
15 - According to these rules, there is a penalty of LE 500 when the company does not provide the CASE
and CMA with its required financial reports on time, if the delay is less than a week, and the company will
be deleted from the schedules if the delay is more than one month.
16 - The researcher has devoted a separate section to the CML and another section to the other laws, as
CML is considered a outstanding landmark in the accounting practice in Egypt. It should be noted also
that, after the issue of the CML, the Companies Act No. 159 of 1981 was no longer concerned with
companies that issue securities, whether or not publicly held.
17 - The Companies Act No. 159 of 1981,to help to activate the stock exchange, required companies
offering their shares for public subscription to be listed in the stock exchanges within a year of their
establishment. Differently, the company will be listed after the third year of publishing their financial
reports. However, according to Article No. 16 of CML No. 95 of 1992, listing in the stock exchange is not
mandatory and the listing is a company's decision. This Article, No. 16, includes the following: "Listing
of securities on the stock exchange shall be made upon the request of the issuer".
18 - Later, since the EASs were issued, a change has taken place in this Article, whereby companies should
use the EASs in preparing their financial statements.
19 - See also 4.7 of the previous chapter.
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CHAPTER SIX

Research Methodology

6.1 Introduction:

In this chapter, the research questions and hypotheses are set out, and the methodology

used in conducting the research survey is described in detail. The chapter concentrates on

discussing the methods adopted in carrying out the survey and the processing and

analysing of the data collected. Section 6.2 of the chapter presents the research questions

and hypotheses which are grouped into five groups, while section 6.3 deals with the survey

methodology including the questionnaire method, the interview method and the relevant

method to the study. Section 6.4 presents the five groups to be surveyed (the respondents).

Section 6.5 is devoted to explaining the process of designing the questionnaire, including

the different parts of the questionnaire, question wording, order, type, and the pre-test of

the questionnaire. Section 6.6 explains the sample selection procedures, and section 6.7

describes the procedures for conducting the main fieldwork, including data collection,

response rates, coding, data processing and analysis. Lastly, section 6.8 contains a

summary.

6.2 Research Questions and Hypotheses:

As mentioned earlier, in Chapter One, the main objective of the study is to examine

empirically users' perceptions of the usefulness of financial information which could be

provided in corporate annual reports of listed companies in Egypt. This investigation is

conducted in the light of the changes in the financial reporting practice in the Egypt during

the last decade. The aim of this section is to present the research questions which are

related to issues discussed in previous chapters. As we will see in the following

paragraphs, some of these research questions can be answered through testing some related

research hypotheses. Therefore, this section also presents the research hypotheses. Chapter

Two of the thesis showed that the literature contains different findings which have been

drawn from the previous studies, whether in developed or developing countries including

some previous studies focused on Egypt.
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The literature (refer to Chapter Two) provides evidence that some previous studies

found that there are significant differences among different user groups in their perceptions

(e.g. Wallace, 1988; Solas and Ibrahim, 1992; and Ali, 1992), while others reported that

there are no significant differences among user groups (Firth, 1978). On the other hand,

other studies used the background information of respondents to examine whether the

difference in background characteristics of users result in differences in their perceptions.

For example, Ali (1992) used information on level of education as a background factor and

found that there were significant differences among user groups in their perceptions of four

of six QCOAI, while there were no significant differences in their perceptions of the

usefulness of corporate annual reports. Another study, Al-Mubarak (1997), used

information on years of experience as a background factor and reported that years of

experience have no effect on users' perceptions of the importance attached to various

sources of financial information. In the current study, background information (occupation,

level of education, and years of experience) is used to examine whether differences in

background characteristics of users result in differences in their perceptions. Therefore, for

this purpose, in each section of the empirical sections (Chapters Seven, Eight, and Nine)

research hypotheses related to the background characteristics are formulated.

The findings of previous studies reviewed in Chapter Two suggest, in some

respects, that there is conflicting evidence among some studies focused on developed

countries, on the one hand, and similar ones focused on developing countries, on the other.

For instance, corporate annual reports were perceived as the most important source of

financial information by users in most studies focused on developing countries, while they

were not so perceived in many studies focused in developed countries. Therefore, a

comparison will be made between the empirical findings of this study and the findings of

previous studies conducted in both developed and developing countries.

Since one of the objectives of the current study is to identify whether the

contemporary changes in the financial reporting practice in Egypt, such as the issue of

CML No. 95 of 1992, the adoption of EASs that based on the IASs, and the issue of new

listing rules in the CASE, affect users' perceptions regarding the corporate annual reports
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and other sources of financial information, sections of corporate annual reports, some

selected QCOAI, and financial information items, it is important to compare the findings

of the current study with those of other previous studies carried out in Egypt before these

changes took place.

To accomplish the objectives of this research, a series of research questions and

hypotheses are formulated. Various findings drawn from previous studies, together with

what has been discussed in the above chapters, are used in generating questions and

formulating hypotheses for the present study. These research questions and hypotheses are

divided into five groups as follows:

6.2.1 The Importance of Corporate Annual Reports and Other Sources of Financial

Information:

Looking at the findings of previous studies, whether in developed or in developing

countries, it was found in many studies that the corporate annual reports are the most

important source of financial information (Chang and Most, 1977; Anderson, 1981;

Shohaieb, 1990; Ali, 1992; Epstein and Pava, 1993; and Al-Razeen, 1999). Conversely,

other studies reported that corporate annual reports are perceived as having less importance

(Baker and Haslem, 1973; and Bartlett and Chandler, 1997). Previous studies reported

mixed findings about other sources. For instance, newspapers and magazines were

perceived as an important source of financial information in some studies conducted in

developed countries (Chang and Most, 1977; Anderson and Epstein, 1996; and Bartlett and

Chandler, 1997), while they were perceived as a less important source in other studies

focused on Egypt and conducted in the early 1990s (Shohaieb, 1990; Mohamed, 1991; and

Ali, 1992), and in those studies in other developing countries such as Abu-Nassar and

Rutherford (1996) in Jordan and Al-Razeen (1999).

In the light of the purpose of this study, the previous discussion, and discussion in

Chapter Two and Chapter Five, the following questions were generated:

1- How do the corporate annual reports stand in relation to other sources of financial

information?
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2- Are respondents' perceptions equally distributed among the levels of perceptions of the

importance of various sources of financial information?

3- Are there significant differences among respondents of different occupation,

qualification or experience regarding their perceptions of the importance of sources of

financial information?

4- Do changes in the financial reporting practice in Egypt during the last decade affect the

importance given to corporate annual reports?

5- Are there differences between findings of the current study and those of other similar

previous studies in both developed and developing countries?

Question 1 can be answered using the descriptive statistics in section (7.3.1.1);

questions 4 and 5 can be answered through comparing the results of this study with

relevant parts of other similar studies (section 7.3.3), while the other two questions

(questions 2 and 3) can be answered by testing the following null research hypotheses:

Hlo There are no significant differences in respondents' choice of answers on the

perceptions of the importance of various sources of financial information.

H2.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the sources of financial

information.

H2.20 There are no significant differences among respondent groups (according to their

level of education) regarding the importance attached to each of the sources of financial

information.

H2.30 There are no significant differences among respondent groups (according to their

experience) regarding the importance attached to each of the sources of financial

information. (Section 7.3 in Chapter Seven presents the results of the data analysis related

to the above research questions and hypotheses).

6.2.2 The Importance of Sections of Corporate Annual Reports:

The literature provided a large body of evidence that the income statement and balance

sheet are perceived as the most importance sections whether in developed or developing
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countries (Witton and Tabb, 1978; Mohamed, 1981; Epstein and Pava, 1993, Almelegy,

1998; and Al-Razeen, 1999). Notes to the accounts were perceived as less important than

the above two sections (Anderson, 1981; Shohaieb, 1990; Ali, 1992; and Bartlett and

Chandeler, 1997). The literature provides conflicting evidence about the auditor's report as

a section of corporate annual reports because it was perceived as an important section in

some studies (e.g. Shohaieb, 1990; Ali, 1992; and Al-Razeen, 1999), while in other studies

it was perceived as a less important section (e.g. Bartlett and Chandler, 1997).

Among sections of corporate annual reports presented by listed companies in

Egypt, there is a new statement, the suggested dividends statement, that is mandatorily

required to be prepared by listed companies starting from 1998 (see Chapter Five). Bartlett

and Chandler (1997) reported that, in the UK, few individual investors read the newer

sections of corporate annual reports. They concluded that users need more time to become

familiar with the new statements. This conclusion leads the researcher to examine the

usefulness of the new section, the suggested dividends statement, in corporate annual

reports of listed companies in Egypt, especially as to the best of the researcher's

knowledge, there is no empirical evidence about this new statement.

In the light of the above discussion, the following questions are generated:

1- Are there significant differences in respondents' choice of answers on perceptions of the

importance of sections of corporate annual reports?

2- Are there significant differences among respondents of different occupation, education

and experience regarding their perceptions of the importance of sections of corporate

annual reports?

3- Do changes in the financial reporting practice in Egypt during the last decade affect the

importance given to each section of corporate annual reports?

4- Are there differences between findings of the current study and those of other similar

previous studies in both developed and developing countries?

Comparing the results of the current study with relevant parts of similar studies

carried out in Egypt in the early 1990s and in other countries can help in answering
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questions 3 and 4. The other questions (questions 1 and 2) can be answered through testing

the following null research hypotheses:

H30 There are no significant differences in respondents' choice of answers on the

perceptions of the importance of sections of the corporate annual reports.

H4.1 0 There are no significant differences among respondents (according to their

occupation) regarding the importance attached to each section of corporate annual reports.

H4.20 There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each section of corporate annual reports.

H4.30 There are no significant differences among respondents groups (according to their

experience) regarding the importance attached to each section of corporate annual reports.

(Section 7.4 in Chapter Seven presents the results of the data analysis related to the above

research questions and hypotheses).

6.2.3 The Suitability of the Selected Set of QCOAI:

In Chapter Three, thirty qualitative characteristics proposed in the literature were

presented. Among them, eleven characteristics are selected, in hierarchy, to be used in the

current study l . Aiming to examine empirically the suitability of the selected set of QCOAI,

the following research questions are formulated:

1- What are the users' perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports?

2- Are there significant differences in respondents' perceptions of the suitability of the

selected set of QCOAI to evaluate the usefulness of financial information provided in

corporate annual reports?

3- Are there significant differences among respondents of different occupation,

qualification or experience regarding their perceptions of the suitability of the selected set

of QCOAI to evaluate the usefulness of financial information provided in corporate annual

reports?
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Descriptive statistics will assist in answering question 1, while the other two

questions (questions 2 and 3) can be answered by testing the following null research

hypotheses:

HSO There are no significant differences in respondents' choice of answers on the

perceptions of the suitability of the selected set of QCOAI to evaluate the usefulness of

financial information provided in corporate annual reports.

H6.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports.

H6.20 There are no significant differences among respondent groups (according to their

level of education) regarding their perceptions of the suitability of the selected set of

QCOAI to evaluate the usefulness of financial information provided in corporate annual

reports.

H6.30 There are no significant differences among respondent groups (according to their

experience) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports.

(Section 8.2 in Chapter Eight presents the results of the data analysis related to the above

research questions and hypotheses).

6.2.4 The Importance of Each of the QCOAI:

Findings from previous studies suggest that there is contradictory evidence of the users'

perceptions of the importance attached to QCOAI. For instance in several studies

timeliness is perceived as an important characteristic (i.e. Shohaieb, 1990; Ali, 1992; and

Abu-Nassar and Rutherford, 1996), while in others timeliness is perceived as a less

important characteristic (i.e. Joyce et al., 1992; and Stamp, 1982). Furthermore, another

characteristic, relevance, is perceived as an important characteristic in most studies (i.e.

Joyce et al.,1982; Stamp, 1982; Shohabieb, 1990; and Ali, 1992). In addition to

investigating the users' perceptions of the importance attached to each of the selected

QCOAI, it is interesting to examine the agreement among users in their ranking of the
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selected characteristics. In the light of the above discussion and what has been discussed in

Chapter Three, the following research questions and hypotheses are formulated:

1- What are the users' perceptions of the importance attached to each of the QCOAI

selected earlier in the study?

2- What is the amount of agreement among respondents, whether of the overall sample or

of different occupation, qualification or experience groups, regarding their ranking of the

QCOAI?

3- Are respondents' perceptions equally distributed among the levels of perceptions of the

importance attached to each of the selected QCOAI?

4- Are there significant differences among respondents of different occupation,

qualification or experience regarding their perceptions of the importance attached to each

of the selected QCOAI?

5- Are there differences between findings of the current study and those of other similar

previous studies in both developed and developing countries?

Descriptive statistics can help in answering questions 1 and 2 above, while

comparing the results of this section of the study with relevant sections of other similar

studies carried out in Egypt can help in answering question 5. The other two questions

(questions 3 and 4) can be answered by testing the following null research hypotheses:

H70 There are no significant differences in respondents' choice of answers on the

perceptions of the importance attached to each of the selected QCOAI.

H8.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the selected QCOAI

H8.20 There are no significant differences among respondent groups (according to their

level of education) regarding the importance attached to each of the selected QCOAI.

H8.30 There are no significant differences among respondent groups (according to their

experience) regarding the importance attached to each of the selected QCOAI.

(Section 8.3 in Chapter Eight presents the results of the data analysis related to the above

research questions and hypotheses).
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6.2.5 The Importance of Financial Information Items:

Reviewing the literature (see Chapter Two) shows that there is similarity in the findings of

previous studies about the importance of some financial information items, while there are

contradictory findings about other items. For example, there is evidence that information

about future expectations is perceived as important (i.e. Baker and Haslem, 1973; Lee and

Tweedie, 1975; Mohamed, 1991; and Shohaieb, 1990). Similarly, previous studies found

that information about companies' employees is among the least important information

items (i.e. Chandra, 1974; McNally et al., 1982; Ibrahim and Kim, 1994; and Al-Razeen,

1999). Previous studies reported that information on the social impact of the company's

activities is found among the least important items (Wallace, 1988; McNally et al., 1982;

and Firth, 1978). Conversely, other information items are seen differently in previous

studies. For instance, Ibrahim and Kim (1994) reported that users in Egypt do not attach

great importance to the earnings per share information. Wallace (1988) reported that this

information, earning per share, is not very important to Nigerian users. In contrast,

earnings per share information was found to be the most important item in Chandra's study

(1974).

Another example of contradictory results is information about long term debts.

Several previous studies (Ibrahim and Kim, 1994; Wallace, 1988; and Firth, 1978) reported

that information about long term debts is not among the very important items, while in

other previous studies, this information is perceived as an important item of information

(i.e. Shohaieb, 1990; and Al-Razeen, 1999). More details about the financial information

items examined in this study are provided in section 6.5 of this chapter. The following

research questions and hypotheses are formulated in the light of the above discussion:

1- What are the respondents' perceptions of the importance attached to each of the selected

financial information items for the purposes of securities investment?, and which

characteristics are served as a result of disclosing each item?

2- Are respondents' perceptions equally distributed among the levels of perceptions of the

importance attached to each of the selected financial information items?
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3- Are there significant differences among respondents of different occupation,

qualification or experience regarding their perceptions of the importance attached to each

of the selected financial information items?

The first question can be answered by using descriptive statistics, while the other

two questions can be answered by testing the following null research hypotheses:

H90 There are no significant differences in respondents' choice of answers on the

perceptions of the importance attached to each of the selected financial information items.

H1 0.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the selected financial information

items.

H10.2 0 There are no significant differences among respondent groups (according to their

level of education) regarding the importance attached to each of the selected financial

information items.

H10.3 0 There are no significant differences among respondent groups (according to their

experience) regarding the importance attached to each of the selected financial information

items. (Sections 9.2 and 9.3 in Chapter 9 presents the results of the data analysis related to

the above research questions and hypotheses).

Non-parametric statistics are used for testing the above hypotheses. For example,

the Chi-square Test is used to test hypotheses H1 0, H3 0, HSO, H70, and H90 ; the Mann-

Whitney U Test is used to test hypotheses about differences between two groups of level of

education and experience (hypotheses H2.20, H2.3 0, H4.20, H4.3 0, H6.20, H6.3 0, H8.20,

H8.3 0, H1 0.20, and H10.3 0); the Kruskal-Wallis Test is used to test hypotheses about

differences between five occupation groups (hypotheses H2.1 0, H4.1 0, H6.1 0, H8.1 0, and

H1 0.10).

6.3 The Survey Methodology:

There are several strategies, which are considered as general plans of how the researcher

will go regarding answering his/her research questions, which can be followed. So a

researcher has to make a decision as to the relevant strategy from the variety of alternative
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strategies. Saunders et al. (2000) reported several strategies, some of which clearly belong

to the deductive approach while others belong to the inductive one. Among these strategies

are survey, case study, experiment, action research, grounded theory, and ethnography.

Survey is defined as "a procedure in which information is collected systematically about a

set of cases (such as people, organisations, objects)" (Thomas, 1996, p. 115). Survey

research has been used in various investigations in previous studies in many countries

whether developed or developing (e.g. Abu-Nassar and Rutherford, 1996; Almelegy, 1998;

Al-Razeen, 1999; Anderson and Epstein, 1996; Barker, 1997; Bartlett and Chandler, 1997;

Epstein and Pava, 1993; Ibrahim and Kim, 1994; and Shohaieb, 1990)2.

The purposes of survey research are varied. For instance, large- scale government

surveys (such as the British General Household Survey) collect a wide range of socio-

economic data, on a routine basis, while more local surveys may be used, for instance, to

find out the housing needs, or extent of disability in a locality (May, 1997). In survey

research, there are several available methods, and the researcher can choose the most

suitable method(s) for his/her research. Among these methods are questionnaires,

interviews, analysis of documents and observation.

In this study, as one of its main objectives (see Chapter One) is to investigate

empirically the users' perceptions, it would be difficult to conduct the research other than

by survey, as the data sources are the users themselves, rather than any other source. So the

survey was chosen to be the strategy of this research. Questionnaire surveys are the most

frequently used method of collecting data in research on corporate annual reports and other

disclosure issues. For example, Ball and Foster (1982, p. 201) wrote that "a common

design is to ask respondents to rank individual financial statement items on a scale of

importance to their decisions".

The following section will deal with the survey research methods. In business

research, there are several research methods available for carrying out a research survey.

This section will discuss questionnaires and interviews as important research methods

applicable in business research surveys.
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6.3.1 The Questionnaire Method

A questionnaire survey is a highly structured data collection method where each

respondent is required to answer the same set of predictive value-formulated written

questions. There are a number of ways of administering the questionnaire. It could be

administered personally or mailed either electronically, via the e-mail or the Internet, or

normally by post to the respondents whereby the questionnaire is presented to the

respondents with an explanation of the purpose of the inquiry (Oppenheim, 1992; Ibert, et

al.,2001).

6.3.1.1 Personally Administered Questionnaires:

When a study is applied in local areas and/or the researcher is able to assemble groups of

respondents to respond to the questionnaire, personally administering the questionnaire is

the best way of collecting data. The main advantages here are (Ibert et al., 2001; May,

1997; Sekaran, 2000):

- The researcher will be able to collect all the responses in a short period of time.

- It also enables the researcher easily to check that the sample is representative.

- It enables the researcher to explain directly any comments regarding to the questionnaire

and to introduce the study topic and motivate the respondents to give honest answers.

- It ensures a high response rate within a short period of time.

- Also, it is noted that "administering questionnaires to large numbers of individuals

simultaneously is less expensive and less time-consuming than interviewing; it also does

not require as much skill to administer the questionnaire as to conduct interviews".

(Sekaran, 2000, p.234)

Although confidence that the right person has responded is low in comparison, with

"On line" questionnaires or "Telephone" questionnaires, this can be checked at collection

(Saunders et al., 2000). In this study every possible effort was done to ensure that the right

person had responded.
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6.3.1.2 Mailed Questionnaire:

A mailed questionnaire, which is auto-administered by the respondents themselves, can be

used to cover a wide geographical area. In this case, the questionnaire will be mailed to the

respondents at their addresses, to complete and return them to the researcher. The rates Of

return in this sort of questionnaire are not as high as might be desired. Nevertheless, the

use of the mailed questionnaire is extensive.

There are several advantages of using the mailed questionnaire in doing a survey.

The following are some of these advantages (Frankfort-Nachmias and Nachmias, 1992;

May, 1997; Sekaran, 2000):

- Wide geographical area. It can reach isolated areas and respondents whom interviewers

find it difficult to catch at home.

- Like personally administered questionnaires, mailed questionnaires are a less costly

method of data collection when compared with interview surveys.

- It is impersonal.

- It reduces the bias error that may result from the personal characteristics of interviewers

and the variability in their skills.

Although the questionnaire method, whether managed personally or managed by

mail, has a lot of advantages, there are a number of disadvantages attached to it, especially

to mailed questionnaires. It requires simple questions and it can be used as an instrument

for data collection only when the questions are straightforward enough to be

comprehended solely on the basis of printed instructions and definitions (Frankfort-

Nachmias and Nachmias, 1992).

As no personal contact is involved, mailed questionnaires present the difficulty of

boring questions and non-response, and there is no opportunity to correct

misunderstandings, or to offer explanation or help (Oppenheim, 1992). Furthermore, it has

been argued that the answers in mailed questionnaires have to be accepted as final; there is

no opportunity to probe beyond the given answer, to clarify ambiguous answers, or to

appraise the non-verbal behaviour of the respondents (Frankfort-Nachmias and Nachmias,

1992). Because of the common use of the questionnaire in survey, it is very important to
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know how to design an effective questionnaire and its design must be suitable to the study

objectives. A good questionnaire should be clear and unambiguous and encourage the

respondents.

6.3.2 The Interview Method:

Interviews are one method of obtaining data; they are a reliable method of collecting data

from the persons who are interviewed by the interviewer upon a specific topic. Rubin and

Rubin (1995, p. 1) described the role of interview data collection, thus: "Every step of an

interview brings new information and opens windows into the experiences of the people

you meet. Qualitative interviewing is a way of finding out what others feel and think about

their worlds". For this reason, the interview, as a research method, has become a very

common method that is used to gather the data needed for research.

There are different types of interviews, and typically, a distinction is made between

postal, telephone, and personal interviews (Moutinho and Evans, 1992). A further

distinction can be made between a wide range of types of interview, including structured,

semi-structured, and unstructured interviews.

Personal interviews differ from other interviews in that the interview is completed

by face to face communication between the interviewer and each respondent. They have a

high response rate and can be used to obtain a large amount of information. Although these

interviews offer a great deal of flexibility and control, they may pose problems of bias and

error, in addition to their high costs.

In this type of interview, there are many forms of structure, including fully

structured, semi-structured, and unstructured interviews. For example, in the latter,

unstructured interviews, questions may be open-ended to allow the respondent to answer in

his/her own words, without the constraints of pre-determined optional answers in closed

questions, and the interviewer can ask the respondent to expand on a point by using various

probing techniques.

As opposed to the unstructured interview, which contains open questions, the

structured interview contains closed questions, as the interviewer has a specific set of
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questions to ask the interviewee. The semi-structured interview, which falls in the middle

between the above two types of interviews, has both open and closed questions, and

respondents are free to respond in their own words. In this type of interview, questions are

usually specified, but the researcher has the freedom to probe beyond the answers in a

manner that would appear prejudicial to the aims of standardisation and comparability.

Also, the interviewee may answer more on his/her own terms than in the structured

interview (May, 1997).

Generally, there are some advantages and disadvantages of the personal interview.

The following are some of them (Morgan, 1997; Moutinho and Evans, 1992; and

Frankfort-Nachmias and Nachmias, 1992):

- Flexibility. The personal interview may give high flexibility in the process of

questioning, and the greater the flexibility, the less structured the interview. The

interviewer has the chance to determine the wording of the questions, and to clarify terms

that are unclear.

- High response rate. The personal interview, in contrast to the mail questionnaire, enables

the researcher to obtain a large number of answers.

- Control of the interview situation. The interviewer can exert a greater control over the

interview situation.

- The interviewer's presence gives the chance to vary the degree of structure of the

interview.

- Collection of supplementary information. The interviewer has the opportunity to collect

supplementary information about respondents, such as personal characteristics or

background information about respondents. However, this method has some disadvantages,

such as its high cost, interview bias, and lack of anonymity.

6.3.3 Relevant Method to the Study:

As there are many data collection methods available and some of them are better adapted

than others for collecting a given type of data, and also each of them has its advantages and

its disadvantages, it is important for the researcher to choose the most suitable method
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among them for his/her research. Abdolmohammadi and McQuade (2002, P. 117) stated

that "methods of collecting data for the purpose of investigating an issue vary depending

on the nature of the research issue. They differ primarily in the degree to which they

generate internal and external validity". Furthermore, de Vaus (2001) noted that the

selection of a specific data collection method will depend on different factors including the

sample size, the extent to which they are clustered, the available time, the degree of

sensitivity of material being collected, and the available resource.

Although the addresses of most respondents were known and the mail service is

relatively good in Egypt, the main instrument adopted in this study was a personally

administered questionnaire, which was considered to be an effective method to collect the

data needed for this study. In addition to the above-mentioned advantages of a personally

administered questionnaire, there were two main reasons for using it as a main data

collection method. The first reason was that more than 90 % of the population of this

study, with the exception of "Academics", are situated in one city, Cairo, and the rest (less

than 10 %) situated in another city, Alexandria. In this situation, it was practical to use this

method for collecting the data. The second reason is that experience of this population

indicates that this method is more effective than others are, because the face to face

meeting with respondents has a great effect in encouraging them to complete the

questionnaire and hence increases the response rate. The above method was supported by

another method, that is, semi-structured interview. The interview method was used here to

gather data that would give supporting evidence to the findings and could not be gathered

by the questionnaire method.

6.4 Groups to be Surveyed (The Respondents):

First of all, this study was restricted to Egypt (refer to 1.4 in Chapter 1). This does not

mean that it was restricted to Egyptian users, but it means that it was restricted to users,

Egyptian or foreigners, of financial reports presented by the listed companies in Egypt.

Furthermore, the population was defined as external users of financial reports for the

purpose of securities investment. The population of this study includes five groups of users
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to gain a general insight, rather than focusing on one particular group of users of financial

reports.

In the light of the recent developments that the Egyptian securities market has

witnessed, more demand for financial information about listed companies was generated

by a wide range of external user groups including individual and institutional investors,

financial analysts in various firms working in the market, academics, stockbrokers, and

those working in the observatory and regulatory bodies in the market.

Most previous studies interested in the use of financial reports in the field of

investment decisions focused basically on some specific types of external user groups,

such as financial or investment analysts, individual or institutional investors, and perhaps

professional accountants. Furthermore, when the Egyptian authorities decided to establish

a permanent committee in 1996 to be responsible for setting the EASs, the committee

included various members, among them some academics, professional accountants, and

some other experts.

In the light of the above, taking into consideration the similar studies carried out in

Egypt and the main purpose of this study, it was important that a study such as the present

one should not ignore, in its empirical work, some main user groups like investors,

financial analysts, and academics. Also, for the purpose of this study, stock brokers and

staff of the observatory and regulatory bodies needed to be included in the survey. So, the

sample selected for this study's survey included five user groups, namely, financial

analysts; decision makers; academics; stock brokers; and staff of the observatory and

regulatory bodies, who will be named as "others".

The following are some details about the target population and the respondents

chosen for the survey:

6.4.1 Financial Analysts:

Financial analysts' perceptions are of interest because they regularly use the corporate

annual reports to make financial assessments and to advise other user groups, especially

investors. Also, financial analysts are considered to be sophisticated users (Christopher and

Hassan, 1999). Furthermore, financial analysts were chosen to be one of the groups
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targeted in this study for several reasons. They, as a sophisticated group, are working at

financial or investment analysis departments in firms working in the Egyptian capital

market, commercial banks, and accounting firms which have a significant influence in the

capital market. Such firms are growing rapidly in Egypt especially during the last decade.

Useful information to be provided to this group of users will help them in carrying out

rational analysis and so enable them to provide helpful information or advice for

investment decisions in the Egyptian securities market. Another reason is that financial

analysts' perceptions were examined by previous studies in Egypt (e.g. Shohaieb, 1990)

and comparing their perceptions in the current study with those reported in previous

studies in Egypt will help in achieving one of this study's objectives.

Financial analysts were surveyed in several previous studies (i.e. Chang and Most,

1985; Wallace, 1988; Ibrahim and Kim, 1994; Al-Mubarak, 1997; and Al-Razeen, 1999).

For example, Ibrahim and Kim (1994) investigated the perceptions of 170 financial

analysts in Egypt regarding the importance attached to 42 financial information items.

Also, Al-Mubaralc (1997) surveyed 249 financial analysts in Saudi Arabia, while Buzby

(1997) mailed a questionnaire to a random sample of 500 financial analysts.

6.4.2 Decision Makers (Investors3):

For the purpose of this study, decision makers are defined as those who take the investment

decision, whether individual investors, who sell and buy shares directly by themselves

through brokerage firms, or institutional investors such as managers of investment

departments in fund management firms or in firms that form and manage securities

portfolios. Their decisions include not only whether to sell or buy shares, but also the time

of the decision.

Traditionally, researchers seeking to examine financial needs and perceptions have

primarily used either financial analysts (the previous group) or investors, whether

individual or institutional, as subjects. Investors were surveyed in several studies (i.e.

Chang and Most, 1985; Wallace, 1988; Epstein and Pava, 1993; Ibrahim and Kim, 1994;

Anderson and Epstein, 1996; and Al-Razeen, 1999). For instance, Anderson (1981) mailed
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a total of 300 questionnaires to institutional investors in Australia to examine their

perceptions about the usefulness of corporate annual reports.

In some previous studies, especially those carried out in Egypt, individual investors

were excluded (e.g., Shohaieb, 1990; Ali, 1992; and Almelegy, 1998). It was reported that

the exclusion occurred due to several reasons, among them that individual investors are

difficult to reach and that their response rate has been very low in similar studies. Shohaieb

(1990) reported other reasons, for instance, the advanced level of most of his questionnaire,

which required respondents with a commercial background; and the absence of an

organised society or association for individual investors which could provide the

researcher with a random sample to be used in such studies. These reasons are no longer

valid in Egypt, as an association of those investors in the stock market, the Egyptian

Capital Market Association, was established in 1996. Members of this association, in the

year 2000, numbered more than 250, representing different levels of Egyptian investors

(Egyptian Capital Market Association, 2000). The Association runs seminars and free

courses for those who need to improve their knowledge regarding the financial reports and

to learn how to understand financial reports effectively. One more reason to encourage the

inclusion of individual investors in the current study is that the Egyptian securities market

is partially dominated by individual investors who sell and buy shares by giving orders to

brokerage firms. For example, during the last few years (1998-2000) between 20% to 40%

of the trading transactions in the market was made by individual investors (Al-Ahram

International, 2000c).

However, it should be noted that it was learned in a meeting with the Secretary

General of the Association, that the majority of its members are staff of firms working in

the Egyptian stock market. This means that it is possible to find a member (individual

investor) who is at the same time an investment manager in a fund management firm or

financial analyst in another firm. So, it was decided to exclude those members, whose

selection could cause unwanted repetition. Using the Association Guide, which includes a

record of all members, thirty individual investors, not included in any other group of

respondents, were randomly chosen for the survey.
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6.4.3 Academics:

Academics have been defined in this study as those who are employed by Egyptian

universities and whose main duties are to undertake research and teach various accounting

subjects. Although there is an argument that academics would assess situations from a

theoretical rather than practical point of view, as a result of their being usually concerned

with the theoretical aspects (Ctiriik and Cooke, 2000), this is not the case in Egypt, for

various reasons. Many academics in accounting in Egyptian universities have other jobs

beside their main job, teaching accounting subjects, as they are members of boards of

companies working in the securities market, such as brokerage firms and other financial

firms. Other academics have their own accounting firms or are partners or working in other

accounting firms. These additional jobs give academics very good background knowledge

regarding the securities market in general and financial reporting practice by listed

companies in particular. Therefore, the inclusion of academics in this study was based on

the large experience that most of them have about the market and the financial reporting

practice in this market.

Another argument to support the inclusion of academics in the current study is that,

as the findings of this study could be useful to standard setters, academics are a very

important group to survey. Schipper (1994) argued that academics and their scholarly

inquiries can have a positive impact in the standard setting process. Moreover, Belkaoui

(1990) argued that it is very important for a country to have the support of its academics,

managers and professional accountants in order to improve its financial disclosure

adequacy. For instance, when the Egyptian authorities established the Permanent

Committee responsible for setting accounting standards, the Egyptian authorities appointed

a number of academics to be members in this committee.

Academics were included in other previous studies (Shohaieb, 1990; Abu-Nassar

and Rutherford, 1996). For example, the financial analysts included in Shohaieb's

questionnaire survey included 75 academics. Also, Abu-Nassar and Rutherford (1996)

distributed a total of 36 questionnaires to all academics in Jordan to examine their

perceptions about the corporate annual reports.
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In the light of the above arguments, a study of user perceptions in Egypt which

neglected the viewpoint of academics would be incomplete.

6.4.4 Stock Brokers:

In this study, stock brokers have been defined as those who work in brokerage firms and

execute various operations related to both sale and purchase of stock on behalf of their

firms' clients on the CASE. Clients here are all those trading in stock, including individual

and institutional investors, whether Egyptians or foreign. In practice, stockbrokers are

asked, especially by individual investors, to give advice regarding listed companies and

their shares. This group of users was used in several previous studies (i.e. Ali, 1992; Abu-

Nassar and Rutherford, 1996).

6.4.5 Staff of Regulatory and Observatory Bodies (Others):

The reason for including the staff of these regulatory and observatory bodies and also staff

in Misr Clearing, Settlement and Depository Company in the selected sample is that they,

by the nature of their work, make extensive use of the information provided in corporate

annual reports, for the purpose of supervising and controlling the market.

As mentioned in 5.4.1 in the previous chapter, the CMA, which is the main

governmental body responsible for regulating the whole Egyptian capital market, includes

several departments, such as the Accounting and Financial Analysis Department, the

Market Research & Development Department, and the Market Supervision & Surveillance

Section of Market Operation Department, that have staff who are relevant to this study.

Also, the CBE, which supervises all activities of varied banks working in Egypt'', has a

special department, namely, the Capital Market Department, which is generally concerned

with the activities of the capital market. The reason behind including staff in Misr for

Clearing, Settlement and Depository Company in this group is that it is the only firm in

Egypt that is authorised to undertake clearing and settlement operations for transactions

executed on CASE and Egypt's only licensed central depository activity. Furthermore, the

company has played an important role in raising the efficiency of the Egyptian securities
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market by developing several programmes to be used by bookkeeping companies (MCSD,

1999).

This group of users was selected on the assumption that they have an active role in

affairs of the securities market in general and in controlling the companies' obligation of

the financial reporting regulations. They are assumed to have a regulatory and observatory

role in the stock market. They determine the compliance of listed companies with the law

and regulations (staff of CMA and CBE) and with the listing rules (staff of CASE). As

Cooke (1989, p. 92) commented, "securities market regulators can have an important

influence over the disclosure of information to users". Staff of regulatory and observatory

bodies were chosen to be surveyed in several previous studies (i.e. McNally, Eng, and

Hasseldine, 1982; Almelegy, 1998; and Al-Razeen, 1999).

6.5 The Questionnaire Design:

To gather the data needed for answering questions and testing hypotheses stated in chapter

one of the thesis, a questionnaire was designed. It was argued that even though

questionnaires may look simple to use and analyse, they are not the same to design

(Easterby-Smith et al., 2002). Therefore, in designing the questionnaire, the aim was to

achieve both conciseness and completeness. In the meantime, every effort was made to

keep the questionnaire simple and understandable, and, at the same time, to design a

questionnaire that covers all areas of interest to this study. To achieve that, broad review of

the literature was undertaken (e.g., de Vaus, 2001; Drucker-Godard et al., 2001; Easterby-

Smith et al., 2002; Frankfort-Nachmias and Nachmias, 1992; Kumar, 1999; May, 1997;

Oppenheim, 1992; Remenyi, et al., 1998; Saunders et al., 2000; Sekaran, 2000). Moreover,

over than a period of about five months, the questionnaire was drafted and revised many

times.

In general, the major source of ideas for these questions, in addition to the

theoretical part of the current study, was a wide investigation of the available studies for

significant ideas relevant to this topic in Egypt whether by individuals or governmental and

private bodies. The following sub-sections give more details regarding the design of the
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questionnaire. The full text of both the English and Arabic versions is included in

Appendix A.

6.5.1 Parts of the Questionnaire:

The questionnaire started with a covering letter, which included the nature and the purpose

of the study and an explanation of why respondents were included in the study.

Furthermore, in this letter, it was assured that all collected data would be confidential.

Saunders et al. (2000, p. 304) advised: "At the start of your questionnaire, you need to

explain clearly and concisely why you want the respondent to complete the survey". In

addition to the covering letter, the questionnaire included four parts. Details of each part

are presented as follows:

6.5.1.1 Part One:

The first part of the questionnaire was devoted to background questions. Remeyi et al.

(1998, p. 154) stated that "background questions provide demographic and socio-economic

information on the individual or firm. At the individual level these include evidence on

age, gender, occupation, income, education level, ...".

Respondents were asked to state their name (optional), occupation, and their

employer. Besides, respondents were asked to select the category that they felt best

described their level of education and their years of experience. Also, they were asked to

give a correspondence address if they wished to receive a copy of the final findings of the

study.

6.5.1.2 Part Two:

This part of the questionnaire contained two questions as follows:

6.5.1.2.1 Question 2.1:

This question was about respondents' perceptions about the importance of each of several

possible sources of financial information on listed companies in Egypt, for the purpose of

securities investment. Respondents were asked to indicate the level of importance they
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attached to each of the given information sources from which they could obtain the

financial information needed for the purpose of securities investment. A five-point

response scale was used in this question, with "1" meaning completely unimportant and

"5" meaning very important. (Refer to Appendix A, part two, question 2.1)

Several purposes were behind asking this question: first, to identify the main source

(s) of financial information about listed companies in Egypt and to know how the corporate

annual reports stand in relation to other sources of financial information; second, to

investigate statistically if there are significant differences among respondents of different

occupation, qualification or experience, regarding their perceptions of the importance of

sources of financial information; third, to know whether contemporary changes in financial

reporting practice in Egypt affect the importance given to corporate annual reports.

Sources presented in this question are: corporate annual reports; newspapers and

magazines; direct contact with the company management; prospectuses; tips and rumours;

advisory services; and advice of friends and /or relatives. The selection of these sources

was based on two factors: first, they are applicable in Egypt; second they are frequently

investigated in the literature (see for instance: Abu-Nassar and Rutherford, 1996; Ali,

1992; Alrazeen, 1999, and Shohaieb, 1990).

6.5.1.2.2 Question 2.2:

Question 2.2 was about respondents' perceptions about the importance of each of sections

of corporate annual reports. Respondents were asked to evaluate the level of importance

they attached to each section of corporate annual reports. Again, a five-point response

scale was used in which "1" means completely unimportant and "5" means very important.

(Refer to Appendix A, part two, question 2.2).

The purposes of this question were: first, to investigate respondents' perceptions

about the importance of each section of various sections of corporate annual reports;

second, to investigate statistically if there are significant difference among respondents of

different occupation, qualification or experience regarding their perceptions; third, to know
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if contemporary changes in financial reporting practice in Egypt affect the importance

given to each section of corporate annual reports.

Sections included in this question were: income statement; balance sheet; cash flow

statement; suggested dividends statement; director's report; auditor's report; review of

operations; and notes to the accounts. The selection of these sources was based on the

typical corporate annual reports of the listed companies in Egypt.

It should be noted that to the best of the researcher's knowledge, this was the first

time one of these sections, the suggested dividends statement, had been investigated in

Egypt, as it listed companies were first required to prepare this statement in 1997 (for the

corporate annual reports of 1998)

6.5.1.3 Part Three:

This part included the following four questions:

6.5.1.3.1 Question 3.1:

Question 3.1 was about a set of QCOAI selected earlier, in chapter three of the thesis.

Respondents were asked to indicate the level of agreement regarding the suitability and

applicability of the selected set of QCOAI (Refer to Appendix A, part three, question 3.1).

A five-point response scale was used in this question, with "1" meaning strongly disagree

and "5" meaning strongly agree.

The purpose of this question was twofold: first, to investigate respondents'

perceptions of the suitability or applicability of the selected set of QCOAI to evaluate the

usefulness of financial information provided in corporate annual reports; second, to

investigate statistically if there are significant differences among respondents of different

occupation, qualification or experience regarding their perceptions of the suitability and

applicability of the selected set of QCOAI. The findings of this question could suggest

whether the selected QCOAI are suitable to and applicable in the Egyptian environment.
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6.5.1.3.2 Question 3.2:

This question was about the respondents' perceptions of the importance attached to each of

the selected QCOAI. Respondents were asked to rate the level of importance they attached

to each of the QCOAI and a five-point response scale was used in this question, with "1"

meaning completely unimportant and "5" meaning very important. (Refer to Appendix A,

part three, question 3.2).

The purpose of this question was to investigate the importance attached to each of

the selected QCOAI and to investigate statistically if there are significant differences

among respondents of different occupation, qualification or experience regarding their

perceptions of the importance of these characteristics. The selection of these characteristics

was based on the QCOAI selected earlier in chapter Three.

6.5.1.3.3 Question 3.3:

Question 3.3 was about the respondents' ranking of the perceived importance of the

selected QCOAI. In this question, respondents were asked to rank the four most important

characteristics that can be used for judging the usefulness of information appearing in

corporate annual reports; 1 for the most important characteristic, 2 for the next

characteristic, and so on until 4. (Refer to Appendix A, part three, question 3.3). Three

reasons were behind asking respondents to choose only 4 from 11 characteristics. First, it

was found that ranking all the characteristics may increase the likelihood of making

mistakes by respondents; second, it is too difficult and tiring for respondents to rank such a

large number of characteristics; third, in the selected set of QCOAI that was in hierarchical

form, 4 of the 11 characteristics are main characteristics (including understandability as a

basic characteristic, relevance and reliability as first level characteristics, and materiality as

a threshold characteristic).

It was desired to know whether respondents agreed with this study regarding

consideration of these four as main characteristics. Therefore, the purpose of this question

was to measure the amount of agreement among respondents, whether of the overall
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sample or of different occupation, qualification or experience user groups, regarding their

ranking of the importance of each of the QCOAI.

6.5.1.3.4 Question 3.4:

This question concerned respondents' opinions about specific QCOAI, whether or not

included in the selected QCOAI. Respondents were asked about the extent of their

agreement with five different statements related to some specific characteristics.

Statements 1, 2, and 3 were about the importance attached to three specific characteristics

presented in the selected set of QCOAI as basic and first level characteristics, namely

relevance, reliability and understandability. The aim was to investigate the extent of

respondents' agreement with this study regarding the importance of these three

characteristics.

The other two, were about characteristics that are not presented in the selected

QCOAI, namely, uniformity and prudence. Also, the aim was to investigate the extent of

respondents' agreement with this study about excluding these two characteristics. The

choice of these two characteristics was based on their being mentioned in the EASs and

suggested by similar other studies. For instance, Shohaieb (1990) suggested that a further

research is required about users' perceptions of uniformity (see Chapter 2). A five-point

response scale was used in this question, with "1" meaning strongly disagree and "5"

meaning strongly agree (Refer to Appendix A, part three, question 3.4).

6.5.1.4 Part Four:

This question concerned respondents' perceptions about the importance of some financial

information items in enhancing the usefulness of corporate annual reports for the purposes

of securities investment, and also about the relationship between these items and the

selected QCOAI.

Respondents were asked to indicate the level of importance they attached to each of

the given financial information items, and to indicate which of the QCOAI, if any, they

thought would be served through disclosing each of these items. A three-point response
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scale was used in this question, with "1" meaning unimportant, "2" meaning neutral, and

"3" meaning important, (refer to Appendix A, part four). The reason behind using a three

instead of five point scale, is that many comments were received in both stages of the pre

pre-test and the pre-test asking that the scale be reduced to three points because the

question was too complicated with a five-point scale, together with eleven characteristics.

Several purposes were behind asking this question: first, to identify respondents'

perceptions of the importance attached to each item in improving the usefulness of

corporate annual reports, especially as there were some items that, to the best of the

researcher's knowledge, were being tested for the first time in Egypt (No. 10 "Authorised,

issued, and paid-up capital; and types of shares and share book value", No. 18

"Maintenance of dividends rate", No. 24 "Enterprise's reputation and its competitive

capability", No. 25 "The position of individual enterprises within a group", and No. 26

"Retained earnings for the last few years), and others were being tested for the first time

after the important changes in the financial reporting practice in the Egypt (No. 16

"Movement of shares prices for the last 12 months", No. 17 "Information on present return

earned on share prices", and No. 23 "Information on anticipated cash flow"); second, to

determine if any of the selected QCOAI is served as a result of disclosing each of these

items; third, to investigate statistically if there are significant differences among

respondents of different occupation, qualification or experience regarding their perception

of the importance of these items.

Thirty-two information items were selected to be investigated in this question,

representing two separate groups: items disclosed by most listed companies and at the

same time most of them required by the EASs, the CML and/or other related laws, the first

group, and items not disclosed by most listed companies, whether mandatorily required or

not, the second group. Investigation of more than 50 corporate annual reports of companies

whose shares were most actively traded in the CASE for two years, 1998 and 1999,

revealed that only a few listed companies disclosed some of these items, such as

"Estimations of future gains, profits or losses and future sales and purchases", "Present and

anticipated earnings per share", and "Information on leases and hire purchase contracts",
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and did so irregularly. To prevent respondents' bias for one group against the other, the

sequence of the items was deliberately varied up in the arrangement of the questionnaire.

Although there are many studies in the literature (i.e. Baker and Haslem, 1973;

Chandra, 1974; Lee and Tweedie, 1975; McNally et al., 1982; Shohaieb, 1990; Mohamed,

1991; Ibrahim and Kim, 1994; and Al-Razeen, 1999) that investigate user perceptions of

sets of financial information items, there is no agreed upon set of such information in those

studies (see 2.8 of Chapter Two).

The sources of the selected items were: first, the literature as the majority of these

items have been tested before in previous studies (see Chapter Two) including those

carried out in Egypt (see for example: Shohaieb, 1990; Mohamed, 1991; Ali, 1992;

Ibrahim and Kim, 1994; and Almelegy, 1998); second, the various requirements of the

EASs, the CML, other related laws, and the listing rules of the CASE (see Chapter Five);

third, discussions with some users of corporate annual reports in companies working in the

Egyptian securities market. These discussions were conducted in several informal

meetings, one year before the survey.

The number of possible items for selection is obviously large. The chosen list of 32

items was selected by applying the following criteria:

1- The time available for a Ph.D thesis does not permit a very large number of items to be

used.

2- The length of the questionnaire has to be limited if respondents are to be willing to

properly complete it.

3- Representative items from each of the different sources discussed in the previous

paragraph should be included.

4- The selection should include both items regarded in earlier surveys as being important,

and also items regarded in earlier surveys as not important.

It is recognised, however, that the final selection of the 32 items is to some extent

arbitrary within these parameters. The researcher believes that the chosen list includes

examples of all necessary types of disclosure items and possible requirements. The

following table shows more details about each of the selected financial information items.
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Table 6.1 Financial Information Items Used in the Study:

Financial
Information Items Details

1- Consolidated
financial
statements

Required by the EAS No. 17. This information reflects the whole of the
parent's investments in its subsidiaries. According to the listing rules in
the CASE, the company should disclose if it is a holding company or
followed	 company.	 Holding	 companies	 are	 required	 to	 prepare
consolidated financial statements according to the EAS No. 17.

2- Interim information Required by listing rules of the CASE and the CML No. 95 of 1992.
Could be presented in semi-annual statements. This information provides
financial information for a period of less than one year, offering more
timely information. The interim financial statements help to improve the
process of forecasting and protect investors by disclosing the current
position of the enterprise's business activities (Cooke and Kikuya, 1992).
Also, interim information keeps investors up-to-date, especially for those
who need to make decisions in a short interval.

3- Inventory and its
types and valuation
methods

Required by EAS No. 1 and 2. According to EAS No.1 companies should
disclose the measurement basis used in preparing the financial statements
in the notes to the accounts section. This information is presented in the
balance sheet (inventory value) and in notes to the accounts (valuation
methods).

4- Tax position The EAS No.1 requires companies to disclose information on income tax
expenses on the face of the income statement. This information, which
gives an indication of the enterprise's capability to pay its different
obligations is disclosed by many listed companies in the notes to the
account section, and a few companies provide it in the directors' report.

5- Assets types and
applied depreciation
methods

Required by EAS No. 1 and 10. Disclosed on the face of the balance
sheet (assets value) and notes to the accounts (applied depreciation
methods). Total assets used to calculate ratio of profitability or the ability
of a company to generate revenue in excess of expenses

6- Forecasts of
contingent liabilities
and anticipated
future investment

Not mandatorily required. This information is more important to financial
analysts and investors as this information affects the future financial
position and the ability to continue of an enterprise.

7- Extraordinary items
and their impacts

Required by the listing rules of the CASE and the EAS No. 1. Should be
disclosed in the income statement and notes to the accounts section.

8- Post balance sheet
events and their
impacts

Required by the EAS No. 7. Disclosed in notes to the accounts section.
This information includes events that occur between the balance sheet
date and the date of finalization of financial statements or the date when
the financial statements are authorized for issue.

9- Revenue
recognition policy

Required by the EAS No. 1 and 11. EAS No.1 requires companies to
disclose the measurement basis used in preparing the financial statements
in the notes to the accounts section. Financial analysts are interested in
this type of information because of their capability to interpret results of
changes in accounting polices.
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10- Authorised, issued,
and paid- up capital;
and types of shares
and share book
value

Required by the EAS No.1 . Disclosed in the income statement, the face
of the balance sheet or income statement notes to the accounts section.
This information, together with other information of shareholders' equity,
are essential elements of capital structure ratios.

11- Amount of long-
term debts, their
breakdown, and
their interest rates

Required by the EAS No. 1 and 14. Disclosed in income statement the
face of balance sheet (amount of long-term debts) and income statement
notes to the accounts (other related information). This type of information
helps in determining the financial position of an enterprise. Amount of
long-term debts is a fundamental element in capital structure ratios.
Furthermore, the annual interest payment is an essential component when
calculating the debt service coverage (Foster, 1986).

12- The enterprise's
efforts in protecting
the environment

Required by the Environment Law No. 4 of 1994. Could be disclosed in
the directors' report. This type of information is more disclosed by
companies whose activities affect the environment (e.g. cement and
chemical sectors)

13- Capitalisation
policy of debts cost

Required by EAS No. 1 which ask listed companies to describe the
measurement basis used in the preparation of financial statements in the
notes to the accounts section.

14- Detailed
information on the
enterprise's
transactions with
related parties

Required by EAS No. 1 and 15. Disclosed in notes to the accounts. This
information enables users to be aware of lack of independence and its
effects.

15- Estimation of
future gains, profits
or losses and future
sales and purchases

Not mandatorily required. Could be disclosed in the directors' report.
This information helps users to anticipate the future performance and
profitability of a given company. Also, it gives indications about the
company's ability to pay future dividends and the ability to generate
enough cash to meet its future obligations. A few large listed companies
disclose this type of information,	 while most small	 and medium
companies do not.

16- Movement of share
prices for the last
12 months

Not mandatorily required. Could be disclosed in the directors' report.
Although this information can be collected from daily stock exchange
information, users may not be able to collect it themselves. On the other
hand, companies might find it easy to provide this type of information.

17- Present return
earned on share
prices

Not mandatorily required. This information, which is known as Price /
Earnings (PIE) ratio, provides a basis of comparison among listed
companies.	 This	 information	 helps	 investors	 to	 choose	 between
alternative investment decisions. The P/E ratio can be calculated as
market price per share divided by earning per share (EPS) (foster, 1986).

18- Maintenance of
dividends rate

Not mandatorily required, but the EAS no 1 states that companies are
encouraged to disclose, in supplementary information, their policy for
investment to maintain and enhance performance, including dividend
policy. This type of information might assist users to assess the stability
and profitability of a given company.

19- Present and
anticipated
earnings per share

Partly required by the EAS No. 1 and 22. The EAS No. 22 do not require
companies to disclose anticipated EPS. 	 Disclosed in notes to the
accounts. According to the EAS No. 1, a company should disclose, either
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on the face of the income statement or in the notes to the accounts, the
amount of dividends per share. However, only large companies disclose
such information. This item of information includes the amount of
dividends per share (BPS), paid and proposed, for the period covered by
the financial reports. Such information assists investors in determining
the return provided by their investment, and helps them to compare the
performance among different companies in the same period and among
different accounting periods for the same company. This information is
an essential component in the PIE and it is probably the most widely
available and commonly used company performance statistic for publicly
traded firms (White et al., 	 1994). EPS, in the basic form, can be
calculated	 through	 dividing	 the	 net	 profit	 or	 loss	 for the	 period
attributable to ordinary shareholders by the weighted average number of
ordinary share outstanding during the period (Alexander and Archer,
2000b).

20- Classification of
sales revenue by
geographical areas,
major product lines,
and customer classes

Not mandatorily required. Although this information is more relevant to
internal use, it might help financial analysts in doing their analysis. Day
(1986) reported that financial analysts required this type of information to
be disclosed in corporate annual reports.

21- Internal transfer
prices

Not mandatorily required. This type of information is more important for
internal uses than for external uses. However, Almelegy (1998) reported
that 61. 4% of users in his study perceived it as an important information
item.

22- Leases and hire
purchase
contracts

Required by both Leases Law No. 95 of 1995 and the EAS No. 1 and 20.
Although this information is mandatorily required, only a few companies
provide it. This type of information is about new activities in Egypt and
many companies do not do them. EAS No. 20 requires both the lesser and
the lessee to disclose leases information in their financial statements (see
also Chapter 4).

23- Anticipated cash
flow

Not mandatorily required. However, the EAS No. 4 requires companies
to disclose cash flow information of the year. This information helps
users to evaluate the company's activities and to assess its liquidity and
solvency.

24- Enterprise's
reputation and its
competitive
capability

Not mandatorily required. Could be presented in the directors' report.
This type of information may be important especially for individual
investors. Some respondents met in the survey reported that this type of
information is important for many individual investors.

25- The position of
individual
enterprises within
a group

Not mandatorily required. Might be disclosed in the notes to the
consolidated financial statements or in the directors' report. In the 1990s,
many groups of companies were established in Egypt. Although the EAS
No. 17 required the parent company to disclose, in the consolidated
financial statements several items about the subsidiaries (i.e. the name,
country of incorporation or residence, proportion of ownership interest
,and if different, proportion of voting power held), it did not require such
information, on the position of individual enterprises within a group.

26- Retained earnings
for the last few
years

Not mandatorily required. Could be disclosed in notes to the accounts.
It is a part of equity that companies invest in their business.
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27- Financing structure Required by the CASE. A few large listed companies disclose this type of
information in the notes to the accounts section. Capital structure ratios
provide insight into the extent to which non-equity capital is used to
finance the company's assets. This information is useful in assessing how
successful the company has been in managing the available resources, its
requirement for future finance and its ability to raise finance (ASB,
1999b).

28- The enterprise's
transaction with
abroad

Not mandatorily required. Could be presented in the directors' report or
in the notes to the accounts section. This information gives an indication
of the company's ability to export and get foreign currency, especially as
the whole society, including users of financial reports, is generally
interested in exportation.

29- Present and future
goals of the
enterprise

Not mandatorily required. Could be presented in the directors' report.
This information item was perceived as an important item in previous
studies. For instance, in Ali's study (1992) the item received a mean
score of 4.3, while in Almelegy's study (1998), 85.5% of user thought
this item is important or very important.

30- Employees and
their productivity

Not mandatorily required. Could be presented in the directors' report.
This item was perceived as of little importance in Shohabieb's study
(1990), while 75.9% of users in Almelegy's study (1998) thought this
item is important or very important.

31- The social impact
of the enterprise's
activities

Not mandatorily required. Could be presented in the directors' report. This
information item was perceived as being of moderate importance by users
in Shohaieb (1990) and Almelegy (1998).

32- The enterprise's
efforts on research
and development

—

Required by the EAS No. 1 and 6. The EAS No. 6 requires companies to
disclose in their financial statements the accounting policies adopted for
research	 and development cost and the amount of research and
development costs recognized as an expense in the period. Some local
manufacturing companies, especially chemicals and high-tec companies,
buy trade marks from foreign companies. This leads to a very small
budget for this activity.
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The following table summarises the aim of each of the above questions:

Table 6.2 Summary of the Questions and Their Aims:

Part Aim of the Question Question

No.

1 - Gathering respondents' background (demographic data). 1.1 — 1.6

2 - Investigate the importance the various sources of financial information. 2.1

- Investigate the importance of sections of corporate annual reports. 2.2

3 - Investigate	 users'	 perceptions	 of the	 applicability of the	 selected

QCOAI	 to	 evaluate	 the	 usefulness of	 financial	 information

Presented in the corporate annual reports. 3.1 and 3.4

- Rating the importance of each of the QCOAI in evaluating the usefulness

of financial information provided in corporate annual reports. 3.2

- Ranking the four most important QCOAI in evaluating the usefulness of

financial information provided in corporate annual reports. 3.3

4 - Investigate	 users' perceptions of the importance of selected items of

financial information whether included or not in the corporate annual

reports, and the relationship between these items and the QCOAI. 4

6.5.2 Question Wording:

The questions included in a questionnaire should be worded so that the respondents can

understand them (Frankfort-Nachmias and Nachmias, 1992). Poor question wording might

be one of the factors responsible for unreliable measure or instrument, as it may cause a

respondent to understand the question differently on different occasions (de Vaus, 2001).

According to Kervin (1992), good question wording helps to ensure measurement validity,

minimise measurement errors (bias and unreliability), and minimise item non-response.

Several points have been suggested, which should be considered when writing the

questions, in order to make the questions clear (see: May, 1997; Oppenheim, 1992). In this

study, every possible effort was made to improve the question wording (see section 6.4.5.1

later in this chapter).

6.5.3 Question Order:

Ibert et al. (2001, p. 174) stated the following regarding question order: "The questions

should, as far as possible, follow a logical order that uses thematic groupings and facilitates
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the passage from one theme to another". One of the objectives of the pre pre-test was to

make sure that the questions were ordered well.

In addition, the questions should be free of ambiguity, precise and clear. Also, each

question should represent a single idea. This means that the questionnaire should translate

the research objective into a set of questions. The main considerations involved in

formulating the questions are their content, structure, format, and sequence (Frankfort-

Nachmias and Nachmias, 1992). Furthermore, it is recommended that the questionnaire

should begin with relatively easy, simple, and closed questions (Ibert et al., 2001). So, the

researcher started the questionnaire with the easiest section, the questions of personal

background that collect the demographic data.

To avoid the halo effect, which might occur from associating a large group of

similar successive questions using the same scale, various forms of questions were

included, such as question no. 3.3 and question no. 4. Moreover, for the same purpose, in

question 4, the 32 financial items of two separate groups were mixed.

6.5.4 Question Type:

Two alternatives are available with respect to type of questions: closed and open-ended

questions. Each type has its advantages and disadvantages. For example, closed questions

are easy to answer and analyse, and also they save the respondents' and the researchers'

time. Remenyi et al. (1998, p. 152) reported that "closed-ended questions are difficult to

design but sihiplify the collection and analysis of evidence making the task of the

respondent easier. Such questions are typically used in studies involving large samples".

However, Easterby-Smith et al (2002, p. 133) criticised this type of questions as "the data

obtained may be very superficial".

Open-ended question' s are easy to ask and give more information to the researcher,

but on the other hand, they may lead to collection of irrelevant information. Also,

completion and analysis of this type of questions can be difficult and time-consuming

(Easterby-Smith et al., 2002). Therefore, in the light of the above, closed questions were

used in this study. However, 5% of respondents were personally interviewed, using semi-
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structured interviews, which included some open-ended questions, for obtaining more

explanation. In addition, spaces for additional views were provided, where relevant, and a

blank paper was attached at the end of the questionnaire.

6.5.5 The Pre-test:

The pre-test is an important step in the questionnaire design process. On the one hand, the

quality of conclusion of an empirical research depends heavily on the quality of the data

collected for such a research (Huck and Cormier, 1996). Also, the quality of the data

depends heavily on the instrument by which the data is collected. It has been noted that a

research instrument or measure should be both valid and reliable (de Vaus, 2001). It is

reported that "ideally, tests for validity and reliability should be made at the pilot stage of

an investigation, before the main phase of data collection" (Easterby-Smith et al., 2002, p.

135). In other words, once the first draft of the questionnaire is prepared, the researcher

needs to carry out a pre-test that will help to evaluate his/her work regarding the criteria of

validity and of reliability (Drucker-Godard et al., 2001).

Also, as Saunders et al. (2000) reported, the purpose of the pre-test is to refine the

questionnaire to enable respondents to answer the questions easily, and to enable the

researcher to obtain some assessment regarding the questions' validity and the likely

reliability of the collected data.

Generally, to assess the overall validity of a research and the measuring instruments

used, several types of validity' should be considered. Oppenheim (1992, p. 160) noted that

"in principle, validity indicates the degree to which an instrument measures what it is

supposed or intended to measure". So, to be valid, the measuring instrument, on the one

hand should measure what it is expected to measure, and on the other hand it should give

exact measures of the studied object (Drucker-Godard et al., 2001).

The validity of an instrument is related to the degree of non-random error that it

contains or to any bias presented by the use of the instrument or by the act of measuring

(Driicker-Godard et al., 2001). Content validity, which seeks to establish that the items or

questions included in the questionnaire are a well-balanced sample of the content domain
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to be measured (Oppenheim, 1992), could be a relevant way to assess the validity of an

instrument through validating its application on the basis of a consensus within the

research community as to its application (Drucker-Godard et al., 2001).

Reliability of the measurement instrument relates to the question of whether the

research results are repeatable (Bryman, 2001). In other words, it indicates the extent to

which the measure is without bias and hence presents consistent measurement across time

and across the different items in the instrument (Sekaran, 2000). Oppenheim (1992, p. 159)

indicated, "We need to be sure that the measuring instrument will behave in a fashion

which is consistent with itself'. On the other hand, de Vaus (2001, p. 30) reported that "a

reliable measure is one that gives the same 'reading' when used on repeated occasions".

Several methods can be used in assessing the reliability of the measurement instrument

including6 : Test-retest, Parallel-forms, Split-half, and Internal consistency (Sekaran, 2000).

The outcome of the pre-test might lead the researcher to reformulate or modify the

questionnaire or interview guide with no effect on the design, to define new hypotheses or

modify the research questions; or to alter the research approach completely (Royer and

Zarlowski, 2001a). It has been noted that the pre test could be fairly informal where a

researcher consults friends, colleagues, and experts, or it could be more formal, where the

researcher carries out a pilot study involving a small number of respondents of the main

study (Remenyi, et al., 1998).

In this research, the pre-test was carried out in two stages. First, the pre pre-test

stage was carried out by distributing both the English and the Arabic versions of the

questionnaire to Egyptian students studying for the Ph.D. in accounting at UK universities.

Second, the pre-test stage was carried out by sending the Arabic version of the

questionnaire to some respondents from the target population in Egypt.

6.5.5.1 The Pre Pre-test.

After the first English draft of the questionnaire had been completed and corrections made

according to the supervisor's comments, the questionnaire was translated into Arabic, the
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official language in Egypt, and both the English and the Arabic versions were ready for the

pre test.

As a result of a discussion with the study supervisor, it was decided to do a pre pre-

test of the two versions by distributing them to the Egyptian students who doing Ph.D. in

accounting in the UK universities. The reason for choosing students whose mother tongue

is Arabic, is that they would have a very good idea about the Egyptian practice

environment as the majority of them had master degrees from Egyptian universities. Also,

they would be able to help in correcting the questionnaire translation from English to

Arabic language. Also, they had some experience in research in general, as they were

working as assistant lecturers or researchers in Egyptian universities They might therefore

have the experience needed for accomplishing this pre pre-test. A pre-test may have

several aims. For instance, "Questionnaires can be 'pre-tested' on a small sample

population, mainly to check that the wording of the questions is not ambiguous" (Royer

and Zarlowski, 2001a, p. 126). In this test, respondents (the students) were asked to:

1- provide constructive criticisms on all aspects of the questionnaire, including question

wording, question order, redundant and missing questions, and any ambiguous questions,

inappropriate or inadequate questions, and poor scale items;

2- give comments about whether the English and the Arabic versions are similar and report

any translation problems between the two versions. This was very important because a

language problem arose as a result of the questionnaire being originally constructed in

English and then translated into Arabic. For this reason, research students in Egypt were

excluded in this stage of the pre-test as most did not have enough experience of the English

language.

3- give some comments on any other aspect regarding the questionnaire such as its length,

the type of paper, type of printing, etc...;

4- give their viewpoints on the questionnaire format and the covering letter.

This pre pre-test was carried out on the period between 1st October and mid

November 2000. The first step of this pre pre-test was to contact the Egyptian Education

and Culture Bureau in London, a governmental office that supervises Egyptian students in

208



Chapter 6

the UK, to ask for a list of names, addresses, and universities in which those students were

studying. Twenty-four students were named on this list (see table 6.2 below), and the

researcher contacted the majority of them to give them a brief idea about the research

objective and what they were being asked to do.

Table 6.3 Distribution of Egyptian Ph.D Students in UK' Universities for the Pre Pre-test:

City or University Name Sent Q. Received Q.

- Aberdeen University 1 1
- Birmingham University 3 3
- Essex University 3 2
- Huddersfield University 1 1
- Hull University 4 4
- Liverpool University 1 1
- Manchester University 4 3
- Nottingham University 2 1
- Sheffield University 3 2
- Southampton University 1 1
- St. Andrews University 1 0

Total 24 19

One copy of each of the two versions of the questionnaire, English and Arabic, was

sent to them together with a pre-paid addressed envelope. Two weeks later, 12 envelopes

were received. Consequently, the researcher re-contacted most of those who had not

returned the questionnaires, to remind them. After another two weeks, the total number of

responses received was 19, representing about 79 % of the total sent.

As a result of this pre pre-test, a large number of helpful and beneficial comments

was received regarding the following areas:

1- Some comments were received regarding the translation of the questionnaire and

relevant corrections were made to overcome this problem. The translation was reviewed in

detail, question by question.

2- It was strongly recommended to attach a list of the QCOAI used in the study to the

questionnaire. So, the researcher attached a list of more acceptable definitions of the

QCOAI used in this study. Other reasons were behind attaching the list. For example, such

a list would help respondents in completing the questionnaire, and it was found that it

would be useful if the questionnaire included such a list, especially as the source of most of

them is the IASs which is the base of the current EASs. In addition, some comments
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supported and appreciated putting the QCOAI in the two languages, English and Arabic,

together in questions 3.1, 3.2, 3.3, and 3.4 in the Arabic version of the questionnaire.

3- Some comments were received about the question wording, redundant questions,

ambiguity in some questions and also about the questionnaire format and the covering

letter. Needed corrections were done to address these comments. For instance, alterations

in some questions were made. Besides, other alterations were made in the covering letter as

well as the questionnaire format.

4- Comments about the length of the questionnaire, the type of paper, type of printing were

very limited. Now, the questionnaire was ready for the pre-test (the pilot study).

6.5.5.2 The Pre-test (Pilot Test):

This stage of the pre-test was carried out through sending the Arabic version of the

questionnaire to a small part of the sample in Egypt. Twenty-five respondents were chosen

for this stage of the pre-test. Respondents chosen for the test represented the five groups of

the main survey, i.e. some of them were academics, others were financial analysts, and so

on.

The following table shows the distribution of respondents of the pre-test:

Table 6.4 Distribution of Respondents of Pre-test:

Groups Sent Q. Received Q.
- Financial Analysts 10 8
- Decision Makers 3 3
- Acadeniics 5 4
- Stock Brokers 3 2
- Others 4 4

Total 25 21

The steps of this test Were as follows:

1- In January 2000, when the researcher was in Egypt to collect some material needed for

the theoretical chapters, many of those chosen for the pre-test were met to give them a

brief idea about the study and they agreed to help the researcher in doing the pre-test.

2- In November 2000, contacts with those chosen for the pre-test were made by telephone

calls from Hull University Business School (HUBS) to let them know that the Arabic
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version of the questionnaire would be sent later. It was explained what they were required

to do with the questionnaires.

3- By the end of November 2000 the questionnaires had been sent to respondents'

addresses in Egypt through HUBS. It was preferred to send the questionnaires through

HUBS to give the packages some formal form, to encourage the respondents to complete

the questionnaires.

4- Three weeks later, the researcher's brother went to Cairo in Egypt to collect the

completed questionnaires, and was able to collect 15 questionnaires. One week after,

another 6 questionnaires were collected to bring the total number of collected

questionnaires to 21 (representing 84 %), which were sent directly to the researcher's

address in the UK and were received by the second week of January 2001.

5- Once the questionnaires were received, the data entry was done and the reliability test

was completed. As a result of this test 4 financial information items were deleted (their

"corrected item total correlation" were negative, see Appendix B) and hence the

questionnaire was ready for the main study that started in the first of February 2001. The

main aim of the reliability test was to test the internal consistency, as a method of assessing

the reliability of the instrument or the scales used in the study.

Cronbach's Alpha is considered the best known and most frequently used test of

internal consistency (Sekaran, 2000). As noted by Pallant (2001, p. 85) "ideally, the

Cronbach alpha coefficient of a scale should be above .7". However, if this value of alpha

is low (e.g., less than .7); also, items with low item total correlation should be removed

(Pallant, 2001). In different words, Sekaran (2000, p. 312) stated that "in general

reliabilities less than .60 are considered to be poor, those in the .7 range, acceptable, and

those over .8 good". This means that whenever the coefficient above .7, the scale can be

considered reliable with the sample.

In the current study, the Cronbach alpha coefficient was above .7, and could be

considered high (0.8866 before cancelling the four items and 0.9055 after cancelling

them). This means that the scale could be considered reliable with the sample. In other
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6.6.1 Rules Used for Sample Selection:

In general, there are several ways that can be used to select elements of the sample. These

various methods could be categorised as shown in the following figure.

Figure 6.1 Methods Used to Select a Sample:
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studies the coefficient was a little more or a little less than in this study. For example, in

Alrazeen's study (1999) it was 0.90.

6.6 Sample Selection:

In a broad sense, a sample is defined as "the set of elements from which data is collected"

(Royer and Zarlowski, 2001b, p. 147). In survey research, it is not always essential for the

researcher to contact every person in the population of his/her study in order to recognise

what they think, and this is where sampling methods come in (Easterby-Smith et al., 2002).

However, in such a case, the validity of a study can be linked to some aspects of the

sample such as the nature of the elements it is composed of the method used in selecting

the elements; and the sample size or the number of elements chosen (Royer and Zarlowski

, 2001b). In a study using a sample, the best situation would be to select a representative

sample, which is to draw respondents or individuals from the population in such a way that

the sample represents the population being studied. If such a sample can be achieved, then

the results of a study can be generalised for the overall population.

Source: (Royer and Zarlowski, 2001b, p. 149)
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In probability sampling, the first category, which includes simple random;

systematic; stratified; multistage; and cluster sample, researcher bias is reduced as much as

possible and each element of the population has an equal known chance to be selected in

the sample7. In addition, Royer and Zarlowski (2001b) noted that methods in this category

allow the use of statistical inference needed to achieve the external validity or the

generalisation of the findings obtained from the sample to the population from which the

sample was drawn.

De Vaus echoed the importance of using the probability sample when he stated

that:

"Representative samples are necessary if we are to generalise from
results obtained in a sample to the wider population that the sample
is meant to represent. The surest way of achieving representative
samples is to employ probability sampling methods. These are
methods where each person in the population to which we want to
generalise has an equal or known chance of being selected in the
sample" (2001, p.184).

In the light of the above discussion, it was decided to apply probability sampling

because it would enable the researcher to achieve the representative sample needed to

generalise the obtained findings. A stratified random sample was considered to be the most

suitable of the probability methods, for selecting the sample from the sample frame of this

research (the researcher tried to select elements of the sample randomly, and the selection

of every element was independent of that of other elements).

6.6.2 Sample Size:

"The sample size depends on funds, time, access to potential participants, planned methods

of analysis, and the degree of precision and accuracy required" (de Vaus, 2001, p. 187).

"For samples destined for quantitative data processing, this means determining the size that

enables the study to attain the desired degree of precision or significance level" (Royer and

Zarlowski, 2001b, p.157). Also, the sample size is considered the "key ingredient" in

determining the sampling error in a probability sample, so the more the respondents, the

smaller the sampling error (Weisberg and Bowen, 1977), or in other words, the larger the

sample' size, the greater the confidence we can have in the results.
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Concerning the estimation of the actual sample size, Saunders et al. (2000)

proposed a formula to be used for this purpose. This formula requires two main factors to

be estimated: first, the likely response rate, and second, the minimum or the adjusted

minimum sample size. This formula is as follows:

= (n x 100) / re%

where na is the actual sample size required, n is the minimum (or the adjusted minimum)

sample size, and re% is the estimated response rate expressed as a percentage (Saunders et

al., 2000, pp. 157-158) .

In the light of similar studies carried out in the same environment using the

personal administration method, such as Almelegy (1998) who distributed 200

questionnaires and received 156 questionnaires representing 78 %, Ali (1990) who

distributed a total of 138 questionnaires and collected 111 questionnaires, representing

about 80 %, Mohamed (1991) who distributed a total of 100 questionnaires and received

61 completed questionnaires, representing 61%, a total of 180 respondents was considered

to be enough as a minimum sample size, with subgroups of sufficient size to enable the

researcher to compare them, and a response rate of between 60% and 70% was expected.

Consequently, the sample size could be calculated as follows: n a = (180 x 100) / 65 = 277

respondents (rounded). Accordingly, it was decided to distribute 320 questionnaires, to

allow for unexpected circumstances.

6.6.3 Respondents Selected for the Study:

Two general points should be noted here. First, companies or firms selected in the pilot

study were excluded from the main survey; second, a random procedure was used to select

individuals from most groups in this study. In most cases, the questionnaire was delivered

to the person who was to answer the questions and a brief idea about the study was given

to each respondent. The following are some details about the respondents selected for the

survey:

214



Chapter 6

6.6.3.1 Financial Analysts:

Financial analysts were selected from six groups of firms listed in Table 6.5 below.

Due to the lack of an official register, the number of financial analysts in Egypt was not

known. The distribution of the questionnaires was based on an assumption of the average

number of financial analysts in each group of the groups in Table 6.4. For example, 35

questionnaires were distributed to 35 financial analysts in 35 brokerage firms (one

questionnaire per firm, as each financial analysis department includes between 1 and 4

financial analysts). These firms were selected randomly from a total of 154 firms listed in

the guide of brokerage firms prepared by the CASE. This guide includes some details

about all brokerage firms working in the securities market. A few brokerage firms have no

financial analysis department, so they were excluded from the total number of brokerage

firms. The same 35 firms were used to select stockbrokers (the fourth group of

respondents).

Twenty Formation and Management Portfolios firms were randomly selected from

a total of 88 firms in 31/12/2000 in a list of these firms that was available in the

information centre of the CMA. One questionnaire was distributed in each firm to a

financial analyst. Five commercial banks were selected from a total of 54 commercial

banks and branches of foreign banks working in Egypt. (4 of the 54 banks are state-owned

commercial banks, others are joint venture, private banks and branches of foreign banks).

Three questionnaires were distributed in each of the five selected banks, which were

selected randomly from a list of banks working in Egypt, available in the CBE.

Eight questionnaires were distributed in five fund managers selected from a total of

14 firms working in this activity. In accounting firms, the questionnaires were distributed

to staff of the Financial or Investment Analysis Departments. However, it should be noted

that not all accounting firms have a department of financial or investment analysis, but

only large firms have these departments. Montegna (1974, p. 9) argued, "To study the

personnel of the largest accounting firms is to study a considerable part of the profession of

public accounting. They form the most significant group of workers in the profession in

terms of professional influence and control".

215



Chapter 6

At the time of commencement of this survey, only three rating firms were working

in Egypt. All three were selected in the survey and eight questionnaires were distributed to

the financial analysts in these firms. (A full list of all firms or other bodies chosen for the

survey is available in Appendix G).

Table 6.5 Survey Response Results of Group No. 1 (Financial Analysts):
Firms No. of

Firms
No. of

QD
No. of

QC
1- Brokerage Firms 35 35 28
2- Fund Managers 5 8 6
3- Formation and Management Portfolios 20 20 16
4- Banks 5 15 11
5- Accounting Firms 5 24 14
6- Rating Firms 3 8 6

Total 110 81
(73.6 %)

Note: QD = Questionnaires Distributed; QC = Questionnaires Collected

6.6.3.2 Decision Makers:

It was decided to include individual investors (see 6.4.2 of this chapter) and 30

questionnaires were distributed to them. Some of the questionnaires personally distributed

while others were mailed. The decision to undertake this mailed delivery was based on a

phone call with the selected members. The guide of the Egyptian Capital Market

Association, issued in 2000, provide a full list of all 250 members in the Association,

explaining whether or not the member is working in a firm, organisation, bank ... etc.

Those members working in the market, about 90 members were excluded and 30 investors

were randomly selected from those not working in the market. Although many calls were

made to those individual investors who did not complete the questionnaire to ask them to

complete it, and whether they needed another copy, only a total of 8 questionnaires were

collected.

Another 30 questionnaires were personally distributed to 30 institutional investors

(decision makers) in various firms8, including investment managers in the 20 Formation

and Management Portfolios firms, 3 commercial banks, and 5 fund managers. Of 30

distributed questionnaires, 26 questionnaires were collected. It should be noted that all

those decision makers are responsible for taking various decisions related to securities

investment in their firms.
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The following table shows the details of questionnaires distributed and collected for

this group:

Table 6.6 Survey Response Results of Group No. 2 (Decision Makers):

Individuals or Firms 	 , No. of
Firms

No. of'
QD

No. of
QC

1- Individual Investors - 30 8
2- Formation and Management Portfolios 20 20 17
3- Banks 5 5 4
4- Fund Managers 5 5 5

Total - 60 34
(56.7%)

Note: QD = Questionnaires Distributed; QC = Questionnaires Collected

6.6.3.3 Academics:

Among 16 universities in Egypt, 6 were chosen, for some of their staff to be included in

the survey. The chosen universities represented small, medium, and large universities. For

instance, Cairo, Ain Shams, and Al-Azhar are large universities that include a large

number of accounting staff. South Valley and Helwan universities represent small

universities, while Tanta university represents the medium sizeed universities. In some

universities such as University of South Valley, questionnaires were distributed to all staff

in the accounting department, while in others, like University of Cairo, questionnaires were

distributed to a number of selected staff. The selection of those staff was based on informal

meetings with one or more of the staff in each university to ask them about the relevant

staff to this study. Relevant staff means those who have enough experience about the

Egyptian securities market, for example as a result of being, in addition to members of

staff in 'the universities, members of boards of directors, partners, or staff in companies

working in the securities market. After the relevant staff in these large or medium sized

universities had been determined, respondents were selected from those relevant staff For

example, in the University of Ain Shams and University of Cairo, each of which had more

than thirty relevant staff, 10 staff members were selected randomly to participate in this

survey. This way of selecting the staff was repeated in other universities, namely,

University of Al-Azhar and University of Tanta. In selecting staff in the University of

South Valley, all members of staff were selected because there were only 10 academics in

the accounting department. The survey time, February to April, as a time of examinations
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and corrections, was a suitable time to help the researcher to meet, face to face, most

selected staff to give them a quick idea about the study and inform them that the

department secretary's office was to be used as a collecting point.

The following table shows the number of questionnaires distributed and collected

for each university.

Table 6.7 Survey Response Results of Group No. 3 (Academics):

Name of the University No. of
QD

No. of
QC

1- University of Ain Shams 10 7
2- University of Al-Azhar 12 10
3- University of Cairo 10 8
4- University of Helwan 6 5
5- University of South Valley 10 9
6- University of Tanta 12 11

Total 60 50
(83.3%)

Note: QD = Questionnaires Distributed QC = Questionnaires Collected

6.6.3.4 Stock Brokers:

At the end of April 2000, the total number of brokerage firms was 157 firms 9. Most firms

had between 1 to 3 stock brokers and a very few firms had 4. Fifty questionnaires were

distributed in 40 firms that were chosen randomly from the guide prepared by the CASE.

Two questionnaires were distributed in ten firms, while only one questionnaire was

distributed in each of the other 30 firms. It should be noted that, although stock brokers are

typically very busy and spend not more than one or two hours in their firms, because they

have to go to the Trading Hall in the CASE before 9 am. and return to their firms after 4.30

pm., their response rate was relatively high (64 %) as many of them promised to complete

the questionnaire during the weekends. The following table shows details of questionnaires

distributed in and collected from these firms.

Table 6.8 Survey Response Results of Group No. 4 (Stock Brokers):

Firms No. of
Firms

No. of
•	 QD

No. of
QC

1- Brokerage Firms of 2 QD 10 20 12
2- Brokerage Firms of 1 QD 30 30 20

Total - 50 32
(64 %)

Note: QD = Questionnaires Distributed; QC = Questionnaires Collected

Lastly, in about 90% of cases, the questionnaire was delivered to the stockbroker

himself by the researcher and a brief idea about the study was given to each stockbroker.
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The rest of the questionnaires, about 10%, were left with the secretary when it was difficult

to meet the stockbroker.

6.6.3.5 Others:

The number of questionnaires distributed to the CMA was large (20 questionnaires

representing 50 % of the total number in this group) as the CMA is the main governmental

body responsible for regulating the Egyptian capital market and includes several

departments that have staff who are relevant to this study (refer to 6.3.5 above).

The researcher wished also to distribute a similar number of questionnaires in the

CASE, but it was impossible to do so, as the chairman of the CASE would not allow it. It

was allowed to distribute only one questionnaire as a representative of the CASE point of

view. The 'head of the "Disclosure Department" of the CASE completed this questionnaire.

Besides, 11 questionnaires were distributed to all staff of the Capital Market

Department at the CBE, and 8 questionnaires were distributed to all staff of the Finance

and Investment Department in Misr for Clearing, Settlement and Depository Company.

The selection of this department was based on a meeting with a manager in the company

who give a brief idea about the organisation of the company. Details about questionnaires

distributed to and collected from this group can be shown in the following table:

Table 6.9 Survey Response Results of Group No. 5 (Others):

Body or Firm No. of QD No. of QC

1- Capital Market Authority 20 18
2- Misr for Clearing, Settlement and Depository 8 7
3- Centila.' 1 Bank of Egypt 11 09
4- Cairo & Alexandria Stock Exchanges 1 1

'	 Total
. •

40 35
( 87.50%)

Note: QD = Questionnaires Distributed; QC = Questionnaires Collected

6.6.4 Non-response Bias:

The problem of non-response bias arises when the response rate of a study is low. Wallace

and Cooke (1990, p. 286) argued that "low response rates may lead to doubtful

inferences". The importance of doing a test for non-response bias comes from its effect on

the generalisation of the results obtained from the research. A researcher should know
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whether respondents who did not respond would have reacted differently to the research

questions than those who had responded to the questionnaires. In other words, he/she needs

to make sure of whether the results of the study would be different if the answers of those

non-respondents were to be part of the data analysis.

Royer and Zarlowski (2001b, p. 156) reported that "the higher the non-response

rate, the greater the bias may be and the more likely it is to affect the validity of the

research. The researcher should therefore try to avoid non-response". Although this is more

of an issue for studies with a low response rate, it is argued that without information about

the whole population from which the sample is withdrawn, it is difficult to make sure that

the responses are free of bias (Holmes et al., 1991). Similarly, Oppenheim (1992, p. 280)

declared that "even a very high response rate is no guarantee against bias". Therefore, in

this study, it was decided that a non-response bias test should be made, although the

response rate of this study is considered relatively high.

There are two alternative approaches available for testing the non-response biasm.

The first approach, which was used by Lee and Tweedie (1981), involves the use of a brief

version of the questionnaire to be sent to non-respondents; the second approach is a

comparison of responses by either date of reply or date of receipt, under the basic

assumption that late responses are similar to non-responses (Oppenheim 1992; Wallace

and Millor, 1988). The second approach, which is popular in use by researchers, was used

in the present study. Application of this approach required that the researcher know the

return date of each questionnaire. For this reason, the collection date was written on each

of the collected questionnaires, which were already serially numbered.

According to Wallace and Mellor (1988), the most suitable and, perhaps more

efficient tests for non-response bias in non-parametric distributions, such as the distribution

of the data in this study, are the Mann Whitney Test and the Kolmogorov Smirnov Test. In

this study, the Mann Whitney Test was used to compare the mean scores for 43 variables

in two stages, first, within a single occupation group by comparing the last 10

questionnaires received from the first group, financial analysts, with the first 10

questionnaires received from the same group; second, within the whole sample by
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comparing the last 20 questionnaires received from the overall sample with the first 20

questionnaires received from the overall sample. The reason for using these two stages was

to make extra sure concerning the non-response bias.

The results of the Mann Whitney Test revealed that:

1- According to the test within the financial analysts group, non-response bias was not a

major problem for this study because there was no significant difference (P > 0.05)

between the last and first 10 respondents, with the exception of one variable in question

2.1, "Advice of friends and/or relatives". Table 6.10 below shows the result of this test for

question 2.1 which includes this variable.

2- According to the test within the whole sample, again, non-response bias was not a major

problem for this study, because there was no significant difference (P> 0.05) between the

last and first 20 respondents, with the exception of one variable in question 2.1, "Direct

contact with the company management". The results of this test for question

Table 6.10 Non-response Bias within the Group of Financial Analysts for Question (2.1):

SOURCES
MANN-

WHITNEY
U

WILCOXON
W

Z ASYMP.
SIG. (2-

TAILED)

EXACT SIG.
[2*(1-TAILED

SIG.)]
Corporate annual reports 45.000 100.000 -.503 .615 .739
Newspapers & Magazines 41.500 96.500 -.801 .423 .529
Direct contact with the c. m. 37.500 92.500 -1.053 .292 .353
Prospectuses 31.500 86.500 -1.501 .133 .165
Tips & rumours 48.000 103.000 -.157 .875 .912
Advisory services 40.000 95.000 -.821 .412 .481
Advice of friends and/or r. 23.000 78.000 -2.317 .021 .043

- Grouping Variable: Response time

2.1 which includes this variable are shown in Table 6.11 below.

Table 6.11 Non-response Bias within the Whole Sample for Question (2.1):

SOURCES
MANN-

WHITNEY
' U.

WILCOXON
W

Z ASYMP.
SIG.

(2-TAILED)

EXACT SIG.
[2*(1-TAILED

SIG.)]
Corporate annual reports 185.000 395.000 -.520 .603 .698
Newspapers & magazines 130.500 340.500 -2.067 .039 .060
Direct COntact with the c. m. 127.000 337.000	 . -2.161 .031 .049
Prospectuses. 139.000 349.000 -1.758 .079 .102
Tips & rumours 189.000 399.000 -.308 .758 .779
Advisory services 163.500 373.500 -.771 .441 .461
Advice of friends and/or r. 13.7.500 347.500 -1.765 .077 .091
- Grouping Variable: Non-response bias
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6.7 Survey Procedures:

The following sub-sections will present the procedures that were followed to carry out this

survey. These include data collection, response rate, coding, and data processing.

6.7 1 Data Collection:

Once the research hypotheses had been formulated, the final draft of the questionnaire was

ready, the target population was determined, and the sample of respondents was selected, it

was decided to start collecting the data. The data collection was accomplished by using the

personally administered questionnaires method as a main instrument and the semi-

structured interview as a supporting method.

6.7.1.1 The Questionnaire:

Distribution and collection of the questionnaires was completed in person in most cases

with exception of those who expected to prefer returning the completed questionnaire by

mail. For this purpose, the researcher opened a personal Post Box. Every respondent or

group of respondents was visited at the appropriate location, in order to distribute the

questionnaire(s). On these visits, a sufficient quantity of serial-numbered copies of the

Arabic version of the questionnaire was carried by the researcher, along with stamped self-

addressed envelopes and also various tokens and presents to be given to some respondents

as a mark of appreciation for their time and co-operation.

During the visits, respondents were given a brief idea about the study and its aims.

The researcher also encouraged them to complete the questionnaire, made sure that he had

the right contact telephone number for each of them, and arranged the time and method of

collecting the completed questionnaires (e.g., what would be a convenient time for collect

the questionnaire(s); or whether they would prefer to send the questionnaire(s) by mail

instead of having them personally collecting). A stamped self-addressed envelope was

given to each of those who expressed their desire to send the completed questionnaire by

mail. Three weeks after distribution of the questionnaires (sometimes more or less than

that, depending on the agreement with the respondent when visited), a call was made to
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most respondents to check whether they had completed the questionnaire and the

completed questionnaires were collected from those who answered in the affirmative.

Other calls were made from time to time, depending on the individual

circumstances, to respondents who did not complete the questionnaire by the agreed time,

to arrange for a new collection date and to see whether they need another copy of the

questionnaire. A few replacement copies were distributed to those who had lost the first

copy. The final cut-off date for collecting completed questionnaires was the second week

of April 2001, about 10 weeks after the first day of distribution.

The researcher received much help from many respondents in the various places

visited, and secretaries' offices were used as collection points for the completed

questionnaires in some places such as the accounting departments in Faculties of

Commerce and some large firms.

6.7.1.2 Interviews:

In addition to the questionnaires as a main method for collecting the data needed for this

study, another method, personal interviews, was used to add supporting evidences to the

study findings. 17 respondents representing 5 % (rounded) of the total respondents were

interviewed in their work places. In the light of the constraints of time of the researcher

and the respondents as well, the number of respondents interviewed had to be relatively

limited.

The selection of respondents chosen for the interviews was based, as far as

possible, upon their seniority in their work (e.g. a chief financial analysts were chosen, and

the head of the department in the CBE was interviewed), and the likelihood of their being

able to make a significant contribution to the study (e.g., senior stock brokers were

interviewed).

Respondents chosen for the interviews represented the five groups of this study,

Table 6.12 shows number of respondents chosen for the interviews from each group. The

interviews were arranged with the interviewees during the first visit to distribute the

questionnaires, and they were carried out when the researcher re-visited the firm or other
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location to collect the questionnaire. Each interview lasted about between 15 - 30 minutes.

In addition to answering the closed questions included in the questionnaires, respondents

interviewed were asked open questions regarding the study subject and the Egyptian stock

market in general. The interview was in the form of an informal discussion between the

researcher and the interviewees. The researcher wrote some notes about each discussion.

Table 6.12 Distribution of Respondents Chosen for the interviews:

Groups
No. of Respondents

Interviewed
- Financial Analysts 7
- Decision Makers 2
- Academics 2
- Stock Brokers 2
- Others 4

Total 17

6.7.2 Response Rates":

In general, a main problem often met by researchers using the questionnaire, especially a

mailed questionnaire, as a data collection method is the poor response rates. In this study,

every possible effort was made, in both the questionnaire design and questionnaire

distribution and collection stages, to make the response rate as high as possible in (see

sections 6.4 and 6.6.1.1 of this chapter).

It has been noted that "If a substantial number of questions - say, 25 per cent of the

items in the questionnaire - have been left unanswered, it may be advisable to throw out

the questionnaire and not include it in the data set for analysis" (Sekaran, 2000, p. 303-

304). In this study, there were two groups of questionnaires that had missing data. The first

one was those questionnaires that contained many missing responses and hence, it was

decided to not include them in the analysis. There were 10 such incomplete questionnaires.

The second group included questionnaires that had minor omissions in some questions.

The SliSS package uses linear interpolation from adjacent point and also a linear trend to

replace these missiing data (Sekaran, 2000). The response rates for the five groups and for

the sample overall are shown in Table 6.13.
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Table 6.13 Survey Response Results:

Groups No. of
QD

No. of
QR

No. of
IQ

UQ

No %

1- Financial Analysts 110 81 5 76 69.09*
2- Decision Makers 60 34 2 32 53.33
3- Academics 60 50 1 49 81.67
4- Stock Brokers 50 32 1 31 62.00
5-Others 40 35 1 34 85.00

Total 320 232 10 222 69.38**
* Percentage of UQ to QD of each group.
** Percentage of total UQ to total QD.
Note: QD = Questionnaire Distributed; QR = Questionnaire Received; IQ = Incomplete Questionnaire;

and UQ = Useable Questionnaire.

This response rate in the present study is considered reasonable compared with

other studies carried out in the same environment. For instance, it was 46 % in Shohaieb's

study (1990), which used mailed questionnaires; 61 % in Mohamed's study (1991), which

used the personally administered method; 80 % (rounded) in Al's study (1992), which

used the personally administered method; and 74 % in Almelegy's study (1998), which

also used the personally administered method.

6.7.3 Coding

The collected data should be coded prior to analysis. Coding the questions refers to "the

way in which we allocate a numeric code to each category of a variable" (Rose and

Sullivan, 1996, p. 38). This process enables the researcher to enter data quickly and with

fewer errors (Saunders et al., 2000). In the current study, it was not difficult to carry out

numerical coding as the questionnaire contained closed questions and respondents were

asked to circle, tick, or write one number for each answer.

The symbols (0, 1, 2, ... 5) were used for coding the responses for some variables,

while for others, the actual numbers circled by the respondents were used. For example,

numbers (1, 2, 3, 4, and 5) were used to code answers in question 1.2 (Current occupation),

and numbers (0, 1, 2, 3, and 4) were used to code answers in question 3.3, while numbers

(0 and 1) were used to code answers related to the QCOAI in question 4 (i.e., 1 used to

mean that the characteristic was served by issuing the financial information item while 0

was used to mean that it was not). For coding answers in other questions, the actual
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numbers circled by the respondents were used. Number (9) was used for coding the

missing answers.

The variable coding ended with 431 items; (1-4) for demographic variables

(occupation, level of education, and years of experience) and response time; (5-19) for part

two; (20-47) for part three; and (48-431) for part four. Once this stage was completed, the

data could be entered into the computer.

6.7.4 Data Processing:

Although data checking is very time consuming and may double the time needed for the

data entry, the researcher checked every questionnaire directly after its entry in the

computer. Some mistakes were found and corrected. Also, the descriptive statistics partly

helped the researcher to re-check the data entry by using the maximum and the minimum

for every variable.

6.7.5 Data Analysis:

To answer the research questions and to test the research hypotheses, the analysis of the

collected data was carried out on two different levels: first, for the overall sample; second,

for the various sub-groups. The first level of analysis, the overall sample, enabled the

researcher to answer questions about the perceptions of the whole sample. The second

level enabled the researcher to investigate differences between various groups. Grouping

was done according to respondents' occupation, level of education, and years of

experience.

The researcher used the SPSS to analyse the survey data. The next chapters will

report the statistical analysis of the data collected through the survey, the following

paragraphs will give the reader a summarised idea about the types of statistical tests that

were used on the data, and justification for the use of such tests.
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6.7.5.1 Descriptive Statistics:

Several descriptive statistics tools were used in describing the data obtained from the

survey. Frequency distributions, which can be used in describing the sample groups and in

descriptive statistics of the questions, allow information to be compared between groups of

respondents (Fielding and Gilbert, 2000), in order to answer some questions like 'how

many financial analysts or academics are there in the sample'?

Furthermore, counting is a fundamental aspect of descriptive statistics. It gives an

idea about how many people give particular characteristics, have a specific opinion, behave

in a given way and so forth (de Vaus, 2001). It is useful to calculate percentages for some

variables. For instance, percentages help to know the percentages of each group of

respondents to the overall sample and the proportions of answers in each question. In

addition, Weisberg and Bowen (1977, p. 117) cited that "It is usually more effective to

express the results as percentages and present the frequency distribution in percentage

form".

Moreover, percentages facilitated comparison among the various groups, especially

as both the size and the response rate of each group are not equal. Also, use was made of

the substantive approach in descriptive statistics explained by de Vaus (2001, p. 196) who

stated that "Using this approach, categories are combined because of the similarity of the

categories". Therefore, the categories 'agree' and 'strongly agree' could be combined

because they both reflected agreement. In analysing questions 2.1, 2.2, and 3.2 two

categories, important and very important, were combined to reflect importance, by the

reason of the similarity of the categories. For the same reason, categories in questions 3.1

and 3.4, such as (agree and strongly agree) and (strongly disagree and disagree) were

combined to reflect agreement and disagreement respectively.

In addition to the above, measurement the central tendency and dispersion were

used, as tools that dominate the descriptive statistics. The main ways used to measure the

central tendency are the mean, the median, and the mode. The mean is "a method for

measuring the average of a distribution which conforms to most people's notion of what an

average is" (Bryman and Cramer, 2000, p. 81). The mean, which was used in this study
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together with the percentages, was used by similar several studies such as Abu-Nassar and

Rutherford (1996); Ali (1992); Alrazeen (1999); Bartlett and Chandler (1997); Ibrahim and

Kim (1994); Joyce et al (1982) and Shohaieb (1990).

In most questions, the mean was used to rank the variables. The mean is criticised

as it is adversely affected by extreme values (Fielding and Gilbert, 2000), but in this study,

as all answers ranged from 1 to 5 in most questions, and from 1 to 3 in another question,

there were no extreme values (i.e., the maximum value is 5 or 3).

The median is the middle value when the observations are arranged in order of

magnitude. The main advantage of this measure is that it is unaffected by extreme values

(Fielding and Gilbert, 2000). However, it was decided not to use it to rank the various

variables (e.g., Table 6.13, below, shows the median values of the respondents' perceptions

of the importance of different sources of financial information was the same value (4), for

four of seven sources). The other measure, the mode, is the value that occurs most

frequently (Saunders et. al, 2000).

Dispersion was measured by the standard deviation, that is, the extent to which the

values spread from the mean (Saunders et al., 2000). "The larger the standard deviation,

the more spread out is the distribution" (Wright, 1998, p. 30).

In addition to the above descriptive statistics, Skewness and Kurtosis were

calculated to provide an indication of the symmetry of the distribution. Furthermore, the

minimum and the maximum of the variables were calculated as well. Graphical

representations of distributions were used to convey more and to give further illustration of

what was described by the descriptive statistics.

As the SPSS can give a huge volume of data, it was decided to not include all of

these descriptive statistics material in the results chapters (Chapters 7, 8 and 9). Instead,

some tables of the descriptive statistics have been presented in Appendix C.

The following table is an example of what the SPSS provides by way of descriptive

statistics. The table shows the mean score, the median, the standard deviation, the

skewness, the kurtosis, the minimum, and the maximum for each source of the various

sources of financial information (refer to question 2.1 of the questionnaire12).
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As can be seen from this table, the descriptive statistics are summarised for each

variable in the question. For example, "Corporate annual reports", the first variable, has the

highest mean score (4.76) of all sources with the lowest standard deviation (0.52), and also

has the highest median (5). This means, as we will see in the next chapter, that "Corporate

annual reports" has been ranked as the most important source.

Table 6.14 Descriptive Statistics of Sources of Financial Information:

Sources
N

g
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.g
IS

±)

•a
•

-c}ii

2
g

,13cn
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g
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1- Corporate annual reports 222 4.76 5 .52 -2.712 .163 9.349 .325 2 5
2- Newspapers & magazines 222 3.99 4 .82 -.767 .163 1.132 .325 1 5
3- Direct contact with the c. m. 219 3.82 4 1.10 -.674 .164 -.228 .327 1
4- Prospectuses 213 3.66 4 .95 -.526 .167 -.043 .332 1 5
5- Tips & rumours 216 2.93 3 1.36 -.030 .166 -1.201 .330 1 5
6- Advisory services 217 3.53 4 1.05 -.730 .165 .340 .329 1 5
7- Advice of friends and/or r. 218 2.61 3 1.12 .148 .165 -.739 .328 1 5

• Furthermore, these descriptive statistics, in addition to giving the minimum and the

maximum of each variable, provide some information concerning the distribution of

variables (Skewness and kurtosis). For instance, "corporate annual reports" has a negative

skewness value (-2.712) and a kurtosis value of 9.349. This means that the distribution of

this variable is negatively skewed, as the majority of the respondents chose the response

option "Important" (4) and "Very important" (5). Also, the positive kurtosis value indicates

that the distribution of this variable is rather peaked.

For question 3.3 (see Appendix A, part three), which asks respondents to rank the

importance of QCOAI, the Kendall-W Test of Concordance was used for the overall

sample and for each group of respondents. Siegal and Castellan (1988, p. 262) noted that

"When we have k sets of rankings, we may determine the association among them by using

the Kendall coefficient of concordance, W".

The coefficient of concordance is a descriptive measure that quantifies the amount

of agreement among the members of a group regarding their ranking (K sets of rankings)

of set of items (N objects) (Gibbons,1985; Marascuilo and McSweeney, 1977; Siegel and

Castellan, 1988).
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This coefficient requires that the collected data of ranking should be on at least

ordinal scale (Gibbons, 1985). The test, whose value varies from 0 (where no agreement

among the rankers) to 1 (where there is complete agreement among them), can also be used

to test the null hypothesis that the K sets of rankings are independent (Gibbons, 1985).

6.7.5.2 Statistical Analysis (Inferential Statistics):

"Conclusions or generalisations often have to be established on the basis of observations or

results, and in some cases statistics can add to their precision" (Mbengue, 2001, p. 224).

So, beside the descriptive statistics, statistical analysis has been used to help in

generalising the study findings to the wider population from which the sample was drawn.

Regarding the users' perceptions of the importance of sources of financial

information; sections of corporate annual reports; the QCOAI; and some financial

information items, and the suitability and the applicability of the selected set of QCOAI,

the objective was to test whether there are significant statistical differences in respondents'

perceptions (the overall sample) and significant statistical differences among the various

groups of respondents.

Statistical analysis, which leads to acceptance or rejection of the initial hypothesis

(the null hypothesis), can be classified into parametric and non-parametric tests. Parametric

tests are statistical tests that assume that the population from which the sample is drawn is

normally distributed and the data collected on an interval or ratio scale, while on the other

hand, non-parametric tests are statistical tests in which it is not essential to specify the

parametric distribution within the population and are used when the data collected are on a

nominal or ordinal scale (Mbengue, 2001; Sekaran, 2000). Accordingly, the selection

between these two types of statistics is subject to the nature of both the data collected,

nominal, ordinal, interval, or ratio data l3 and the distribution of the population from which

the sample drawn. Cooke (1998, p. 213) noted that "To undertake statistical tests of a

hypothesis there needs to be knowledge of the distribution of the dependent variable.. .The

form of the distribution, for samples of moderate size, determines the type of statistical test

that can be performed".
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As the data collected for this study were mainly nominal and ordinal data, and the

distributions of the variables of the study, as shown in tables of descriptive statistics (refer

to Appendix C), were not normally distributed, it was decided to use the non-parametric

tests that many statisticians (Bryman and Cramer, 2000; Huck and Cormier, 1996; Pallant,

2001; and Siegel and Castellan, 1988) have recommended to be used in such cases. For

instant, Pallant (2001, p.255) stated that:

"Non-parametric techniques are ideal for use when you have data
that is measured on nominal (categorical) and ordinal (ranked)
scales. They are also useful when you have very small sample, and
when your data does not meet the stringent assumptions of the
parametric techniques".

The selection of specific statistical tests among the available non-parametric tests to

be used in the analysis was based on some factors such as the number of the groups

involved (independent variables), the number of cases in each group, and whether the

groups were related or independent.

In the current study, respondents were grouped according to their occupation (five

groups), level of education (two groups), and years of experience (two groups as well).

Each group contained a different number of respondents (for example, the smallest number

was 31 for "Stock brokers" in the first grouping, while the largest was 115 for "After

1991" in the last grouping, see section 7.2 of the next chapter). In addition, the groups in

each classification were independent of each other.

On the other hand, generally, non-parametric tests have some general assumptions

that should be checked. These tests assume that the sample(s) are randomly drawn, and

each case can only be counted once, meaning that they can not appear in more than one

group or category (Pallant, 2001).

Three non-parametric tests were used in this study, namely, the Chi-square Test,

the Mann-Whitney Test, and the Kruskal-Wallis Test. Each of them may have additional

assumptions that should be checked, as we will see in the following paragraphs.
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6.7.5.2.1 The Chi-square Test:

This test is used to determine whether a set of frequencies is statistically significantly

different from those expected under the null hypotheses (Rose and Sullivan, 1996). Chi-

square for one sample has been adopted to test the significant difference in respondents'

choice of answers on a given variable. In other words, it has been used to know whether

any one choice of answer is favoured significantly more than the other for the whole

sample.

For instance, this test has been used to test hypotheses such as the following null

hypothesis: "There are no significant differences in respondents' choice of answers on the

perceptions of the importance attached to each of sources of financial information". Here,

if the difference is significant, provided that the significance value resulting from the SPSS

is small (i.e. less than the specified a that is 0.05 in this study) 14, the null hypothesis should

be rejected. This rejection means that one answer has been favoured significantly more

than the others. In addition to the general assumptions of the non-parametric tests, this test

assumes that the measurement scale is at least nominal (Conover, 1999).

6.7.5.2.2 The Mann-Whitney U Test:

This test, which is an appropriate non-parametric test for two independent samples, is

called the Wilcoxon-Mann-Whitney Test and commonly referred to as the Mann-Whitney

U Test. It has been used in this study to determine whether there are differences between

two independent groups (groups of level of education and years of experience).

For example, this test has been used to test hypotheses such as the following null

hypothesis: "There are no significant differences among respondents groups (according to

their level of education) regarding the importance attached to each of sources of financial

information". As before, if the difference is significant, the null hypothesis should be

rejected. The rejection means that there is a significant difference between the groups

considered in the test. In addition to the general assumptions of the non-parametric tests,

this test assumes that: (1) beside the independence within each sample, there is mutual
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independence between the samples; (2) the measurement scale should be at least ordinal

(Conover, 1999).

This test gives the values of the mean rank of every group for each variable. This

value tells us which group had the highest overall ranking that corresponds to the highest

score on the variable (Pallant, 2001).

6.7.5.2.3 The Kruskal-Wallis Test:

The Kruskal-Wallis Test is the non-parametric alternative to a parametric one way analysis

of variance (Hinton, 1998). It can be used to test for significant differences among more

than two independent groups. This test has been adopted in this study to determine whether

there are differences among the five independent groups (groups of occupation).

For instance, this test has been used to test hypotheses such as the following null

hypothesis: "There are no significant differences among respondents groups (according to

their occupation) regarding the importance attached to each of sources of financial

information". As in the case of the previous tests, if the difference is significant, the null

hypothesis should be rejected. The rejection means that there is a significant difference

between, at least, one pair of the groups considered in the test. The assumptions of this test

are the same as those of the Mann-Whitney U Test. Also, this test gives the values of the

mean rank of every group for each variable.

6.8 Summary:

This chapter was about the research methodology used in this study. It was divided into

several sections. Section 6.1 was an introduction to the chapter, section 6.2 dealt with the

survey methodology, section 6.3 presented the surveyed groups, section 6.4 explained the

process of the questionnaire design, section 6.5 presented some aspects about the sample

selection, and lastly section 6.6 was about the survey procedures.

In this chapter, the methodology used in conducting the research survey was

described in detail. In view of the objectives of the study and the environment and

conditions under which the study was achieved, it was decided to use the questionnaire as
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the main method for collecting the data needed for answering the research questions and

testing the research hypotheses. This method was supported by semi-structured interviews.

Every effort was made to make sure that the questionnaire used in the survey was

well designed. In designing the questionnaire, many factors were taken into consideration,

including the question wording, the question order, and the pre-test, which was conducted

in two stages, named the pre pre-test and the pre-test or the pilot study. The collected data

were largely based on a five-point scale and consisted of mostly quantifiable data. After

collection, the data were coded and processed through the computer and analysed using the

SPSS. Also, the statistical methods, whether the descriptive statistics or the statistical

analysis, used for this analysis were presented in this chapter.
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Notes to the Chapter:

'More details about the selection of the characteristics are provided in section 3.3 of Chapter 3.
2 More details about these surveys are discussed in Chapter 2.
3 In this study, the word "investors" refers to present and potential investors.
4 Later in January 2002, some changes have taken place in the responsibilities of the CBE and the Economics
and Foreign Trade Ministry, as, in addition to its original responsibilities, the CBE is now responsible for the
supervision of the Economics, while the Economics and Foreign Trade Ministry is now just responsible for
the foreign trade.
5 In general, several types of validity were expressed in the literature. For instance, Oppenheim, 1992,
reported four types of validity including: content validity, concurrent validity, predictive validity, and
construct validity. For more details about these different types of validity and various ways to assess them,
(see: Bryman, 2001; Drucker-Godard et al., 2001, Oppenheim, 1992; Sekaran, 2000).
6 For more details about these methods, see: Sekaran (2000); Drucker-Godard et al. (2001).
7 For more details about these methods, see for example: Lynn (1996); Royer and Zarlowski (2001b);
Sekaran (2000).
8 The same firms were selected before in the previous group.
9 This number become 154 at the end of year 2000 as some existing companies were closed down by the
CMA as a result of ignoring the regulations of trading.
I ° See for example, Lee and Tweedie (1981); Oppenheim (1992); Wallace and Mellor (1988).
II Details about the different categories of respondents whether by occupation (five groups), level of
education (two groups), or years of experience (two groups) are available in 7.2 of Chapter 7.
12 Similar tables of other questions have been presented in Appendix C.
13 For more details about these types of data and the differences among them, see for instance: Bryman
(2001); Oppenheim (1992); Sekaran (2000); Saunders et al. (2000).
14 "

Significance level (a) refers to the possibility of rejecting the null hypoth esis when it should not have been rejected.
By convention, in management research accepted levels are generally from 1 per cent to 5 per cent, or as much as 10 per
cent - depending on the type of research" (Royer and Zarlowski, 200Ib, p.I59).
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CHAPTER SEVEN

Users' Perceptions of Sources of Financial Information

and Sections of Corporate Annual Reports

7.1 Introduction

As mentioned earlier in the thesis, the main objective of this study is to investigate

empirically users' perceptions of the usefulness of the financial information that could be

provided in the corporate annual reports presented by the listed companies in Egypt for the

purpose of investment decisions in securities. This investigation is carried out in the light

of the requirements of the EASs, the listing rules of the CASE and the related laws,

especially CML No. 95/1992, using the QCOAI.

In achieving this objective, a questionnaire survey was carried out. The

questionnaires were personally distributed to a sample of 320 respondents including five

groups of users of financial reports working in the Egyptian securities market (refer to

Chapter 6). The results of the initial analysis of the questionnaire outcomes, including the

response rate for both the overall sample and each group, tests for non-response bias and

profile of the respondents, were presented in the previous chapter. A more detailed analysis

of the collected data is undertaken, discussed and reported in the current and the next two

chapters.

For the purposes of this analysis, the present chapter will include the analysis and

the findings related to parts one and two of the questionnaire. In other words, this chapter

concentrates on describing the different study groups according to their occupation,

education and experience, as this classification will help in determining whether or not any

of the background variables relating to the profile of the respondents influences their

opinions. Clearly, describing the various respondent groups will enable the researcher to

investigate whether there arb differences between them regarding their perceptions of the

importance attached to the various sources of financial information and to different

sections of corporate annual reports.
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In addition to the descriptive statistics, which mainly depend on the percentage, the

mean, and the standard deviation, a statistical analysis will be presented using some non-

parametric tests such as the Chi-square Test, the Kruskal-Wallis H Test and the Mann-

Whitney U Test. The reasons behind the use of non-parametric statistics and these tests in

particular were presented in the previous chapter. These statistical tests were utilised to test

for significant differences for the overall sample and between various sub-groups.

Furthermore, the results of the present study are compared with the results of related parts

of similar studies carried out previously, whether in Egypt, in developing countries, or in

developed countries.

The chapter is divided into the following sections. Section 7.2 describes the various

respondent groups, section 7.3 is devoted to an investigation of the importance of various

sources of financial information, section 7.4 presents findings on the importance of various

sections of the corporate annual reports, and lastly, section 7.5 is the summary of the

chapter.

7.2 Description of the Respondent Groups:

In part one of the questionnaire, questions 1.1 — 1.5 (refer to Appendix A, part one),

respondents were required to answer some questions designed to elicit background and

demographic information. There were two main reasons for examining the background

characteristics of respondents: first, to help in categorising the analysis into several sub-

groups as a basis for formulating and testing hypotheses in order to ascertain whether their

answers were significantly different across the various sub-groups; second, to help in

assessing the importance of each sub-group within the total group.

The total sample included 320 respondents, from whom 222 usable questionnaires

were collected, representing 69.38 %. Respondents were categorised by occupation (five

groups), level of education (three groups), and years of experience (two groups).

7.2.1 Distribution of Respondents - Occupation:

According to their occupation, respondents were grouped into five groups: "Financial

analysts", "Decision makers", "Academics", "Stock brokers", and "Other" (refer to
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Chapter Six). As can be seen from Table 7.1 below, of the 222 respondents, there were 76

respondents (34.2 %) from the financial analysts, 32 respondents (14.4 %) from the

decision makers, 49 respondents (22.1 %) from the academics, 31 respondents (14.0 %)

from the stock brokers, and 34 respondents (15.3 %) classed as "others".

Table 7.1 Respondent Groups - Occupation:

Sample Groups
(Occupation)

Frequency Percent Cumulative Percent

1- Financial analysts 76 34.2% 34.2%
2- Decision makers 32 14.4% 48.6%
3- Academics 49 22.1% 70.7%
4- Stock brokers 31 14.0% 84.7%
5- Others 34 15.3% 100.0%

Total 222 100.0%

7.2.2 Distribution of Respondents - Level of Education:

In accordance with the level of education, respondents were grouped into three groups:

"Below university degree", " University degree", "Above university degree". The figures

in Table 7.2 below show that of the 222 respondents, there was only one respondent (0.5

%) qualified to below university level, 115 respondents (51.8 %) with a university degree,

and 106 respondents (47.7 %) with a higher qualification.

Table 7.2 Respondent Groups - Level of Education:

Sample ,Groups
(Lever of Education)

Frequency
.

Percent Cumulative Percent

1- Below university degree 1 .5% .5%
2- University degree 115 51.8% .	 52.3%
3- Above university degree 106 47.7% 100.0%

Total 222 100.0%

That means that respondents were nearly equally distributed between two of the

education categories, named "University degree" and "Above university degree", while the

third group "Below university degree" contained just one respondent. As a result of the

above situation, further analysis involving qualification will be based on two group only.

The above distribution is to be expected in the stock market field. For instance, all of the

respondents interviewed by the researcher had a university degree or higher degree. One

possible reason for that was that all academics or lecturers in Egyptian universities must

have at least a university degree and the majority of them have a Ph.D. degree. Moreover,

the majority of stock brokers have at least a university degree, especially as CML No.
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95/1992 required in its ERs that all stock brokers must have at least university degree, with

the exception of those who registered in the CASE before the introduction of this law.

(Article 89 of the ERs of CML No. 95/1992)

7.2.3 Distribution of Respondents - Experience:

According to their years of experience, respondents were grouped into five groups: "Less

than 6 years", "From 6 to 10 years", "From 11 to 15 years", "From 16 to 20 years", and

"Over 20 years". However, as the Egyptian economic environment has undergone major

changes (refer to Chapter 5) that have affected the needs of financial information by

various user groups in general, and by investors and their representatives in particular,

since 1991, the researcher decided that it was appropriate to re-organise these five groups

into only two groups, especially as one of this study's objectives is to identify whether the

contemporary changes affecting the financial reporting practice in Egypt, such as the issue

of the CML No. 95 of 1992 and the adoption of the EASs based on the IASs, affect users'

perceptions (i.e. whether there are differences in perceptions among users who work in the

stock market before and after these contemporary changes started in 1991). The first group

includes respondents who started working in the market after 1991 and have less than ten

years experience (representing the first two of the original groups), and the second group

includes respondents who were working before 1991 and have more than ten years

experience (representing the other three groups).

One more reason behind this re-organising of respondents according to their years

of experience is that the analysis for the five original groups of experience revealed that the

first two groups, "Less than 6 years" and "From 6 to 10 years", which are combined into

one group in the new grouping, ranked five sources of financial information in exactly the

same way; "Corporate annual reports", "Newspapers and magazines", "Direct contact with

the company management", "Prospectuses", and "Advice of Friends and/or relatives" were

ranked the first, the second, the third, the fourth, and the seventh respectively. Other

rankings were very similar. "Tips and rumours" was ranked the sixth by the first group and

239



Chapter 7

the fifth by the second group, and "Advisory services" was ranked the fifth by the first

group and the sixth by the second group.

According to the new experience categories, Table 7.3 shows that slightly more

than half of the respondents (51.8 %) started working in this field after the commencement

of the important changes in the Egyptian economic environment, while the others (48.2 %)

had worked before these changes.

Table 7.3 Respondent Groups - Experience:

Sample Groups
(Years of Experience)

Frequency Percent Cumulative
Percent

1-After 1991 115 51.8 51.8
2- Before 1991 107 48.2 100.0

Total 222 100.0

This information, together with the information in Chapter 5 relating to the

increased development of the Egyptian stock market during the last few years, might

reflect the relative "youthfulness" of the Egyptian stock market staff

7.3 The Importance of Various Sources of Financial Information:

In question 2.1, respondents were asked to answer a question regarding their perceptions

about the importance of each of various sources of financial information for the purpose of

securities investment. A five-point response scale was used, with "1" meaning completely

unimportant and "5" meaning very important. This part is dedicated to answering research

questions and testing research hypotheses which have been defined in details in 6.2.1 of

Chapter 6 (page 173 — 174).

In this part of the chapter, therefore, the results and analysis of question 2.1 (refer

to Appendix A, part two), concerning respondents' perceptions about the importance of the

various sources of financial information, will be presented.

7.3.1 The Overall Sample:

This section aims to answer the following questions:

1- How do the corporate annual reports stand in relation to other sources of financial

information?
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2- Are respondents' perceptions equally distributed among the levels of perceptions of the

importance of various sources of financial information?

The first question can be answered using descriptive statistics, while the second one

can be answered by testing the following null research hypothesis: H1 0 There are no

significant differences in respondents' choice of answers on the perceptions of the

importance of various sources of financial information.

7.3.1.1 Descriptive Statistics:

The results of this question for the overall sample, which are given in Table 7.4

below, and also for the various groups will be described using the percentage to describe

the proportions of the answers, the mean to rank the sources, and the standard deviation to

describe how the answers are dispersed around the mean.

As can be seen from the above table, according to both the percentage and the mean

score of each source, clearly, the sample of respondents as a whole ranked the corporate

annual reports as the most important source of financial information (a percentage of 98.2

% and mean score of 4.76 with the lowest standard deviation of 0.52, which indicates the

level of agreement as to the importance of this source). Also, none of the respondents rated

the corporate annual reports as completely unimportant.

Table 7.4 Importance of Sources of Accounting Information (the Overall Sample):

Sources
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1- Corporate annual reports .0 1.4 .5 18.9 79.3 100 98.2 4.76 0.52 1
2- Newspapers & magazines 1.4 1.8 20.7 49.1 27.0 100 76.1 3.99 0.82 2

3- Direct contact with the c. m. 3.7 7.8 25.1 29.7 33.8 100 63.5 3.82 1.10 3

4- Prospectuses 1.9 9.9 26.3 44.1 17.8 100 61.9 3.66 0.95 4

5- Tips & rumours 21.3 17.1 23.6 23.1 14.8 100 37.9 2.93 1.36 6

6- Advisory services 6.9 5.5 30.9 41.0 15.7 100 56.7 3.53 1.05

7-Advice of friends and/or r. 19.7 25.2 33.5 17.0 4.6 100 21.6 2.61 1.12 7

This ranking may reflect the high level of acceptance and confidence given to

corporate annual reports by their different user groups because, by both related laws and
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listing rules of CASE (refer to sections 5.5.1, 5.5.2, and 5.5.3 of Chapter 5), they have to

be audited and certified by external auditor who must make sure and refer in his/her report

that corporate annual reports were prepared according to EASs.

In addition, they are considered an easy and low cost source of information, as the

companies offer them to users on demand and publish them in daily newspapers.

Furthermore, they are available for the public from the CASE, either on printed paper or on

CDs as the CASE established two new departments namely the public relations and the

disclosure department that offer the public some financial information and summarised

corporate annual reports that received from listed companies. Also the CASE offers CDs

including corporate annual reports of the most 100 active listed companies.

Although corporate annual reports were ranked the most importance source, they

face some criticisms by some users. For example, in the interviews carried out by the

researcher, some respondents (a financial director who works as a financial analyst too, in

brokerage firm and two other financial analysts) complained that some companies issue

their annual reports between a few weeks and a few months later than the time stipulated

by the law and the CASE. Other respondents reported the lack of financial information

about the future of the companies in general. Another criticism, by a stock broker and the

head of market operations in the CBE, was that the corporate annual reports sometimes

lack faithfulness, because some external auditors do not do their duty conscientiously.

The second most important source was "Newspapers and magazines", which

received a percentage of 76.1 % and a mean of 3.99, with a standard deviation of 0.82. The

reason behind that may be that in Egypt now, in contrast with ten years ago, there are some

important magazines and newspapers such as the weekly supplement (named the Egyptian

Stock Market) of the Economic Abram "The Al-Abram Iktisadi" and a daily specialist

newspaper, in addition to the economic pages in the widely published daily newspapers,

which include a list of share prices, share trading activities and other financial news and

reports. All the above newspapers and magazines present financial reports about the

market in general and a lot of news and reports about the listed companies in particular. It
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is noteworthy, that during the survey, the researcher noticed the conspicuous presence of

these magazines and newspapers in almost all of the more than seventy companies visited.

"The direct contact with the company management" was ranked as the third

important source. It received a percentage of 63.5 % and a mean of 3.82 with a standard

deviation of 1.10. This source is important in Egypt, as the Egyptian community depends

heavily on personal relations, although this prevents all users from having an equal chance

to get the important information about a company. To overcome this problem, the CASE in

its new listing rules (refer to section 5.5.1 of Chapter 5) requires listed companies to assign

a senior level employee to act as its contact person with the CASE and the shareholders.

Moreover, in the interviews, respondents (financial analysts, academics and staff of the

CMA) criticised some listed companies because they do not give equal information to all

users. Furthermore, staff in the CMA reported that in spite of this new requirement, many

complaints were raised (in the late months of the year 2000 and the early months of the

year 2001) to the CMA saying that some listed companies, through their staff, gave

effective information about the company to specific users but withheld this information

from others.

In addition, in December 2001, the Egyptian stock market noticed the same

problem when the CMA received many complaints from small individual shareholders in a

certain listed company (a joint venture bank). They complained that some important

information about the bank, that the negotiation with a British bank to buy a large deal of

shares of the joint venture bank had failed, was sent out stealthily to specific main

individual shareholders one week before it was received by other small shareholders. They

claimed that this information affected the share price sharply and they lost their money as a

result.

The next sources were "Prospectuses" and "advisory services", as they received a

percentage of 61.9 % and a mean of 3.66 with a standard deviation of 0.95, and a

percentage of 56.7 % and a mean score of 3.53 with a standard deviation of 1.05,

respectively. Although the prospectuses and pamphlets prepared by the listed companies in

CASE are not the same as those prepared by listed companies in developed countries such
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as the UK and the US, in either quality or quantity, prospectuses were ranked the fourth

important source of financial information. The reason behind that, perhaps, is that now the

listed companies in the CASE, especially the large ones, are more interested in distributing

prospectuses and pamphlets to their shareholders and possibly to the public.

"Advisory services" was ranked as the fifth of the seven sources surveyed in this

study. One possible reason for this relatively low ranking could be that not all accounting

firms offer such services; they are offered only by the large firms. In addition, although the

Egyptian market in the last few years has witnessed the establishment of some rating and

advisory services firms, the researcher suspected that the demand on these services is still

low, as this is a relatively new activity in the Egyptian stock market.

The last two sources were "Tips & rumours" and "Advice of friends and/or

relatives". Respondents ranked these two sources as the lowest sources because only 37.9

% of respondents considered "Tips & rumours" either important or very important (mean

score of 2.93). An interviewed financial analyst reported that "tips and rumours", the sixth

ranked source, cannot be considered as a source of financial information, but they are a

reflection'of the company's share price. For example, if the share price increases, tips and

rumours become positive towards the company, while in the other situation, when the

share price decreases, tips and rumours become negative towards the company.

Furthermore, in the interviews with some individual investors in the CASE, two

investors reported that they listened to some tips and rumours, but when they made their

investment decision, they looked for some financial reports or some financial studies about

a given company prepared by a third party.

"Advice of friends and/or relatives" was ranked as the last source, because only

21.6 % of respondents believed this source to be either important or very important (a

mean score of 2.61). Respondents were also invited to rate other sources of financial

information not mentioned in the question. A very limited number of respondents reported

that other sources such as governmental bodies, brokerage firms, the intemet, and the

CASE information centre might be used but, unfortunately, they did not report the level of

importance of these other sources.
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In the light of the above results, the answer to the question, How do the corporate

annual reports stand in relation to other sources of financial information?, is that the

corporate annual reports were ranked as the most important among the various sources of

financial information.

The above results are illustrated using percentages in Figure 7.1 below.

7.1 Importance of Sources of Financial Information - the Overall Sample:

7.3.1.2 Statistical Analysis:

The Chi-square for one sample test was adopted to test for significant differences in

respondents' choice cif answers on this question. In other words, it was used to know if any

one choice of answer was favoured significantly more than the others. Table 7.5, below,

shows the results of the Chi-square test. As all values of Chi-square were significant

(p < 0.05), with the exception of "Tips 'and rumours" (0.168), it is possible to say that

Table 7.5 Chi-Square Results for Importance of Sources of Accounting Information
(the Overall Sample):

Sources Chi-
square

Df Asymp.
Sig.

1- Corporate annual reports 368.090 3 .000
2- Newspapers & magazines 174.892 4 .000
3- Direct contact with the c. m. 79.607 4 .000	 .
4- Prospectuses 112.657 4 .000
5- Tips & rumours 6.454 4 .168
6- Advisory services 104.083 4 .000
7- Advice of friends and/or r. 49.706 4 .000
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respondents' answers were not equally distributed among the different levels of

perceptions of the importance of each of the sources of financial information, except for

"Tips & rumours". Accordingly, the answer to the question: "Are there significant

differences in respondents' choice of answers on the perceptions of the importance of

various sources of financial information?" is that there are significant differences for all

sources of financial information except "Tips & rumours". Hence, we can reject the null

hypothesis H1 0 : There is no significant difference in respondents' choice of answers on the

perceptions the importance of various sources of financial information; for all sources

except "Tips & rumours" and accept the alternative hypothesis (H11).

7.3.2 Effect of Background Variables:

In this section of the chapter, respondents' perceptions will be analysed in relation to their

occupation, level of education, and years of experience. The purpose of this analysis is to

examine whether the differences in background characteristics of respondents affect their

perceptions of the importance of each of the financial information sources.

7.3.2.1 Effect of Occupation:

This section aims to answer the following question: Are there significant differences

among respondent groups, according to their occupation, regarding their perceptions of the

importance of sources of financial information?

To answer the above question, the following null research hypothesis is formulated:

H2.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the sources of financial

information.

7.3.2.1.1 Descriptive Statistics:

Table 7.6 below clearly reveals, according to the percentage and the mean of each source,

that all groups ranked the corporate annual reports as the most important source of

financial information. The table shows that corporate annual reports received the highest
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mean score with the lowest standard deviation in the five groups (4.80, 4.81, 4.59, 4.68,

and 4.94 with a standard deviation of .40, .47, .79, .48, and .24 respectively). Moreover,

the corporate annual reports are the only source for which there was full agreement in

ranking among the five groups.

Table 7.6 Importance of Sources of Financial Information
Respondent Groups (Occupation) :

Groups Sources Important
%

very
important

%

Total
%

Mean
S.

Deviation Ranking

Financial
Analysts

1- Corporate annual reports 19.7 80.3 100 4.80 .40 1
2- Newspapers & magazines 52.6 32.9 85.5 4.16 .73 3
3- Direct contact with the c. m. 22.7 53.3 76.0 4.27 .89 2
4- Prospectuses 46.7 24.0 70.7 3.88 .85 4
5- Tips & rumours 21.3 8.0 29.3 2.68 1.28 6
6- Advisory services 32.4 13.5 45.9 3.35 1.08 5
7- Advice of friends and/or r. 10.7 2.7 13.4 2.51 1.03 7

Decision
makers

,

1- Corporate annual reports 12.5 84.4 96.9 4.81 .47 1
2- Newspapers & magazines 40.6 37.5 78.1 4.16 .77 2
3- Direct contact with the c. m. 31.3 40.6 71.9 3.97 1.12 4
4- Prospectuses 50.0 '	 26.7 76.7 3.97 .85 3
5- Tips & rumours 25.8 16.1 41.9 3.26 1.18 6
6- Advisory services 40.0 10.0 50.0 3.33 1.06 5
7- Advice of friends and/or r. 15.6 .0 15.6 2.28 1.08 7

Academics
1- Corporate annual reports 22.4 71.4 93.8 4.59 .79 1
2- Newspapers & magazines 55.1 18.4 73.5 3.76 1.01 3
3- Direct contact with the c. m. 34.0 12.8 46.8 3.17 1.24 4
4- Prospectuses 40.9 9.1 50.0 3.16 1.18 5
5- Tips & rumours 15.6 6.7 22.3 2.22 1.35 7
6- Advisory services 60.4 22.9 83.3 4.02 .76 2
7- Advice of friends and/or r. 37.0 6.5 43.5 3.02 1.20 6

'
Stock

brokers

'

1- Corporate annual reports 32.3 67.7 100 4.68 .48 1
2, Nêwtpapers & magazines ' 54.8 19.4 74.2 3.94 .68 2
3- Direct contact with the c. m. 25.8 32.3 58.1 3.84 .97 3
4- Prospectuses 30.0 13.3 43.3 3.50 .82 5
5- Tips & rumours - 35.5 19.4 54.9 3.52 1.09 4
6- Advisory serviCes 29.0 3.2 32.2 2.97 1.08 6
7- Advice' of friends and/or r. 16.1 3.2 19.3 2.35 1.11 7

Others

_

1- Corporate annual reports 5.9 94.1 100 4.94 .24 1
2- Newspapers & magazines 35.3 23.5 58.8 3.82 .80 3
3- Direct contact with the c. m. 41.2 14.7 55.9 3.59 .92 5
4- Prospectuses . 50.0 11.8 61.8 3.71 .72 4
5- Tips & rumours • 23.5 35.3 58.8 3.59 1.40 6
6- Advisory services 44.1 26.5 70.6 3.91 .90 2
VAdvice of friends and/or r. 5.9 11.8 17.7 2.85 1.08 7

All respondents, 100 %, in three groups, "Financial analysts", "Stock brokers" and

"Others", thought the corporate annual reports ate either important or very important, as

did 96.9 % of "Decision makers" and 93.8 % of "Academics". The above finding was

expected, especially as financial analysts and some of those working in the regulatory and
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observatory bodies, "Others", rely heavily in their work on the corporate annual reports

presented by the listed companies, whether they get them from the companies themselves,

from the newspapers or from any other source such as the CASE and CMA. The reasons

for that might be the same as those reasons mentioned above, in commenting on the

ranking of the corporate annual reports by the overall sample (see 7.3.1.1 of this chapter).

The above result, which confirms the finding of the overall sample, clearly shows the

importance attached to the corporate annual reports by different user groups in the

Egyptian stock market.

The next source, "Newspapers and magazines", was ranked as the second most

important source by "Decision makers" and "Stock brokers", while it was ranked as the

third by "Financial analysts", "Academics" and "Others". This result shows a high level of

agreement between the groups regarding this source as the second most important source.

"Direct contact with the company management" that was ranked as the second

source by "Financial analysts", was ranked as the third source by "Stock brokers", as the

fourth source by "Decision makers", and "Academics", and the fifth by "Others". This

result shows that there is some difference among respondent groups regarding this source.

The high ranking given to this source by "Financial analysts" and "Stock brokers" may be

because these two groups have a better chance than other groups to make contact with the

company management.

"Prospectuses" were ranked third by "Decision makers", and fourth by both

"Financial analysts" and "Others", while "Stock brokers" and "Academics" ranked it as the

fifth most important source. This result indicates that this source is regarded as of moderate

importance by different groups.

"Advisory services" was ranked differently by the groups. Although this source

received a high rank, the second most important source, by both "Academics" and

"Others.", it was ranked as the fifth source by "Financial analysts" and "Decision makers;

and the sixth source by "Stock brokers". This means that only two, "Academics" and

"Others", of the five groups thought that advisory services are an important source, while

the others did not think so. The reason behind that might be that many academics, in the
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business field, in Egypt own or work in firms offering advisory services and have good

experience in this field, so they gave this source a high rank.

The last two sources, "Tips and rumours" and "Advice of friends and/or relatives",

were ranked lowest. For example, "Tips and rumours" were ranked as the fourth source by

"Stock brokers" and, the sixth source by another three groups, "Financial analysts",

"Decision makers" and "Others"; and the seventh source by "Academics".

The above results could be summarised in the following points:

1- All groups ranked "Corporate annual reports", which was considered as the most

important source by the overall sample, the most important source too. In other words,

there was a perfect agreement among all groups regarding the rank of "Corporate annual

reports". This result, which suggests that respondents' occupation does not influence their

perceptions of the importance of corporate annual reports and confirms the previous

finding for the overall sample, agrees with some previous studies. For instance, Shohaieb

(1990) found that all groups in his study perceive corporate annual reports as the most

important source of financial information.

2- Two groups "Decision makers" and "Stock brokers" ranked "Newspapers and

magazines", which was considered as the second most important source by the overall

sample, as the second most important source; while the other group ranked them as the

third most important source.

3- "Tips and rumours" and "Advice of friends and/or relatives", which were ranked sixth

and seventh respectively by the overall sample, were ranked by almost all groups as the

least important sources.

4- The groups ranked the other sources, "Direct contact with the company management",

"Prospectuses" and "Advisory services", in different moderate positions;

5- It is interesting to note that the general trend of both the overall sample and study groups

according to their occupation is roughly the same.

7.3.2.1.2 Statistical Analysis:

The Kruskal - Wallis Test, the non-parametric alternative to a parametric one way analysis

of variance, was used to test for significant differences among the occupation groups,
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regarding their perceptions of the importance of the various sources of financial

information.

Table 7.7, below, shows the results of this test. The table indicates that there are

statistically significant differences in perceptions of all sources, except one, across the

occupation groups as most probability values were significant (p <0.05) with the exception

of "Newspapers and magazines", which had a probability value of .060 (> 0.50). Also the

test presents the values of the mean rank of each variable (Appendix D).

Table 7.7 Kruskal-Wallis Test Results for Difference among Groups (Occupation)
Importance of Sources of Financial Information

Sources Chi-square Df Asymp. Sig.
1- Corporate annual reports 9.552 4 .049
2- Newspapers & magazines 9.039 4 .060
3- Direct contact with the c. m. 29.162 4 .000
4- Prospectuses 16.447 4 .002
5- Tips & rumours 29.741 4 .000
6- Advisory services 29.559 4 .000
7- Advice of friends and/or r. 12.537 4 .014

- Grouping variable: occupation

The above results suggest that there are significant differences in perceptions of most

sources, across the occupation groups. Correspondingly, the answer to the related question

is that there are significant difference for six out of seven sources. So, it is possible

to reject the null hypothesis H2.1 0 "There are no significant differences among groups

(according to their occupation) regarding the importance attached to each of the sources of

financial information"; for all sources except "Newspapers and magazines" and accept the

alternative hypothesis (H2.11).

7.3.2.2 Effect of Education:

This section is devoted to answering the following question: Are there significant

differences among respondents (according to their level of education) regarding their

perceptions of the importance of sources of financial information?

This question could be formulated as the following null research hypothesis:
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H2.20 There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each of the sources of financial

information.

7.3.2.2.1 Descriptive Statistics:

As can be seen from Table 7.8 below, according to the percentage and the mean score of

each source, both groups, "University degree" and "Above university degree", regarded the

corporate annual reports as the most important source of financial information. In the first

group, "University degree", all respondents (100 %) ranked the corporate annual reports as

either important or very important, while (96.2 %) of the other group, "Above university

degree", did so. Also, corporate annual reports received the highest mean score (4.84 and

4.68) with the lowest standard deviation of (.36 and .64) in the two groups respectively.

This finding agrees with and confirms the results from both the overall sample and the

respondents groups according to their occupation.

The table reveals also that there is agreement between respondents with a university

degree and those with of a higher qualification about ranking some sources such as

"Newspapers and magazines", "Tips & rumours", and "Advice of friends and/or relatives",

which were ranked second, sixth and seventh, respectively. However, the two groups

Table 7.8 Importance of Sources of Financial Information - Respondent Groups (Education):

Groups Sources

Important

%

Very
important

ok

Total Mean
S.

Deviation Ranking

U. degree
1- Corporate annual reports 15.7 84.3 100 4.84 .36 1
2- Newspapers & magazines 48.7 30.4 79.1 4.08 .75 2
3- Direct contact with the c. m. 35.7 33.0 68.7 3.95 .94 3
4- Prospectuses 41.6 20.4 62.0 3.74 .87 4
5- Tips & rumours 27.8 13.0 40.8 3.03 1.28 6
6- Advisory services 28.6 17.0 45.6 3.34 1.17 5
7- Advice of friends and/or r. 10.4 6.1 16.5 2.50 1.13 7

Above u.
d.

1- Corporate annual reports 21.7 74.5 96.2 4.68 .64 1
2- Newspapers & magazines 50.0 22.6 72,6 3.88 .88 2
3- Direct contact with the c. m. 23.3 35.0 58.3 3.70 1.23 4
4- Prospectuses 46.5 15.2 61.7 3.57 1.02 5
5- Tips & rumours 17.0 17.0 34.0 2.80 1.45 6
6- Advisory services 54.8 14.4 69.2 3.74 .86 3
7- Advice of friends and/or r. 23.5 2.9 26.4 2.73 1.09 7
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differed slightly in ranking the other sources, "Direct contact with the company

management", "Prospectuses" and "Advisory services".

Two main points about the above results should be noted. First, the ranking of the

sources of financial information is almost identical for the two groups, as they gave four of

seven sources the same ranking. This means that respondents' level of education has an

influence on their answers for only three sources, while it does not affect their answers on

the other sources. The second point is that, the general tendency of both the education

groups is the same as that of the overall sample.

7.3.2.2.2 Statistical Analysis:

The Mann-Whitney Test, the non-parametric alternative to an independent samples t-test,

was employed to test for significant differences between these groups, concerning their

perceptions of the importance of the various sources of financial information.

The results of this test are reported in Table 7.9, below. This table indicates that there is no

statistically significant difference for "Corporate annual reports" between the two groups.

This finding consists with what has been reported in the literature. For instance, Ali (1992)

reported that there are no significant differences in users' perceptions of the usefulness of

corporate annual reports.

Table 7.9 Mann-Whitney Test Results of Difference among Groups (Education)
Importance of Sources of Financial Information:

Sources
Mann-

Whitney U
Wilcoxon

W
Z Asymp. Sig.

(2-Tailed)
1-Corporate annual reports 5460.500 11131.500 -1.912 .056
2-Newspapers & magazines 5410.000 11081.000 -1.563 .118
3- Direct contact with the c. m. 5391.000 10747.000 -1.193 .233
4- Prospectuses 5207.500 10157.500 -.918 .359
5- Tips & rumours 5184.500 10234.500 -1.271 .204
6- Advisory services 4627.000 10955.000 -2.754 .006
7- Advice of friends and/or r. 5129.500 11799.500 -1.649 .099

- Grouping Variable: Education

Also, the table shows that there is no statistically significant difference for any of

the other sources, except "Advisory services", between the two groups, as all probability

values are non-significant (> 0.05) with the exception of "Advisory services", which has a

probability value of .006 (< 0.50). Also the test shows the values of the mean rank of each
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variable (Appendix D). For example, for "Advisory services", which has a significant

value, a higher mean rank (120.01) was reported by respondents with "Above university

degree", than by the other group (97.81).

In the light of the above result, the answer to the question posed earlier is that there

are no significant differences in six of seven sources between the education groups

regarding their perceptions of the importance of various sources of financial information.

With regard to the above results, it is possible to accept the null hypothesis H2.20,

"There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each of the sources of financial

information"; for all sources except "Advisory services" and reject the alternative

hypothesis (H2.21).

7.3.2.3 Effect of Experience:

The data related to respondents' years of experience will be analysed by dividing

respondents into two groups, those working after 1991 and others working before 1991.

The reasons for that were explained in section 7.2.3 of the current chapter. This section is

dedicated to answer the next question: Are there significant differences among respondents

(according to their experience) regarding their perceptions of the importance of sources of

financial information?

This question leads to development of the following null research hypothesis:

H2.30 There are no significant differences among respondents (according to their

experience) regarding the importance attached to each of the sources of financial

information.

7.3.2.3.1 Descriptive Statistics:

Table 7.10 below reveals, according to the percentage and the mean score of each source,

that the two groups, "After 1991" and "Before 1991", ranked the corporate annual reports

as the most important source of financial information. Corporate annual reports were seen

as either important or very important by 99.2 % of respondents in the first group, "After
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1991", and by 97.2 % of those in the second group, "Before 1991". They received the

highest mean score (4.77 and 4.75) with the lowest standard deviation (.44 and .60) in the

two groups respectively. Again, this result confirms the other results for both the overall

sample and other respondents groupings.

The above result indicates that whether respondents worked in the market after or

before the important economic changes in Egypt, does not affect their perceptions of the

corporate annual reports.

In addition, the table shows that respondents in the two groups agreed in ranking

some other sources such as "Newspapers and magazines", "Tips & rumours", and "Advice

of friends and/or relatives", which were ranked second, sixth, seventh most important

sources respectively. However, the two groups differed in their rankings of the other three

sources. For instance, "Direct contact with the company management" was ranked third

Table 7.10 Importance of Sources of Financial Information
Respondent Groups - Experience

Groups Sources

Important

%

Very
important

%

Total Mean
S.

Deviation Ranking

After
1991

1- Corporate annual reports 20.9 78.3 99.2 4.77 .44 1
2- Newspapers & magazines 52.2 27.0 79.2 4.04 .73 2
3- Direct contact with the c. m. 24.6 42.1 66.7 4.02 1.00 3
4- Prospectuses 46.0 21.2 67.2 3.81 .85 4
5- Tips & rumours 30.1 10.6 40.7 2.99 1.26 6
6- Advisory services 29.2 11.5 40.7 3.24 1.09 5
7- Advice of friends and/or r. 9.6 2.6 12.2 2.41 1.00 7

Before
1991

•

1- Corporate annual reports 16.8 80.4 97.2 4.75 .60 1
2- Newspapers & magazines 45.8 27.1 72.9 3.93 .91 2
3- Direct contact with the c m. 35.2 24.8 60.0 3.61 1.16 4
4- Prospectuses 42.0 14.0 56.0 3.49 1.02 5
5- Tips & rumours 15.5 19.4 34.9 2.86 1.46 6
6- Advisory services 53.8 20.2 74.0 3.85 .90 3
7- Advice of friends and/or r. 25.0 6.7 31.7 2.84 1.20 7

by the first group, "After 1991 ', while it was ranked fourth by the other group. This means

that respondents who worked in the market after 1991 have slightly more interest in this

source than the other group.

Furthermore, "Prospectuses" and "Advisory services", were ranked differently by

the two groups. "Prospectuses" were ranked as the fourth source by respondents working in
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the market after 1991, whereas they were ranked as the fifth source by the other group.

Also, "Advis Dry services" were slightly differently ranked by the two groups.

As a main comment about the above results, four of seven sources, "Corporate

annual reports", "Newspapers and magazines", "Tips & rumours", and "Advice of friends

and/or relatives", were ranked the same by the two groups, meaning that respondents'

experience does not affect in their answers regarding those four sources, while it affects

slightly their answers in relation to the other sources. Also, it is possible to say that the

general trend of this part of the analysis does not much differ from the other results,

whether for the whole sample or for the various groupings.

7.3.2.3.2 Statistical Analysis

The results of the Mann-Whitney Test are reported in Table 7.11 below. It shows that there

are no statistically significant differences between the two groups for three sources,

"Corporate annual reports", "Newspapers and magazines", and "Tips & rumours" as the

probability values are not significant (> 0.05), while there are statistically significant

differences between the two respondent groups for the other four sources. In Al-Mubarak's

study (1992), which used this background information, it was reported that experience, as a

background factor, had no effect on users' perceptions of the importance attached to

various sources of financial information.

Table 7.11 Mann-Whitney Test Results of Difference among Groups (Experience)
Importance of Sources of Financial Information

-
Sources

Mann-Whitney
U

Wilcoxon
W

Z Asymp. Sig.
(2-Tailed)

1- Corporate annual reports 6051.000 12721.000 -.302 .763
2- Newspapers & magazines 5845.500 11623.500 -.695 .487
3- Direct contact with the c. m. 4851.500 10416.500 -2.524 .012

4- Prospectuses 4719.500 9769.500 -2.198 .028

5- Tips & rumours 5496.500 10852.500 -.720 .472
6- Advisory services 3861.500 10302.500 -4.603 .000

7- "Advice of friends and/or r. 4644.500 11199.500 -2.855 .004

- Grouping Variable: Experience

In addition to the above results, this test presents the mean rank of each variable

(Appendix D).
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In the light of the foregoing findings, the answer to the question posed earlier is that

there are significant differences in four of seven sources between the experience groups

regarding their perceptions of the importance of various sources of financial information.

These sources are "Direct contact with the company management", "Prospectuses",

"Advisory services", and "Advice of friends and/or relatives".

Therefore, it is possible to accept the null hypothesis H2.3 0 "There are no

significant differences among respondents (according to their experience) regarding the

importance attached to each of the sources of financial information"; for "Corporate annual

reports", "Newspapers and magazines", and "Tips & rumours" and reject the alternative

hypothesis (H2.3 1 ). Also, it is possible to reject this null hypothesis for "Direct contact

with the company management", "Prospectuses", "Advisory services", and "Advice of

friends and/or relatives" and accept the alternative one.

7.3.3 Comparing the Results with the Results of Other Studies (Importance of
Sources of Financial Information):

In the previous sections, an analysis of data related to the respondents' perceptions of the

importance of the various sources of financial information was presented. In this section,

and in section 7.4.3, a comparison will be made between the results of the present study

and those of other related studies. This comparison might reveal similarities and

differences between the respondents' perceptions of the importance of various sources of

financial information and the different sections of corporate annual reports.

A survey of the literature (see Chapter Two) showed that some studies have been

accomplished in this area either in Egypt, other Arab countries, or some developed

countries. These studies might differ from the current one in the time when or the place

where they were accomplished, the population from which the sample was drawn, the

methodology used to carry out the study, and the response rates.

The compared studies will be classified into three groups as follows (details about

every study were presented in Chapter Two):

- The first group includes those studies accomplished in Egypt such as: Shohaieb (1990),

Mohamed (1991), Ali (1992), and Almelegy (1998). These four studies were carried out
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using partly similar sample frames to the present work from the same environment, but

three of them: Shohaieb (1990), Mohamed (1991) and Ali (1992) were carried out in the

early 1990s, before the contemporary changes in the financial reporting practice in Egypt

and the fourth one (Almelegy, 1998), which will be used for the comparison in section

7.4.3, was carried out after these changes. However, all these studies were carried out

before the adoption of the IASs as a base of the EASs issued in 1997.

- The second group includes two studies carried out in Arab countries in the second half of

the 1990s. These studies are Alrazeen (1999) and Abu-Nassar and Rutherford (1996). The

reasons behind choosing these two studies are that these countries are similar to Egypt in

many characteristics: they speak the same language and have a similar culture, they have

been affected by accounting in western countries, and they have emergent stock markets.

- The third group, which represents the developed countries, includes four studies carried

out in Australia, New Zealand, the UK and the US. All of those countries have large stock

markets and well-organised stock exchanges which are likely to work in a parallel manner.

This group includes the following studies: Barker (1997), Bartlett and Chandler (1997),

Anderson and Epstein (1996), and Epstein and Pava (1993).

As can be seen from Table 12a below, "Corporate annual reports" were ranked as

the most important source of financial information in two of the three studies carried out in

Egypt. In Shohaieb's study (1990) and Al's study (1992), corporate annual reports were

perceived as the most important source of financial information. For instance, 98.8% of

respondents in Shohaied study perceived them as important or very important source,

while in Ali' study (19)2) they received a mean score of 4.4. In Mohamed's study (1991)

corporate annual reports were perceived the second source in importance as stockbrokers

as a source of financial information were perceived as the most important source. Similar

to what has been reported in the current study, financial analysts in Shohaieb's study

(1990) perceived corporate annual reports as the most important source.

Table 12b below, reveals that corporate annual reports, also, were perceived as the

most important source in studies carried out in other Arab countries. The same result was

reported by Epstein and'Pava (1993) and Anderson and Epstein (1996). In other words, the
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Chapter 7

ranking of "Corporate annual reports" as the most important source of financial

information about listed companies in Egypt, in this study, is consistent with earlier

findings reported by Shohaieb (1990) and Ali (1992) in Egypt, by Abu-Nassar and

Rutherford (1996) in Jordan and by Alrazeen (1999) in Saudi Arabia.

Furthermore, the above finding also is consistent with studies carried out in a

developed country, the USA, by Epstein and Pava (1993) and Anderson and Epstein

(1996). On the other hand, other studies in developed countries gave "Corporate annual

reports" a lower rank. For instance, both financial analysts and fund managers in Barker's

study (1997) ranked the "Corporate annual reports" as the second source, while"Direct

contact with the company management" was ranked as the first source by the two groups.

In another study, Anderson and Epstein (1996), investors in Australia and New Zealand

ranked "Corporate annual reports" as the third source, while in Bartlett and Chandler's

(1997) study, "Corporate annual reports" were ranked as the seventh source, but it should

be noted that summary annual financial statements and interim financial statements were

ranked as the second and the third sections respectively in their study.

Moreover, the above results could suggest that users' perceptions of the importance

of corporate annual reports in both Jordan and Saudi Arabia could be similar to those in

Egypt. The US Individual investors in the Epstein and Pava study (1993) consistently

ranked the "Corporate annual reports" as the first source. In contrast, in Bartlett and

Chandler's study (1997) the ranking differed strongly from that reported by the current

study or the other studies in Egypt and other similar countries.

"Newspapers and magazines" received a higher ranking in the present study than

those carried out in Egypt in the early 1990s. For example, 76.1% of respondents in this

study thought this source whether important or very important, while this percentage was

only 15.9 in Shohaieb (1990). Also, this source received a higher ranking in the current

study than in those in similar countries, Jordan and Saudi Arabia. One possible reason

behind this finding is that, in the last few years, Egyptian financial newspapers and

magazines have noticeably improved compared with ten years ago and with those in

Jordan and Saudi Arabia.
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Respondents in developed countries gave this source a high ranking, with the

exception of financial analysts and fund managers in Barker's study (1997), but the reason

behind that might be that Barker asked the respondents to rate a large number of sources,

17 for the financial analysts and 14 for fund managers, and many of these were company-

specific information sources such as "Direct contact with the company", "Analysts'

meeting" and "Results announcement".

"Direct contact with the company management" received a relatively high ranking

in the cuirent study and the other studies, while it was ranked as the first source in Barker's

study (1997). There is no noticeable difference in ranking of "Prospectuses" and "Tips &

rumours" between the current study and other studies, as these two sources were ranked

relatively low.

Users in this study ranked "Advisory services" as the fifth source, while such

services were ranked higher, second, by users in Al's study (1992) and financial analysts

in Shohaieb (1990), and were rated as the third source by the whole sample in Shohaieb's

(1990) study and by the US individual investors in Epstein and Pava (1993). They were

ranked fourth by users and individual investors in Al-Razeen (1999) and Anderson and

Epstein (1996). The last source, "Advice of friends and/or relatives", consistently received

lower rankings in this study and in other studies, whether in developing or developed

countries.

In the light of the above findings, it is possible to conclude that despite the

noticeable improvement in other available sources of financial information such as

newspapers and magazines, prospectuses, and advisory services, corporate annual reports

which were perceived as high in importance in previous studies in Egypt, are still

perceived as the most important sources of financial information under the contemporary

changes in the financial reporting practice in Egypt resulting from the adoption of EASs

based on the IASs, the CML No.95 of 1992, and the new listing rules of the CASE. This

means that these changes, in the light of the increased improvement in other sources, might

keep the high level of importance that corporate annual reports receive. The above

conclusion suggests that the answer to the related question "Do changes in the financial
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reporting practice in Egypt during the last decade affect the importance given to corporate

annual reports?" is that these changes have affected the users' perceptions of the

importance attached to corporate annual reports through keeping them as the most

important source despite the improvement in other sources.

Also, the findings suggest that the answer to the related question "Are there

differences between findings of the current study and those of other similar previous

studies in both developed and developing countries?" is that there is no difference between

this study and those studies carried out in developing countries and two carried out in the

US, as corporate annual reports were perceived as the most important source in these

studies. However, in other developed countries studies, corporate annual reports were

perceived as having less importance.

7.4 The Importance of Sections of Corporate Annual Reports:

In question 2.2, respondents were asked to answer regarding their perceptions about the

importance of each section of various sections of corporate annual reports for the purpose

of securities investment. A five point response scale was used, with "1" meaning

completely unimportant and "5" meaning very important. The purpose of this part of the

chapter is to help in answering research questions and testing research hypotheses which

have been defined in details in 6.2.2 of Chapter 6 (page 175 — 176).

In the light of the above, in this part of the chapter the results and analysis of

question 2.2 (refer to Appendix A, part two) concerning respondents' perceptions of the

importance of each section of the corporate annual reports, will be provided.

7.4.1 The Overall Sample:

This section aims to answer the following questions:

- Are there significant differences among respondents' choice of answers on perceptions of

the importance of sections of corporate annual reports?

This question can be answered by testing the following null research hypothesis:

H1 o There are no significant differences in respondents' choice of answers on the

perceptions of the importance of various sections of corporate annual reports.
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7.4.1.1 Descriptive Statistics:

The results of this question will be described using the percentage to describe the

proportions of the answers, the mean to rank the sections, and the standard deviation to

describe how the answers are dispersed around the mean. Table 7.13 reveals the

percentages, the mean and the standard deviation for each section of the corporate annual

reports. As shown in the table, according to both the percentage and the mean score of each

section, the "Income statement" was ranked as the most important section among the

various sections of corporate annual reports (a percentage of 98.2 % and a mean score of

4.81 with the lowest standard deviation of 0.50, which shows the high level of agreement

as to the importance of this section).

Furthermore, the table shows that the "Balance sheet" was ranked as the second

most important section. The third section, "Cash flow statement", was ranked third in

importance. In addition, none of the respondents rated "Income statement", "Balance

sheet" and "Cash flow statement" as completely unimportant. Respondents ranked

"Suggested dividends statement" as the fourth section.

"Auditor's report" and "Notes to the accounts", related to preparation of the above

main sections, were ranked as the fifth and the sixth section respectively. The "Auditor's

report", which should increase the level of confidence that users give to financial reports,

was ranked as the fifth most important section. In the interviews, four respondents from the

various groups reported that they were not highly confident in this report as auditors

receive their fees from the company which they audit and so, it was alleged they accept

some purposely misleading errors. Another respondent echoed this view when he reported

that some companies show bad or uncollectible debts as doubtful debts, although the

company and its auditor are sure that they are bad debts.

"Notes to the accounts" is expected to help all users in general, and financial

analysts and members of the regulatory and observatory bodies in particular, in interpreting

some numbers appearing in the income statement, balance sheet and other reports.

Moreover, they include some information that not presented in the statements.
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Table 7.13 Importance of Sections of Corporate Annual Reports (the Overall Sample):

Sections
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1- Income statement 0 1.4 .5 14.5 83.7 100 98.2 4.81 0.50 1

2- Balance sheet 0 1.4 1.4 21.3 76.0 100 97.3 4.72 0.82 2
3- Cash flow statement 0 .5 4.1 23.6 71.8 100 95.4 4.67 0.58 3
4- Suggested dividends s. 1.4 .9 4.5 38.6 54.5 100 93.1 4.44 0.75 4
5- Directors' report 1.8 3.7 21.1 45.9 27.5 100 73.4 3.94 0.89 7
6- Auditor's report .5 3.6 15.8 31.2 48.9 100 80.1 4.24 0.88 5
7- Review of operations 1.8 4.1 21.1 46.3 26.6 100 72.9 3.92 0.90 8
8- Notes to the accounts .9 3.2 18.2 32.7 45.0 100 77.7 4.18 0.90 6

The "Directors' report", which might include non-financial information about the

year and about the future in general, was ranked as seventh in importance. The reason

behind that might be that, especially in Egypt and developing countries, such reports only

provide a summary of the company's achievements during the last period and do not give

as much indication about the future as those of developed countries do. "Review of

operations" was ranked as the last section.

The above results were not surprising as the first four sections in the question

"Income statement", "Balance sheet", "Cash flow statement", and "Suggested dividends

statement", which were ranked as the most important sections of the corporate annual

reports, are broadly accepted as being the foundation of corporate annual reports,

especially because they provide different users with the most needed financial information.

Furthermore, financial statements in general "are the principal means of communicating

accounting information on an entity to interested parties" (ASB, 1999, p. 19).

For instance, one of these statements, the Income statement, provides users with

information about trading performance during the year. In other words, it enables its users

to consider realised performance during a given year and they might then be able to assess

the implications for oncoming years. The Balance sheet also enables its users to assess the

financial position of a company. Users of the Balance sheet "are most interested in the

types and amounts of assets and liabilities held and the relationship between them, and in
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the function of the various assets" (ASB, 1999, P. 96). In addition, users are interested in

the cash flow statement when "It shows the extent of which the entity's activities generate

and use cash, distinguishing in particular cash flows that are the result of operations from

cash flows result from other activities" (ASB, 1999, p.97). The above results are illustrated

using percentages in Figure 7.2 below.

Figure 7.2 Importance of Sections of Corporate Annual Reports (the Overall Sample):

7.4.1.2 Statistical Analysis:

The Chi-square for one sample test has been used to know if any one choice of answer was

favoured significantly more than others. Table 7.14, below, shows the results of this test.

As all probability values are significant (< 0.05), it is possible to say that respondents'

perceptions were not 'equally distributed' among the choices of answers of perceptions of

the importance of each section of the corporate annual reports.

Consequently, the answer to the question posed earlier is that there are significant

differences in respondents' choice of answers on the perceptions of the importance of

various sections of corporate annual reports. With regard to the above results, the null

hypothesis H3 0 : There are no significant differences in respondents' choice of answers on

the perceptions the importance of sections of corporate annual reports; would be rejected

and the alternative hypothesis (H3 1 ) accepted.
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Table 7.14 Chi-Square Results for Importance of Sections of Corporate Annual Reports
(the Overall Sample):

SECTIONS
CHI-

SQUARE
DF ASYMP.

SIG.
1- Income statement 417.172 3 .000
2- Balance sheet 330.149 3 .000
3- Cash flow statement 284.545 3 .000
4- Suggested dividends s. 274.045 4 .000
5- Directors' report 146.817 4 .000
6- Auditor's report 179.792 4 .000
7- Review of operations 143.881 4 .000
8- Notes to the accounts 158.136 4 .000

7.4.2 Effect of Background Variables:

In the current section of the chapter, as was done in section 7.3.2, data will be analysed

according to various background variables. The purpose of doing this analysis is to

investigate whether the differences in background characteristics of respondents affect

their perceptions of the importance of each section of the corporate annual reports. So, this

section is divided into the following three sub-sections.

7.4.2.1 Effect of Occupation:

The respondents in this sub-section will try to answer the following question: Are there

significant differences among respondents (according to their occupation) regarding their

perceptions of the importance of sections of the corporate annual reports?

This question could be formulated as a null research hypothesis as follows:

H4.10 There are no significant differences among respondents (according to their

occupation) regarding the importance attached to each section of the corporate annual

reports.

7.4.2.1.1 Descriptive Statistics:

Table 7.15 below clearly reveals, according to the percentage and mean score of response

for each source, that all study groups gave the "Income statement" a high rank and

considered it an important section of the corporate annual reports, because it was ranked

the first by four groups, "Financial analysts" (a percentage of 100 % and the highest mean
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of 4.88 with the lowest standard deviation of .33), "Decision makers" (a percentage of 96.8

% and the highest mean of 4.87 with the lowest standard deviation of .43), and

"Academics" (a percentage of 93.8% and the highest mean of 4.69 with the lowest standard

deviation of .77), and "Stock brokers" (a percentage of 100% and the highest mean of 4.74

with the lowest standard deviation of .44), and the second by "Others" (a percentage of

100% and a high mean of 4.79 with a low standard deviation of .41). This result, which

agrees with and confirms the finding from the overall sample, indicates that different user

groups consider the income statement as a very important section of the corporate annual

reports.

Although the "Balance sheet" also received a high ranking by most groups, being

rated first by "Decision makers", second by both "Financial analysts" and "Stock brokers",

and third by "others", it received a low ranking, fifth, by "Academics".

The "Cash flow statement" received almost equal ranking, the third, from three

users groups, while it was ranked as the first by "Others" and the second by "Academics".

On the other hand, the "Suggested dividends statement" received almost equal ranking, the

fourth, by four of the five user groups, while it was ranked sixth by "Academics".

The above results show some agreement between occupation groups regarding their

perceptions of the importance of sections of corporate annual reports and they do not much

differ from those of the overall sample. The possible reasons behind that could be the same

as those reasons mentioned above when discussing the high rank has given by the overall

sample (see: 7.4.1.1 above). For example, "Financial analysts" use these statements to

gather information that will enable them to achieve their analysis, forecasts and

conclusions regarding the company; "Others" use them to gather information that will help

them in performing their work as staff of regulatory and observatory bodies; "Stock

brokers" might have considered the "Suggested dividends statement" as the third most

important section because, as a result of the nature of their work, they are interested in

dividends in general.
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Table 7.15 Importance of Sections of Corporate Annual Reports - Respondent Groups (Occupation):

Groups Sections
Important

%

Very
important Total Mean

S.
Deviation Ranking

1- Income statement 11.8 88.2 100 4.88 .33
Financial 2- Balance sheet 22.4 77.6 100 4.78 .42 2
analysts 3- Cash flow statement 22.4 73.7 96.1 4.70 .54 3

4- Suggested dividends s. 36.8 53.9 90.7 4.43 .70 4

5- Directors' report 42.1 26.3 68.4 3.87 .91 8
6- Auditors report 38.2 38.2 76.4 4.11 .86 6
7- Review of operations 47.4 27.6 75.0 3.97 .85 7
8- Notes to the accounts 36.8 42,1 78.9 4.17 ,87 5
1- Income statement 6.5 00.3 96.8 4.87 .43 1

Decision 2- Balance sheet 6.5 90.3 96.8 4.87 .43 1
maker 3- Cash flow statement 22.6 71.0 93.6 4.65 .61 3

4- Suggested dividends s. 38.7 64.8 93.5 4.48 . 63 4
5- Directors' ref ort 60.0 16.7 -76.7 3.87 .78 7
6- Auditor's report 19.4 51.6 71.0 4.13 1.06 6
7- Review of o eerations 35.5 323 -67.8 3.84	 - 1.10 8	 -
8- Notes to the accounts 29.0 48.4 - 77.4 4.16	 - 1.04 5
1- Income statement .-	 12.2 81.6 - 93.8 4.69 .77 1

Academ- 2- Balance sheet 26.5 65.3 "	 01.8 4.51 .82 5	 -
les 3- Cash flow statement 22.4 71.4- 03.8 4.63 .67 2

4- Suggested dividends s. 29.2 60.4

29.8

- 89.8 -4.37 1.04 6	 -
5- Directors' re I ort 48.0 78.7 3.94 1.05 8
6- Auditor's report 28.6 67.3 - 95.9 4.59 - .70 3
7- Review of oserations 56.5 32.6 89.1 4.20 .69 7

8- Notes to the accounts 31.3 62.5 93.8 4.54 .68 4
1- Income statement 25.8 74.2 100 4.74 .44 1

Stock 2- Balance sheet 19.4 774 96.8 4.74 .51 2
brokers 3- Cash flow statement 36.7 56.7 93.4 4.50 .63 3

4- Suggested dividends s. 48.4 48.4 96.8 4.42 .67 4
5- Directors' report -	 38.7 10,4 58.1 1	 3.77 .76 6
6- Auditors report 38.7 25.8 64.5 3.84 .93 5
7- Review of operations 38.7 3.2 41.9 3.32 .79 8
8- Notes to the accounts 32.3 9.7 42.0 3.42 81 7

1- Income statement 20.6 79.4 100 4.79 .41 2
Others 2- Balance sheet 26.5 73.5 100 4.74 .45 3

3- Cash flow statement 17.6 82.4 100 4.82 .39 1
4- Suggested dividends s. 47.1 52.9 100 4.53 .51 4

5- Directors' report 47.1 44.1 91.2 4.32 .73 7

6- Auditor's report 23.5 64.7 88.2 4.53 .71 5

7- Review of operations 47.1 32.4 79.5 4.03 .94 8

8- Notes to the accounts 29.4 55.9 85.3 4.38 .82

Another point regarding these statements that none of the respondents in any group,

with the exception of "Academics", rated any of the four statements, "Income statement",

"Balance sheet", "Cash flow statement", and "Suggested dividends statement" as

completely unimportant. Furthermore, all respondents in the last group, "Others, rated

the four statements as either important or very important.
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Other sections, "Directors' report", "Auditor's report", "Review of operations", and

"Notes to the accounts", received relatively low rankings. For instance, "Directors' report"

was ranked as the sixth section by "Stock brokers", the seventh section by another two,

"Decision makers" and "Others", and the eighth by the other two groups. On the other

hand, "Auditor's report", which was ranked between the third and the sixth most important

section, was given a high ranking by "Academics". This means that "Academics" consider

the auditor's report an important section of the corporate annual reports. Academics' ranked

the auditor's report higher than those of other groups did. One possible reason for this

might be because the other groups have more empirical experience about the stock market

in general and the current importance of the auditor's report than the academics. "Review

of operations" was ranked lowest by almost all groups as it was ranked as the eighth most

important section by three groups and the seventh by the other two groups.

The following are a few points about the above result:

1- The general trend of both the overall sample and occupation groups is roughly the same

for the four statements, the foundation of the corporate annual reports, as they received

high ranks, while the other sections received low ranks. This result indicates that

respondents'. qccupation does not strongly affect their perceptions of the importance of

sections of the corporate annual reports and confirms the previous finding from the overall

sample.

2- "Income statement", which was considered as the most important section by the overall

sample, was ranked almost the same by the occupation groups, and none of them rated it as

completely unimportant.

3- Although the general trend of between groups is almost the same, "Academics" are the

only group that differed noticeably from the other groups in their ranking of some sections

of the corporate annual reports. They ranked the balance sheet as the fifth section and the

suggested dividends statement as the sixth section, while these two statements received

higher rankings from other groups. Furthermore, they were the only group that gave the

auditor's report a high ranking.•
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4- "Academics" considered "Notes to the accounts" as the fourth most important section,

although it was ranked lower by the other groups. This means that academics considered

these notes to be more important than both the balance sheet and the suggested dividends

statement. The possible reason behind that might be that academics use these notes more

than other groups in the explanation and interpretation of some numbers presented in the

financial statements, such as the value of the inventory and fixed assets depreciation.

7.4.2.1.2 Statistical Analysis:

The Kruskal-Wallis Test was used in this section to investigate whether there are

significant differences between occupation groups regarding their perceptions of the

importance of the sections of corporate annual reports. Table 7.16, below, reveals the

results of this test. The table shows that there are no statistically significant differences

between the groups in relation to the first four sections, "Income statement", "Balance

sheet", "Cash flow statement" and "Suggested dividends statement", as the probability

values were 0.331, 0.126, 0.232, 0.968 respectively, meaning that all of them are (> 0.05).

On the other hand, the table indicates that there are statistically significant differences

across the groups in relation to the other sections as the probability values were significant

(< 0.05). Furthermore, this test gives the values of the mean rank of each variable

(Appendix E). For instance, the highest mean rank for the "Directors' report" was 136.29

by "Others" while the lowest mean rank was 92.97 by "Stock brokers".

Table 7.16 Kruskal-Wallis Test Results for Difference among Groups (Occupation)
Im portance of Sections of Corporate Annual Reports:

SECTIONS CHI-SQUARE DF ASYMP. SIG.
1- Income statement 4.602 4 .331
2- Balance sheet 7.192 4 .126
3- Cash flow statement 5.589 4 .232
4- Suggested dividends s. .551 4 .968
5- Directors report 10.744 4 .030
6- Auditor's report 22.321 4 .000
7- Review of operations 21.386 4 .000
8- Notes to the accounts 33.498 4 .000

- Grouping Variable: Occupation

The above results show that there are significant differences in perceptions of four

sections ("Directors' report", "Auditor's report", "Review of operations", and "Notes to the
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accounts") across the groups and there are no significant differences for the other sections.

Correspondingly, the answer to the question posed earlier is that there are significant

differences for four of eight sections, across the occupation groups, regarding their

perceptions of the importance of the sections of corporate annual reports.

With regard to the above results, it is possible to accept the null hypothesis H4.10

"There are no significant differences among respondents (according to their occupation)

regarding the importance attached to each of the sections of corporate annual reports", for

the following sections: "Income statement", "Balance sheet", "Cash flow statement" and

"Suggested dividends statement" and reject the alternative H6 1. Also, it is possible to reject

the same hypothesis (H4.1 0) for the other sections, "Directors' report", "Auditor's report",

"Review of operations", and "Notes to the accounts", and accept the alternative H4.11.

7.4.2.2 Effect of Education:

This section aims to answer the following question: Are there significant differences

among respondents (according to their level of education) regarding their perceptions of

the importance of sections of corporate annual reports?

This question could be expressed as the following null hypothesis:

H4.20 There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each of the sections of corporate annual

reports.

7.4.2.2.1 Descriptive Statistics:

According to the percentage and the mean score for each section, Table 7.17 below

indicates that both groups, "University degree" and "Above university degree", ranked the

first four sections, the four financial statements, as the four most important sections of

corporate annual reports. "Income statement" was ranked as the first section by both

groups. In the first group, "University degree", all respondents (100 %) believed that the

"Income statement" is either important or very important, while 96.20 % in the other

group, "Above university degree", did so. It received the highest mean score (4.84 and
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4.76) with a low standard deviation (.37 and .61) from the two groups respectively. This

means that respondents, regardless of their level of education, considered the "Income

statement" as the most important section. Again, this result agrees with and confirms the

results for the overall sample.

"Balance sheet" and "Cash flow statement" were ranked in reverse order by the two

groups. While the balance sheet was considered the second section by the first group, it

was considered the third section by the second group. Conversely, the "Cash flow

statement", which was ranked third by the first group, was ranked second by the second

group. This result means that the two groups differed slightly in their ranking of these two

statements.

The fourth section, "Suggested dividends statement" was considered as the fourth

most important section by both groups, meaning that their level of education does not

affect their perceptions of the importance of this section.

Table 7.17 Importance of Sections of Corporate Annual Reports - Respondents Groups (Education):

Groups Sections

Important

%

Very
Important

%

Total

%

Mean
S.

Deviation Ranking

U. degree
1- Income statement 15.8 84.2 100 4.84 .37 1
2- Balance sheet 15.8 83.3 99.1 4.82 .40 2
3- Cash flow statement 23.9 71.7 95.6 4.67 .56 3
4- Suggested dividends s. 41.2 53.5 94.7 4.46 .65 4
5- Directors' report 40.7 24.8 65.5 3.83 .90 7
6- Auditor's report 29.8 42.1 71.9 4.08 .95 5
7- Review of operations 43.9 21.9 65.8 3.77 .94 8
8- Notes to the accounts 33.3 34.2 67.5 3.93 .98 6

Above u.
d.

1- Income statement 13.2 83.0 96.2 4.76 .61 1
2- Balance sheet 26.4 68.9 95.3 4.61 .67 3
3- Cash flow statement 23.6 72.6 96.2 4.68 .58 2
4- Suggested dividends s. 36.2 56.2 92.4 4.47 .83 4
5- Directors' report 52.9 30.8 83.7 4.17 .87 7
6- Auditor's report 32.1 56.6 88.7 4.42 .77 6
7- Review of operations 49.5 32.0 81.5 4.09 .82 8
8- Notes to the accounts 32.4 57.1 89.5 4.46 .71 5

Another two sections, "Directors' reports" and "Review of operations" received the

same ranking (the seventh and the eighth respectively) by the two groups. The rankings of

the other two sections, "Auditor' report" and "Notes to the accounts" differed somewhat

across the two groups. For example, the "Auditor' report" was ranked fifth by the first
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group while it was considered the sixth most important section by the other group. Again,

it is possible to say that these results are nearly the same as those of the overall sample,

since those four sections were considered less important than the first ones.

7.4.2.2.2 Statistical Analysis:

The results of the Mann-Whitney Test, which was applied to investigate whether there are

significant differences between the two groups concerning their perceptions of the

importance of sections of the corporate annual reports, are reported in Table 7.18, below.

This table reveals that there are no statistically significant differences, for three

sections, "Income statement", "Cash flow statement" and "Suggested dividends statement",

between the two groups as the probability values are not significant (> 0.05). On the other

hand, there are statistically significant differences for the other sections, since their values

are significant (< 0.05). In addition, the test gives the values of the mean rank of each

section. For example, for "Notes to the accounts" which has a significant value, the highest

mean rank was 127.32 by "Above university degree" while the lowest mean rank was

94.04 by "University degree".

Table 7.18 Mann-Whitney Test Results of Difference among Groups (Education)
Im portance of Sections of Corporate Annual Reports:

SECTIONS MANN-
WHITNEY U

WILCOXON
W

Z ASYMP. SIG.
(2-TAILED)

1- Income statement 5934.000 11605.000 -.357 .721
2- Balance sheet 5135.500 10806.500 -2.602 .009
3- Cash flow statement 5925.500 12366.500 -.173 .862
4- Suggested dividends s. 5902.500 12457.500 -.200 .842
5- Directors' report 4888.500 11329.500 -2.292 .022
6- Auditors report 4836.500 11391.500 -2.775 .006
7- Review of operations 4749.000 11304.000 -2.603 .009
8- Notes to the accounts 4166.000 10721.000 -4.172 .000

- Grouping Variable: Education

The above results suggest that there are no significant differences between the

groups in perceptions of three ("Income statement", "Cash flow statement" and "Suggested

dividends statement" of eight sections, while there are significant differences in regard to

the other five sections. Thus, the answer to the question is that there are no significant

differences for three sections, while for five sections there are significant differences
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between the education groups regarding their perceptions of the importance of sections of

the corporate annual reports.

In the light of the above results, it is possible to accept the null hypothesis H4.20

"There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each section of corporate annual reports";

for the following sections: "Income statement", "Cash flow statement" and "Suggested

dividends statement", and reject the alternative hypothesis (H4.2 1 ). Also, it is possible to

reject the same hypothesis (H4.2 0) for the other sections, "Balance sheet", "Directors'

report", "Auditor's report", "Review of operations", and "Notes to the accounts", and

accept the alternative hypothesis (H4.21).

7.4.2.3 Effect of Experience:

The current section is intended to help in answering the following question: Are there

significant differences among respondents (according to their experience) regarding their

perceptions of the importance of sections of corporate annual reports?

The above question could be formulated as the following null hypothesis:

H4.30 There are no significant differences among respondents (according to their

experience) regarding the importance attached to each of the sections of corporate annual

reports.

7.4.2.3.1 Descriptive Statistics:

Table 7.19 below reveals that both groups, "After 1991" and "Before 1991", gave the first

three sections the same ranking, since they were ranked as the first, the second, and the

third section respectively. For instance, "Income statement" was ranked as the most

important section by both groups (a percentage of 99.1 % and the highest mean score of

4.82 with the lowest standard deviation of .40 by the first group and a percentage of 97.2 %

and the highest mean score of 4.79 with the lowest standard deviation of .58 by of the

other).
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These results are consistent with and verify those of the overall sample which, also,

ranked the first three sections as the first, the second, and the third respectively. The above

result suggests that respondents' experience does not affect their perceptions of the

importance of the first three sections, as both groups ranked them in the same way.

The rankings given to the other sections differed somewhat between the two

groups. For example, "Suggested dividends" was ranked as the fourth by "After 1991"

while it was ranked as the sixth by the other group, "Before 1991". The above result leads

to the conclusion that these results were almost the same as those reported for the overall

sample, because most those sections were regarded as less important than the others.

Table 7.19 Importance of Sections of Corporate Annual Reports - Respondent Groups (Experience):

Groups Sections
Important

%

Very
important

%

Total

%

Mean
S.

Deviation Ranking

After
1991

1- Income statement 15.8 83.3 99.1 4.82 .40 1
2- Balance sheet 22.8 75.4 98.2 4.74 .48 2
3- Cash flow statement 26.5 69.0 95.5 4.65 .57 3
4- Suggested dividends 37.7 55.3 93.0 4.47 .65 4
5- Directors' report 43.0 23.7 66.7 3.85 .85 7
6- Auditor's report 34.2 36.8 71.0 4.03 .92 5
7- Review of operations 43.0 19.3 62.3 3.72 .92 8
8- Notes to the accounts 34.2 31.6 65.8 3.91 .93 6

Before
1991

1- Income statement 13.1 84.1 97.2 4.79 .58 1
2- Balance sheet 19.6 76.6 96.2 4.70 .63 2
3- Cash flow statement 20.6 74.8 95.4 4.69 .59 3
4- Suggested dividends 39.6 53.8 93.4 4.41 .84 6
5- Directors' report 49.0 31.7 80.7 4.04 .92 8
6- Auditor's report 28.0 61.7 89.7 4.48 .78 4
7- Review of operations 50.0 34.6 84.6 4.13 .83 7
8- Notes to the accounts 31.1 59.4 90.5 4.46 .78 5

7.4.2.3.2 Statistical Analysis:

Table 7.20, below, reveals the results of the Mann-Whitney Test. The results show that

there are no statistically significant differences for the four sections, "Income statement",

"Balance sheet", "Cash flow statement" and "Suggested dividends statement", between the

two study groups, since all probability values are non-significant (> 0.05). Conversely,

there are statistically significant differences for the other four sections because their values

are significant (< 0.05). The values of the mean rank of each section were also calculated
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by this test. For instance, for "Directors' report", the highest mean rank was 117.86 while

the lowest one was 101.88.

Table 7.20 Mann-Whitney Test Results of Difference among Groups (Experience)
Importance of Sections of Corporate Annual Reports:

SECTIONS
MANN-

WHITNEY U
WILCOXON

W Z
ASYMP. SIG.

(2-TAILED)
1- Income statement 6073.000 12628.000 -.085 .932
2- Balance sheet 6060.000 12615.000 -.111 .912
3- Cash flow statement 5721.000 12162.000 -.876 .381
4- Suggested dividends s. 5955.500 11626.500 -.208 .836
5- Directors' report 5018.000 11573.000 -2.096 .036
6- Auditor's report 4340.000 10895.000 -4.019 .000
7- Review of operations 4334.000 10889.000 -3.669 .000
8- Notes to the accounts 3940.500 10495.500 -4.782 .000

- Grouping Variable: Years of experience

The above results indicate that there are no significant differences between the

groups in perceptions of the first four sections while there are significant differences for

the other four sections. As a consequence, the answer to the question is that there are no

significant differences for four sections, while there are significant differences for the

others, between the groups regarding their perceptions of the importance of sections of the

corporate annual reports. Taking the above results into consideration, it is possible to

accept the null hypothesis H4.3 0 "There are no significant differences among respondents

(according to their occupation) regarding the importance attached to each of the sections of

corporate annual reports", for the first four sections: "Income statement", "Balance sheet",

"Cash flow statement" and "Suggested dividends statement" and reject the alternative

H4.3 1. Also, it is possible to reject the same hypothesis (H4.3 0) for the other sections,

"Directors' report", "Auditor's report", "Review of operations", and "Notes to the

accounts", and accept the alternative H4.31.

7.4.3 Comparing the Results with the Results of Other Studies (Importance of

Sections of Corporate Annual Reports):

The above results revealed that both "Income statement" and "Balance sheet" received the

highest rankings from the whole sample and from most respondent groups, while other

sections such as "Review of operations" and "Directors' report" were ranked lowest by the
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whole sample and most sub-groups. This section of the chapter will present a comparison

between the findings of the current study and corresponding results from other similar

studies whether in Egypt (Table 21a) or in other developed and developing countries

(Table 21b).

Table 7.21a, below, reveals that "Income statement", which was ranked as the most

important section by the overall sample (a percentage of 98.2% and a mean score of 4.81),

financial analysts, and other three groups of users in the current study, was ranked

differently by the overall sample and financial analysts in Shohaieb's study (1990). For

example, 86.6% of his sample perceived it as an important or very important section.

Besides, it was ranked as the second section in importance, with a mean score of 4.5, in

Al's study (1992) and received the same ranking, as the second section, with a percentage

of 94.3%, by users in Almelegy' study (1998), while the other group in the same study,

regulators, ranked it as the first section (a percentage of 96.9%). This section was ranked

similarly to the present study, as the most important section by users in Mohamed's study

(1991), and by regulators in Almelegy's study (1998).

Table 7.21b, below, shows results of other studies whether in developed or

developing countries. In studies carried out in developing countries (Abu-Nassar and

Rutherford 1996 and Alrazeen 1999), "Income statement" was also ranked similarly to the

current study, as the most important section, while in studies carried out in developed

countries "Income statement" received almost the same ranking. For instance, in Epstein

and Pava (1993) and Bartlett and Chandler (1997) "Income statement" was perceived as

the third section while investors in Anderson and Epstein's study (1996) considered it as

the second (in the USA and Australia) and the third (in New Zealand).

This study's result regarding "Income statement" is completely consistent with the

findings reported by Mohamed (1991), Abu-Nassar and Rutherford (1996) and Alrazeen

(1999), while it is slightly different from the findings of both Ali (1990) and Almelegy

(1998), as respondents in these studies gave "Income statement" a high ranking, as the

second most important section. Also, this finding differs slightly from developed country

studies.
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Chapter 7

The second section, "Balance sheet", received a high ranking in most studies. In the

present study it was ranked as the second most important section (a mean score of 4.72 and

a percentage of 97.3. Similar results were reported by Shohaieb (1990), for the financial

analysts group, and by other studies carried out in developing countries (Abu-Nassar and

Rutherford, 1996 and Alrazeen, 1999. Additionally, "Balance sheet" was considered more

important, as users ranked it as the most important section in some studies, whether in

Egypt or in the US. For example, in Al's study (1992) "Balance sheet", which was

perceived as the most important section, received a mean score of 4.5. Furthermore, in

Almelegy's (1998), 95.6% of users and 96.9% of regulators perceived "Balance sheet" as

the most important section of corporate annual reports. The same result was reported by

Epstein and Pava, 1993 and Anderson and Epstein, 1996. However, "Balance sheet" was

considered less important by investors, as it was ranked as the third and the fourth, by

investors in Australia and New Zealand respectively, in Anderson and Epstein (1996).

Furthermore, Table 7.21a shows that perceptions of other sections such as

"Directors' report", "Review of operations" and "Notes to the accounts", in general, are not

very different in the current study from most studies carried in Egypt. For instance,

"Directors' report", which is ranked as the seventh section in importance (a mean score of

3.94 and percentage of 73.4%), was perceived as the sixth in Al's study (1992) with a

mean score of 3.9 and in Shohaieb's study (1990) with a percentage of 77.1%. However,

this section, "Directors' report", was perceived as the second in importance in Mohamed's

study (1991)

"Auditor's report" which received a relatively low ranking in the present study (a

mean score of 4.24 and a percentage of 80.1%), was ranked as the most important section

by the overall sample in Shohaieb's study (1990) with a percentage of 94.7% and as the

third by financial analysts in the same study, by users in Al's study (1992) with a mean

rank of 4.2, by users (a percentage of 92.0%) and regulators (a percentage of 92.5%) in

Almelegy (1998), and by studies in developing countries. In contrast, this report received

low rankings in Anderson and Epstein (1996) and Bartlett and Chandler (1997).
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The findings also reveal that users' perceptions of the importance of other sections

in Egypt have not changed radically over the last ten years, as they were ranked almost the

same by users in the present study as by one or more of the other three studies carried out

in Egypt. The previous findings suggest that the contemporary changes in financial

reporting practice in Egypt have had little effect on the users' perceptions of the importance

attached to those sections. The above findings were expected because these changes do not

much affect the form or contents of most of these compared sections. Moreover, the

findings suggest that not only is there no complete consistency among all studies regarding

any single section, but also there is no complete consistency between those carried out in

Egypt and in developed countries. Accordingly, the above findings suggests that the

answer to the related question "Do changes in the financial reporting practice in Egypt

during the last decade affect the importance given to each section of corporate annual

reports?" is that these changes have a weak effect in the users' perceptions of the

importance attached to these sections of corporate annual reports.

Moreover, the above results could suggest that users' perceptions of the importance

of most sections of corporate annual reports in both Jordan and Saudi Arabia are similar to

those in Egypt. In addition, the American individual investors in the Epstein and Pava

(1993) study consistently ranked some sections of corporate annual reports such as "Cash

flow statement", "Auditor's report" and "Notes to the accounts" in the same way as

respondents in the current study did.

Also, the findings suggest that the answer to the related question "Are there

differences between findings of the current study and those of other similar previous

studies in both developed and developing countries?" is that there is no difference between

this study and those compared studies carried out in developing countries, while there are

these is some differences between the results of this study and those in developed countries

studies.
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7.5 Summary:

The chapter was divided into three main sections. Section 7.2 described the various

respondent groups including the distribution of respondents according to their occupation,

their level of education, and their experience.

Section 7.3 was devoted to an investigation of the importance of various sources of

financial information. In that section, descriptive statistics and non-parametric tests were

used to analyse respondents' perceptions of the importance of the various sources of

financial information in relation to their occupation, level of education, and years of

experience. Many purposes were behind this analysis: first, to identify where the corporate

annual reports stand in relation to other sources of financial information; second, to

examine whether there are significant differences in respondents' perceptions, in the overall

sample, of the importance of various sources of financial information; third, to examine

whether the differences in background characteristics of respondents affect their

perceptions of the importance of each of the financial information sources.

Section 7.4 presents findings on the importance of various sections of the corporate

annual reports. Respondents' perceptions of the importance of the different sections of

corporate annual reports were analysed in relation to their background characteristics. The

purpose of this analysis was first, to examine whether there are significant differences in

respondents' perceptions, in the overall sample, of the importance of sections of corporate

annual reports; second, to examine whether the differences in background characteristics of

respondents affect their perceptions of the importance of each section of corporate annual

reports. Lastly, in sections 7.4.3 and 7.3.3, a comparison was presented between the results

of the present study and those similar parts in other related studies carried out whether in

Egypt, other developing countries, or some developed countries.
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CHAPTER EIGHT

Users' Perceptions of the QCOAI

8.1 Introduction:

Chapter 3 of the thesis presented theoretical analysis of the QCOAI proposed in accounting

literature. This theoretical analysis assisted in choosing what the researcher believed to be

a suitable set of QCOAI that could be used to investigate the usefulness of financial

information presented by the listed companies in Egypt in the light of the disclosure

requirements of both the EASs issued in 1997, the listing rules of the CASE and the related

laws such as the CML No. 95/1992.

In the previous chapter the survey findings about users' perceptions of the

importance of the various sources of financial information and the different sections of

corporate annual reports were reported. In addition, a comparison between the findings of

the current study and those of other similar studies, whether in developed or developing

countries including those accomplished in Egypt, was carried out.

In the present chapter, further analysis of the survey data will be carried out

regarding the users' perceptions of the selected set of QCOAI and their opinions about

specific characteristics, whether included in the selected set of QCOAI or not (section 8.2);

and the importance attached to each QCOAI and their ranking (section 8.3).

8.2 Users' Perceptions of the Suitability of the Selected Set of QCOAI:

In question 3.1 respondents were asked about the extent of their agreement about the

suitability and applicability of the selected set of QCOAI to evaluate the usefulness of

financial information provided in corporate annual reports. They were asked also, in

question no 3.4, about their agreement with 5 different statements. The first three

statements were about the importance of some characteristics included in the selected set

of QCOAI namely "relevance", "reliability" and "understandability", while the other two

were about characteristics not included in the selected set of QCOAL namely, "uniformity"

and "prudence" (see 3.3 of Chapter 3 and 6.5 of Chapter 6). A five-point response scale

was used, with "1" meaning strongly disagree and "5" meaning strongly agree.
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This section of the chapter aims to investigate two main points: first, respondents'

perceptions of the suitability and applicability of the selected set of QCOAI, in the

evaluation of the usefulness of financial information provided in corporate annual reports

presented by the listed companies in Egypt; second, respondents' opinions regarding

specific QCOAI included and not included in the selected set of QCOAI.

To achieve this aim, this section is dedicated to answering research questions and

testing research hypotheses which have been defined in details in 6.2.3 of Chapter 6 (page

176 — 177).

Therefore, this part of the chapter presents the results from questions 3.1 and 3.4

(refer to Appendix A, part three). Although there is no full agreement in the literature

regarding definitions of each of the QCOAI, the researcher attached a list of the most

acceptable definitions of the QCOAI used in this study to the questionnaire. This was done

for several reasons. First, during the pre pre-test stage, the researcher received some

comments, from Egyptian students studying for a Ph.D. in Accounting in the UK, that such

a list needed to be attached to the questionnaire to assist respondents in completing it (see

6.4.6.1 of Chapter 6); second, the pre- test (the pilot study) carried out in Egypt suggested

that such a list was necessary for respondents, especially as some respondents clearly

mentioned the importance of such a list; third, the researcher thought it would be useful if

the questionnaire included such a list, particularly as the source of definitions of most

characteristics is the IASs, which is the base of the current EASs.

8.2.1 The Overall Sample:

8.2.1.1 Descriptive Statistics:

The results of analysing these two questions, questions nos. 3.1 and 3.4, will be presented

using the percentage to describe the proportions of the answers. Table 8.1 below reveals

the percentages of each variable. As can be seen from the table, according to the

percentage, clearly, respondents (the overall sample) agree of that the selected set of

QCOAI is suitable to evaluate the usefulness of financial information provided in corporate

annual reports. The table shows that 98.1% of them agreed or strongly agreed, 1.9% gave a

neutral response, while none of respondents chose disagree or strongly disagree. This result
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suggests that respondents considered that the selected set of QCOAI is suitable to be used

in the evaluation of the usefulness of financial information provided in corporate annual

reports and reflect the high level of agreement that it receives. The reason behind this high

agreement with the selected set may be because it includes many characteristics that

heighten the usefulness of financial information and hence have been suggested by other

studies, whether by respected accounting bodies such as the ASB in the UK, the FASB in

the US and the IASC, or by individual academics.

Respondents were also asked to express the extent of their agreement regarding five

statements about 5 specific characteristics. Three of them (relevance, reliability, and

understandability) have been included in the selected set, while the other two (uniformity

and prudence) have not.

Table 8.1 Users' Perceptions of the Suitability of Selected Set of QCOAI (the Overall Sample):

(1) + (2)
Disagreement

(3)
Neutral

(4) + (5)
Agreement

% % ok

1- Selected set of QCOAI 0 1.9 98.1
2- Absence of relevance 6.3 13.1 80.6
3- Absence of reliability 2.8 9.5 87.7
4- Absence of understandability 2.7 11.9 85.4
5- Neglecting uniformity 35.4 29.0 35.5
6- Neglecting prudence 37.7 19.5 42.8

The first statement is: The complete absence of "relevance" leads wholly to useless

information provided in corporate annual reports. Table 8.1 above, reveals that

respondents (the overall sample) agreed with the statement, as 80.6% chose agree or

strongly agree, while only 6.3% chose disagree or strongly disagree and 13.1% were

neutral. This result reflects respondents' agreement regarding the importance of relevance

and effects of its absence on the usefulness of financial information.

The second statement is: The complete absence of "reliability" leads wholly to

useless information provided in corporate annual reports. Also, the table reveals that

respondents showed a high level of agreement regarding this statement. 87.7% of

respondents chose agree or strongly agree, while just 2.8% chose disagree or strongly

disagree and 9.5% were neutral. The above finding reflects a high level of agreement

among respondents regarding the importance of this characteristic and the effects of its
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absence on the usefulness of financial information. The above results agree with and

support what has been suggested in the current study (refer to 3.3 of Chapter 3) and in

other studies (e.g., ASB, 1999b; IASC, 2000; FASB, 1999, SFAC No.2; Shohaieb, 1990;

Snavely, 1967) that relevance and reliability are high level or first level characteristics and

a minimum level of both must be found in financial information, to be useful.

The third statement is: The complete absence of "understandability" leads wholly

to useless information provided in corporate annual reports. It can be seen from Table 8.1

that respondents show a high level of agreement with the statement as 85.4% of

respondents chose agree or strongly agree, while only 2.7% chose disagree or strongly

disagree and the rest (11.9%) are neutral. As was the case for relevance and reliability, this

result reflects a high level of agreement regarding the importance of understandability and

effects of its absence on the usefulness of financial information. This result agrees with

what has been suggested by other studies (e.g., ASB, 1999b; FASB, 1999, SFAC No.2)

that understandability is a basic or high level characteristic, and supports the suggestion in

3.3 of Chapter 3 that understandability is a basic characteristic and financial information

will not be useful for its users unless they understand it, even if it is relevant to the decision

or it is reliable.

The fourth statement is: In the light of the significant changes in the Egyptian

economic environment, such as privatisation and the growth in the stock market, it is

possible to omit "uniformity" from a selected set of qualitative characteristics of

accounting information for the purposes of evaluating the usefulness of information

provided in corporate annual reports. Table 8.1 reveals that respondents' choices of

answers were divided nearly equally between agreement and disagreement with the

statement. 35.6% of them chose agree or strongly agree, while nearly the same percentage

(35.4%) chose disagree or strongly disagree. The rest of the respondents (29%) chose a

neutral response. This result shows a lack of agreement among respondents about whether

this characteristic should be included in or excluded from the selected set of QCOAI in the

light of the changes in the Egyptian economic environment and suggests that more studies

are needed in future to investigate users' perceptions of the importance of uniformity. The
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reason behind this result is that in the late 1990s, after the privatisation of many of the

public companies, some people have argued that there is less need for the UAS and for

uniformity in general.

Users' perceptions of the importance of this characteristic were tested by Shohaieb,

who carried out his study before these changes in the Egyptian economic environment, and

51% of his sample chose slightly unimportant or not important at all, while 38.8% chose

important or very important, regarding this characteristic.

The fifth statement is: It is possible to omit "prudence" from a selected set of

qualitative characteristics of accounting information for the purposes of evaluating the

usefulness of information provided in corporate annual reports, because it might conflict

with other characteristics such as "faithful representation", "consistency", and

"relevance". Table 8.1 shows that 42.8% of respondents agreed or strongly agreed with

the statement, while 37.7% chose disagree or strongly disagree. The others (19.5%) were

neutral. The above result reflects that there is a lack of agreement among respondents

regarding whether or not this characteristic should be included in the selected set of

QCOAI. The reason behind this result may be that the complete application of prudence

might lead to a distortion of accounting numbers. One academic interviewed reported that

this characteristic might conflict with another important characteristic, relevance, and if

this is the case, prudence could be neglected as relevance is very important to investors'

decisions.

In the light of the above findings, the answer to the question, What are the users'

perceptions of the suitability of the selected set of QCOAI to evaluate the usefulness of

financial information provided in corporate annual reports?, is that respondents agree that

the selected set of QCOAI is suitable to be used in evaluation of the usefulness of financial

information provided in corporate annual reports.

8.2.1.2 Statistical analysis:

To test if any one choice of answer was favoured significantly more than others, the Chi-

square for one sample was used. Table 8.2, below, reveals the results of this test. The table

shows that all probability values are significant (p < 0.05), so it is possible to say that
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respondents' answers were not 'equally distributed' among the choices of each question.

Consequently, the answer to the question posed earlier is that there are significant

differences in respondents' perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports.

Table 8.2 Chi-square Results for Users' Perceptions of the Suitability of the Selected Set of QCOAI
(the Overall Sample):

Chi-Square Df Asymp. Sig.

1- Selected set of QCOAI 102.514 2 .000
2- Absence of relevance 103.652 3 .000
3- Absence of reliability 233.412 4 .000
4- Absence of understandability 114.900 3 .000
5- Neglecting uniformity 37.724 4 .000
6- Neglecting prudence 54.093 4 .000

With regard to the above results, the null hypothesis HS O : There are no significant

differences in respondents' choice of answers on the perceptions of the suitability of the

selected set of QCOAI to evaluate the usefulness of financial information provided in

corporate annual report; would be rejected and the alternative hypothesis (H5 1 ) accepted.

8.2.2 Effect of Background Variables

This section of the chapter is devoted to analysis of respondents' perceptions in relation to

their occupation, level of education, and years of experience. The purpose here is to

investigate whether the differences in background characteristics of respondents affect

their perceptions of the suitability of the selected set of QCOAI and their opinions about

some specific QCOAI included and not included in the selected set of QCOAI.

8.2.2.1 Effect of Occupation:

The aim of this sub-section is to answer the following question: Are there significant

differences among respondent groups, according to their occupation, regarding their

perceptions of the suitability of the selected set of QCOAI to evaluate the usefulness of

financial information provided in corporate annual reports?

To answer the above question, the following null hypothesis is formulated:

H6.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports.
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8.2.2.1.1 Descriptive Statistics:

According to the percentage, Table 8.3 below shows that none of respondents in the five

groups chose disagree or strongly disagree. Furthermore, all groups almost completely

agreed that the selected set of QCOAI is suitable. All respondents, 100%, in two groups,

"Stock brokers" and "Others", chose agree or strongly agree, and nearly all of them in the

other groups, 97.3% of "Financial analysts", 96.8% of "Decision makers", and 97.9% of

"Academics", also chose agree or strongly agree.

Table 8.3 Users' Perceptions of the Suitability of Selected Set of QCOAI:
Respondent Groups (Occupation)

Groups
(1) + (2)

disagreement
%

(3)
Neutral

%

(4) + (5)
agreement

%.	 •

:Fii	 en

2 '2
il_	 cr;

1- Selected set of QCOAI 0 2.8 97.3
2- Absence of relevance 6.7 17.3 76.0
3- Absence of reliability 2.7 9.3 88.0
4- Absence of understandability 2.7 10.7 86.7
5- Neglecting uniformity 29.8 40.5 29.7
6- Neglecting prudence 34.3 21.9 43.8

w
12
E
c

.0
'8
CI

1- Selected set of QCOAI o 3.2 96.8
2- Absence of relevance 9.4 12.5 78.1
3- Absence of reliability 3.1 15.6 81.2
4- Absence of understandability 3.1 3.1 93 8
5- Neglecting uniformity 45.2 25.8 29.1
6- Neglecting prudence 51.6 9.7 38.7

cn.2g
To'0
<

1- Selected set of QCOAI 0 2.1 97.9
2- Absence of relevance 6.1 6.1 87.7
3- Absence of reliability 4.0 2.0 93.9
4- Absence of understandability 2.1 23.4 74.5
5- Neglecting uniformity 31.3 27.1 41.6
6- Neglecting prudence 34.1 21.3 44.7

0-,8
2

-),0
g

1- Selected set of QCOAI o o 100 
2- Absence of relevance o 12.9 87.1
3- Absence of reliability 0 12.9 87.1
4- Absence of understandability 3.2 16.1 80.7
5- Neglecting uniformity 30.0 23.3 46.6
6- Neglecting prudence 22.6 25.8 51.6

I;
--8

_

1- Selected set of QCOAI 0 o 100
2- Absence of relevance 8.8 14.7 76.5
3- Absence of reliability 2.9 11.8 85.3
4- Absence of understandability 2.9 2.9 94.1
5- Neglecting uniformity 50 14.7 35.3
6- Neglecting prudence 51.6 15.2 33.3

The above result, which confirms the finding of the overall sample, reflects the

high level of agreement that the selected set of QCOAI received from respondents,

regardless of their occupation, and also suggests that respondents' occupation does not

affect their perceptions. The reason behind this high agreement might be the same as that

mentioned for the overall sample.

289



Chapter 8

Regarding the five statements, the same table reveals that, generally, there are no

significant differences in respondents' agreement regarding the five statements among the

five groups. The table shows that 67% of "Financial analysts", 78.1% of "Decision

makers", 87.7% of "Academics", 87.1% of "Stock brokers", and 76.5% of "Others" agreed

or strongly agreed with the first statement. The second statement received larger

percentages of agreement than the first one, as 88% of "Financial analysts", 81.2% of

"Decision makers", 93.9% of "Academics", 87.1% of "Stock brokers", and 85.3% of

"Others" agreed or strongly agreed with the statement.

Moreover, 86.7% of "Financial analysts", 93.8% of "Decision makers", 74.5% of

"Academics", 80.7% of "Stock brokers", and 94.1% of "Others" agreed or strongly agreed

with the third statement. Two points should be noted about the above results. First, there is

not much difference among the five groups regarding the percentages of respondents who

agreed or strongly agreed with the three statements; second, "Academics" showed more

agreement with the first two statements (about relevance and reliability) than other groups

and less agreement with the third one (about understandability) than other groups. One

reason may be that "Academics", as a sophisticated group, have less problem with

"understandability" than other groups and are more interested in "relevance and reliability"

as they assist investors in making their decisions.

Respondents' choices for the last two statements were divided between agreement,

disagreement and neutrality towards the statements. For instance, 29.7% of "Financial

analysts" chose agree or strongly agree, while 29.8% of them chose disagree or strongly

disagree, and the rest (40.5%) were neutral. This result reflects the low level of agreement

among respondents about including or excluding the two characteristics. It should be

noticed that "Decision makers" and "Others" showed more disagreement with the two

statements than other groups, while "Academics" and "Stock brokers" showed more

agreement with the two statements then other groups.

Again, these results support what has been concluded above, that respondents'

occupation does not affect their perception, especially as the results agree with that of the

overall sample, in that the majority of respondents chose agree or strongly agree for the
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first three statements, while their choices were divided between agreement, disagreement,

and neutrality for the other two statements.

8.2.2.1.2 Statistical Analysis:

The results of the Kniskal - Wallis Test in Table 8.4 below indicate that there are no

statistically significant differences in perceptions of all variables across the occupation

groups as all probability values were non-significant (p > 0.05). Also the test presents the

values of the mean rank of each variable (Appendix E).

Table 8.4 Kruskal-Wallis Test Results for Difference among Groups (Occupation)
Users' Perceptions of the Suitability of Selected Set of QCOAI:

Chi-Square Df Asymp. Sig.
1- Selected set of QCOAI 2.959 4 .565
2- Absence of relevance 5.217 4 .266

3- Absence of reliability .846 4 .932

4- Absence of understandability 6.799 4 .147
5- Neglecting uniformity 6.379 4 .173
6- Neglecting prudence 5.091 4 .278

- Grouping Vanable Occupation

The above results suggest that there are no significant differences in respondents'

perceptions across the occupation groups. Accordingly, the answer to the related question

is that there are no significant differences. So, it is possible to accept the null hypothesis

H6.1 0 "There are no significant differences among respondent groups (according to their

occupation) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports"; and

reject the alternative hypothesis (116.11).

8.2.2.2 Effect of Education:

This section is about investigation of the effect of respondents' education. It aims to answer

the following question: Are there significant differences among respondent groups,

according to their level of education, regarding their perceptions of the suitability of the

selected set of QCOAI to evaluate the usefulness of financial information provided in

corporate annual reports?

The above question could be formulated as the following null research hypothesis:

H6.20 There are no significant differences among respondent groups (according to their
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level of education) regarding their perceptions of the suitability of the selected set of

QCOAI to evaluate the usefulness of financial information provided in corporate annual

reports.

8.2.2.2.1 Descriptive Statistics:

Table 8.5 below shows, according to percentages, that both groups, "University degree"

and "Above university degree", nearly completely agree that the selected set of QCOAI is

suitable. 97.3% of "University degree" and 99% of "Above university degree" chose agree

or strongly agree. This result, which confirms the finding of the overall sample and of the

occupation groups, also reflects the high level of agreement that the selected set of QCOAI

received from respondents, regardless of their level of education. The above result, also,

suggests that respondents' level of education does not affect their perceptions.

The table also shows that there are no serious differences between respondents with

a university degree and those with a higher qualification regarding the five statements. The

table shows that 67% of "University degree" and 82.1% of "Above university degree",

85.9% of "University degree" and 90.6% of "Above university degree", and 86.8% of

"University degree" and 84.6% of "Above university degree" agreed or strongly agreed

with the first, the second, and the third statement respectively.

Table 8.5 Users' Perceptions of the Suitability of Selected Set of QCOAI:
Respondent Groups (Education)

Groups

(1) + (2)
Disagreement

(3)
Neutral

(4) + (5)
Agreement

>.,

a) 6,
- a)a - c,

1- Selected set of QCOAI 0 2.7 97.3
2- Absence of relevance 6.1 14.9 78.9
3- Absence of reliability 0.9 13.2 85.9
4- Absence of understandability 3.5 9.6 86.8
5- Neglect uniformity 30.3 35.7 S4.0
6- Neglect prudence 33.7 23.0 43.4

-E,
a)	 a,

= 0.)
. .8
>

''

1- Selected set of QCOAI 0 1.0 99.0

2- Absence of relevance 6.6 11.3 82.1

3- Absence of reliability 4.7 4.7 90.6
4- Absence of understandability 1.0 14.4 84.6
5- Neglect uniformity 40.4 22.1 37.5
6- Neglect prudence 41.6 15.8 42.6

Respondents' choices for the other two statements, about uniformity and prudence,

were divided among the agreement, disagreement and neutrality towards the statements.
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For example, 34% of "University degree" and 37.5% of "Above university degree" agreed

or strongly agreed that it is possible to omit "uniformity" from a selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports, while

30.3% of "University degree" and 40.4 of "Above university degree" disagreed or strongly

disagreed with this statement.Some points regarding the above results should be noted.

First, these results confirm other results of both the overall sample and the occupation

groups; second, the results support what has been concluded in the above section that

respondents' background characteristics do not affect their perceptions.

8.2.2.2.2 Statistical Analysis:

The Mann-Whitney Test was used to test for significant differences between these two

groups. The results of this test are reported in Table 8.6, below, which indicates that there

are no statistically significant differences for any of the variables, except the first statement

(about relevance), between the two groups, as all probability values are non-significant (p

> 0.05) with the exception of the first statement that has a probability value of 0.032 (p <

0.05). The mean rank of each variable is presented in Appendix E.

Table 8.6 Mann-Whitney Test Results of Difference among Groups (Education):
Users' Perceptions of the Suitability of Selected Set of QCOAI:

Mann-
Whitney U

Wilcoxon W
Z

Asymp.
Sig.

(2-tailed)
1- Selected set of QCOAI 4922.500 11250.500 -1.891 .059

2- Absence of relevance 5113.000 11668.000 -2.146 .032

3- Absence of reliability 5692.500 12247.500 -.825 .409
4- Absence of understandability 5573.500 12128.500 -.832 .405
5- Neglect uniformity 5642.500 11102.500 -.408 .683

6- Neglect prudence 5502.000 10653.000 -.469 .639
- Grouping Variable: Education

The above results indicate that there are no significant differences between

education groups regarding their perceptions of the suitability of the selected set of QCOAI

and four of the five statements. Therefore, the answer to the question asked earlier is that

there are no significant difference in opinion on the selected set of QCOAI and on four of

the five statements, between the education groups.

In the light of the above results, it is possible to accept the null hypothesis H110,

"There are no significant differences among respondent groups (according to their level of
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education) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports"; and

reject the alternative hypothesis (H6.2 1 ) for all the above variables except the first

statement.

8.2.2.3 Effect of Experience:

In this section, which is devoted to investigate the effect of respondents' experience, the

aim is to answer the following question: Are there significant differences among

respondent groups, according to their years of experience, regarding their perceptions of

the suitability of the selected set of QCOAI to evaluate the usefulness of financial

information provided in corporate annual reports?"

Also, the above question can be formulated as a null research hypothesis as

follows:

H6.30 There are no significant differences among respondent groups (according to their

experience) regarding their perceptions of the suitability of the selected set of QCOAI to

evaluate the usefulness of financial information provided in corporate annual reports.

8.2.2.3.1 Descriptive Statistics:

As can be seen from Table 8.7 below, according to the percentage, as in the case of the

previous section, the two groups, "After 1991" and "Before 1991", nearly completely agree

that the selected set of QCOAI is suitable as 97.2% of "After 1991" and 99% of "Above

university degree" chose agree or strongly agree. This result confirms the findings for the

overall sample and other respondent groupings. In addition, the above result suggests that

respondents' level of experience does not affect their perceptions.

As reported above, the table shows that there is not much difference between

respondents in their opinions regarding the five statements. For instant, the table shows

that 78.1% of "After 1991" and 83.1% of "Before 1991", 85.9% of "After 1991" and 89.7%

of "Before 1991", and 82.5% of "After 1991" and 88.5% of "Before 1991" agreed or

strongly agreed with the first, the second, and the third statement respectively.
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Table 8.7 Users' Perceptions of the Suitability of Selected Set of QCOAI:
Respondent Groups (Experience)

Groups
(1) + (2)

Disagreement
(3)

Neutral
(4) + (5)

Agreement
97.2

Z:T)
ci)
z 5=
"c

1- Selected set of QCOAI o 2.7
2- Absence of relevance 5.3 16.7 78.1
3- Absence of reliability 2.6 11.4 85.9
4- Absence of understandability 4.4 13.2 82.5
5- Neglect uniformity 29.7 35.1 35.1
6- Neglect prudence 31.2 22.3 46.4

a)
-0
0
0
m

1- Selected set of QCOAI o 1.0 99.0
2- Absence of relevance 7.5 9.3 83.1
3- AbsenCe of reliability 2.8 7.5 89.7
4- Absence of understandability 1.0 10.5 88.5
5- Neglect uniformity 41.5 22.6 35.8
6- Neglect prudence 44.7 16.5 38.8

Regarding respondents' choices for the other two statements, it should be noted that

in the first group, "After 1991", the percentages of respondents who agreed or strongly

agreed with the two statements is a little more than that of who disagreed or strongly

disagreed. In contrast, in the second group, "Before 1991", the percentages of respondents

who agreed or strongly agreed with the two statements is a little less than that of who

disagreed or strongly disagreed with the two statements. This result suggests that

respondents in the second group, "Before 1991", have a little more interest in uniformity

and prudence than those in the first group, "After 1991". One possible reason behind this

result is that the earlier education of respondents in the second group, as they received their

education before the contemporary changes in the Egyptian economic environment and the

actual changes towards the free market, affects their perceptions of uniformity and

prudence.

8.2.2.3.2 Statistical Analysis:

The results of the Mann-Whitney Test are reported in Table 8.8 below. This table indicates

that there are no statistically significant differences between the two groups for any of the

variables, as all probability values are non-significant (p > 0.05). In addition, the mean

rank of each variable is presented in Appendix E.

This result indicates that there are no significant differences between experience

groups regarding their perceptions of the suitability of the selected set of QCOAI and the
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five statements. So, the answer to the question asked earlier is that there are no significant

differences in opinions on the selected set of QCOAI and on the five statements, between

the experience groups.

Table 8.8 Mann-Whitney Test Results of Difference among Groups (Experience):
Users Perceptions of the Suitability of Selected Set of QCOAI

Experience
Mann-

Whitney U
Wilcoxon W Z Asymp. Sig.

(2-tailed)

1- Selected set of QCOAI 5235.500 11340.500 -1.238 .216

2- Absence of relevance 5566.500 12121.500 -1.223 .221

3- Absence of reliability 5966.000 12521.000 -.311 .756

4- Absence of understandability 5200.000 11755.000 -1.828 .068

5- Neglect uniformity 5317.000 10988.000 -1.263 .207

6- Neglect prudence 5118.000 10474.000 -1.480 .139

- Grouping Variable: Respondents' experience

Therefore, it is possible to accept the null hypothesis H6.3 0, "There are no

significant differences among respondent groups (according to their years of experience)

regarding their perceptions of the suitability of the selected set of QCOAI to evaluate the

usefulness of financial information provided in corporate annual reports"; for all the above

variables, and to reject the alternative hypothesis (H6.31).

8.3 Users' Perceptions of the Importance of Each of the QCOAI:

In Chapter 3 of this study, a selected set of QCOAI was developed to be employed in the

evaluation of the usefulness of financial information provided in corporate annual reports.

The set consists of 11 characteristics that were presented in hierarchical form. This section

of the chapter aims, first, to investigate respondents' perceptions of the importance

attached to each of the selected characteristics included in this set; second to measure the

amount of agreement among respondents, whether of the overall sample or of different

occupation, qualification or experience groups, regarding their ranking of the importance

of each of the selected QCOAI.

To achieve this aim, the section is dedicated to answering research questions and

testing research hypotheses which have been defined in details in 6.2.4 of Chapter 6 (page

178). In question 3.2 (see Appendix A, part three), respondents were asked to answer a

question regarding their perceptions about the importance they attach to each of The

selected QCOAI, on a five-point scale, with 1 meaning completely unimportant and "5"
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meaning very important. Also, in question 3.3 (see Appendix A, part three) respondents

were asked to rank the four most important characteristics that can be used for judging the

usefulness of information appearing in corporate annual reports; 1 for the most important

characteristic, 2 for the next characteristic, and so on until 4 (the reasons behind asking

respondents to rank only four characteristics were explained in 6.4 of Chapter 6).

8.3.1 The Overall Sample:

8.3.1.1 Descriptive Statistics:

The results of question 3.2 will be presented using percentages to describe the proportions

of the answers, the mean to rank the characteristics, and standard deviation to describe how

these answers are dispersed around the mean. Table 8.9 below reveals that, according to

both the percentage and the mean score of each characteristic, all of the selected

characteristics are perceived to be important or very important characteristics, in slightly

varying degrees, since between 85.5% and 98.2% of sample of respondents as a whole

chose the answers Important or Very Important for each characteristic and the mean score

for each one, which confirms this result, was between 4.23 and 4.77.

The table shows that none of the respondents rated the first eight characteristics as

completely unimportant and also none of them rated "reliability" or "timeliness" as

unimportant or completely unimportant. Furthermore, "timeliness", "reliability" and

"understandability" were perceived to be the first (a percentage of 98.2% and the highest

mean score of 4.77 with the lowest standard deviation of .46), second (a percentage of

95.5% and a high mean score of 4.63 with a low standard deviation of .57), and third (a

percentage of 96.4% and a high mean score of 4.62 with a low standard deviation of .59)

most important characteristics respectively.

Conversely, "verifiability", "consistency", and "materiality" were perceived to rank

ninth, tenth and last in importance. Other characteristics were perceived to be important

characteristics. For instance, it is interesting to note that "relevance" was considered as the

seventh most important characteristic.
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Table 8.9 Users' Perceptions of the Importance Attached to Each of the QCOAI
(the Overall Sample):
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1-	 Understandability .0 .9 2.7 29.7 66.7 100 96.4 4.62 .59 3

2-	 Relevance .0 .5 5.5 41.7 52.3 100 94.0 4.46 .62 7

3-	 Reliability .0 .0 4.5 28.1 67.4 100 95.5 4.63 .57 2

4-	 Verifiability .0 .5 8.1 37.3 54.1 100 91.4 4.45 .66 9

5-	 Neutrality .0 .5 7.7 34.6 57.2 100 91.8 4.49 .66 5

6-	 Faithful representation .0 .5 8.6 32.8 58.1 100 90.9 4.49 .67 6

7-	 Comparability .0 .9 1.8 32.6 64.7 100 97.3 4.61 .57 4

8-	 Timeliness .0 .0 1.8 18.9 79.3 100 98.2 4.77 .46 1

9-	 Predictive value .5 .0 8.1 35.5 55.9 100 91.4 4.46 .68 8

10- Consistency .5 1.8 10.9 41.3 45.5 100 86.8 4.30 .77 10

11-	 Materiality .9 1.4 12.2 44.5 41.0 100 85.5 4.23 .78 11

The above results suggest that respondents as a whole sample perceived all the

selected characteristics as important characteristics in the evaluation of the usefulness of

financial information presented in corporate annual reports. These results were expected

for the following reasons. First, in general, the selected characteristics, many of which

were selected earlier by studies prepared by important accounting bodies or by individual

academics, heighten the usefulness of financial information; second, many interviewed

respondents reported that they saw all the selected characteristics, in general, as important

in the evaluation of the financial information, and "timeliness" and "comparability",

especially, are very important for those taking decisions regarding the securities

investment; third, in the last few years, there has been increasing interest in "timeliness"

and "faithful representation" (the latter is called by users in Egypt "transparency") of the

financial information, whether by the authorities or by users' representatives. For instance,

the Chairman of the CMA reported that the CMA is more interested to ensure that listed

companies follow the regulation about the timeliness of the disclosed financial information

(Al-Abram International, 2000b).

In the new listing rules, the CASE required listed companies to send, by the end of

each year, a copy of their annual reports to both the CASE and CMA after a maximum of 3

months from the end of the financial period (see 5.5.1 in Chapter 5). Also, the new law for
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the capital market, which is under discussion and will be issued later, after 2002, will

include a separate part that will be related to the regulation of the financial disclosure by

the listed companies (Al-Abram International, 2000c).

However, "faithful representation" did not receive a high rating like "timeliness"

because the former was ranked sixth in importance (a percentage of 90.9% and a mean

score of 4.49 with a standard deviation of .67). The above results are illustrated using the

percentages of those who chose Important or Very Important in the following figure.

Figure 8.1 Users' Perceptions of the Importance Attached to Each of the QCOAI
the Overall Sample:

In the light of the above findings, the answer to the question, What are the

respondents' perceptions of the importance attached to each of the QCOAI selected earlier

in the study?, is that respondents as a whole sample perceive all the selected characteristics

as important characteristics in general, and "timeliness" is considered the most important

characteristic.

Table 8.10 below reveals the results obtained from question 3.3 regarding the

respondents' ranking the QCOAI. The table shows the percentages of respondents who

ranked the characteristics whether as the first, the second, the third, and the fourth most

important and it also shows the mean rank of each characteristic. For instance, it shows

that 29.2% of respondents of the overall sample ranked "understandability" as the first

most important characteristic, and 14.9% as the second, 12.2% as the third, and 7.7% as
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the fourth most important characteristic, while 36.0% of them did not rank it as one of the

four most important characteristics.

The table also reveals, according to the mean score, that "understandability",

"reliability", "timeliness", and "relevance" were ranked as the four most important

characteristics as they received mean scores of 1.94, 1.60, 1.46, and 1.03 respectively. This

result almost agrees with what was suggested in Chapter 3 earlier, as "understandability" is

a basic characteristic and both "relevance" and "reliability" are first level characteristics.

Table 8.10 Ranking the QCOAI (the Overall Sample):
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First	 % 29.2 8.1 19.8 2.7 7.2 6.3 1.4 18.0 4.1 2.3 0.9
Second	 % 14.9 16.2 14.9 9.0 8.6 8.1 7.7 10.4 5.9 3.2 1.4
Third	 % 12.2 7.7 17.1 7.2 7.7 6.3 12.6 14.0 8.6 3.6 3.2

Fourth	 % 7.7 6.8 7.7 11.7 6.3 9.5 10.4 15.3 10.4 6.8 6.8

Not chosen	 % 36.0 61.3 40.5 69.4 70.3 69.8 68.0 42.3 71.2 84.2 87.8

Total	 % 100 100 100 100 100 100 100 100 100 100 100

Mean 1.94 1.03 1.60 .64 .76 .72 .64* 1.46 .61 .32 .21
Ranking 1 4 2 8 5 6 7 3 9 10 11

Kendall's W. = .139	 N = 222	 Asymp. Sig. = .000

* The standard deviation of this mean (1.05) is less than that one of "verifiability" (1.12).

Furthermore, the table shows the degree of agreement among respondents

regarding their ranking of the QCOAI. The value of Kendall's W ranges between 0 (that

indicates that there is no agreement among rankers) and 1 (that indicates that there is a

perfect agreement among them), but unfortunately, in the literature, there is no benchmark

regarding the acceptable level of agreement. In this study, the value of W is .139 (with a

significant value of .000) that expresses a low degree of agreement among respondents of

the overall sample in ranking the eleven characteristics. This result suggests that a weak

agreement existed among respondents in their ranking of the characteristics. The reasons

behind this low level of agreement among respondents of the whole sample might be that

first, the number of the ranked characteristics was relatively high; second, respondents who

ranked the characteristics were a mixture of financial analysts, decision makers, academics,

stock brokers, and staff of the regulatory and observatory bodies (others); third,

respondents had different levels of education and experience and they had various
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backgrounds. All these differences among respondents might lead to a weak agreement in

their ranking.

In the light of the above finding, the answer to the research question: "What is the

amount of agreement among respondents, whether of the overall sample or of different

occupation, qualification or experience user groups regarding their ranking of the

QCOAI?" is that there is a weak agreement among respondents of the overall sample

regarding their ranking of the QCOAI.

8.3.1.2 Statistical Analysis:

To test for significant differences in respondents' choice of answers on this question, the

Chi-square for one sample test was used. Table 8.11 below, reveals the results of this test.

As all values of Chi-square were significant (p < 0.05), it is acceptable to say that

respondents' answers were not equally distributed among the different levels of

perceptions of the importance attached to each of the QCOAI. Therefore, the answer to the

related question is that there are significant differences for all of the characteristics.

Table 8.11 Chi-square Results for Importance of Each of the QCOAI (the Overall Sample):

QCOAI Chi-Square Of Asymp. Sig.

1- Understandability 251.874 3 .000
2- Relevance 176.982 3 .000
3- Reliability 133.910 2 .000
4- Verifiability 167.441 3 .000
5- Neutrality 180.667 3 .000
6- Faithful representation 180.378 3 .000

7- Comparability 243.308 3 .000

8- Timeliness 220.649 2 .000

9- Predictive value 173.351 3 .000
10- Consistency 208.955 4 .000
11- Materiality 201.964 4 .000

Consequently, the null hypothesis H7 0 : There are no significant differences in

respondents' choice of answers on the perceptions of the importance attached to each of the

selected QCOAI; should be rejected for all the characteristics and the alternative

hypothesis (H7 1 ) should be accepted.
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8.3.2 Effect of Background Variables:

This section of the chapter is concerned with the analysis of respondents' perceptions in

relation to their occupation, level of education, and years of experience. This analysis aims

to examine whether the differences in background characteristics of respondents affect

their perceptions of the importance of each of the QCOAI.

8.3.2.1 Effect of Occupation:

This sub-section aims to answer the following questions:

- Are there significant differences among respondent groups, according to their occupation,

regarding their perceptions of the importance attached to each of the selected QCOAI?

- What is the amount of agreement among respondents of different occupation regarding

their ranking of the QCOAI?

The following null research hypothesis is formulated to answer the first question,

while descriptive statistics are used to answer the other question.

H8.1 0 There are no significant differences among study groups (according to their

occupation) regarding the importance attached to each of the QCOAI.

8.3.2.1.1 Descriptive Statistics:

Table 8.12 below reveals, according to the mean score of each characteristic, that

"timeliness" was ranked as the first most important characteristic by four groups and the

second most important by "Financial analysts" who ranked "comparability" as the most

important characteristic. Also, this table shows that 100% of both "Financial analysts" and

"Others" considered "timeliness" important or very important, with mean scores of 4.74

and 4.76 with standard deviations of .44 and .43 respectively. The percentages of

"Decision makers", "Academics", and "Stock brokers" who responded in this way were

93.8%, 97.9%, and 96.8%, with the highest mean scores of 4.78, 4.90, and 4.68 and low

standard deviations of .55, .37, .54 in that order.

This result, which agrees with and confirms the finding from the overall sample,

shows the high level of agreement that "timeliness" is a very important characteristic, that

strongly affects the usefulness of financial information. It should be noted that "Financial
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analysts" is the only group that did not rank "timeliness" as the most important

characteristic. The reason behind that is that financial analysts, by the nature of their work,

are more interested in different types of comparability (for example, interperiod

comparability and intercompany comparability), which was ranked as the first

characteristic, than any other characteristic.

The first group, "Financial analysts" who ranked "comparability" and "timeliness"

as the first and second most important characteristics, ranked "reliability" and

"understandability" as the third and fourth characteristics. On the other hand, they ranked

"consistency" and "materiality" as the least important characteristics. Other characteristics

were moderately rated. For instance, "relevance" was unexpectedly ranked as the ninth

most important characteristic.

"Decision makers", the second group, ranked "reliability" and "understandability"

as the second and the third. In contrast with other groups, they ranked "faithful

representation" as the least important characteristic. These results, which suggest that

respondents of this group are more interested in timeliness, support what was discussed

earlier in Chapter 3, that "timeliness" is a very important characteristic and financial

information cannot be useful unless it is received by its users in good time. Decision

makers, especially, should receive the information needed for the decision making process

at a suitable time.

"Academics", in contrast with other groups, ranked "relevance" as the second most

important characteristic. The reason behind that may be that they, as sophisticated users,

recognise the importance of "relevance" more than others do, and understand that it might

include some other important characteristics such as "timeliness" and "comparability".

Also, this result could support what has been discussed earlier in Chapter 3, that financial

information is useless if it is not relevant. "Academics" also gave "reliability" and

"understandability" a high ranking. The above result was expected from academics, who

would be more aware than other groups that these characteristics are considered in many

studies to be basic or first level characteristics. Conversely, they ranked "consistency" and
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"materiality" as the tenth and least most important characteristics. Also, the other

characteristics were moderately ranked.

Table 8.12 Users' Perceptions of the Importance Attached to Each of the QCOAI:
Respondent Grou ps (Occupation
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Mean 4.62 4.30 4.64 4.49 4.42 4.46 4.75 4.74 4.39 4.14 4.11

S. Deviation .54 .69 .58 .72 .70 .70 .44 .44 .67 .86 .90
Ranking 4 9 3 5 7 6 1 2 8 10 11

cn
5
ca

d

(4) Important	 (%) 31.3 35.5 21.9 40.6 25.0 28.1 43.7 9.4 37.5 40.6 40.6
(5)V. important	 (%) 65.6 58.1 75.0 53.1 65.6 59.4 56.3 84.4 56.3 53.1 53.1
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S. Deviation .55 .63 .52 .62 .67 .72 .50 .55 .62 .62 .62
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4	 5() + ()	 (%) 100 93.3 93.6 87.1 87.1 93.6 93.3 96.8 87.1 90 77.4

Mean 4.58 4.27 4.52 4.29 4.29 4.35 4.43 4.68 4.26 4.17 4.06
S. Deviation .50 .58 .63 .69 .69 .71 .63 .54 .89 .59 .73
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(4) Important	 (%) 29.4 44.1 32.4 38.2 26.5 26.5 35.3 23.5 38.2 26.5 38.2
(5)V. important 	 (%) 64.7 52.9 61.8 55.9 67.6 64.7 58.8 76.5 58.8 64.7 61.8
(4) + (5)	 (%) 94.1 97 94.2 94.1 94.1 91.2 94.1 100 97 91.2 100
Mean 4.59 4.50 4.56 4.50 4.62 4.56 4.53 4.76 4.56 4.53 4.62
S. Deviation .61 .56 .61 .62 .60 .66 .61 .43 .56 .75 .49
Ranking 4 10 6 11 3 7 8 1 5 9 2

"Stock brokers" also gave "understandability" and 'reliability" a high ranking. This

result shows that the first four groups ranked "reliability" nearly equally. Besides, they

gave "consistency" and "materiality" the same rating as "Financial analysts" and

"Academics". This result reflects a high agreement among three groups, namely, "Financial

analysts", "Academics", and "Stock brokers", regarding their rankings of both

"consistency" and "materiality". Other characteristics were moderately ranked.

The last group, "Others", noticeably differ from other group in their ratings of some

characteristics. For instance, "materiality", which was ranked low by other groups, was

ranked by this group as the second most important characteristic. Also, "neutrality", which
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received moderate rankings from the first four groups, was considered as the third most

important characteristic. In addition, "reliability" and "comparability", which received

relatively high rankings from other groups, were ranked by this group as the sixth and

eighth most important characteristics. Although the ratings of this group agree with those

of other groups regarding some characteristics such as "timeliness" and

"understandability", they differ in other characteristics such as "materiality" and

"neutrality". The reason behind these differences could be the differences in the nature of

their work, as they work to supervise and control the market. For example, their interest in

"comparability" is less than that of "Financial analysts" or "Decision makers", who need to

compare financial information to choose among alternatives.

Table 8.13 below shows the respondents' ranking the QCOAI for the five

occupation groups. For example, it reveals that 27.6% of "Financial analysts", the first

group, ranked "understandability" as the most important characteristic, and 9.2% as the

second, 13.2% as the third, and 6.4% as the fourth most important characteristic. However,

43.4% of them did not rank it as one of the four most important characteristics.

For example, according to the mean score, the first group "Financial analysts"

ranked "reliability", "understandability", "timeliness", and "neutrality" as the four most

important characteristics. "Decision makers" ranked "timeliness", "understandability",

"faithful representation", and "reliability" as the four most important characteristics.

"Academics" ranked "understandability", "relevance", "timeliness", and "reliability" as the

four most important characteristics. "Stock brokers" ranked "timeliness", "understa-

ndability", "reliability", and "relevance" as the four most important characteristics. The

fifth group, "Others", ranked, "understandability", "reliability", "neutrality", and

"timeliness" as the four most important characteristics.

This result, which partly agrees with what was suggested in Chapter three of this

study, shows that "understandability", "reliability", and "timeliness", which is a

component of "relevance", were ranked as three of the four most important characteristics

by all groups.
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Table 8.13 Ranking the QCOAI - Respondent Groups (Occupation):
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Fourth	 % 2.0 12.2 6.1 4.1 2.0 18.4 18.4 16.3 10.2 4.1 6.1
Not chosen % 34.7 36.7 51.0 75.5 77.6 65.3 71.4 40.8 65.3 89.8 91.8
Total	 % 100 100 100 100 100 100 100 100 100 100 100
Mean 2.20 1.80 1.31 .53 .61 .67 .47 1.31* .80 .20 .10
Ranking 1 2 4 8 7 6 9 3 5 10 11

Kendall's W = .194	 N = 49	 Asymp. Sig. = .000

.
a,

c-)0
0

First	 % 19.4 9.7 19.4 6.5 3.2 12.9 - 22.6 3.2 3.2 -
Second	 % 22.6 6.5 12.9 9.7 6.5 9.7 6.5 6.5 12.9 - 6.5
Third	 % 3.2 16.1 6.5 12.9 3.2 - 16.1 19.4 16.1 - 6.5
Fourth	 % 12.9 9.7 12.9 9.7 12.9 6.5 3.2 22.6 - - 9.7
Not chosen % 41.9 58.1 48.4 61.3 74.2 71.0 74.2 29.0 67.7 96.8 77.4
Total	 % 100 100 100 100 100 100 100 100 100 100 100
Mean 1.65 1.00 1.42 .90 .52 .87 .55 1.71 .84 .13 .42
Ranking 2 4 3 5 9 6 8 1 7 11 10

Kendall's W = .183	 N = 31	 Asymp. Sig. = .000

E
0

.-E.
o

.

First	 % 32.4 - 26.5 5.9 17.6 2.9 - 8.8 2.9 2.9 -
Second	 % 23.5 8.8 11.8 5.9 8.8 8.8 14.7 14.7 - 2.9 -
Third	 °A 14.7 14.7 11.8 - 5.9 8.8 23.5 5.9 11.8 2.9 -
Fourth	 % 14.7 2.9 5.9 11.8 2.9 5.9 5.9 11.8 11.8 23.5 2.9
Not chosen % 14.7 73.5 44.1 76.5 64.7 73.5 55.9 58.8 73.5 67.6 97.1
Total	 % 100 100 100 100 100 100 100 100 100 100 100
Mean 2.44 .59 1.71 .53 1.12 .62 .97 1.03 .47 .50 .03
Ranking 1 7 2 8 3 6 5 4 10 9 11

Kendall's W. = .205	 N = 34	 Asymp. Sig. = .000

* The standard deviation of this mean (1.34) is less than that of "reliability" (1.52).

In addition to the above results, Table 8.13 shows the degree of agreement among

respondents regarding their ranking of the QCOAI, based on the value of W of each group.
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The value of W for all groups was low (.174, .144, .194, .183, and .205 for the five groups

respectively, with significant values of .000). The last group, "Other", showed a relatively

high degree of agreement in their ranking of the QCOAI as the value of W was the highest

value (.205) among the five groups. On the other hand, "Decision makers" showed the

lowest degree of agreement concerning their ranking (.144). Also, the above results

suggest that there was weak agreement among respondents of occupation groups in their

ranking of the characteristics.

Again, the reasons for this low value could be the relatively large number of the

ranked characteristics or the differences in the education, experience or the background of

each respondent within the individual group.

Correspondingly, the answer to the related research question is there is a weak

agreement among respondents of the occupation groups regarding their ranking of the

QCOAI.

8.3.2.1.2 Statistical Analysis:

The Kruskal - Wallis Test was used to test for significant differences among the occupation

groups regarding their perceptions of the importance attached to each of the QCOAI. The

results, in Table 8.14 below, show that there are statistically significant differences in three

characteristics, "relevance", "consistency", and "materiality", across the occupation groups

since their probability values were significant (.001, .034, and.003 respectively), while

there are no statistically significant differences in other characteristics since their

Table 8.14 Kruskal-Wallis Test Results for Difference among Groups (Occupation):
Importance of Each of the QCOAI

QCOAI Chi-Square Df Asymp. Sig.
.5791- Understand. 2.877 4

2- Relevance 19.549 4 .001
3- Reliability 2.841 4 .585
4- Verifiability 2.853 4 .583
5- Neutrality 6.431 4 .169
6- Faithful rep. 2.461 4 .652
7- Comparability 8.577 4 .073
8- Timeliness 7.439 4 .114
9- Predictive v. 6.143 4 .189

10- Consistency 10.390 4 .034
11- Materiality 15.876 4 .003

Grouping Variable: Occupation
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probability values were not significant ( p > 0.05). Also, this test gives the values of the

mean rank of each characteristic (refer to Appendix E).

The above results suggest that there are significant differences in three of eleven

characteristics, across occupation groups. Accordingly, the answer to the related question

is that there are significant differences for three out of eleven characteristics. Therefore, it

is possible to reject the null hypothesis H8.1 0 "There are no significant differences among

respondent groups (according to their occupation) regarding the importance attached to

each of the QCOAI"; for three characteristics, namely, "relevance", "consistency", and

"materiality", and accept the alternative hypothesis (H8.1 1 ). However, for other

characteristics it is possible to accept the null hypothesis and reject the alternative one.

8.3.2.2 Effect of Education:

This section investigates the effect of respondents' education. It aims to answer the

following questions:

- Are there significant differences among respondents (according to their level of

education) regarding their perceptions of the importance attached to each of the QCOAI?

- What is the amount of agreement among respondents of different education regarding

their ranking of the QCOAI?

The following null research hypothesis is formulated to answer the first question,

while the other question can be answered using descriptive statistics.

118.2 0 There are no significant differences among respondents (according to their level of

education) regarding the importance attached to each of the QCOAI.

8.3.2.2.1 Descriptive Statistics:

As can be seen from Table 8.15 below, the first group, "University degree", ranked

"timeliness" as the first most important characteristic as 98.3% chose important or very

important (the highest mean score of 4.67 with the lowest standard deviation of .51).

"Comparability", "understandability", and "reliability" were ranked as the second, the third,

and the fourth most important characteristic respectively. On the contrary, "relevance",

"materiality" and "consistency" were ranked as the ninth, the tenth, and the eleventh most
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important characteristics. Other characteristics such as "verifiability" and "neutrality" were

moderately ranked.

The second group, "Above university degree", also ranked "timeliness" as the first

most important characteristic, since 98.1% chose important or very important (the highest

mean score of 4.90 with the lowest standard deviation of .36). Furthermore, they ranked

"comparability", "understandability", and "reliability" in the same way as the first group

but "reliability" and "comparability" were ranked differently. As for the first group,

"consistency" and "materiality" received the lowest mean scores. Other characteristics

were moderately ranked as well.

Table 8.15 Users' Perceptions of the Importance Attached to Each of the QCOAI:
Respondent Groups (Education)
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(4)Important	 (%) 36.5 51.3 32.2 39.1 40.9 38.3 36.0 29.6 43.5 45.6 46.1
(5)V. important	 (%) 60.0 40.7 62.6 51.3 48.7 51.3 61.4 68.7 46.1 38.6 40.9
(4)+(5)	 (%) 96.5 92 94.8 90.4 89.6 89.6 97.4 98.3 89.6 84.2 87
Mean 4.57 4.33 4.57 4.42 4.38 4.40 4.59 4.67 4.36 4.19 4.23
S. Deviation .56 .62 .59 .66 .67 .70 .55 .51 .66 .80 .81
Ranking 3 9 4 5 7 6 2 1 8 11 10

a)
>c)

(4)Important	 (%) 21.7 31.1 22.9 34.9 28.3 27.4 28.3 6.6 27.4 36.2 43.4
(5)V. important	 (%) 74.5 65.1 73.3 57.5 67.0 66.0 68.9 91.5 66.0 53.3 41.5
(4)+(5) 	 (%) 96.2 96.2 96.2 92.4 95.3 93.4 97.2 98.1 93.4 89.5 84.9
Mean 4.69 4.60 4.70 4.49 4.61 4.59 4.64 4.90 4.58 4.41 4.25
S. Deviation .61 .60 .54 .67 .61 .61 .60 .36 .69 .73 .75
Ranking 3 6 2 9 5 7 4 1 8 10 11

The above results indicate that:

1- Generally, there is a complete agreement between the two groups regarding the ranks

given to three characteristics, namely, "timeliness", "understandability", and "predictive

value". This result agrees with and confirms the above results of the overall sample and

partly agrees with the results for the occupation groups.

2- The differences in ranking the other characteristics were not very large. For example,

"relevance" was ranked as the ninth by the first group, while it was ranked sixth by the

other group.
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3- The first group, "University degree", is slightly more interested in "comparability" and

"verifiability" than the other group, while it is slightly less interested in "relevance" and

"reliability" than the other.

As a general point regarding the above results, it is possible to conclude that

respondents' level of education does not affect their perceptions of the importance attached

to three of the QCOAI, while it does for the others.

Table 8.16 below shows the respondents' ranking of the QCOAI for the two

education groups. For example, it reveals that 23.5% of "University degree", the first

group, ranked "reliability" as the first most important characteristic, 15.7% as the second,

18.3% as the third, and 7.8% as the fourth most important characteristic, whilst 34.8% of

Table 8.16 Ranking the QCOAI - Respondent Groups (Education)
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First	 % 27.0 6.1 23.5 5.2 3.5 7.0 0.9 23.5 1.7 0.9 0.9

Second	 % 10.4 14.8 15.7 13.0 10.4 9.6 10.4 7.8 2.6 3.5 1.7

Third	 % 14.8 7.0 18.3 7.0 7.0 6.1 10.4 13.0 10.4 1.7 4.3

Fourth	 % 10.4 5.2 7.8 13.9 9.6 5.2 7.0 13.9 12.2 5.2 7.8

Not chosen % 37.4 67.0 34.8 60.9 69.6 72.1 71.3 41.7 73.0 88.7 85.2

Total	 % 100 100 100 100 100 100 100 , 100 100 100 100

Mean 1.79 .88 1.85 .88* .69

_
.74 .63 1.57 .48 .23 .25

Ranking 2 5 1 4 7 6 8 3 9 11 10

Kendall's W. = .155	 N = 115	 Asymp. Sig. = .000
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°
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First	 % 32.1 9.4 16.0 - 11.3 5.7 1.9 12.3 6.6 3.8 0.9
Second	 % 18.9 17.9 14.2 4.7 6.6 6.6 4.7 13.2 9.4 2.8 0.9
Third	 % 9.4 8.5 15.1 7.5 8.5 6.6 15.1 15.1 6.6 5.7 1.9
Fourth	 % 4.7 8.5 7.5 9.4 2.8 13.2 14.2 17.0 8.5 8.5 5.7
Not chosen % 34.9 55.7 47.2 78.3 70.8 67.9 64.2 42.5 68.9 79.2 90.6
Total	 % 100 100 100 100 100 100 100 100 100 100 100

Mean 2.08 1.17 144 .39 .85 .69 .66 1.36 .76 .43 .16
Ranking 1 4 2 10 5 7 8 3 6 9 11

Kendall's W. = .137	 N = 106	 Asymp. Sig. = .000

* The standard deviation of this mean (1.29) is less than that for "relevance (1.37).

them did not rank it as one of the four most important characteristics.

The first group, "University degree", ranked "reliability", "understandability",

"timeliness", and "verifiability" as the four most important Characteristics. On the other

hand, the other group, "Above university degree", ranked "understandability", "reliability",

"timeliness", and "relevance" as the four most important characteristics.
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This ranking, which nearly agrees with the rankings by the overall sample and the

occupation groups, partly agrees with what was suggested in Chapter Three of this study,

as both "understandability" and "reliability" were ranked as two of the four most important

characteristics by the two groups, while "relevance" was ranked as one of the four most

important characteristics by one group (Above university degree).

Also, the above table shows the degree of agreement among respondents regarding

their ranking of the QCOAI. The value of W for the two groups was low (.155 and .137 for

the two groups respectively with a significant values of .000). This finding suggests that

the degree of agreement of the two groups nearly the same and it was not a high degree of

agreement. Therefore, the answer to the related research question is there is a weak

agreement among respondents of the education groups regarding their ranking of the

QCOAI.

8.3.2.2.2 Statistical Analysis:

The results of the Mann-Whitney Test are reported in Table 8.17 below, which indicates

Table 8.17 Mann-Whitney Test Results of Difference among Groups (Education):
Importance of Each of the QCOAI

QCOAI
Mann-

Whitney U
Wilcoxon W Z Asymp. Sig.

(2-tailed)

1- Understand. 5251.500 11921.500 -2.163 .031
2- Relevance 4500.500 10941.500 -3.589 .000
3-	 Reliability 5392.000 12062.000 -1.675 .094

4- Verifiability 5696.500 12366.500 -.945 .345

5- Neutrality 4924.000 11594.000 -2.815 .005

6- Faithful rep. 5173.500 11843.500 -2.219 .026
7- Comparability 5610.500 12165.500 -1.100 .271
8- Timeliness 4731.500 11401.500 -4.108 .000
9- Predictive v. 4886.000 11556.000 -2.880 .004
10- Consistency 5047.500 11602.500 -2.191 .028
11-	 Materiality 6066.000 11737.000 -.067 .947

Grouping Variable: Education

that there are no statistically significant differences for four characteristics namely

"reliability", "verifiability", "comparability", and "materiality", as their probability values

are non-significant (p > 0.05), while there are differences between the two groups in other

characteristics. In addition, the test shows the values of the mean rank of each

characteristic (see to Appendix E). In the light of the above result, the answer to the

question posed earlier is that there are no significant differences in four of the eleven
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characteristics, namely, "reliability", "verifiability", "comparability", and "materiality",

between the education groups regarding their perceptions of the importance attached to

each of the QCOAI. Therefore, it is possible to accept the null hypothesis H8.2 0, "There are

no significant differences among respondents (according to their level of education)

regarding the importance attached to each of the QCOAI" for these four characteristics and

reject the alternative hypothesis (H8.2 1 ). However, it is possible to reject the null

hypotheses for other characteristics and accept the alternative one.

8.3.2.3 Effect of Experience:

This section is about investigation of the effect of respondents' experience. It aims to

answer the following questions:

- Are there significant differences among respondents (according to their years of

experience) regarding their perceptions of the importance attached to each of the selected

QCOAI?

- What is the amount of agreement among respondents of different experience regarding

their ranking of the QCOAI?

The following null research hypothesis is formulated to answer the first question,

while the other question can be answered using descriptive statistics.

H8.30 There are no significant differences among respondents (according to their years of

experience) regarding the importance attached to each of the QCOAI.

8.3.2.3.1 Descriptive Statistics:

Table 8.18 below reveals that both groups, "After 1991" and "Before 1991", ranked

"timeliness" as the most important characteristic, as 99.1% and 97.2 chose important or

very important (the highest mean scores of 4.74 and 4.81 and the same lowest standard

deviation of .46). The two groups ranked the other characteristics, "reliability", "faithful

representation", "consistency", and "materiality", similarly as the third, the sixth, the tenth,

and the eleventh most important characteristics.
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The first group gave high rankings to "comparability", "reliability" and rated

"understandability" as the second, the third and the fourth most important. Other

characteristics such as "verifiability" and "predictive value" were ranked moderately.

Table 8.18 Users' Perceptions of the Importance Attached to Each of the QCOAI:
Respondent Groups (Experience)

Groups
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(4)Important	 (°/0) 19.6 29.9 26.4 39.3 29.0 28.0 31.8 13.1 31.8 33.0 41.1
(5)V. important	 (%) 76.6 65.4 69.8 53.3 66.4 66.4 64.5 84.1 61.7 53.8 46.7
(4)+(5)	 (%) 96.2 95.3 96.2 92.6 95.4 94.4 96.3 97.2 93.5 86.8 87.8
Mean 4.71 4.61 4.66 4.46 4.62 4.60 4.59 4.81 4.55 4.39 4.34
S. Deviation .60 .58 .55 .63 .58 .63 .63 .46 .62 .76 .71
Ranking 2 5 3 9 4 6 7 1 8 10 11

The second group, 'Before 1991", gave 'understandability" a high ranking; they

also gave "neutrality" and "relevance" relatively high rankings as the fourth and the fifth

most important characteristics. "Comparability", "predictive value", and "verifiability"

received relatively low rankings as the seventh, the eighth, and the ninth most important

characteristics.

The above results reveal that:

1- Generally, the results of these two groups do not differ remarkably from the results of

the two groups in the last section, since there is a complete agreement between the two

groups regarding the rankings given to five characteristics, namely, "timeliness",

"reliability", "faithful representation", "consistency", and "materiality". Again, this result

agrees with and confirms the above results of the overall sample and partly agrees with the

results for the occupation and education groups.

2- Differences in the rankings of the other characteristics were not very great, except for

"comparability", which was ranked second by "After 1991", while it was ranked seventh

by "Before 1991". These results suggest that the first group, "After 1991", is more
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interested in "comparability" and "verifiability" than the other group, while it is slightly

less interested in "relevance" and "neutrality" than the other one.

In the light of the above, it is possible to conclude that respondents' experience does

not affect their perceptions of the importance attached to five of the QCOAI, while it

affects other characteristics.

The next table, Table 8.19, shows the respondents' rankings of the QCOAI for the

two groups of experience. For instance, it shows that 22.6% of "After 1991", the first

group, ranked "reliability" as the first most important characteristic, 18.3% as the second,

20.9% as the third, and 7.0% as the fourth most important characteristic, while 31.3% of

them did not rank it as one of the four most important characteristics.

Table 8.19 Ranking the QCOAI - Respondent Groups (Experience):

Groups
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First	 % 26.1 7.0 22.6 4.3 3.5 6.1 1.7 19.1 3.5 4.3 1.7
Second	 % 13.0 13.0 18.3 12.2 10.4 6.1 5.2 12.2 4.3 2.6 2.6
Third	 % 11.3 8.7 20.9 5.2 6.1 5.2 14.8 13.9 7.8 2.6 3.5
Fourth	 % 8.7 6.1 7.0 16.5 8.7 6.1 8.7 16.5 8.7 3.5 7.8
Not chosen	 % 40.9 65.2 31.3 61.7 71.3 76.5 69.7 38.3 75.7 87.0 84.3
Total	 % 100 100 100 100 100 100 100 100 100 100 100

Mean 1.75 .90 1.94 .81 .66 .59 .61 1.57 .51 .34 .30
Ranking 2 4 1 5 6 8 7 3 9 10 11

Kendall's W. = .159	 N = 115	 Asymp. Sig. = .000
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First	 % 32.7 9.3 16.8 0.9 11.2 6.5 0.9 16.8 4.7 - -
Second	 % 16.8 19.6 11.2 5.6 6.5 10.3 10.3 8.4 7.5 3.7 -
Third	 % 13.1 6.5 13.1 9.3 9.3 7.5 10.3 14.0 9.3 4.7 2.8
Fourth	 % 6.5 7.5 8.4 6.5 3.7 13.1 12.1 14.0 12.1 10.3 5.6
Not chosen	 % 30.8 57.0 50.5 77.6 69.2 62.6 66.4 46.7 66.4 81.3 91.6
Total	 % 100 100 100 100 100 100 100 100 100 100 100

Mean 2.14 1.17 1.36 .46 .87 .85 .67 1.35 .72 .31 .11
Ranking 1 4 2 9 5 6 8 3 7 10 11

Kendall's W. = .142	 N = 107	 Asymp. Sig. = .000

The two groups nearly similarly ranked "reliability", "understandability",

"timeliness", and "relevance" as the four most important characteristics. This ranking,

which agrees with other rankings by the overall sample and some of the occupation and

education groups, partly agrees with what was suggested in Chapter Three of this study.

Also, the above table shows that the value of W for the two groups was low (.159

and .142 for the two groups respectively with significant values of .000). This result, which
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agrees with other results for the overall sample and the various groupings, suggests that the

degree of agreement of the two groups was nearly the same and it was not a high degree of

agreement. Consequently, the answer to the related research question is that there is a weak

agreement among respondents of the experience groups regarding their ranking of the

QCOAI.

8.3.2.3.2 Statistical Analysis:

The results of the Mann-Whitney Test, reported in Table 8.20 below, indicate that there are

no statistically significant differences for six characteristics, namely, "reliability",

"verifiability", "comparability", "timeliness", "predictive value", and "materiality" as their

probability values are non-significant (p > 0.05), while there are significant differences for

other characteristics. Besides, the test shows the values of the mean rank of each

characteristic (refer to Appendix E).

Table 8.20Mann-Whitney Test Results of Difference among Groups (Experience):
Importance of Each of the QCOAI

QCOAI
Mann-Whitney

U
Wilcoxon W Z Asymp. Sig.

(2-tailed)
1- Understand. 5020.500 11690.500 -2.876 .004
2- Relevance 4517.500 10958.500 -3.657 .000
3- Reliability 5799.000 12469.000 -.761 .447
4- Verifiability 6130.500 11908.500 -.052 .959
5- Neutrality 4977.000 11647.000 -2.800 .005
6- Faithful rep. 5099.000 11769.000 -2.515 .012
7- Comparability 6029.000 11807.000 -.177 .860
8- Timeliness 5613.500 12283.500 -1.602 .109
9- Predictive v. 5410.500 12080.500 -1.757 .079
10- Consistency 5194.500 11749.500 -1.967 .049
11- Materiality 5393.000 12063.000 -1.732 .083

- Grouping Variable: Experience

Regarding the above result, the answer to the question posed earlier is that there are

no significant differences, for six of eleven characteristics, namely, "reliability",

"verifiability", "comparability", "timeliness", "predictive value", and "materiality" between

the experience groups regarding their perceptions of the importance attached to each of the

QCOAI. Consequently, it is possible to accept the null hypothesis H8.3 0, that there are no

significant differences among respondents (according to their years of experience)

regarding the importance attached to each of the QCOAI, for these six characteristics, and
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reject the alternative hypothesis (H8.3 1 ), while it is possible to reject the null hypotheses

for other characteristics and accept the alternative one.

8.3.3 Comparing Results of the Current Study with Those of Other Studies:

(Users' Perceptions of the Importance of Each of the QCOAI)

In the previous sections, sections 8.3.1 and 8.3.2, an analysis of data related to the users'

perceptions of the importance attached to each of the QCOAI was presented. In the present

section, a comparison will be conducted between the results of this section of the current

study and those of similar sections in other related studies.

Similarly to what has been done in the last chapter, the comparison will be made

between this study and other studies carried out in Egypt, other Arab countries, and some

developed countries. Again, these studies could differ from the current one in the time

when or the place where they were carried out, the population from which the sample was

drawn, the methodology used to carry out the study, and the response rates. The

comparison will include the following studies: Shohaieb (1990), Abdullah (1992), and

Ali's study (1992), which were accomplished in Egypt; Abu-Nassar and Rutherford (1996),

which was accomplished in Jordan; Stamp (1982) and Joyce et al. (1982) which were

accomplished in the UK and the US respectively.

Table 8.21 below, shows that "timeliness", which was ranked as the most important

characteristic in this study (the highest mean score and percentage, 4.77 and 98.2

respectively) received a high ranking in other studies carried out in Egypt (second in Al's

study (1992), with a mean score of 3.3, and third in Shohaieb's study (1990), with a mean

score of 1.71). Also, this characteristic received a high ranking in Abu-Nassar and

Rutherford's study (1996), as the second most importance characteristic. On the other hand,

it received a moderate ranking, as the seventh characteristic, in Stamp's study, while it was

ranked as the ninth, a low ranking, in Joyce et al. (1982).

"Understandability", which received a relatively high ranking in the present study

(a mean score of 4.62 and a percentage of 96.4), was ranked almost similarly in Abdullah's

study (1992), as the second with a percentage of 89.41, and Ali's study (1992) as the fourth
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with a mean score of 3.7. While it was ranked as the seventh characteristic by Shohaieb

(1990) with a mean score of 2.05. This characteristic was ranked thirteenth in Stamp's

study, and third by Joyce et al. (1982).

"Reliability", which was ranked as the seventh characteristic in this study (a mean

score of 4.46 and a percentage of 94.0), was ranked first in studies carried out in the

developed countries. Other characteristics received different rankings in other studies,

whether in Egypt or in other countries.

The above results shown in Table 8.21 above suggest that there is no general

agreement about any characteristic between studies included in the above table. However,

there is a degree of correspondence in users' perceptions of the importance attached to each

of the QCOAI in the current study and in previous studies carried out in Egypt and in other

developing and developed countries for most characteristics (e.g. "timeliness",

"understandability", "reliability", "relevance", and "neutrality" which received almost

similar rankings in the current study and in few other studies. For example, "timeliness"

was perceived as an important characteristic in the current study and in Shohaieb's study

(1990), Ali's study (1992), and Abu-Nassar and Rutherford's study (1996), while the same

characteristic was perceived as less important in other studies such as Stamp (1982) and

Joyce et al. (1982) as it was ranked as the seventh and the ninth respectively.

"Understandability" was perceived as an important characteristic in this study and

in Abdullah (1992), and Joyce et al. (1982), while it was perceived as of moderate

importance in Shohaieb (1990) and Ali (1992). Conversely, the same characteristic was

perceived as less important in Stamp (1982).

Consequently, it is possible to conclude that the comparison of this study's results

and results of other studies in developing and developed countries regarding the perceived

importance of QCOAI suggested that there are differences in the perceived importance of

most characteristics. Therefore, the answer to the related question, "Are there differences

between findings of the current study and those of other similar previous studies in both

developed and developing countries?" is yes, there are differences between results of the
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current study and those of previous studies, whether in Egypt or other developing countries

or in developed countries.

8.4 Summary:

This chapter presented the results of analysing the third part of the questionnaire. Two

main sections were included related to the users' perceptions of the selected set of QCOAI

and their opinion about specific characteristics whether included in the selected set of

QCOAI or not (section 8.2), and the importance attached to each QCOAI and their ranking

(sections 8.3). Descriptive statistics and non-parametric tests were also used to analyse

respondents' perceptions as a whole sample and in relation to their occupation, level of

education, and years of experience.

In section 8.2, the purpose of this analysis was first to describe answers about

respondents' perceptions of the suitability of the selected set of QCOAI to evaluate the

usefulness of financial information provided in corporate annual reports; second, to

examine whether there are significant differences in respondents' perceptions, overall, of

the suitability of the selected set of QCOAI; third, to examine whether there are significant

differences among respondents of different occupation, qualification or experience

regarding their perceptions of the suitability of the selected set of QCOAI.

In section 8.3, the purpose of the analysis was also first to describe answers about

respondents' perceptions of the importance attached to each of the selected characteristics

included in this set; second, to measure the amount of agreement among respondents,

whether of the overall sample or of different occupation, qualification or experience user

groups, regarding their ranking of the importance of each of the QCOAI; third, to examine

whether there are significant differences in respondents' perceptions, in the overall sample,

regarding the importance attached to each of the selected QCOAI; fourth, to examine

whether there are significant differences among respondents of different occupation,

qualification or experience regarding their perceptions of the importance attached to each

of the selected QCOAI.

319



Chapter 8

In addition, a comparison was conducted between the results of the present study

and those similar parts in other related studies carried out whether in Egypt, other

developing countries, or some developed countries.
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CHAPTER NINE

The Usefulness of Financial Information Items

9.1 Introduction:

In the last two chapters, the survey findings about the users' perceptions of the importance of

the various sources of financial information and the different sections of corporate annual

reports (Chapter siven) and the users' perceptions of the suitability of the selected set of the

QCOAI and the importance attached to each of the selected characteristics (Chapter eight)

were presented. In the current chapter, further analysis will be presented of the survey data

regarding the users' perceptions of some selected financial information items.

In this chapter, data collected from question No. 4 (refer to Appendix A, part four) of

the questionnaire will be analysed to investigate respondents' perceptions of the importance

attached to some selected financial information items in making decisions of securities

investment, and to determine whether the QCOAI are served as a result of the disclosure of

the selected financial information items.

Several reasons for asking this question were mentioned earlier in some detail (see

6.5.1.4 of Chapter Six). Respondents were requested to point out the level of importance

they attached to each of the given financial information items, and also to point out which of

the QCOAI, if any, will be served, and then improve the usefulness of financial information

included in corporate annual reports through disclosing each of these items. The aim here is

to use the QCOAI to gather more confirmation of the importance attached to each of the

information items. The idea is that the more the attributes of QCOAI, especially those

ranked high, are seen as being served and the higher the percentage of respondents who see

it/them as being served by an item, the more importance is attached to the item in improving

the usefulness of corporate annual reports.

In other words, in addition to the importance measure used to rank the importance of

the financial information items, the relationship between the QCOAI on the one side and the

financial information items on the other will be investigated (i.e., whether the disclosure of

321



Chapter 9

the item is thought to serve one or more characteristics and what is the percentage of

respondents who had this perception).

As mentioned earlier, in Chapter Six, thirty-two information items were selected to

be investigated in this question, representing two separate groups. The first, were items

disclosed by most listed companies; most, at the same time, are mandatorily required. This

group of items includes 14 information items, according to the order of the questionnaire,

(items No. 5, 6, 7, 9, 11, 16, 18, 20, 22, 23, 25, 27, 28, and 30). The second, were items not

disclosed by the most of listed companies, whether mandatorily required or not.

In this chapter an attempt is made to answer research questions and test research

hypotheses which have been defined in details in 6.2.5 of Chapter Six (page 179 — 180).

Percentages are used here to describe the proportions of the answers and to illustrate the

characteristics that were served as a result of disclosing each item, while the mean is used to

rank the financial information items, and the standard deviation to describe how these

answers are dispersed around the mean.

9.2 Users' Perceptions of the Importance Attached to the Financial Information Items

(the First Group):

This section presents the results of analysing question 4 of the questionnaire (see Appendix

A, part four) regarding the first group of financial information items for the overall sample

and occupation, education, and experience groups.

9.2.1 The Overall Sample

9.2.1.1 Descriptive Statistics

Table 9.1 below reveals that, according to both the percentage and the mean score, item 11

"Amount of long-term debts, their breakdown, and their interest rates" was seen as the most

important item by the overall sample. 92.3% of respondents chose important, and 5.4%

chose neutral, while only 2.3% chose unimportant, and this item received the highest mean

score of 2.90 with the lowest standard deviation of .37. Respondents thought that disclosing

this item improves the usefulness of the corporate annual reports because all characteristics,

especially the most important characteristics, are served, with different relatively high
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percentages, as a result of disclosing this item. For instance, 20.3% of respondents thought

that "timeliness", which was ranked as the first most important characteristic by respondents

of the overall sample, is served. Also, 27.9%, 27.5%, 29.7%, and 13.5% of respondents

thought that "reliability", "understandability", "comparability", and "neutrality" are served,

respectively. These relatively high percentages confirm the importance attached to this item

and suggest that the disclosure of this item improves the usefulness of corporate annual

reports.

The above finding was expected, especially as this information helps users,

especially financial analysts, in determining the financial position of a given company

through calculating very important ratios, namely, capital structure ratios. In other words,

the long-term debts are a fundamental element in capital structure ratios. Furthermore, the

annual interest payment is also a vital element in calculating the debt service coverage. The

literature gives empirical evidence that this item is perceived as important information in

some previous studies (e.g. Chandra, 1974; Wallace, 1988; Shohaieb, 1990; and Al-Razeen,

1999). Conversely, several previous studies (Ibrahim and Kim, 1994; Wallace, 1988; and

Firth, 1978) reported that information about long term debts is not among the very important

items.

The table reveals that items 2 "Interim information", 6 "Forecasts of contingent

liabilities and anticipated future investment", 10 "Authorised, issued, and paid-up capital;

and types of shares and share book value", and 8 "Post balance sheet events and their

impacts" received the second, the third, the fourth, and the fifth rankings respectively.

The relatively high percentages that these items received confirm the importance

attached to them and imply that disclosing these items will enhance the usefulness of

corporate annual reports. For example, item 2, "Interim information", whether presented as a

full set of financial reports or not, helps user groups to know a lot of information about the

company such as its performance for short periods and its financial position at the end of

these periods. The availability of this interim information keeps users up-to-dated, which is

especially important for those who need to make decisions regarding the company in a

short time. Regarding the importance attached to interim information, it should be noted
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Chapter 9

that the CASE in its new listing rules, issued in late 2000, requires all listed companies to

provide the CASE with quarterly financial reports of its transactions and financial results,

including an audit report from its auditor, after a maximum of 45 days from the end of the

quarter (see 5.5.1.2 of Chapter Five). Interim information was perceived as important

information in other studies. For instance, Mohamed (1991) reported that 71% of the sample

perceived this type of information as important information, while in Almelegy' s study

86.4% of users of financial information perceived this item as important information.

Item 6, "Forecasts of contingent liabilities and anticipated future investment", was

perceived as the third important item. The reason behind this high importance might be

that users could use this information as an indication about the future financial position of a

company, as both liabilities and investment affect the financial position and the capability to

continue of a company. This information was perceived, also, as important information in

Almelegy (1998) as 86.4 of user perceived it as important information.

In addition to the above items, item 10, "Authorised, issued, and paid-up capital; and

types of shares and share book value", was perceived as the fourth most important item.

Users may need to know the number of authorised, issued, paid shares, and they also need to

know information about paid-up capital which, together with other information of

shareholders' equity, are essential elements of ratios of capital structure. Item 8 was

perceived as the fifth important item. This information refers to the events that may happen

in the period between the date of the balance sheet and the date when the financial reports are

ready and authorised for issue. Failure to disclose these items may influence users' capability

to make appropriate evaluations and rational decisions.

Conversely, other financial information items received lower rankings. For instance,

item 12, "The enterprise's efforts in protecting the environment", was ranked lowest, since

only 32.7% of respondents chose important, while 48.2% chose neutral and 19.1% chose

unimportant. This item received the lowest mean score (2.14) and the highest standard

deviation (.71). Despite the low ranking that this item received, some respondents, though

smaller percentages than for the above items, thought that the disclosure of this item

improves the usefulness of the corporate annual reports. This item was perceived as the last
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item among the fourteen items. Generally, this type of information was expected to be

perceived as less important by most users, especially investors and their agents, who are

interested in different types of information, such as information on financial position, the

company's performance and earning per share. Almelegy (1998) reported that this

information was perceived by users as moderate in importance (a percentage of 53.5%).

Other items, such as items 3, "Inventory and its types and valuation methods", 14

"Detailed information on the enterprise's transactions with related parties", and 7

"Extraordinary items and their impact", were considered less important, since they received

comparatively low mean scores of 2.50, 2.50, and 2.35 with high standard deviations

of .64, .64, and .69. However, in a previous study 83.2% of users perceived information on

inventory and its types and valuation methods as important information. Another item,

"Extraordinary items and their impact", was perceived as important information in Ibrahim

and Kim (1994) and Almelegy (1998). In spite of the low rankings that these item received

in the current study, some respondents thought that the disclosure of these items would

improve the usefulness of the corporate annual reports.

With regard to the above findings, the answer to the research question: What are the

respondents' perceptions of the importance attached to each of the selected financial

information items for the purposes of securities investment? is that respondents (the overall

sample) considered nearly all the fourteen financial information items important, since the

mean score of all items was above 2.00 (the mid-point of the measure), but some items were

regarded as more important than others, such as items 11, 2, 6. 10, and 8 which were

perceived as the five most important items. Regarding the question which characteristics are

served as a result of disclosing each item? the above findings show that respondents thought

that all the QCOAI are served, to varying degrees, as a result of disclosing the items.

9.2.1.2 Statistical Analysis:

The Chi-square for one sample test was used to test for significant differences in

respondents' choice of answers on this group of financial information items. Table 9.2 below,

shows the results of this test. As all values of Chi-square were significant (p < 0.05), it is

possible to say that respondents' answers were not equally distributed among the different
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levels of perception of the importance attached to each of the selected financial information

items (the first group).

Table 9.2 Chi-square Results for Users' Perception (the Overall Sample) of the Importance Attached to

Each of the Financial Information Items (the First Group):

Information Items Chi-Square df Asymp.
Sig.

1- Consolidated financial statements 122.301 2 .000
2- Interim information 269.781 2 .000
3- Inventory and its types and valuation methods 84.064 2 .000
4- Tax position 134.904 2 .000
5- Assets types and applied depreciation methods 110.670 2 .000
6- Forecasts of contingent liabilities and anticipated future investment 258.664 2 .000
7- Extraordinary items and their impacts 44.857 2 .000
8- Post balance sheet events and their impacts 189.445 2 .000
9- Revenue recognition policy 111.367 2 .000
10- Authorised, issued, and paid-up capital; and types of shares and share

book value
195.484 2 .000

11- Amount of long-term debts, their breakdown, and their interest rates 346.217 2 .000
12- The enterprise's efforts in protecting the environment 27.964 2 .000
13- Capitalisation policy of debts cost 133.355 2 .000
14- Detailed information on the enterprise's transactions with related parties 83.270 2 .000

Consequently, the answer to the question: "Are respondents' perceptions equally

distributed among the levels of perceptions of the importance attached to each of the selected

financial information items?" is that there are significant differences for all of the items.

Consequently, the null hypothesis H9 0 : "There are no significant differences in respondents'

choice of answers on the perceptions of the importance attached to each of the selected

financial information items"; should be rejected for all the items and the alternative

hypothesis (H9 1 ) should be accepted.

9.2.2 Effect of Background Variables:

The present section of the chapter concerns respondents' perceptions in relation to their

occupation, level of education, and years of experience. This analysis tries to investigate

whether the differences in background characteristics of respondents affect their perception

of the importance of each of the selected financial information items.

9.2.2.1 Effect of Occupation:

This sub-section tries to answer the following research questions: "Are there significant

differences among respondents of different occupation regarding their perceptions of the
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importance attached to each of the selected financial information items'?". The following

null research hypothesis is formulated to answer this question.

H10.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the selected financial information

items.

9.2.2.1.1 Descriptive Statistics:

Tables 9.3a, b, c, d, and e present the results of the first group of financial information items.

In general, item No. 11 "Amount of long-term debts, their breakdown, and their interest

rates", which was ranked as the most important item by the overall sample, was ranked

similarly by three of the five occupation groups and second and third by the other two groups.

This result, which agrees with and confirms the finding from the overall sample, suggests

that there is a good agreement among the five groups regarding the importance attached to

this item. On the other hand, other items such as item No. 12 "The enterprise's efforts in

protecting the environment, and No. 7 "Extraordinary items and their impacts" received low

mean scores with a high standard deviation from all groups. Also, this finding agrees with

and confirms the finding from the overall sample and suggests that there is agreement among

the occupation groups regarding the importance attached to these items. Respondents

thought, by different percentages, that the disclosure of each item improves the usefulness of

the corporate annual reports, as they saw, with varied percentages, that all characteristics are

served as a result of disclosing the items.

The first group, "Financial analysts" ranked items No.11 "Amount of long-term

debts, their breakdown, and their interest rates", 2 "Interim information", 6 "Forecasts of

contingent liabilities and anticipated future investment", 13 "Capitalisation policy of debts

cost", and 10 "Authorised, issued, and paid-up capital; and types of shares and share book

value" as the most important items. The mean scores of these items were 2.92, 2.85, 2.84,

2.75, and 2.75 with standard deviations of .32, .43, .49, .47, and .49 respectively.

Respondents in this group thought that disclosing the financial information items enhances

the usefulness of corporate annual reports. Percentages given to the characteristics
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Chapter 9

as a result of disclosing each item differed from item to another. It should be noted that

"Financial analysts" were the only group that perceived item 8 "Post balance sheet events

and their impacts" as of low importance (the tenth in importance with a mean score of 2.53

and a standard deviation of .66).

The second group, "Decision makers" ranked items 11 "Amount of long-term debts,

their breakdown, and their interest rates", 4 "Tax position", 8 "Post balance sheet events and

their impact", 6 "Forecasts of contingent liabilities and anticipated future investment", and 2

"Interim information" as the most important items. These items received high mean scores of

3.00, 2.84, 2.84, 2.84, and 2.81 with a standard deviation of .00, .37, .37, .45, and .47

respectively. It should be noted that this group is the only one that gave item 4 "Tax position"

a high ranking (as the second most important item). Furthermore, none of the respondents

chose "Unimportant" for three items (items 4, 6, and 9) and all respondents (100%) chose

"Important" for item 11. Also, respondents in this group thought that disclosing the items

enhances the usefulness of corporate annual reports (with the exception of item 13

"Capitalisation policy of debts cost" where none of respondents thought that disclosing the

item served "Comparability".

The third group, "Academics" ranked items 6 "Forecasts of contingent liabilities and

anticipated future investment", 8 "Post balance sheet events and their impact", 11 "Amount

of long-term debts, their breakdown, and their interest rates", 2 "Interim information", and

10 "Authorised, issued, and paid-up capital; and types of shares and share book value", as

the most important items. The above information items received high mean scores of 2.85,

2.84, 2.78, 2.72 and 2.58 with a standard deviation of .42, .43, .55, .58, and .68 respectively.

It should be noted that "Academics" were the only group that did not rank item 11 as the first

or the second most important item; they ranked the item third in importance. Also,

respondents in this group thought that disclosing the items enhances the usefulness of

corporate annual reports (with the exception of item 4 "Tax position", which none of

respondents thought serves "Verifiability").

The fourth group, "Stock brokers" ranked items 11 "Amount of long-term debts,

their breakdown, and their interest rates", 6 "Forecasts of contingent liabilities and
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Chapter 9

anticipated future investment", 2 "Interim information", 10 "Authorised, issued, and paid-up

capital; and types of shares and share book value", and 8 "Post balance sheet events and their

impact" as the most important items. These items received high mean scores of 2.90, 2.84,

2.81, 2.74 and 2.63 with a standard deviation of .40, .37, .40, .51, and .61 respectively.

Further, respondents in this group thought that disclosing the financial information items

improves the usefulness of corporate annual reports.

The fifth group, "Others" ranked items 2 "Interim information", 11 "Amount of

long-term debts, their breakdown, and their interest rates", 8 "Post balance sheet events and

their impact", 13 "Capitalisation policy of debts cost", and 14 "Detailed information on the

enterprise's transactions with related parties" as the most important items. These items

received high mean scores of 2.94, 2.94, 2.88, 2.85 and 2.79 with a standard deviation

of .24, .24, .41, .44, and .41 respectively. It should be noted that item 2, which was perceived

as the most important item by this group, was also perceived as one of the five most

important items by the other four groups. This finding is consistent with the finding in

Chapter Eight, that "timeliness" was perceived as the most important characteristic, interim

information of course provide users with more timely information than annual information.

Also, none of the respondents in this group chose "Unimportant" for six items (items 2, 3, 6,

10, 11, and 14). Moreover, "Others" were the only group that did not give item 6 a high

ranking, as they ranked the item eleventh. Conversely, they were the only group that gave

the last item (item 14) a high ranking (the fifth in importance). Also, respondents in this

group thought that disclosing the items enhances the usefulness of corporate annual reports

(with the exception of items 4, 5, and 12; none of the respondents thought that disclosing

these items served "Materiality", "Predictive value" and "Neutrality" respectively).

9.2.2.1.2 Statistical Analysis

To test for significant differences among the occupation groups regarding their

perceptions of the importance attached to each of the selected financial information items,

the Kruskal - Wallis Test was used. Table 9.4 below, shows that there are statistically

significant differences in eight (items 1, 3, 4, 6, 8, 12, 13, and 14) of the fourteen items (the

values for all these eight items were less than 0.05), while there are no statistically
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significant differences in other items, since their probability values were not significant (p >

0.05). Furthermore, this test gives the values of the mean rank of each characteristic (refer to

Appendix F).

Table 9.4 Kruskal-Wallis Test Results for Difference among Groups (Occupation)
Users' Perceptions of the Importance Attached to the Financial Information Items
(the First Group):

Information Items Chi-Square Df Asymp.
Sig.

1- Consolidated financial statements 9.829 4 .043
2- Interim information 4.827 4 .306
3- Inventory and its types and valuation methods 10.508 4 .033
4- Tax position 10.943 4 .027

5- Assets types and applied depreciation methods 8.566 4 .073
6- Forecasts of contingent liabilities and anticipated future investment 10.463 4 .033

7- Extraordinary items and their impacts 7.352 4 .118
8- Post balance sheet events and their impacts 16.455 4 .002

9- Revenue recognition policy 8.663 4 .070
10- Authorised, issued, and paid-up capital; and types of shares and

share book value
3.320 4 .506

11- Amount of long-term debts, their breakdown, and their interest rates 8.231 4 .083

12- The enterprise's efforts in protecting the environment 26.686 4 .000
13- Capitalisation policy of debts cost 29.925 4 .000
14- Detailed information on the enterprise's transactions with related parties 10.342 4 .035

- Grouping Variable: Sample groups

The above results suggest that there are significant differences in eight of fourteen

items, across the occupation groups. Accordingly, the answer to the related question is that

there are significant differences for eight out of fourteen items. Therefore, it is possible to

reject the null hypothesis H10.1 0 There are no significant difference among respondent

groups (according to their occupation) regarding the importance attached to each of the

selected financial information items; for eight items (items 1, 3, 4, 6, 8, 12, 13, and 14), and

accept the alternative hypothesis (H10.1 1 ). However for the other items, the null hypothesis

is accepted and the alternative rejected.

9.2.2.2 Effect of Education:

The present sub-section tries to answer the following research questions: "Are there

significant differences among respondents of different qualification regarding their

perceptions of the importance attached to each of the selected financial information items?".

This question can be formulated as the following null research hypothesis:
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H10.20 There are no significant differences among respondent groups (according to their

level of education) regarding the importance attached to each of the selected financial

information items.

9.2.2.2.1 Descriptive Statistics:

Tables 9.5a, and b below introduce the results for the first group of financial information

items. Generally speaking, the two groups gave similar ranks to three items (items No. 11, 7,

and 12) as they were perceived as the first, the thirteenth, and the fourteenth items. On the

other hand, three other items were perceived differently by the two groups (items No. 5, 8,

and 13). For example, item No. 5, which was ranked as the eleventh item by the first group

"University degree" received a higher ranking (as the sixth item) by the other group "Above

university degree". The rest of the items received nearly similar rankings by the two groups.

These results suggest that there is a complete agreement among the two groups regarding the

importance attached to three items and some agreement regarding the importance attached to

some other items such as items No. 1, 2, 3, 4, and 10. In addition, it should be noted that

respondents in the two groups thought that disclosing the financial information items

improves the usefulness of corporate annual reports, though the percentages given to each

characteristic as a result of disclosing each item differed from one item to another and from

one characteristic to another.

The first group, "University degree" ranked items No. 11 "Amount of long-term

debts, their breakdown, and their interest rates", 2 "Interim information", 6 "Forecasts of

contingent liabilities and anticipated future investment", 10 "Authorised, issued, and paid-up

capital; and types of shares and share book value", and 13 "Capitalisation policy of debts

cost" as the most important items. These items received the highest mean scores (2.92,

2.82, 2.77, 2.73, and 2.72) with a standard deviation of .33, .45, .46, .52, and .51 respectively.

The second group, "Above university degree" ranked items No.11 "Amount of

long-term debts, their breakdown, and their interest rates", 6 "Forecasts of contingent

liabilities and anticipated future investment", 8 "Post balance sheet events and their impacts",

2 "Interim information", and 10 "Authorised, issued, and paid-up capital; and types of shares

and share book value" as the most important items. Also, these items received the highest
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Chapter 9

mean scores (2.88, 2.88, 2.84, 2.83, and 2.71) with standard deviations of .41, .41, .42, .44,

and .57 respectively.

9.2.2.2.2 Statistical Analysis

The Mann-Whitney Test was employed here to test for significant differences between these

the two groups. The results, reported in Table 9.6 below, indicate that there are statistically

significant difference across the two groups in seven (items 5, 6, 7, 8, 12, 13, and 14) of the

fourteen items as all their probability values are significant (p <0.05), while there are no

statistically significant differences between the two groups in the other items. In addition,

this test provides the values of the mean rank of each characteristic (refer to Appendix F).

Table 9.6 Mann-Whitney Test Results of Difference among Groups (Education)
Users' Perceptions of the Importance Attached to the Financial Information Items
(the First Group)

Information Items
Mann-

Whitney U
Wilcoxon

W Z
Asymp.Sig.

(2-tailed)

1- Consolidated financial statements 5672.0 12113.0 -.677 .499
2- Interim information 5806.5 12476.5 -.406 .685
3- Inventory and its types and valuation methods 5932.5 11497.5 -.129 .898
4- Tax position 5834.0 12162.0 -.271 .786
5- Assets types and applied depreciation methods 5221.5 11776.5 -2.063 .039
6- Forecasts of contingent liabilities and anticipated future investment 5333.0 12003.0 -2.199 .028
7- Extraordinary items and their impacts 4731.0 11059.0 -2.736 .006
8- Post balance sheet events and their impact 4897.0 11338.0 -3.164 .002
9- Revenue recognition policy 5458.0 11674.0 -1.099 .272

10- Authorised, issued, and paid-up capital; and types of shares and
share book value

6033.0 12703.0 -.013 .990

11- Amount of long-term debts, their breakdown, and their interest rates 5842.5 11513.5 -.914 .361
12- The enterprise's efforts in protecting the environment 4733.5 11403.5 -2.892 .004
13- Capitalisation policy of debts cost 4911.0 10164.0 -2.063 .039
14- Detailed information on the enterprise's transactions with related

parties
4835.0 11505.0 -3.037 .002

a Grouping Variable: Education

According to the above result, the answer to the question posed earlier, "Are there

significant differences among respondents of different qualification regarding their

perceptions of the importance attached to each of the selected financial information items?"

is that there are significant differences in seven of fourteen items (items 5, 6, 7, 8, 12, 13, and

14) between the education groups regarding their perceptions of the importance attached to

each of the financial information items. Consequently, it is possible to reject the null

hypothesis H10.2 0 "There are no significant differences among respondent groups

(according to their level of education) regarding the importance attached to each of the
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selected financial information items"; for these seven items and accept the alternative

hypothesis (H10.2 1 ), while it is possible to accept the null hypotheses for other items and

reject the alternative one.

9.2.2.3 Effect of Experience:

This sub-section aims to answer the following research questions: "Are there significant

differences among respondents of different experience regarding their perceptions of the

importance attached to each of the selected financial information items?". To answer this

question, the following null research hypothesis is formulated:

H10.3 0 There are no significant differences among respondent groups (according to their

experience) regarding the importance attached to each of the selected financial information

items.

9.2.2.3.1 Descriptive Statistics:

Tables 9.7a, and b below show that, in general, the two groups gave similar rankings to six

items (items 3, 5, 7, 9, 11, and 12) as they were perceived as the eleventh, the ninth, the

thirteenth, the tenth, the first and the fourteenth items. On the other hand, another item was

perceived differently by the two groups (item 13), because it was ranked as the fifth item by

the first group "After 1991" and as the twelfth by the second group "Before 1991". Other

items received almost similar rankings from the two groups. These results suggest that there

is a complete agreement among the two groups regarding the importance attached to six

items and some agreement regarding the importance attached to some other items, such as

items 1, 2, 4, 6, 8, 10, and 14. Also, item 11, which was ranked as the first most important

item by the respondents of the overall sample, some occupation groups, and the education

groups, was given the same ranking by the experience groups.

Similar to what was mentioned in the previous analysis (section 9.2.2.2), respondents

in the two groups thought that the disclosure of financial information items improves the

usefulness of corporate annual reports. The percentages given to each characteristic as a

result of disclosing each item differed from one item to another and from one characteristic

to another.
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Chapter 9

The first group, "After 1991" ranked items No.11 "Amount of long-term debts, their

breakdown, and their interest rates", 2 "Interim information", 6 "Forecasts of contingent

liabilities and anticipated future investment", 10 "Authorised, issued, and paid-up capital;

and types of shares and share book value", and 13 "Capitalisation policy of debts cost" as the

most important items. These items received the highest mean scores (2.91, 2.83, 2.80, 2.74,

and 2.70) with a standard deviation of .34, .44, .50, .51, and .52 respectively.

The second group, "Before 1991" also ranked items No.11 "Amount of long-term

debts, their breakdown, and their interest rates", 6 "Forecasts of contingent liabilities and

anticipated future investment", 2 "Interim information", 8 "Post balance sheet events and

their impacts", and 10 "Authorised, issued, and paid-up capital; and types of shares and share

book value" as the most important items. Also, these items received the highest mean scores

(2.89, 2.83, 2.83, 2.82, and 2.71) with a standard deviation of .40, .40, .45, .45, and .57

respectively.

9.2.2.3.2 Statistical Analysis:

Table 9.8 below show that there are statistically significant differences between the two

groups in only four (items No. 7, 8, 12, and 14) of the fourteen items, as all their probability

values are significant (p <0.05), while there is no statistically significant difference between

Table 9.8 Mann-Whitney Test Results of Difference among Groups (Experience)
Users' Perceptions of the Importance Attached to the Financial Information Items
(the First Group)

Information Items
Mann-Whit

ney U
Wilcoxon

W
Z Asymp. Sig.

(2-tailed)
.2271- Consolidated financial statements 5519.0 11960.0 -1.209

2- Interim information 5961.5 12631.5 -.064 .949
3- Inventory and its types and valuation methods 5496.0 11937.0 -1.333 .182
4- Tax position 5754.0 11532.0 -.626 .531
5- Assets types and applied depreciation methods 5653.0 12213.0 -1.099 .272
6- Forecasts of contingent liabilities and anticipated future investment 6036.5 12706.5 -.003 .997
7- Extraordinary items and their impacts 4957.0 11285.0 -2.198 .028
8- Post balance sheet events and their impacts 5013.5 11454.5 -2.954 .003
9- Revenue recognition policy 5468.5 11684.5 -1.204 .229

10- Authorised, issued, and paid-up capital; and types of shares and
share book value

6007.5 11678.5 -.251 .802

11- Amount of long-term debts, their breakdown, and their interest rates 6011.0 11789.0 -.401 .688
12- The enterprise's efforts in protecting the environment 4124.5 10794.5 -4.410 .000
13- Capitalisation policy of debts cost 5152.5 10303.5 -1.509 .131
14- Detailed information on the enterprise's transactions with related

parties
5072.5 11742.5 -2.583 .010

a GroupingVariable: Respondents experience
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Chapter 9

the two groups in the other items. This test provides the values of the mean rank of each

characteristic (refer to Appendix F).

In the light of the above result, the answer to the question posed earlier, "Are there

significant differences among respondents of different experience regarding their

perceptions of the importance attached to each of the selected financial information items?"

is that in four items (items 7, 8, 12, and 14) out of fourteen items there are significant

differences between the experience groups regarding their perceptions of the importance

attached to each of the financial information items. Accordingly, it is possible to reject the

null hypothesis H10.3 0 "There are no significant differences among respondent groups

(according to their level of experience) regarding the importance attached to each of the

selected financial information items"; for these four items and accept the alternative

hypothesis (H10.3 1 ), while it is possible to accept the null hypothesis for other items and

reject the alternative one.

Certain points regarding the above group of financial information items should be

noted:

1- Items 2, 6, 8, 10, 11, and 13 were noticeably considered as more important than other

items by the respondents, whether of the overall sample or of the background groupings.

This indicates that respondents think that these six items are more important than others.

2- Although item 3 "Inventory and its types and valuation methods" is an essential part of the

current assets in the balance sheet and also a direct determinant of the cost of goods sold, it

was not perceived as one of the most five important items, by the overall sample, or any of

the background groupings.

3- Similarly to the above item, item 14 "Detailed information on the enterprise's transactions

with related parties", which enables users to be aware of the lack of independence and its

effects, was not perceived as one of five most important items, by either respondents of the

overall sample or the background groups, with the exception of the "Others" occupation

group, which ranked it as the fifth most important item.

4- Surprisingly, item 7 "Extraordinary items and their impacts", which enable users to

distinguish between them and income or expenses resulting from the normal activities of the
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Chapter 9

company, was perceived as of moderate or low importance by respondents of the overall

sample and different groupings.

5- Unexpectedly, item no 10, "Authorised, issued, and paid-up capital; and types of shares

and share book value", which to the best knowledge of the researcher has not previously

been empirically tested in the Egyptian environment, was perceived by respondents of the

overall sample as the fourth item in importance; by "Stock brokers" as the fourth, as the fifth

item by "Financial analysts", "Academics", and "Others", and as the sixth by "Decision

makers". Moreover, this item was perceived as fourth and fifth item by the first and second

education groups respectively, and also by first and second experience groups. It is possible

to conclude that this finding indicates that this item is seen as very important by different

user groups.

9.3 Users' Perceptions of the Importance Attached to the Financial Information Items

(the Second Group):

Similarly to the previous section, this one introduces the results of analysing question No. 4

of the questionnaire (see Appendix A, part four) regarding the second group of financial

information items for the overall sample and occupation, education, and experience groups.

9.3.1 The Overall Sample:

9.3.1.1 Descriptive Statistics

Table 9.9 below shows that, according to both the percentage and the mean score, item No. 5

"Present and anticipated earnings per share" was considered as the most important item by

respondents of the overall sample. 95.0% of respondents chose important, and 5.0% chose

neutral, while none of them chose unimportant, and this item received the highest mean

score of 2.95 with the lowest standard deviation of .22. Besides, respondents saw that the

disclosure of this item improves the usefulness of the corporate annual reports as all

characteristics are served, with various relatively high percentages, as a result of disclosing

the item. For example, 23.0% of respondents saw that "timeliness", which was ranked as the

most important characteristic, is served. Other percentages were 26.6% for "reliability",

23.9% for "understandability", 32.9% for "comparability", and 45.0% for "predictive value".
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The relatively high percentages that this item received confirm the importance attached to it

and suggest that the disclosure of this item improves the usefulness of corporate annual

reports.

Information on "Present and anticipated earnings per share" is very important for

most user groups, especially investors and their agents, as this information helps them in

determining the return provided by their investments. Also, this information enables them to

compare different alternatives of investment. Two interviewed stock brokers reported that

the majority of their individual investors clients were interested first in the capital earning;

second in the earning per share. Another interviewed financial analyst who confirmed the

above conclusion added that institutional investors are interested, in addition to the earning

per share, in the company's financial position and its capability to continue in business as

well. This information was perceived also as important in some previous studies (e.g.

Chandra, 1974; Mohamed, 1991; Ibrahim and Kim, 1994; Almelegy, 1998; and Al-Razeen,

1999).

The table also shows that items 9 "Anticipated cash flow", 10 "Enterprise's

reputation and its competitive capability", 1 "Estimation of future gains, profits or losses and

future sales and purchases", and 3 " Present return earned on share prices" received the

second, the third, the fourth, and the fifth rankings respectively. Moreover, respondents

thought that disclosing these items improves the usefulness of the corporate annual reports

as all characteristics are served as a result of disclosing the items. The relatively high

percentages that these items received confirm the importance attached to them and suggest

that disclosing these items will enhance the usefulness of corporate annual reports.

For instance, item 9 "Anticipated cash flow", was perceived as the second important

item of information that may be useful in understanding the company's operations, in

evaluating its financing activities, and in assessing its liquidity and solvency. In a previous

study, Shohaieb (1990), this information was perceived as important information.

Item 10 "Enterprise's reputation and its competitive capability", was perceived as the

third important item. Some interviewed stock brokers reported that many investment

decisions made by individual investors are based on the company's reputation. Accordingly,
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Chapter 9

it is possible to conclude that the company's reputation is a very important factor that affects

decisions made by investors, especially individual investors, in Egypt.

Two different cases relate to leading shares in the Egyptian securities market support

the above conclusion. First, the market value of shares of a communication company rose

from LE.10 (the book value) to nearly LE. 180 during two or three years in which this

company did not have profits and there were no dividends. In a subsequent year, when the

company realised a good amount of profits, unexpectedly, before these dividends, the share

price went down to between LE. 70 - 80; second, the market value of shares of an

entertainment company rose from LE. 10 (the book value) to around LE. 70 during a period

of two years in which the company did not issue enough financial information, meaning that

investors could buy its shares without having enough financial information about the

company.

In addition to the above items, Items 1 and 3 received high mean scores andwere

ranked as the fourth and the fifth important items. Item 1 "Estimation of future gains, profits

or losses and future sales and purchases" provides essential information to investors and

their advisors. This information includes the return provided by their investment, future

sales and purchases that give indications about the firm future performance and profitability.

Also, this information helps them to assess the company's ability to pay expected dividends,

and its ability to generate enough cash to meet its future obligations. This type of

information, information on future expectations, was perceived as important information in

several previous studies (e.g. Baker and Haslem, 1973; Lee and Tweedie, 1975; Mohamed,

1991; and McNally, Eng, and Haseldine, 1982).

Item 3, "Present return earned on share prices" enables users, especially investors, to

compare the alternatives of their securities investment, and to make a decision about which

shares they should buy, hold, or sell.

Other items, such as items 2, 13, 15, 4 and 12, were also seen as important items and

received relatively high mean scores of 2.75, 2.75, 2.71, 2.71 and 2.65 respectively, while

some items, such as items 11, and 14, were seen as less important than the above items; each

received a mean score of 2.58.
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Conversely, some other financial information items were ranked lower. For instance,

items No. 17 "The social impact of the enterprise's activities" and 7 "Internal transfer prices"

obtained the lowest rankings, since they received the lowest mean scores (1.98, and 1.91).

Despite the low rankings that these items received, some respondents (though smaller

percentages than for the above items) thought that the disclosure of these items improves the

usefulness of the corporate annual reports. For instance, information on social impact of the

enterprise's activities was found among the least important items in several previous studies

(Wallace, 1988; McNally et al., 1982; and Firth, 1978), while it was perceived as moderate

in importance in Almelegy's study (1998).

It should be noted that, among the eighteen items, only the above two items received

low mean scores (less than 2.00). Concerning the above findings, the answer to the research

question: "What are the respondents' perceptions of the importance attached to each of the

selected financial information items for the purposes of securities investment?, and which

characteristics are served as a result of disclosing each item?" is that respondents (the overall

sample) consider that out of the eighteen financial information items, sixteen items are

important since the mean score of these items is above 2.00 (the mid-point of the

measure), but some items are regarded as more important than others such as items No. 11, 2,

6, 10, and 8, which were perceived as the five most important items respectively.

Furthermore, the above findings show that respondents thought that all the QCOAI are

served as a result of disclosing the items, with different percentages.

9.3.1.2 Statistical Analysis:

Table 9.10, below, shows the results of the Chi-square for one sample test. As all values of

Chi-square were significant (p <0.05), it is possible to say that respondents' answers were

not equally distributed among the different levels of perception of the importance attached to

each of the selected financial information items (the second group). Accordingly, the answer

to the question: "Are respondents' perceptions equally distributed among the levels of

perception of the importance attached to each of the selected financial information items?" is

that there are significant differences for all of the items. Therefore, the null hypothesis H90:
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"There are no significant differences in respondents' choice of answers on the perceptions of

the importance attached to each of the selected financial information items"; should be

rejected for all the items and the alternative hypothesis (H9 1 ) should be accepted.

Table 9.10 Chi-square Results for Users' Perceptions (the Overall Sample) of the
Importance Attached to Each of the Financial Information Items (the Second Group):

Information Items
Chi-Square Df Asymp. Sig.

1- Estimation of future gains, profits or losses and future sales and
purchases

323.135 2 .000

2- Movement of share prices for the last 12 months 203.765 2 .000
3- Present return earned on share prices 277.264 2 .000
4- Maintenance of dividends rate 174.904 2 .000
5- Present and anticipated earnings per share 178.200 1 .000
6- Classification of sales revenue by geographical areas, major

product lines, and customer classes
60.691 2 .000

7- Internal transfer prices 10.326 2 .006
8- Leases and hire purchase contracts 48.111 2 .000
9- Anticipated cash flow 350.218 2 .000
10- Enterprises reputation and its competitive capability 326.486 2 .000
11- The position of individual enterprises within a group 110.387 2 .000
12- Retained earnings for the last few years 162.471 2 .000
13- Financing structure 212.627 2 .000
14- The enterprise's transaction with abroad 113.491 2 .000
15- Present and future goals of the enterprise 175.243 2 .000
16- Employees and their productivity 41.709 2 .000
17- The social impact of the enterprise's activities 10.618 2 .005
18- The enterprise's efforts on research and development 72.609 2 .000

9.3.2 Effect of Background Variables:

Respondents' perceptions are analysed in relation to their occupation, level of education,

and years of experience in this section of the chapter. The aim here is to test whether the

differences in background characteristics of respondents affect their perceptions of the

importance of each of the selected financial information items.

9.3.2.1 Effect of Occupation:

The current sub-section aims to answer the following research questions: "Are there

significant differences among respondents of different occupation regarding their

perceptions of the importance attached to each of the selected financial information items?".

To answer this question, the following null research hypothesis is formulated.

H10.1 0 There are no significant differences among respondent groups (according to their

occupation) regarding the importance attached to each of the selected financial information

items.
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9.3.2.1.1 Descriptive Statistics:

Tables 9.11a, b, c, d, and e portray the results of the second group of financial information

items. As a general note, there is a good agreement among the five groups concerning the

high importance that some items received. For instance, item No. 5 "Present and anticipated

earnings per share", which was perceived as the most important item by the overall sample,

received the same ranking by "Financial analysts", and was ranked second by three groups

namely "Decision makers", "Academics", and "Others", and a third by "Stock brokers". Also,

items No. 9 "Anticipated cash flow" and 10 "Enterprise's reputation and its competitive

capability", which received high rankings as the second and the third most important item

from respondents of the overall sample, also received high rankings from all groups. For

example, item No. 9 was ranked first by both "Academics" and "Others", second by

"Decision makers", third by "Financial analysts", and fifth by "Stock brokers". In addition,

there is a good agreement among the groups regarding the lower importance of other items,

such as items No. 7, 8, 16, 17, and 18. For example, item No. 7, which was ranked as the

least important by respondents of the overall sample received low rankings from the

five groups: eighteenth from "Financial analysts", "Decision makers", and "Academics", and

seventeenth from the other two groups.

Item No. 1 "Estimation of future gains, profits or losses and future sales and

purchases", which was ranked as the fourth item by respondents of the overall sample, was

ranked first by "Stock brokers", second by "Decision makers", third by "Academics", and

the fourth by "Financial analysts". In contrast, this item was ranked ninth by "Others".

The first group, "Financial analysts" ranked items No. 5 "Present and anticipated

earnings per share", 10 "Enterprise's reputation and its competitive capability", 9

"Anticipated cash flow", 1 "Estimation of future gains, profits or losses and future sales and

purchases", and 13 "Financing structure" as the most important items. The mean scores of

these items were 2.95, 2.91, 2.87, 2.86, and 2.78 with standard deviations of .22, .29, .41, .45,

and .53 respectively. Respondents in this group thought that disclosing the financial

information items enhances the usefulness of corporate annual reports. Percentages given to

the characteristics as a result of disclosing each item differed from one item to another. It
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Chapter 9

should be noted that none of respondents in this group, "Financial analysts", chose

"Unimportant" for items No. 5, 10, and 15. Also, all items received mean scores above 2.00,

with the exception of item No. 7, which received a mean score of 1.95 with a standard

deviation of .75.

The second group, "Decision makers" ranked item No. 10 "Enterprise's reputation

and its competitive capability" as the first item. Items No. 1 "Estimation of future gains,

profits or losses and future sales and purchases", 5 "Present and anticipated earnings per

share", and 9 "Anticipated cash flow" received a similar ranking, with the same mean score

(2.94) and the same standard deviation (.25). In addition to the above items, item No. 3

Present return earned on share prices" was perceived as the fifth most important item (a

mean score of 2.90 with a standard deviation of .30). It should be noted that none of the

respondents chose "Unimportant" for seven items (items No. 1, 3, 5, 9, 10, 11, and 15). Also,

respondents in this group thought that disclosing the items improves the usefulness of

corporate annual reports (with the exception of items No. 2 and 3, which none of the

respondents thought serves "Neutrality", and item No. 13, which also none of the

respondents thought serves "Verifiability"). Moreover, all items received mean scores above

2.00.

The third group, "Academics" ranked items No. 9 "Anticipated cash flow", 5

"Present and anticipated earnings per share", 1 "Estimation of future gains, profits or losses

and future sales and purchases", 10 "Enterprise's reputation and its competitive capability",

and 3 " Present return earned on share prices" as the most important items. The above

information items received high mean scores of 3.00, 2.98, 2.92, 2.85 and 2.79 with standard

deviations of .00, .14, .28, .36, and .41 respectively. It should be noted that all respondents in

this group chose "Important" for item No. 9, and none of them chose "Unimportant" for

items No. 1, 3, 5, and 10. Also, respondents in this group thought that disclosing the items

enhances the usefulness of corporate annual reports (with the exception of items No. 2, 3 and

15; none of the respondents thought that disclosing these items serves "Consistency").

Further, all items received mean scores above 2.00 with the exception of item No. 7, which

received a mean score of 1.92 with a standard deviation of .81.
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The fourth group, "Stock brokers" gave equal rankings, as the most important items,

to items No. 1 "Estimation of future gains, profits or losses and future sales and purchases"

and 3 " Present return earned on share prices". These two items received a mean score of

2.97 with a standard deviation of .18. Items No. 5 "Present and anticipated earnings per

share" and 10 "Enterprise's reputation and its competitive capability" were ranked as the

third and the fourth items, as they received mean scores of 2.94 and 2.90 with standard

deviations of .25 and .40 respectively. Items No. 2 "Movement of share prices for last 12

months" and 9 "Anticipated cash flow" were ranked equal fifth in importance, and received a

mean score of 2.87 with a standard deviation of .34. It should be noted that none of

respondents chose "Unimportant" for items No. 1, 2, 3, 4, 5, and 9, and all items received

mean scores above 2.00, with the exception of items No. 7 and 17, which received mean

scores of 1.87 and 1.71 with standard deviations of .67 and .74 respectively. Also,

respondents in this group thought that disclosing the items enhances the usefulness of

corporate annual reports.

The last group, "Others" ranked items No. 9 "Anticipated cash flow", 5 "Present and

anticipated earnings per share", 10 "Enterprise's reputation and its competitive capability", 3

"Present return earned on share prices", and 12 "Retained earnings for the last few years" as

the most important items. These items received high mean scores of 2.94, 2.94, 2.91, 2.91

and 2.88 with a standard deviation of .24, .24, .29, .38, and .33 respectively. It should be

noted that none of respondents in this group chose "Unimportant" for five items (items No. 5,

9, 10, 11 and 12). Also, all items received mean scores above 2.00 with the exception of

items No. 7 and 17, which received mean scores of 1.74 and 1.66 with a standard deviation

of .75 and .70 respectively. In addition, respondents thought that disclosing the items

improves the usefulness of corporate annual reports (with the exceptions of items No. 6, 7,

10, 16, 17 and 18; in each case there was one or more characteristics to be served by none of

the respondents.

9.3.2.1.2 Statistical Analysis

Table 9.12 below, which displays the results of the Kruskal - Wallis Test, shows that there

are statistically significant differences in six (No. 6, 8, 11, 13, 17 and 18) of the eighteen
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financial information items, across the occupation groups, since their probability values

were significant (less than or equal to 0.05), while therc are no statistically significant

differences in other items since their probability values were not significant (p > 0.05). Also,

the test gives the values of the mean rank of each characteristic (refer to Appendix F).

The above findings suggest that there are significant differences in six of

eighteen items, across the occupation groups. Accordingly, the answer to the related

question: "Are there significant differences among respondents of different occupation

regarding their perceptions of the importance attached to each of the selected financial

information items?" is that there are significant differences for six out of eighteen items. For

that reason, it is possible to reject the null hypothesis H10.1 0, There are no significant

differences among respondent groups (according to their occupation) regarding the

importance attached to each of the selected financial information items; for the six items

(items No. 6, 8, 11, 13, 17 and 18), and accept the alternative hypothesis (H10.11).

Conversely, it is possible to accept the null hypothesis for other items and reject the

alternative one.

Table 9.12 Kruskal-Wallis Test Results for Difference among Groups (Occupation)

Users' Perceptions of the Importance Attached to the Financial Information Items
the Second Grous

Information Items Chi-Square df Asymp. Sig.

1- Estimation of future gains, profits or losses and future sales and
purchases

6.580 4 .160

2- Movement of share prices for the last 12 months 6.729 4 .151

3- Present return earned on share prices 9.033 4 .060

4- Maintenance of dividends rate 3.971 4 .410

5- Present and anticipated earnings per share 1.186 4 .880

6- Classification of sales revenue by geographical areas, major
product lines, and customer classes

10.306 4 .036

7- Internal transfer prices 2.879 4 .578

8- Leases and hire purchase contracts 13.026 4 .011

9- Anticipated cash flow 6.643 4 .156

10- Enterprise's reputation and its competitive capability 3.177 4 .529

11- The position of individual enterprises within a group 10.404 4 .034

12- Retained earnings for the last few years 9.258 4 .055

13- Financing structure 9.475 4 .050

14- The enterprise's transaction with abroad 6.052 4 .195

15- Present and future goals of the enterprise 1.508 4 .825

16- Employees and their productivity 5.751 4 .219

17- The social impact of the enterprise's activities 15.577 4 .004

18- The enterprise's efforts on research and development 18.642 4 .001

- Grouping Variable: Sample groups
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9.3.2.2 Effect of Education:

This sub-section aims to answer the following research question: "Are there significant

differences among respondents of different qualification regarding their perceptions of the

importance attached to each of the selected financial information items?". This question can

be formulated as the following null research hypothesis:

H10.20 There are no significant differences among respondent groups (according to their

level of education) regarding the importance attached to each of the selected financial

information items.

9.3.2.2.1 Descriptive Statistics:

Tables 9.13a, and b below present the results for the second group of financial information

items. As a general note, the two groups gave similar rankings to four items (items 5, 9, 7,

and 17) as they were perceived as the first, the second, the eighteenth, and the seventeenth

items. On the other hand, other items were perceived slightly differently by the two groups.

These results suggest that there is a complete agreement among the two groups regarding the

importance attached to four items and some agreement regarding the importance attached to

some other items. Besides, it should be noted that respondents in the two groups saw that

disclosing the financial information items improve the usefulness of corporate annual

reports, and percentages given to each characteristic as a result of disclosing each item

differed from one item to another and from one characteristic to another.

The first group, "University degree" ranked items 5 "Present and anticipated

earnings per share", 9 "Anticipated cash flow", 3 "Present return earned on share prices", 10

"Enterprise's reputation and its competitive capability", 1 "Estimation of future gains, profits

or losses and future sales and purchases" as the most important items. These items received

the highest mean scores (2.96, 2.90, 2.90, 2.89, and 2.86) with a standard deviation

of .20, .33, .35, .34, and .39 respectively. Moreover, all items received mean scores above

2.00 with the exception of items 7 and 17, which received mean scores of 1.90 and 1.96

with standard deviations of .76 and .72 respectively.
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Chapter 9

The second group, "Above university degree" ranked items No. 5 "Present and

anticipated earnings per share", 9 "Anticipated cash flow", 10 "Enterprise's reputation and its

competitive capability", 1 "Estimation of future gains, profits or losses and future sales and

purchases", and 13 " Financing structure" as the most important items. Also, these items

received the highest mean scores (2.94, 2.94, 2.91, 2.91, and 2.81) with standard deviations

of .23, .27, .28, .35, and .44 respectively. In addition, none of respondents chose

"Unimportant" for items No. 5, and 10, and all items received mean scores above 2.00, with

the exception of item No. 7, which received a mean score of 1.92 with a standard deviation

of .76.

9.3.2.2.2 Statistical Analysis:

Table 9.14 below shows that there are statistically significant differences between the two

groups in five (items No. 3, 4, 8, 15 and 18) of the eighteen items as all of their probability

values are significant (p < 0.05), while there are no statistically significant differences

between the two groups in the other items. Also, this test provides the values of the mean

rank of each characteristic (refer to Appendix F).

Table 9.14 Mann-Whitney Test Results of Difference among Groups (Education)
Users' Perceptions of the Importance Attached to the Financial Information Items
the Second Group)s

"

Information Items
Mann-Whitne

y U
VVilcoxon W Z Asynnp. Sig.

(2-tailed)

1- Estimation of future gains, profits or losses and future sales
and purchases

5819.0 12489.0 -1.120 .263

2- Movement of share prices for the last 12 months 5849.0 11414.0 -.553 .580
3- Present return eamed on share prices 5196.0 10656.0 -2.769 .006

4- Maintenance of dividends rate 5224.5 10895.5 -1.990 .047

5- Present and anticipated earnings per share 5895.0 11355.0 -.480 .631
6- Classification of sales revenue by geographical areas, major

product lines, and customer classes
5913.0 12468.0 -.172 .864

7- Internal transfer prices 5989.0 12544.0 -.120 .904
8- Leases and hire purchase contracts 3917.5 10133.5 -4.485 .000

9- Anticipated cash flow 5747.5 12302.5 -1.158 .247
10- Enterprise's reputation and its competitive capability 5808.0 12249.0 -.294 .769
11- The position of individual enterprises within a group 5401.5 11617.5 -.545 .586
12- Retained earnings for the last few years 6009.5 12679.5 -.077 .939
13- Financing structure 5557.5 12112.5 -1.298 .194
14- The enterprise's transaction with abroad 5662.0 11333.0 -.832 .405
15- Present and future goals of the enterprise 5145.0 11815.0 -2.589 .010

16- Employees and their productivity 5681.5 12236.5 -.711 .477
17- The social impact of the enterprise's activities 5763.5 12204.5 -.515 .607
18- The enterprise's efforts on research and development 5018.0 11459.0 -2.346 .019

a Grouping Variable: Education
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Chapter 9

In the light of the above result, the answer to the question posed earlier is that there

are significant differences in five of eighteen items (items 3, 4, 8, 15 and 18) between the

education groups regarding their perception of the importance attached to each of the

financial information items (the second group). Therefore, it is possible to reject the null

hypothesis H10.20, "There are no significant difference among respondent groups (according

to their level of education) regarding the importance attached to each of the selected

financial information items", for these five items and accept the alternative hypothesis

(H10.2 1 ), while it is possible to accept the null hypothesis for other items and reject the

alternative one.

9.3.2.3 Effect of Experience:

This sub-section aims to answer the following research questions: "Are there significant

differences among respondents of different experience regarding their perceptions of the

importance attached to each of the selected financial information items?". To answer this

question, the following null research hypothesis is formulated:

H10.3 0 There are no significant differences among respondent groups (according to their

experience) regarding the importance attached to each of the selected financial information

items.

9.3.2.3.1 Descriptive Statistics:

Tables 9.15a, and b below present the results of the second group of financial information

items. In general, the two groups gave similar rankings to seven items (items 1, 3, 7, 12, 14,

17 and 18) as they were perceived as the third, the fifth, the eighteenth, the tenth, the

eleventh, the seventeenth, and the thirteenth most important items.

On the other hand, other items were perceived slightly differently by the two groups.

For example, item 2, which was ranked eighth by the first group "After 1991" received a

higher rank (sixth) from the other group "Before 1991". These results suggest that there is a

complete agreement among the two groups regarding their ranking of the importance

attached to seven items and some agreement for other items. In addition, it should be noted

that respondents in the two groups saw that disclosing the financial information items
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Chapter 9

improves the usefulness of corporate annual reports, and percentages given to each

characteristic as a result of disclosing each item differed from one item to another and from

one characteristic to another.

The first group, "After 1991" ranked items 5 "Present and anticipated earnings per

share", 10 "Enterprise's reputation and its competitive capability", 1 "Estimation of future

gains, profits or losses and future sales and purchases", 9 "Anticipated cash flow", and 3

Present return earned on share prices" as the most important items. These items received the

highest mean scores (2.94, 2.93, 2.88, 2.87, and 2.83) with standard deviations

of .24, .26, .42, .39, and .46 respectively. Moreover, none of the respondents chose

"Unimportant" for items 5, and 10, and all items received mean scores above 2.00, with the

exceptions of items 7 and 17, both of which received a mean score of 1.89, with standard

deviations of .75 and .71 respectively.

The second group, "Before 1991" also ranked items No. 9 "Anticipated cash flow", 5

"Present and anticipated earnings per share"1 "Estimation of future gains, profits or losses

and future sales and purchases", 10 "Enterprise's reputation and its competitive capability",

and 3 "Present return earned on share prices" as the most important items. The above items

received the highest mean scores (2.97, 2.96, 2.89, 2.88, and 2.86) with standard deviations

of .17, .19, .32, .36, and .35 respectively. Also, none of respondents chose "Unimportant" for

items No. 1, 3, 5, and 9, and all items received mean scores above 2.00, with the exception of

item No. 7 (mean 1.93 with a standard deviation of .77).

9.3.2.3.2 Statistical Analysis:

The results of the Mann-Whitney Test, reported in Table 9.16 below, indicate that there are

statistically significant differences between the two groups in only two (items No. 8, and 9)

of the eighteen items as their probability values are significant (p < .05), while there are

no statistically significant differences between the two groups in the other items.

Furthermore, this test provides the values of the mean rank of each characteristic (refer to

Appendix F).

Therefore, the answer to the question posed earlier, "Are there significant difference

among respondents of different experience regarding their perceptions of the importance
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Table 9.16 Mann-Whitney Test Results of Difference among Groups (Experience)
Users' Perceptions of the Importance Attached to the Financial Information Items
the Second Grou

Information Items
Mann-Whit

ney U Wilcoxon W Z
Asymp. Sig.

(2-tailed)

1- Estimation of future gains, profits or losses and future sales and
purchases

6021.5 11799.5 -.529 .597

2- Movement of share prices for the last 12 months 5547.0 12217.0 -1.588 .112
3- Present return earned on share prices 6030.0 12700.0 -.026 .979
4- Maintenance of dividends rate 5943.0 12271.0 -.136 .892
5- Present and anticipated earnings per share 5899.0 12454.0 -.803 .422

6- Classification of sales revenue by geographical areas, major
product lines, and customer classes

5603.0 12158.0 -1.041 .298

7- Internal transfer prices 5893.5 12448.5 -.463 .643
8- Leases and hire purchase contracts 4576.0 10904.0 -2.998 .003
9- Anticipated cash flow 5521.0 12076.0 -2.455 .014
10- Enterprise's reputation and its competitive capability 5670.5 11235.5 -1.126 .260
11- The position of individual enterprises within a group 5293.5 11398.5 -.845 .398

12- Retained earnings for the last few years 5784.0 12454.0 -.846 .398

13- Financing structure 5654.5 12209.5 -1.161 .246
14- The enterprise's transaction with abroad 5917.5 12358.5 -.323 .747

15- Present and future goals of the enterprise 5866.5 12536.5 -.775 .438

16- Employees and their productivity 5491.0 12046.0 -1.282 .200
17- The social impact of the enterprise's activities 5181.5 11851.5 -1.944 .052

18- The enterprise's efforts on research and development 5433.0 12103.0 -1.450 .147

a Grouping Variable: Respondents experience

attached to each of the selected financial information items?" is that there are significant

differences in two (items 8 and 9) of the eighteen items between experience groups

regarding their perceptions of the importance attached to financial information items.

Accordingly, it is possible to reject the null hypothesis H10.3 0 "There are no significant

differences among respondent groups (according to their level of experience) regarding the

importance attached to each of the selected financial information items"; for these two items

and accept the alternative hypothesis (H10.3 1 ), while it is possible to accept the null

hypothesis for the other items and reject the alternative one.

Certain points regarding the above group of financial information items should be

noted:

1- Items 1, 2, 3, 5, 9, 10, 12, and 13 were noticeably considered as more important than other

items by the respondents, whether of the overall sample or of the background groupings.

This indicates that respondents saw these eight items as more important than other items.

2- Although item No. 4, "Maintenance of dividends rate", may help users to determine the

stability and profitability of a company, it was not perceived as one of the five most
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important items, either by respondents of the overall sample, or by any of the background

groups.

3- Items No. 4, 10, 11, and 12, which to the best knowledge of the researcher have not been

empirically tested previously in the Egyptian environment, were perceived to be of varying

importance. Items No. 4 and 11 were perceived as of average and below average importance

by all respondents, whether of the overall sample or of occupation, education, and

experience groups. However, the other two items were perceived as of high importance by

all respondents, whether of the overall sample or of occupation, education, and experience

groups.

9.4 Users' Perceptions of the Importance Attached to Each of the Financial

Information Items (the Two Groups of Items):

In the previous sections of this chapter, users' perceptions of the importance attached to each

of the financial information items in the two groups of items were presented separately.

However, it is interesting to present their perceptions of the 32 items as one group. The aim

of this section is to investigate the importance attached to each of financial information items

when list them in one group. This will reveal which group of items, items disclosed by most

listed companies and mandatorily required (the first group) or items not disclosed by most of

the listed companies (the second group), includes more important items.

Table 9.17 below shows users' perceptions of the importance attached to each of the

thirty-two items. According to the mean score, the table reveals that item no 19, "Present and

anticipated earnings per share" (mean score of 2.95 with a standard deviation of .22) was

perceived as the most important among the thirty two items, followed by items No. 23,

"Anticipated cash flow", 24, "Enterprise's reputation and its competitive capability", 11,

"Amount of long-term debts, their breakdown, and their interest rates", and 15, "Estimation

of future gains, profits or losses and future sales and purchases" were perceived as the most

important items as they received the second, third, fourth, and fifth rankings respectively.

The next five most important items, items No. 17, "Present return earned on share prices", 2,

"Interim information", 6, "Forecasts of contingent liabilities and anticipated future

investment", 16, "Movement of share prices for the last 12 months", and 27, "Financing
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structure", received the sixth, seventh, eighth, ninth, and tenth rankings respectively.

Table 9.17 Users' Perceptions of the Importance Attached to Each of the Financial Information Items
the Two Grou s of Items)*,

Financial Information Items

as
-=
o0_
E. _
c
m

-
=
a)a

CU
-=
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CL

E
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43
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CO

co

cr)
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CL

% % %

1- Consolidated financial statements 5.9 27.9 66.2 2.60 .60 18

2- Interim information 2.7 11.9 85.4 2.83 .45 7

3- Inventory and its types and valuation methods 7.7 34.1 58.2 2.50 .64 23

4- Tax position 6.8 24.2 68.9 2.62 .61 17

5- Assets types and applied depreciation methods 6.3 29.9 63.8 2.57 .61 21

6- Forecasts of contingent liabilities and anticipated future investment 2.7 13.2 84.1 2.81 .46 8

7- Extraordinary items and their impacts 12.4 39.6 47.9 2.35 .69 27

8- Post balance sheet events and their impacts 5.0 18.6 76.4 2.71 .55 14

9- Revenue recognition policy 7.8 27.1 65.1 2.57 .63 22

10- Authorised, issued, and paid-up capital; and types of shares and
share book value

4.5 18.6 76.9 2.72 .54
.

11

11- Amount of long-term debts, their breakdown, and their interest rates 2.3 5.4 92.3 2.90 .37 4

12- The enterprise's efforts in protecfing the environment 19.1 48.2 32.7 2.14 .71 30

13- Capitalisation policy of debts cost 5.6 25.7 68.7 2.63 .59 16

14- Detailed information on the enterprise's transactions with related
parties

8.1 33.8 58.1 2.50 .64 24

15- Estimation of future gains, profits or losses and future sales and
purchases

1.8 8.1 90.1 2.88 .37 5

16- Movement of share prices for the last 12 months 2.3 20.4 77.4 2.75 .48 9

17- Present return earned on share prices 1.8 12.3 85.9 2.84 .41 6

18- Maintenance of dividends rate 2.3 24.2 73.5 2.71 .50 13

19- Present and anticipated earnings per share 0 5.0 95.0 2.95 .22 1

20- Classification of sales revenue by geographical areas, major
product lines, and customer classes

10.9 35.5 53.6 2.43 .68 26

21- Internal transfer prices 33.5 42.1 24.4 1.91 .76 32

22- Leases and hire purchase contracts 11.1 43.5 45.4 2.34 .67 29

23- Anticipated cash flow .9 6.4 92.7 2.92 .31 2
24- Enterprise's reputation and its competitive capability .5 8.7 90.8 2.90 .31 3

25- The position of individual enterprises within a group 6.1 29.2 64.6 2.58 .61 19

26- Retained earnings for the last few years 8.1 18.6 73.3 2.65 .63 15

27- Financing structure 4.1 16.8 79.1 2.75 .52 10

28- The enterprise's transaction with abroad 6.4 29.1 64.5 2.58 .61 20

29- Present and future goals of the enterprise 1.8 25.2 73.0 2.71 .49 12

30- Employees and their productivity 13.6 38.2 48.2 2.35 .71 28

31- The social impact of the enterprise's activities 29.1 43.6 27.3 1.98 .75 31

32- The enterprise's efforts on research and development 9.1 35.0 55.9 2.47 .66 25

* Note that items 1 to 14 represent the first group, while items 15 to 32 represent the second group.

An important note about the above findings is that among the five most important

items, there are four items from the second group (items undisclosed by most listed

companies). Similarly, among the ten most important items there are seven items also from

the same group (undisclosed items). Therefore, it is possible to say that the above findings

provide empirical evidence that most of the financial information items that are perceived as

the most important items (seven out of ten items) are not disclosed and may not be
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mandatorily required from listed companies, while only three items among the ten most

important are. It can be concluded that many financial information items needed for users of

corporate annual reports are not available, as they are not mandatorily required and so the

majority of listed companies do not disclose them. On the other hand, Items 30 "Employees

and their productivity", 22 "Leases and hire purchase contracts", 12 "The enterprise's efforts

in protecting the environment", 31 "The social impact of the enterprise's activities", 21

"Internal transfer prices", were perceived as the least important items, because they were

ranked twenty-eighth, twenty- ninth, thirtieth, thirty-first, and thirty-second, respectively.

9.5 Summary:

The aim of this chapter was to investigate respondents' perceptions of the importance

attached to some selected financial information items in making decisions of securities

investment, and to determine whether the QCOAI are served as a result of the disclosure of

each of these items. These items, as mentioned earlier in the chapter (see 9.1), were divided

into two main groups. The first group included 14 items while 18 items were included in the

second group. So, the results were presented in two main sections, section 9.2 for the first

group and section 9.3 for the second group.

Similarly to the two previous chapters, Chapters 7 and 8, descriptive statistics and

non-parametric tests were used to analyse respondents' perceptions as a whole sample and in

relation to their background information. In both sections, 9.2 and 9.3, the purpose of this

analysis was first to describe answers about respondents' perceptions of importance attached

to each item of the selected financial information items and the characteristics served as a

result of disclosing each item; second, to examine whether there are significant differences in

respondents' perceptions, for the overall sample, about the importance attached to each of the

selected financial information items; third, to examine whether there are significant

differences among respondents of different occupation, qualification or experience regarding

their perceptions of the importance attached to each of the selected financial information

items. Section 9.4 was devoted to investigating users' perceptions of the importance

attached to each of all the items in both groups.
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CHAPTER TEN

Summary, Conclusions and Recommendations

10.1 Introduction:

The purpose of this chapter is first, to give a summary of the study, and second to draw

conclusions based on its main findings. The research contribution is highlighted and

several recommendations are made, as well as suggestions for future research.

10.2 Summary:

As mentioned earlier in the thesis, the main objective of this study is to investigate

empirically users' perceptions of the usefulness of the financial information that could be

provided in the corporate annual reports presented by listed companies in Egypt, for the

purpose of securities investment. This investigation was carried out in the light of the

requirements of the EASs, the listing rules of the CASE and related laws, especially CML

No. 95/1992, using the QCOAI.

In achieving this objective, the thesis included ten chapters. The first chapter was

an introduction to the study. It introduced the research problem and its objectives,

followed by the research importance. The limitations of the study were explained and a

summary of the research methodology was provided. The objectives of financial reports

were introduced in Chapter Two, followed by the definitions, the nature and features of

QCOAI. Also, the importance of QCOAI was discussed. A brief review of the literature

related to users' perceptions of the importance attached to sources of financial

information, sections of corporate annual reports, and sets of information items was

provided. Previous studies related to QCOAI, whether by accounting professional bodies

such as the ASB the FASB, and the CICA, or by individuals, were also introduced.

With the aim of presenting a theoretical analysis of what has been presented in the

literature of QCOAI that could help in the selection of a suitable set of QCOAI, which

could be used to investigate users' perceptions, thirty QCOAI were discussed in Chapter

Three. Furthermore, a set of eleven qualitative characteristics, which should be possessed
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by financial information, if it is to be useful to its users, was selected. Those

characteristics were: understandability, relevance, reliability, comparability, predictive

value, timeliness, faithful representation, neutrality, verifiability, consistency and

materiality. Understandability was selected as a basic characteristic. They were presented

in three hierarchical levels. The first level consisted of relevance and reliability, as main

characteristics. Each of the first level characteristics has some components that represent

second level characteristics. Predictive value, timeliness and comparability are the

components of relevance, while faithful representation, neutrality, and verifiability are

components of reliability. The third level includes consistency, as a component of

comparability. In addition to the above selected characteristics, materiality was

considered as a threshold characteristic in the hierarchy.

Several issues related to accounting standard setting were discussed in Chapter

Four. The nature of accounting standards and their features and importance, especially for

developing countries such as Egypt, were explained as well. As both the UK and the USA

have extensive experience in setting accounting standards, and also have a strong

influence on accounting practice in Egypt, the process of accounting standard setting in

these two Anglo-Saxon countries was discussed, including different institutional

arrangements and the roles of both the government and the profession in the process.

Since the EASs issued in 1997 were mainly based on the IASs, the importance of IASs

for achieving comparability among financial reports of different countries was discussed,

followed by their usefulness for developing countries, which might have no national

standards-setting bodies or no resources to undertake the full process of accounting

standards-setting. Strategies of setting accounting standards for developing countries were

presented as well. Also, EASs, issued in 1997, and their relationship with the IASs were

considered in some detail.

In Chapter Five of the study, four development stages of economic and accounting

practices in Egypt, namely, the period before 1954, the period between 1954 and 1974,

the period between 1974 and 1990, and the period after 1990 were presented. The

Egyptian privatisation programme, the reasons for undertaking this programme, and the
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methods used for selling the public companies were also explained, followed by a brief

background of the Egyptian stock market, which has been activated especially after the

issue of the CML No. 95 of 1992 and the start of the privatisation programme. The

relevant regulations for mandatory disclosure of listed companies in Egypt were outlined,

including the different sources of regulations such as the CASE, the CML No. 95 of 1992,

other related laws (e.g. Investment Law No. 8 of 1997, Tax Law No. 157 of 1981, ...etc.),

and the EASs.

Research questions and hypotheses were presented in Chapter Six which include

also the research methodology. To accomplish the empirical part of the study, the survey

was the chosen strategy. Since the main objective of this study (see Chapter One) was to

investigate empirically the users' perceptions, it would have been difficult to conduct the

research other than by survey, as the data sources were the users themselves, rather than

any other source. In carrying out the survey, a questionnaire was chosen as the main

instrument for collecting the data needed for this research. This instrument was

complemented by personal interviews, which were used to gather data that would give

supporting evidence to the findings and could not be gathered by the questionnaire

method.

Every possible effort was made to make sure that the questionnaire used in this

survey was well designed. In doing so, many factors were taken into consideration,

including the question wording, the question order, and the pre-test, which was conducted

in two stages, named the pre pre-test and the pre-test or pilot study. The first stage of the

pre-test, the pre pre-test, was carried out by distributing both the English and the Arabic

versions of the questionnaire to Egyptian students undertaking doctoral research in

accounting at UK universities. The second stage, the pre-test or the pilot study, was

carried out by sending the Arabic version of the questionnaire to some respondents from

the target population in Egypt. In the main survey, the questionnaires were personally

distributed to a sample of 320 respondents including five groups of users of financial

reports, namely, financial analysts; decision makers; academics; stock brokers; and staff

of the observatory and regulatory bodies, who were named as "others". In total, 232
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questionnaires were received, and of them, 222 questionnaires were analysed representing

69.38%.

The questionnaire consisted of four parts. Part one was designed to gather

information about respondents' background. Part two investigated users' perceptions of

the importance of the various sources of financial information and of the different

sections of corporate annual reports. In part three, data were elicited on users' perceptions

of both the suitability and applicability of the selected set of QCOAI and the importance

of each of the QCOAI in evaluating the usefulness of financial information provided in

corporate annual reports. Users' perceptions of the importance attached to each of the

selected items of financial information, whether included or not in the corporate

annual reports presented by listed companies, and the relationship between these items

and each of the selected QCOAI, were covered in part four.

The collected data were largely quantifiable and based on a five-point scale. After

collection, the data were coded and processed through the computer and analysed using

the SPSS. The data analysis was carried out for the overall sample and for the various

sub-groups. Data analysis for the overall sample assisted the researcher to investigate the

perceptions of the whole sample, while analysis for the different grouping enabled the

researcher to investigate differences between various user groups. In addition to the

descriptive statistics, which mainly depended on the percentage, the mean, and the

standard deviation, a statistical analysis was carried out using some non-parametric tests

such as the Chi-square Test, the ICruskal-Wallis H Test and the Mann-Whitney U Test.

These statistical tests were utilised to test for significant differences for the overall sample

and between various sub-groups. Grouping was done according to respondents'

occupation (five groups), level of education (two groups), and years of experience (two

groups).

The outcomes of the analysis were presented in three main parts, including users'

perceptions of the importance of various sources of financial information and different

sections of corporate annual reports (Chapter Seven); the suitability and applicability of

the selected set of QCOAI and the importance attached to each of the QCOAI (Chapter
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Eight); and users' perceptions of the importance attached to 32 financial information items

and their relationship with the each of the selected QCOAI. Furthermore, the results of

the present study were compared with the results of related parts of similar studies carried

out previously, whether in Egypt, in developing countries, or in developed countries.

10.3 Conclusions:

In this section of the chapter, a summary of its results, in addition to the conclusions, is

presented. The data analysis presented earlier in chapters seven, eight and nine is the basis

of the following conclusions. The presentation of the summarised findings and the

conclusions of the study will be grouped into five main sections as follows:

10.3.1 Users' Perceptions of the Importance of Sources of Financial Information:

A major finding is that the corporate annual reports were perceived as the most important

source of financial information by users in Egypt. This finding is consistent with findings

of several previous studies, whether in developed or in developing countries, including

Egypt. For instance, this finding consists with what was reported in many studies (refer to

Chapter Two) that the corporate annual reports are the most important source of financial

information (Chang and Most, 1977; Anderson, 1981; Shohaieb, 1990; Ali, 1992; Epstein

and Pava, 1993; Abu-Nassar and Rutherford, 1996, and Al-Razeen, 1999). Also,

corporate annual reports were ranked as the most important source of financial

information by various user groups of occupation, level of education and years of

experience.

It was found that users perceived "Newspapers and magazines" and "The direct

contact with the company management" as important sources of financial information

because they were perceived as the second and third most important sources respectively.

These findings are consistent with other findings reported in some previous studies. For

example, in several studies (Epstein and Pava, 1993; Anderson and Epstein, 1996; Bartlett

and Chandler, 1997) "Newspapers and magazines" were perceived as an important source

of financial information, while, in other studies (Shohaieb, 1990; Mohamed, 1991; and

Ali, 1992) the same source was perceived as of moderate importance.
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Conversely, the study revealed that users in general and in occupation, education

and experience groups perceived "Tips & rumours" and "Advice of friends and/or

relatives" as the least important sources of financial information. Few users reported that

other sources such as governmental bodies, brokerage firms, the Internet, and the CASE'

information centre might be used as sources of financial information.

Regarding the effects of users' background characteristics on their perceptions, the

statistical analysis revealed that users' occupation affects their perceptions of the

importance attached to all sources of financial information except "Newspapers and

magazines", since there were statistically significant differences in all sources, except for

"Newspapers and magazines", across occupation user groups. This finding is consistent

with what has been reported in the literature (refer to Chapter 2) that there are significant

differences among different user groups in their perceptions (e.g. Wallace, 1988; Solas

and Ibrahim, 1992; and Ali, 1992).

Also, it was revealed that users' level of education does not affect their perceptions

of the importance attached to corporate annual reports and any of the other sources of

financial information except "Advisory services", since there was no statistically

significant difference in all sources, except "Advisory services", across education groups.

The literature provides a similar finding that there were no significant differences in

users' perceptions of the usefulness of corporate annual reports among education groups

Ali, 1992). A further finding was that users' experience affected their perceptions of the

importance attached to only some sources of financial information, while it did not affect

other sources, because there was no statistically significant difference across the

experience groups for three sources, namely, "Corporate annual reports", "Newspapers

and magazines", and "Tips & rumours". There were no significant differences in

respondents' perceptions of the usefulness of corporate annual reports. Regarding the

above finding, the literature provides evidence that years of experience have no effect on

users' perceptions of the importance attached to various sources of financial information

(Al-Mubarak (1997).
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Furthermore, the present study concludes that despite the noticeable improvement

in other available sources of financial information such as newspapers and magazines,

prospectuses, and advisory services, corporate annual reports, which were perceived as a

source high in importance in previous studies in Egypt, are still perceived as having the

same importance under the contemporary changes in the financial reporting practice in

Egypt resulting from the adoption of EASs based on the IASs, the CML No.95 of 1992,

and the new listing rules of the CASE. Also, there were indications that users' perceptions

of the importance of corporate annual reports in both Jordan and Saudi Arabia could be

similar to those in Egypt.

10.3.2 Users' Perceptions of the Importance of Sections of Corporate Annual

Reports:

There was a clear finding that the "Income statement" was considered as the most

important section among the various sections of corporate annual reports. The "Balance

sheet" was considered as the second most important section, while the "Cash flow

statement" and "Suggested dividends statement" were the third and fourth most important

sections of corporate annual reports respectively. On the other hand, the findings

indicated that "Directors' report" and "Review of operations" were perceived as the least

important sections.

Another important result of this study was that all user groups considered the

"Income statement" as an important section of corporate annual reports because it was

perceived as the most important section by four occupation groups. "Others" (i.e., staff of

the regulatory and observatory bodies) were the only user group that did not consider the

"Income statement" as the most important section. Although the general trend among

occupation groups was almost the same, "Academics" differed noticeably in their

perceptions of some sections of corporate annual reports from the other groups. They

perceived the "Balance sheet" as fifth in importance and the "Suggested dividends

statement" as sixth, whereas these two statements were viewed as more important by

other groups. Furthermore, "Academics" were the only group that gave the auditor's
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report a high ranking. The "Income statement" was seen as the most important section, by

all education and experience groups.

With regard to the effects of background characteristics, it was found that these

characteristics affected perceptions of some sections, but not others. For instance, the

statistical analysis revealed that there was no statistically significant difference across

occupation groups in perceptions of the first four sections, "Income statement", "Balance

sheet", "Cash flow statement" and "Suggested dividends statement". On the other hand, it

was found that were statistically significant differences across occupation groups in

relation to the other sections.

The findings also indicated that there were no statistically significant differences

for three sections, "Income statement", "Cash flow statement" and "Suggested dividends

statement", across education groups, while there were statistically significant differences

in relation to the other sections. No statistically significant differences were found for the

first four sections, "Income statement", "Balance sheet", "Cash flow statement" and

"Suggested dividends statement", across experience groups. Conversely, there were

statistically significant differences in relation to the other four sections.

Similar to findings from some other parts of the world, this study found that

"Income statement" and "Balance sheet" are the most important sections of corporate

annual reports to the overall sample and to most user groups. Comparison of the findings

of the current study with those of other studies indicated that the contemporary changes in

the financial reporting practice in Egypt did not greatly affect the users' perceptions of the

importance of some sections of corporate annual reports, especially "Income statement",

and "Balance sheet". Also, there were indications that users' perceptions of the

importance of most sections of corporate annual reports in both Jordan and Saudi Arabia

could be similar to those in Egypt reported in the present study.

10.3.3 Users' Perceptions of the Suitability of Selected Set of QCOAI:

Concerning the suitability of the selected set of QCOAI, which is presented in Chapter

Three, it was found that users whether as a whole, or as occupation, education and
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experience groups, considered the selected set of QCOAI to be suitable for use in the

evaluation of the usefulness of financial information provided in corporate annual reports.

Additionally, the findings revealed a high level of agreement among users regarding the

importance of relevance, reliability and understandability as basic characteristics. On the

other hand, the findings revealed a lack of agreement among users as to whether or not

uniformity and prudence should be included in the selected set of QCOAI in the light of

the contemporary changes in the Egyptian economic environment. This suggests that

further investigation is needed to investigate users' perceptions of the importance of these

characteristics, uniformity and prudence.

Regarding the effects of users' background characteristics on their perceptions of

the suitability of the selected set of QCOAI; the importance of understandability,

relevance and reliability as basic characteristics; and about including or excluding

uniformity and prudence to or from the selected set of QCOAI, it was found that users'

occupation did not affect their perceptions, since there were no significant differences in

respondents' perceptions across the occupation groups. It was also revealed that users'

level of education did not affect their perceptions, except with regard to the importance of

relevance as a basic characteristic. Nor did users' experience affect their perceptions,

since there were no statistically significant differences across experience groups.

10.3.4 Users' Perceptions of the Importance Attached to Each of the QCOAI:

The main finding was that all selected characteristics were perceived to be important or

very important characteristics, to slightly different degrees. The study found that

"timeliness" was considered, both by users in general, and by education, experience, and

most occupation groups, as the most important characteristic. The above finding is

consistent with the increasing interest during the last few years in "timeliness" of the

financial information, especially by the authorities and users' representatives (refer to

8.3.1.1 of Chapter eight). The findings revealed also that "Financial analysts" were the

only group that did not consider "timeliness" as the first most important characteristic,

because they chose "comparability" as the most important characteristic.
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Also, "reliability", "understandability", and "comparability" were perceived to

rank second, third and the fourth in importance, respectively. In contrast, "verifiability",

"consistency", and "materiality" were perceived to be slightly less important than the

above characteristics, as they were perceived as the ninth, tenth and least important

characteristics. The rankings of the selected characteristics, whether by users in general or

by occupation, education and experience groups, showed that there was a weak level of

agreement among users.

Regarding the effects of users' background characteristics, the results of the study

indicated that users' occupation affected their perceptions for only three out of eleven

selected characteristics, "relevance", "consistency", and "materiality", since there were

statistically significant differences in users' perceptions of these three characteristics,

across the occupation groups. Also, the results indicated that users' education affected

their perceptions of seven of the eleven selected characteristics, while it did not affect the

other four characteristics, namely, "reliability", "verifiability", "comparability", and

"materiality". Moreover, it was found that users' experience affected their perceptions of

five of the eleven characteristics, namely, "understandability", "relevance", "neutrality",

faithful representation" and "consistency". Additionally, the results of the present study

suggest that the important changes in the Egyptian economic environment have affected

users' perceptions of the importance attached to some of the QCOAI, such as "timeliness",

"understandability" and "reliability", while they have not affected others.

10.3.5 Importance of Selected Financial Information Items:

With regard to the first group of financial information items, the results indicated that

users, in general and in each of the occupation, education and experience groups,

considered nearly all the fourteen financial information items important, but some items

were regarded as more important than others. Additionally, it was found that among the

fourteen financial information items included in the first group of items, "Amount of

long-term debts, their breakdown, and their interest rates" was seen as the most important

item by users in general, and by the education and experience groups, and most

occupation groups.
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Another important finding of the study was that other items such as "Interim

information", "Forecasts of contingent liabilities and anticipated future investment",

"Authorised, issued, and paid-up capital; and types of shares and share book value", "Post

balance sheet events and their impacts" and "Capitalisation policy of debts cost" were

noticeably considered as more important than other items by the users, both in general

and in different background groupings. Furthermore, users thought that all the QCOAI are

served, to varying degrees, as a result of disclosing these items.

Regarding the second group of financial information items, as a general finding,

users in general and in each of the occupation, education and experience groups,

perceived the majority of the eighteen items as important, but some items were

considered as more important than others. "Present and anticipated earnings per share

was seen as the most important item by users in general, and in several background

groupings.

An important finding of the study was that some other items such as "Anticipated

cash flow", "Enterprise's reputation and its competitive capability", "Estimation of future

gains, profits or losses and future sales and purchases", " Present return earned on share

prices", and "Financing structure" were markedly seen as more important than others by

the users, whether in general or in different background groupings. Also, the findings

showed that users thought that all the QCOAI are served, to varying degrees, as a result of

disclosing these items.

Evidence was found that items, which to the best of the researcher's knowledge

have not been empirically tested previously in the Egyptian environment, were perceived

to be of varying importance. For instance, "Maintenance of dividends rate", "The position

of individual enterprises within a group" and "Retained earnings for the last few years"

were perceived as of average and below average importance by all users, whether in

general or in different occupation, education, and experience groups. However, it was

found that two other items, "Authorised, issued, and paid-up capital; and types of shares

and share book value" and "Enterprise's reputation and its competitive capability", were

perceived as of high importance.
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Concerning users' perceptions of each of the 32 items when arranged in one group,

it was revealed that " Present and anticipated earnings per share" was perceived as the

most important among the 32 items. Also, "Anticipated cash flow", "Enterprise's

reputation and its competitive capability", "Amount of long-term debts, their breakdown,

and their interest rates", and "Estimation of future gains, profits or losses and future sales

and purchases" were perceived as the next most important items, as they ranked second,

third, fourth, and fifth, respectively.

Another important result of this study was that among the five most important

items, when the 32 items are arranged in one group, there are four items from the second

group (undisclosed items). Similarly, among the ten most important items there are seven

items also from the same group (undisclosed items). Consequently, it is possible to

conclude that most of the financial information items that are perceived as the most

important items (seven out of ten items, namely, "Present and anticipated earnings per

share", "Anticipated cash flow", "Enterprise's reputation and its competitive capability",

"Estimation of future gains, profits or losses and future sales and purchases", "Present

return earned on share prices", "Movement of share prices for the last 12 months", and

"Financing structure") are not disclosed by most of listed companies, whether man.datorily

required or not, while only three items among the ten most important are disclosed by

most listed companies. Lastly, concerning the effects of users' background characteristics,

it was found that their background characteristics affected their perceptions of some

financial information items, but did not affect others.

In general, the above findings and the discussion made in section 4.5 of Chapter

Four support the view that the strategy of adoption of IASs (refer to 4.5.3 of Chapter

Four) which has been adopted in Egypt since the commencement of the interest in setting

accounting standards in Egypt, is considered a suitable strategy to be adopted in Egypt

and other developing countries. Users had favourable perceptions about the importance

attached to corporate annual reports and financial information items, which are presented

by listed companies in Egypt under the adoption of the EASs, which are mainly based on
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the IASs. The value of the strategy, however, will depend on the consideration given to

both environmental factors and the needs of different user groups.

10.4 Recommendations:

In the light of what has been presented earlier in this chapter, it is possible to suggest the

following recommendations:

1- In the light of the finding that "timeliness" was perceived as the most important

characteristic (see 8.3.1.1 of Chapter Eight), it is necessary for both the CMA and the

CASE to require listed companies to adopt a specific time-frame for issuing their

financial reports. Also, although the listing rules in the CASE provide for a fine to be paid

by companies that do not issue their financial reports by the specified time, two important

recommendations should be suggested. First, this fine is not enough and should be

increased to be more effective in compelling listed companies to issue their financial

reports in the desired time; second, a heavy fine should be imposed on listed companies

that give financial information about the company to specific users and withhold it from

others.

2- Concerning the noticeable acceptance (refer to 8.2 of Chapter Eight), that the selected

set of QCOAI, presented in a hierarchy in Chapter Three, received from users of financial

information, it is recommended that accounting regulators should take the QCOAI into

consideration when preparing new accounting regulations. The QCOAI can help in the

preparation and evaluation of Companies Acts with respect to the accounting subjects

(see 2.5 of Chapter Two). This has a special importance, as the Egyptian government is

preparing to introduce a new law for the capital market.

3- Regarding the different strategies to be used for setting accounting standards in

developing countries, discussed in Chapter Four, it is recommended that Egypt and other

developing countries, particularly Arab countries with similar economic and social

circumstances to Egypt, adopt the strategy of adoption of IASs. However they should take

into consideration their own social, political, economic, legal, and cultural environment

and the needs of their different user groups. Moreover, it should be recognized that the
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recognized that the IASs are affected by accounting practices in some developed

countries which might be not relevant to the needs of the developing countries (refer to

4.4.3 and 4.5.3 of Chapter Four).

4- The EASs must be kept updated in line with their bases, the IASs. The review included

in 4.7 of Chapter four regarding the relationship between the EASs and the IASs, showed

that there are many IASs that have no counterpart in the EASs such as Income Taxes

(IAS 12), Segment Reporting (IAS 14). Furthermore, there is a strong need to translate

the current IASs into Arabic, to improve the understanding of both preparers and users of

the corporate annual reports. This Arabic version would be extremely helpful to users and

preparers, especially in areas that are not covered by the EASs.

5- In the light of findings on users' perceptions of the financial information items,

presented in Chapter Nine, some information items (e.g., "Present and anticipated

earnings per share", "Present return earned on share prices", "Movement of share prices

for the last 12 months", and "Financing structure") should be mandatorily required from

listed companies in Egypt, whether in the new CML, which will be issued later, or in

CASE's listing rules.

6- Since newspapers and magazines were perceived as the second most important source

of financial information, it is recommended that more attention should be directed

towards this source. For instance, listed companies should supply newspapers and

magazines with appropriate information. The government, represented by the CMA,

should support the role of newspapers and magazines by providing information and / or

facilitating access to listed companies. Press organisations themselves should improve

their products to give more helpful information to their readers, especially those who have

no direct access to financial information about listed companies other than the corporate

annual reports.

7- For the purpose of improving performance in the Egyptian stock market, it is very

important to amend Article No.16 of the CML No. 95 of 1992 to require companies

offering their shares for public subscription to be listed in the stock exchanges instead of

leaving the listing to the company's discretion.
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8- There is much need for some courses to be given, whether by universities, leading

accounting firms, the CASE, the CMA or by any other bodies, for both preparers and

users to improve their understanding regarding the application of the EASs. These courses

would have vital effects in improving accounting practice in Egypt, especially as most

Accounting Departments in the Egyptian universities have not yet taught EASs or IASs to

undergraduate students. This point leads to the next recommendation.

9- Accounting Departments in Egyptian universities should include, in their teaching

programme, some courses about the EASs and IASs, to help in preparing accountants

who are capable to deal with these standards.

10- In general, more attention should be paid to protect small investors in the Egyptian

capital market, especially as the government is preparing a new CML to be issued in

future.

11- It would be better for listed companies, especially those have the most active shares,

to issue their corporate annual reports on the Internet, particularly now the number of

users of Internet services in Egypt is on the increase, since the government offered the

service for free to the public starting from 2002.

10.5 Contribution of the Study:

Although the current study investigated and tested some questions and hypotheses that

perhaps have been the subject of previous studies in other countries, the findings of the

present study are of particular importance since to the best of the researcher's knowledge,

there has been no empirical investigation in Egypt regarding the usefulness of financial

information provided in corporate annual reports under the contemporary changes in

financial reporting practice. The current study may be one of the first studies to pursue

such an investigation (see 1.3 of Chapter One).

In meeting its objectives, the study has made some particular contributions. These

contributions can be presented as follows:

1- To the best of the researcher's knowledge, among the four financial statements

investigated in this study, one of them, the suggested dividends statement, has been
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investigated for the first time in Egypt, since listed companies were first required to

prepare this statement in 1997 (for the corporate annual reports of 1998).

2- Among the 32 financial information items tested in Chapter Nine of this study, five

items, to the best of the researcher knowledge, have not previously been tested in Egypt.

These items are: "Maintenance of dividends rate"; "Enterprise's reputation and its

competitive capability"; "The position of individual enterprises within a group";

"Retained earnings for the last few years"; and "Authorised, issued, and paid-up capital;

and types of shares and share book value".

3- The findings of this study can provide empirical evidence on the usefulness of financial

information provided in corporate annual reports of listed companies under both the EASs

issued in 1997 and the new listing rule of CASE issued later in 2000.

4- This study presented and tested the suitability of a set of QCOAI to be used in

investigation of the usefulness of financial information in corporate annual reports of

listed companies in Egypt. This may help both preparers of corporate annual reports and

regulators of accounting practice in improving the financial reporting practice of listed

companies in Egypt.

5- Some comparisons have been presented between the results of this study and relevant

sections in other similar studies, whether carried out in Egypt, in other developing

countries (Jordan and Saudi Arabia) or in developed countries (Australia, New Zealand,

the UK, and the US).

6- The empirical evidence presented in this study on the usefulness of 32 financial

information items may help regulators to know what sort of information items should be

made mandatory.

10.6 Suggestions for Future Studies:

This section offers ideas for further studies, for which the current study provides a basis.

The following are some suggestions for future research:

1- As the present study represents the situation in the Egyptian accounting environment in

the years between 1998 - 2001 when the EASs were adopted (1998) and the new listing
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rules were applied (2000), it would be interesting to duplicate this study in the near future,

to investigate this situation a few years later.

2- Because the Egyptian environment was the focus of this study, it would be interesting

to duplicate it in other Arab countries or to do a comparative study, so that comparisons

could be drawn, especially as these Arab countries have many similarities to the Egyptian

environment, such as the emerging stock markets and privatisation programmes.

3- As this study concentrated on the various user groups of the corporate annual reports

and their information, other studies could be suggested to investigate preparers'

perceptions regarding the requirements of the CML, EASs, and the new listing rules of

the CASE.

4- More studies are needed in future to investigate users' perceptions of the importance of

both uniformity and prudence, that were omitted from the set of QCOAI selected in this

study.

5- As the current research was directed towards five user groups in the Egypt, further

evidence could be obtained in other studies from other user groups that were outside the

scope of this study.
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Appendix A: Survey Questionnaire

Questionnaire on the usefulness of financial information presented by

listed companies in the light of the requirements of Egyptian Accounting

Standards and related Laws for the purposes of Securities investment

2



The University of Hull

Business School

Hull, HU6 7RX

United Kingdom

Dear Sir/Madam

I am looking for your co-operation in my Ph.D. study being supervised by Prof.

David J. Alexander in the University of Hull, Business School. The study is titled "The

role of qualitative characteristics of accounting information in developing accounting

information systems". It aims to evaluate the usefulness of information provided in

corporate annual reports issued by Egyptian listed companies as requirements of both

Egyptian Accounting Standards and Capital Market Law 95/1992, for the purposes of

stock investment.

You are among those invited to participate in a research questionnaire as you are

one of the interested parties in this subject. Your opinion is very important for completing

this study. All responses will be strictly confidential.

To save your time, this questionnaire was designed to enable you to answer most

of the questions in its four parts easily. Lastly, if you have any comments about the study

itself or the questionnaire, please make them on the blank page at the back of the

questionnaire.

Thank you for your great help,

Yours sincerely,

Abdelmohsen M. Desoky
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Part 1: (Personal information)

1.1 - Name (optional):

1.2 - Current Occupation:

1.3 - Employer:

1.4 - Education:	 (Please circle one number)

Level of education

- Below university degree 1

- University degree 2

- Above university degree 3

1.5 - Years of experience:

(Please circle one number)

Years of experience

- Up to 5	 years 1

- ( 6 -10) years 2

- (11 — 15) years 3

- (16 — 20) years 4

- Over 20	 years 5

1.6 - Do you wish to receive a copy of the final results of the study?

(Please circle)
	

Yes	 No

If the answer is yes, please write your correspondence address:



Part 2: 
This part aims to identify the importance of each source of information listed below in

your opinion; also to identify the importance of each section of corporate annual reports for the
purposes of stock investment.

2.1 - For the purposes of stock investment, how do you rate the importance of the following
sources of information?
(Please circle one number for each source)

Code Sources

. Z
2 :LI

c- ,P. -
E

U s

5
=

E

> , 0 -.

g
a . 5

-E
;.'.)
Z

5
C'

cc,...-

E
.

t'.L, a. -
> . E

2.1.1 Corporate annual reports 1 2 3 4 5

2.1.2 Newspapers and magazines 1 2 3 4 5

2.1.3 Direct contact with the company Management 1 2 3 4 5

2.1.4. Prospectuses 1 2 3 4 5

2.1.5 Tips and rumours 1 2 3 4 5

2.1.6 Advisory services (e.g. accountants) 1 2 3 4 5

2.1.7 Advice of friends and / or relatives 1 2 3 4 5

2.1.8 Other (please identify)
- 1 2 3 4 5

2.2 — How do you rate the importance of each of the following sections of corporate annual
reports for the purposes of stock investment?

(Please circle one number for each section)

Code Sources
. .

,.
E =

u g

=
c>, c... r:	 E

:1..' 	 g

.7L
5

2

E

=̀'

a
_...

-E=
=
a

> .=

2.2.1 Income statement 1 2 3 4 5
2.2.2 Balance sheet 1 2 3 4 5
2.2.3 Cash flow statement 1 2 3 4 5
2.2.4 Suggested dividends statement 1 2 3 4 5
2.2.5 Directors' report 1 2 3 4 5
2.2.6 Auditor's report 1 2 3 4 5
2.2.7 Review of operations 1 2 3 4 5
2.2.8 Notes to the accounts 1 2 3 4 5
2.2.9 Other (please identify)

- 1 2 3 4 5

5



Part 3:
This part of the questionnaire aims to identify your opinion of the fitness of

qualitative characteristics of accounting information to evaluate the usefulness of
information provided in corporate annual reports, and to identify the importance of each
characteristic.

3.1 - Do you agree that a set of qualitative characteristics of accounting information that
includes the following:

- Understandability	 - Relevance
- Reliability	 - Verifiability
- Neutrality	 - Faithful representation
- Comparability	 - Timeliness
- Predictive value	 - Consistency
- Materiality

is suitable to evaluate the usefulness of information provided in corporate annual reports
for the purposes of stock investment?

(Please circle one number)

Strongly
disagree

Disagree Neutral Agree Strongly
agree

1 2 3 4 5

3.2 - When evaluating the usefulness of information appearing in corporate annual reports, what
is the relative importance that you give to each characteristic of qualitative characteristics of
accounting information?

Please circle one number for each characteristic

Code Characteristic

2, Ti
tl =

c. g-

Q

t....,-
>.„.

2 g

E I
g6
z

.;:
- .'

1

=
=

' ? -
>.E

3.2.1 Understandability 1 2 3 4 5
3.2.2 Relevance 1 2 3 4 5
3.2.3 Reliability 1 2 3 4 5
3.2.4 Verifiability 1 2 3 4 5
3.2.5 Neutrality 1 2 3 4 5
3.2.6 Faithful representation 1 2 3 4 5
3.2.7 Comparability 1 2 3 4 5
3.2.8 Timeliness 1 2 3 4 5
3.2.9 Predictive value 1 2 3 4 5
3.2.10 Consistency 1 2 3 4 5
3.2.11 Materiality 1 2 3 4 5
3.2.12 Other (please identify)

- 1 2 3 4 5

- 1 2 3 4 5

6



3.3 — What are the six most important characteristics that can be used for judging the usefulness
of information appearing in corporate annual reports?

Please rank by putting number 1 for the most important characteristic and so on)

Code Characteristic Ranking

3.3.1 Understandability
3.3.2 Relevance
3.3.3 Reliability
3.3.4 Verifiability
3.3.5 Neutrality
3.3.6 Faithful representation
3.3.7 Comparability
3.3.8 Timeliness
3.3.9 Predictive value
3.3.10 Consistency
3.3.11 Materiality
3.3.12 Other (please identify)

-
-

3.4 - Please indicate the degree of your agreement or disagreement with each of the
following statements.
Please circle one number for each statement

Code Statement

>S) 8

Q Eo<

>.

:::::	 Fa
cn	 ::

3.4.1 The complete absence of "relevance" surely leads to
useless	 information	 provided	 in	 corporate	 annual
reports. 1 2 3 4 5

3.4.2 The complete absence of "reliability" surely leads to
useless	 information	 provided	 in	 corporate	 annual
reports. 1 2 3 4 5

3.4.3 The complete absence of "understandability" surely
leads to useless information provided in corporate
annual reports. 1 2 3 4 5

3.4.4 In the light of the significant changes in the Egyptian
economic environment, such as privatisation and the
growth	 in	 stock	 market,	 it	 is	 possible	 to	 omit
"uniformity"	 from	 a	 selected	 set	 of	 qualitative
characteristics	 of	 accounting	 information	 for	 the
purposes of evaluating the usefulness of information
provided in corporate annual reports. 1 2 3 4 5

It is possible to omit "prudence" from a selected set of
3.4.5 qualitative characteristics of accounting information

for the	 purposes	 of evaluating the usefulness	 of
information provided	 in corporate	 annual	 reports,
because it might conflict with other characteristics
such as "faithful representation", "consistency", and
"relevance". 1 2 3 4 5
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A list of the suggested set of characteristics and their
definitions used in this Research

Understandability: "the quality of information that enables users to perceive its
significance".

Relevance: "The capacity of information to make a difference in a decision by
helping users to form prediction about the outcomes of past, present, and future events
or to confirm or correct prior expectations".

Reliability: "the information presented should be reliable in that users should be able
to assess what degree of confidence may be reposed in it".

Verifiability: "that attribute of information which allows qualified individuals
working independently of one another to develop essentially similar measures of
conclusions from an examination of the same evidence".

Neutrality: "Financial information is not neutral if it has been selected or presented
in such a way as to influence the making of decisions or judgements in order to
achieve a predetermined result or outcome".

Faithful representation: "the correspondence between the way in which a
transaction or other event it purports to represent or could reasonably be expect to
represent."

Comparability: "the information should be expressed in terms, which enable the user
to compare the entity's result over time and with other similar entities".

Timeliness: "having information available to a decision maker before it loses its
capacity to influence decisions".

Predictive value: "It has predictive value if it helps users to evaluate or assess past,
present or future events."

Consistency: "the procedures used in accounting for a given entity should be
appropriate for the measurement of its position and its activities, and should be
followed consistently from period to period".

Materiality: "the magnitude of an omission or misstatement of accounting
information that, in the light of surrounding circumstances, makes it probable that the

...judgement of a reasonable person relying on the information would have been
changed or influenced by the omission or misstatement."

Prudence: "The attempt to select generally accepted accounting methods that result
in any of the following: (1) slower revenue recognition, (2) faster expense
recognition, (3) lower asset valuation, (4) higher liability valuation".

Uniformity: "Similar accounting treatment required in broadly similar situations,
ignoring possibly different circumstances (rigid uniformity)"

11



0 i....§J...ku I ka., I.§

cas J.,111 (.1.;5' (:).A 0 J_ .,:Z,..411 2411_411 .11 .31111 j _}.1_3111.11 c ji ii.i j 1 ,331 c:Ii.4_912-111 :tilia cjc.

:L.J. jo.et..4.11 4.al.z..411 ..):h.)12.4 (n11.7 1 p J.,...zi Lri ;L:u.e...4.11 Z.4.1. L.4.11 L,41 J,9'.11 La j_911 cri ;i4..,..4.il

2....14 (.31 j...9Y Lri jlAfia,...-11 (.;41 jil :t_4.1:,..i a:1_, A..Z.1411 (11:11_9111.3

12



'6.4....)11 4.11\

;cAJ4J Bae...11 /

,	 0.414

15214-,: Hull

Professor David J. L221 .)_,Ij	 .1 ji_ls*	 ;1÷ cslc. 	

j_,S Jac.	 Alexander

11_,11	 J.P1	 	  LLLS.),L11	 cj.. J.J.ILJ1 1UI iI,i	 j,u11-111

C).	 JJ..A1.3 ^ 	  .1_,1	 —

L:111	 	 4_..1L4.11 (31 JPI	 Lc 
1 J j.,L11	 cj.4 jy	 j

— 9 1Y / 90	 j

,L..1411	 .2414 (31 j	 JL4'7_1,..\/1

2.3	 a

1:14=1 :k At 	 LJ	 Cy4	 jtc.t.4 ;LA	 (j..1= e_C314.3.13 j 	 *_•1

C11 -1-141	 Ls-k- L-1.33_311 (:)1

cL__,411	 cj14.,:_.; NI 14: 4 s..1 JI J.11 ‘L-11:214,111 j	 j.111

•Cs

kL4 L5_1 1_,L,41 c)S.4:3. 	ül	 frt	 J (39...=.1 ;r. jj

4211 LDIS J, c_yy.4 JC , t2 :Lx4 jCji l 1,4

ij4.13.211	 443	 rIa&a,1 CAC ,2

(Diax.:31 L513 .):111	 tAJ	 :Laai c L14 CjA s.4:_lr%71

•_).1

to...41 9 1*J zpLut, ,s1c.	 2i1	 J1 ,p1 j 9.4-4 14a's,J 9

I

I

L.5. 19-/	,L,ro

1 3



' 1-1

JLIJJJ	 T—'

J-Ai t

;)la
	 i-1

(41 r.)...J1 (s .".L.--. .3).Q1

1 1.,,..1..... Z.... J .3 ,...... ji 1- t- \

T z,,...l.", z.,-j a T — t — 1

r i—A.,- :.,-.):: ,:,... visj T- t - 1

:;.).;tz
	

;fiL4-1

;,....4-1 ,.:;1......—• a QIi-

1 ,...... ii i 1—a-1

T

,

c.A.,...:—.	 1 •	 j! ' 1 ,..... T — 0 — 1

r L....	 n a	 LI!	 1 1	 ,:,... r—a-1

f. z:....	 I •	 31	 11	 ,-.....• t — a —1

a L.-.	 T •	 ,-....• ,.:.5.1 ....-2—%

z.414...!1	 Ji	 Kii j.Zfi	 1—

04 ,1.6.11	 Li;,;13

ca:.; 4.,11	 (s_th	 cr.:4

• zi....1,11

14



trrila.;	 Lcu.jt	 LL 3_44

• pli	 j tJ	 3111	 j ju:11	 Li; y uhA

it. 4111 jj j'i J	 .\11	 1 - T

J�-11-1),-1,Jr ib

ri___A

1_6,

r La utLe (La .A.0 (1__> Ai, j_I-oil 3A1

o t r T 1 c.dl57.51 ; ji-t11 4a1 r11 .7211 j .iiLi.-.31 1-1-T

0 E T T 1 La-a-al ci)LAli .01J,1 T -1- T

0 i r T 1 ;5,:._11 ; jiotl ,m,11,JL.0,- % r- I - T

0 I. r T 1 ;S-J-1.114 ;t-iiicili ; -)1-041 vi rtLI1 E - 1 - T

0 i r T % ,-..,Wu..11 c - % - T

0 f r T 1 1-41 jt.) ;,.! JE-L:-)1 1 zdt....C-L I 1-1-Y

0 t r T 1 yitAl j .LLLA1 cli-0; v--'r

o

0

E

1

1"

r

Y

T

1

1

(.14.1...:11 p1_,-)1) Lc jp,i JJE-a,

-

-

A- 1 - T

?z3111 (31,	 L .)	 L	 4tii 1-11,1n 1	 4 -)-•i. Y—y

(	 j..‹J	 rij

1.1.,.. rub (la -LLA (La ,e. , rt__A fri z,J111rilj.i.11 j juLkil 0).<11

0 t r T 1 ()l--1-1.; ci! )%4 yl-,-)	 ,L.,..1i1 Z-;13 1 - T - T

o t r T 1 (ze.r..JI :41;.$1) 3111	 .S11 LAI T - 1' - T

o 1 r r 1 z!..L;J1 ,L,Ili_t_d1 i....Ili T- T - T

• t r T 1 Z.,-,:al c.J1.... j i.th L.-11.1 t - T - T

° t r T 1 ;PT ,J-14 A',-"; 0 - T - T

o t r T 1 c..A,L.-.4-1 ,,_11 1. A jj,* 1- T - T

o t r r % CUpy %..„;Lo...41 c...,ut.41 V- T - T

o t r r % 11,..jil (,:.„,t.,.L..,..41) ut... tykij c.A.10,-)1..13 A- T - T

o

o

t

t

r

r

T

T

1

1

( -LI -L'---11 0-'111 ) di*j

-

-

9-T -T

15



3 rs-ik,

	

r.C.f6j	 1.4	 L-,J1
jijs- czjkil	 j	 L:Adj1.11

	

j.<1	 z../.71//	
z-fg	 d

(Comparability)	 (Understandability) ri.A.1 kl4 t.:11 - t

(Timeliness)	 LiI J1t -A	 (Relevance) Z.0.11 - T

(Predictive Value) .341	 (Reliability) 14-=Li 1.;1�,1 -r

	

(Consistency) çi -1.
	

(Verifiability) jidJ Uuii - E

	(Materiality) 1..„-:11 %,...A1 -11
	

(Neutrality) (A)-1)	 r_L.

(Faithful Representation) di j-Le

JW 0 .LO 	 +ALI r.1111:1; ;2 _,LL-.11	 -	 cLa;

rj-M	 &J3

LAI Jilii lit ,i
1-,	 r -OA (2.31ii V ;.,IL! (3.ii ji Nil

0 1 r T 1

rii).111 j „.1 j t.idt	 j	 Y-r

y z.01 jc Lai (Jill 	
j	

Le-.A)

1.1,- rt.... rLA -lit-4 (la .A;. ;..).1, rt..b .A.C. CAr.A.11 „a:ti..a., .).,..<11

0 t r Y 1 (Understandability) r..01.1 ....10.i.11 1 — T -1"

0 1 r T 1 (Relevance) %....)L11 Y-T-r

0 I r Y n (Reliability) 1.4-,_LA

0 t r T 1 (Verifiability)) ,..-,..z.,.4.1 Z11 1;.:1 1- T -r

* t r T 1 (Neutrality) ot.)-1) ;.9...:11 r.L. 0- -r

a t r y %	 , (Faithful Representation) ,,,.:.11 di-. 1-T -r

0 1 r Y 1 (Comparability) ;,;,till :„;1..‹...i. v -1.-r

0 t r Y n (Timeliness) .,--111 c.,i,:il A-T -1-

6 1 r T 1 (Predictive Value) .3„:3 %,.;1-<-1. -1' -r
.	 a

t r Y 1 (Consistency) .:.,141 1 • — T -r

0 t r y n (Materiality) :n„...z.II :I.elY N ) -y_r

0

a

1

t

r

r

I

T

1

1

(J,J.,..3 ,I.,,h) cs,...i

-

_

n V - T -r

a	 16



.iW j 	 3	 j1.1A	 jL.4 3Je..11_4...-L ;A.!	 ‘2.1.L-4 L./ r-r

T	 JILL. rij

',--r7):11 cal-All-All Lri.;Ler,L 31.J

(Understandability) ria 14,t;i1 -

(Relevance) z..3kil --

(Reliability) 14,1-	 A-.:AVI z:;1.‹.1 r-r-r

(Verifiability)) ,.-,J...-111.,11 12 f-r-r

(Neutrality) (A)-1)	 ---11 (.1= 0 -r-r

(Faithful Representation) A....:11 LI.L.. •	 1-r-r

(Comparability) :;,1111 z;AS...! v-r-r

(Timeliness) ,,--- 111 c.,;_41 A-r-r

(Predictive Value) J111.,;1�..! i-r-r

(Consistency) c..441 1 • -r-r

(Materiality) 7,„...21%.,A1

(.4.1.A.D .1.....)1) (5 .,Al

-

-

) T-r-r

:413	 csis-	 iiL. (5.1. zap- i—r

ri)i	 ,„�)

i (. jI.	 .1 I ..Eist ,iiiii y _.:.31 11 Y

;,11.!

; jle.11 .3 Sil
C.	 I

WI

0 t r T 1

3z .,11_11 c.A.11....11 L,.L.. r_La 31 Lpy. "z„)W" 1...,E4- j..t�..3,Ji

•rt; j.‹,...tq :Alt r;1 .411 j j.,Lidl j

) -E-r

0 t r T 1

3! Lo J., "1.4.1.c. 21....LpYI :,..;t_<..A." 7,......1.4- J..t..‹Jt yt..,;JI

.ru 4.}..CL, 4iLi r..:i j.ilt j jt ,U.:J1 j ;.1,1111 cA,IL.11

' -E-r

0 t r T 1

a..1.0-iii " ;,...A.g- j..1�,J1.....,L;JI r-E-r

•ru j..‹......4 zjUl rli,,iii i ,,,ti-ii j ; 3 il 111

o E r T 1

3 Lat..:1,I I L_,,.....11 atal_Y11J..41 LA..14—L.7 cs11.411 J. j 4.;i

zi..4.......1 c....C...li L... (Lit.11 ji iiCji J„.... j j.i L... Li.,.; t.. ) L.A....4A

(Uniformity) " -1,-- "	 ...6'

E—i—r

c,--

.;.,ith t.,1).111 j ,,,t.o j ;3,1,ii c.,t.ji.ii

0 E r T 1

(Prudence) " la...:11" Jt...!,....C...1.1,:o...csi ,...... 0 — E -r

E4...1..-.1,...2..1*1	 ;Jai	 jj	 c,._,:ii j .,,,L;JI	 ) i .jli ,:.A..,L,.11

"y.11" j ",.:.441" j ",,..di J.J... 	 j:.. „10A...4-A ,ia..4 t•

17



q-,
-,

--	 )-	 t._	 -	 0	 ,-	 > < -

1,

1.,

3	 3	 _3	 _3	 _3	 -us	 i
•3	 •3	 •3	 •3	 . a,	 •3

?5	 '3	 I

.
..-is 	'.3

5A 	 j 3	 .3	 1,	 -1,
-,	 "'- .0

	. /1 	\a 	 .1-
.72	 --,	 .;',

j.

1

"'- ) - 35,	t -3	 -1	 Z A ,'
.1,	 -a

-,

1	 ''.	 _I,	.3*

1
•	)	 3	 -

,

_3
•3

-%

•

3

• 	 ;_su,

.,-;

lk 3
..,-	 k.

75.,
:j.

1
.3

7 Ni

1

5

-3'

5 1-	 1-	 1-	 1-	 1-	 1-	 1- 1- --

I	 IIIIIIIII

MCC,
IIIIIIIII

l'51!'.! IIC :-.-1 c gf-h I	 IIIIII I I

ifnt! fin'TP
111111 I 1

er) irr.64.1" I	 11111111

`-r P Irr"4-
1	 1	 1	 1	 1	 1 1 1

l'-'5U"t 1TrIr rt 1	 1	 1	 1	 1	 1 1 1

IFC !"-n 17^ 1	 1	 1	 1	 1	 1

_
1 1

.

i•->irtt ir-4 'I	 IIIIIIII

11--1,..7 I	 IIII	 III I

irye'l ir.---:A! IIIIIIII I



g.'t

W	 W	 W W W W W	 ...I W	 .4	 W	 .14 W W	 W

.."	 I+	 I,.. •n•n 0 1 •	 • n.	 •	 ••••	 N- I.- ••-•	 0

A

.::'	 --1,	 .1.,

5:	 •3 	5',
I N 	 `.kp	 -..

-,

J.	 1
j	 -	 1,

.3	 '4	 .

1.

-1,	 -i,	 '''l	 A	 fl;	31 	 i	 1	 -1	 *--'	 _13	A
-	 ..) 

.3	 •.3 	 ,s„	 .3 	.4k 	 ,k	 :5 	 "i•	 Si	.3	 *3

'')	 ''.k) 	 2	 ...k) 	 3;	 '	 --	 •--	 k	 ----t,	 fl,	 %

1	 '.;	 '.	 -i'	 1	 -,..	 A,
•	 3	 J	 . 7 .	 U

3	 ti	 .3	 %	 - ,	 -
2	

q, 1

•3	 l'	
_	 --_ 5	

;	 1	 -?.,)	 t,	 —A. 	 —

* 	

3	 -,1	 ‘.1-,	 1	 \..,,	 !‘	 --1,	 -1.3	 1	 -2- ---
z 	 1
..	 ..,	 —	 Pi	 5)	 5

-11,	 3	 ‘ 3	 --1	 A	 '	 :-4	 p	 *-3

•	 1	 i	 4.	-7-1,
	

.„)	
.

n	 17_,

1

g3 j 13,	 o _	 i'

1,	 -'

j	 .

•	 ..

--,

..-J

-i.
-:-..

:71;

. 5.

1 i

71,
`..a

A

n
.9-

,-1 .

.,..,.

1

.3

1.1
..

1:
•

14.
.3a-.

5
"1.

1.-	 ).-	 ......... 3.- 3.•• 3.••	 3.-

5

1-	 3.-	 1- 1- 1- 3.- 1-	 1- 1-	 1-	 1-	 1.- 1-

1111 `rt nr9j 11111111
1111111 1

1
1

111
III

11)(1^: 1111111
1111111 I

I
I	 I	 I	 I

11
II

1	 1	 I
1	 1	 1

1
1

1
1

1
1

1
1 I

1
1 :

ifnl''! 117-r:' i	 III
1	 1	 1 1

1
1

1
1

1
1

1
1

1
1

1
1

iii 1 1 1 i 1 II
1111111 I II

°"r f" IF''''
lit
iii

1
I

1
1

1
1

i
1

1
1

1
1

1
1

i •-51 ,.'t imrrt iii 1 1 1 1 1 I 1
111111 1 1 11

IFte-:" 1171--" III
1111111

1 1 1 1 1
1

11
11

l'->TA! If:f 1	 ,	 ,
1111111

1 1 1 1 1 1
1 1

i

I	 I
I	 I	 I

I
I

I
I

1
I

I
I 1	 I 1 1

I6,eA! ir.—,e
iii

1	 i	 1

1

1

1

1 1

1	 ?

1	 1

1

1

1

1



qn
:-
3.-

>
)•••

<
>,..-

a"	 •	 ••••	 Y.
I.-	 /1.-	 1-	 1-

, 1	 .44	 AN 	 A	 AN "?="N 	 .;

1	 7)	 .)	 .)	 ')	 7,i
—4.

771,

'3...'

'1	 7'1,

‘./

1
n
—

•	 _1	 LJ	 1 . 	 A	 l„,

J.	 3	 ,	 .7,	 •

.	 ,	 -	 .-.	 0	 —	Tis	1.

1
..,—
]

.4:

..

1	 1	 .1	 '3	 \I	 1
74	 ;	 T_	 .,	 ..	 •

7-1‘	 '	 3

-	 .'S
-,J ; 	 -	 -t	 .4

1,
•	 -,

t

i
o

11,
‘./

,

.ii
6
.L.-

-1'

6
4- 1- 1- 1- 1-	 1-	 1-	 1-

%Intl: ir÷j 11111
11111

1
1

iTICS"-!. 1
1

1	 1	 1
1	 1	 1

i..51r! 11\1---iC Trt 1 1	 1
1 1	 I

writ,: m--e
1
1

1	 1
1	 1

,-T-J irca." 1 1	 1
1 1	 1

1 1	 1

1'7:4.! ITnr..1 1
1

1
1

1
1

1Fre-7' irr-"" 1
T

1
1

I
1

i--5-1(.%: Fri- 1
I

1
t

1
1

iFir:' 1
1

1
1

1
1

1.,-1! tr."! 1
1

1
1 ir

Csi



A

• c_.13 	 c.A.4‘.1.1	 (e	 .W:	 r+L1J 1,141

	

) ) j	 J Lsis.	 :	 Lts.)11,1 —

ai i 	 L	 ,,L41	 ,3_11	 ,L11; :L1.11.4---P11 kj1..(al —

Lr LS' Ji.11	 rp is"	 a.LA	 c9JI

	crt.;1_,4 L..1 j3 	 ji

Lt 	 fl: 31 J-0):11 31 3..t.+1 .6 (.53.31 j	 z	 :

•	 36;11..4

c5J1 7.%1111 ,.....c. Li-La.!) 7.LU t:

J I 	 c.,1;)1_:13

.1.-“,.; at Ly 	 ,2.113 t ,t_.,11ç j 	 J. j

ji.j111 j

A:Z `1 %.,j)1,1 1 c.)1	 - �i	 LIK.1 —

,L1J3 pi- 31	 1.:1	 t j‘kj
	 —

jir:0

	

cz lii \A!	 ,;,JI

di;

cy,	
.	

`-rjj

	

 JLr. ty..;	 j.t.)	 LA.‹.11

.	 21



Appendix B: Reliability Test (the Pilot Study)

Reliability

****** Method 1	 (space saver)	 will be used for this analysis ******

N of
Statistics for	 Mean Variance Std Dev Variables

SCALE	 216.6667 257.5333 16.0478 68

RELIABILITY	 ANALYSIS SCALE (ALPHA)
Item-total Statistics

Scale
Mean
if Item
Deleted

Scale
Variance
if Item
Deleted

Corrected
Item-
Total

Correlation

Alpha
if Item
Deleted

VAR00001 211.9048 252.1905 .2952 .8852
VAR00002 212.9048 255.1905 .1192 .8868
VAR00003 212.8095 251.5619 .1536 .8879
VAR00004 213.1905 252.9619 .1682 .8867
VAR00005 215.2381 255.3905 .0780 .8875
VAR00006 213.1429 247.1286 .2884 .8857
VAR00007 214.0952 253.6905 .1234 .8875
VAR00008 212.1905 250.5619 .2450 .8859
VAR00009 212.2857 249.9143 .2168 .8867
VAR00010 212.0952 244.8905 .6568 .8816
VAR00011 212.5238 255.4619 .0785 .8874
VAR00012 212.8095 240.2619 .5471 .8815
VAR00013 212.6667 249.3333 .2144 .8870
VAR00014 212.8095 244.7619 .5382 .8823
VAR00015 212.5238 245.1619 .5826 .8821
VAR00016 212.2857 251.9143 .2435 .8857
VAR00017 212.5238 248.6619 .2802 .8856
VAR00018 212.2857 251.2143 .3195 .8850
VAR00019 212.1905 245.9619 .5211 .8826
VAR00020 212.5238 255.6619 .0306 .8895
VAR00021 212.3810 254.1476 .1109 .8875
VAR00022 212.7143 255.4143 .0496 .8887
VAR00023 212.3333 251.5333 .2666 .8855
VAR00024 212.3810 256.6476 .0162 .8884
VAR00025 212.3810 244.6476 .5515 .8822
VAR00026 212.4286 244.1571 .5324 .8822
VAR00027 212.9048 243.2905 .6295 .8813
VAR00028 212.9524 253.5476 .1520 .8868
VAR00029 212.4762 250.8619 .3311 .8848
VAR00030 212.6190 250.8476 .2369 .8860
VAR00031 213.3810 251.3476 .1739 .8873
VAR00032 213.9048 250.8905 .1678 .8878
VAR00033 213.8095 254.0619 .2924 .8855
VAR00034 214.1429 248.4286 .3615 .8844
VAR00035 213.8571 253.4286 .2358 .8857
VAR00036 214.0000 252.5000 .2562 .8856
VAR00037 214.1905 249.5619 .4004 .8842
VAR00038 213.7619 254.7905 .2762 .8858
VAR00039 214.2381 239.0905 .7095 .8797
VAR00040 213.9524 251.5476 .3930 .8846
VAR00041 214.0952 242.2905 .7025 .8806
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RELIABILITY ANALYSIS SCALE (ALPHA)
Item-total Statistics

Scale Scale Corrected
Mean Variance Item- Alpha
if Item if Item Total if Item
Deleted Deleted Correlation Deleted

VAR00042 214.2381 248.8905 .3837 .8842
VAR00043 214.0000 244.4000 .6170 .8817
VAR00044 214.6190 245.1476 .5109 .8826
VAR00045 214.2857 244.1143 .6205 .8816
VAR00046 214.2857 265.8143 -.3659 .8929
VAR00047 213.8571 250.0286 .4475 .8840
VAR00048 213.8095 252.3619 .4427 .8847
VAR00049 213.9048 251.9905 .3863 .8847
VAR00050 213.8095 252.7619 .4072 .8849
VAR00051 214.3333 246.3333 .5996 .8823
VAR00052 213.9524 247.1476 .5714 .8827
VAR00053 213.7143 253.7143 .5425 .8850
VAR00054 213.8095 250.5619 .6028 .8837
VAR00055 214.0000 251.1000 .4050 .8844
VAR00056 214.5238 261.3619 -.3413 .8892
VAR00057 213.9524 249.9476 .3524 .8846
VAR00058 214.0476 252.0476 .3315 .8850
VAR00059 213.7619 251.3905 .6345 .8840
VAR00060 214.0000 251.3000 .3918 .8845
VAR00061 214.5714 246.7571 .3863 .8840
VAR00062 215.2381 259.9905 -.1460 .8894
VAR00063 214.0000 251.9000 .2892 .8853
VAR00064 214.1429 247.5286 .5094 .8831
VAR00065 214.1429 244.0286 .6993 .8812
VAR00066 214.8571 268.4286 -.4335 .8945
VAR00067 214.5238 243.0619 .5600 .8818
VAR00068 214.3810 242.7476 .5803 .8815

Reliability Coefficients

N of Cases =
	

21.0	 N of Items = 68

Alpha =	 .8866
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Appendix C: The Descriptive Statistics:
Table C.1 Descriptive Statistics of Importance of Sections of Corporate Annual Reports:

SOURCES

N

M

z<

ITI
""
M

z
0

I--

w
CI.
a
1---cn

to
Cl)

w

c 0

CC
2

Eli
•

,_C)
c7)

„,,
1./:-'
CO
0
I-
CL

cr
0
ce
W
LU

-
In
6-

M
=
m-=-2

M
n
2-
2

1- Income statement 221 4.81 5 .50 -3.243 .164 12.879 .326 2 5

2- Balance sheet 221 4.72 5 .56 -2.354 .164 6.754 .326 2 5

3- Cash flow statement 220 4.67 5 .58 -1.696 .164 2.596 .327 2 5

4- Suggested dividends s. 220 4.44 5 .75 -1.851 .164 5.238 .327 1 5

5- Directors' report 218 3.94 4 .89 -.830 .165 .893 .328 1 5

6- Auditor's report 221 4.24 4 .88 -.982 .164 .315 .326 1 5

7- Review of operations 218 3.92 4 .90 -.804 .165 .794 .328 1 5

8- Notes to the accounts 220 4.18 4 .90 -.923 .164 .389 .327 1

Table C.2 Descriptive Statistics of Users' Perceptions of the Suitability of the Suggested Set of
QCOAI:

N
Z

nm

•i

0
w
M

Z

-
. g

te ti
u ) 5

w
0

C.13

fli 3

�z
Lli

co

. 6
Pce
co Ix

ill

C13

c-73

12
cc
D

.6
19- cc
c o cr

LLI

2
2"
m m

Suggested set of QCOAI 214 4.55 5.00 .54 -.559 .166 -.928 .331 3 5

Absence of relevance 221 4.04 4.00 .83 -.756 .164 .274 .326 2 5

Absence of reliability 221 4.38 5.00 .79 -1.284 .164 1.659 .326 1 5

Absence of understandability 219 4.28 4.00 .78 -.894 .164 .285 .327 2 5

Neglecting uniformity 217 3.00 3.00 1.14 -.010 .165 -.827 .329 1 5

Neglecting prudence 215 3.02 3.00 1.17 -.152 .166 -1.049 .330 1 5

Table C.3 Descriptive Statistics of Users' Perceptions of the Importance of each of the QCOAI:

Z U- U.
0
I----•

C/3
u)

o En
fru)

co o co
rx m M

N z .i a w 0 LU -65 0E5 D
<
Lu
2

-a
1-1-1m

5Luo
z
Li

cc z
ELCJ LJ

-

0

12
=

ce 0

Efice
- m

2
m

g

dI- (.0 0 (J)
1--

0
i-

U) CO CO

1- Understand. 222 4.62 5.00 .59 -1.566 .163 2.778 .325 2 5

2- Relevance 220 4.46 5.00 .62 -.822 .164 .255 .327 2 5

3- Reliability 221 4.63 5.00 .57 -1.262 .164 .619 .326 3 5

4- Verifiability 222 4.45 5.00 .66 -.901 .163 .101 .325 2 5

5- Neutrality 222 4.49 5.00 .66 -1.011 .163 .307 .325 2 5

6- Faithful rep. 222 4.49 5.00 .67 -1.039 .163 .266 .325 2 5

7- Comparability 221 4.61 5.00 .57 -1.461 .164 2.681 .326 2 5

8- Timeliness 222 4.77 5.00 .46 -1.872 .163 2.704 .325 3 5

9- Predictive v. 222 4.46 5.00 .68 -1.242 .163 2.087 .325 1 5

10- Consistency 220 4.30 4.00 .77 -1.048 .164 1.259 .327 1 5

11- Materiality 222 4.23 4.00 .78 -1.064 .163 1.733 .325 1 5
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Table C.4 Descriptive Statistics of Users' Perceptions of the Importance of Information Items (the
First group) and their relation with the QCOAI:

Information Items N

E
g

.E
M

g
.E Fs

l'

.

9
,n32
-

ca
2
es
tS

8
t I-,
-6
cis

.u,
8
g

8
ti,
ti
ti5

1- Consolidated financial statements 219 1 3 2.60 .60 -1.240 .164 .507 .327
2- Interim information 219 1 3 2.83 .45 -2.619 .164 6.363 .327
3- Inventory and its types and valuation methods 220 1 3 2.50 .64 -.924 .164 -.209 .327
4- Tax position 219 1 3 2.62 .61 -1.383 .164 .819 .327
5- Assets types and applied depreciation methods 221 1 3 2.57 .61 -1.135 .164 .248 .326
6- Forecasts of contingent liabilities and anticipated ... 220 1 3 2.81 .46 -2.455 .164 5.475 .327
7- Extraordinary items and their impacts 217 1 3 2.35 .69 -.605 .165 -.762 .329
8- Post balance sheet events and their impacts 220 1 3 2.71 .55 -1.807 .164 2.311 .327
9- Revenue recognition policy 218 1 3 2.57 .63 -1.208 .165 .330 .328
10- Authorised, issued, and paid-up capital... 221 1 3 2.72 .54 -1.841 .164 2.482 .326
11- Amount of long-term debts, their breakdown, and... 221 1 3 2.90 .37 -3.943 .164 15.565 .326
12- The enterprises efforts in protecting the environment 220 1 3 2.14 .71 -.201 .164 -.990 .327
13- Capitalisation policy of debts cost 214 1 3 2.63 .59 -1.357 .166 .828 .331
14- Detailed information on the enterprises transactions

with r. p.
222 1 3 2.50 .64 -.926 .163 -.224 .325

Table C.5 Descriptive Statistics of Users' Perceptions of the Importance of Information Items (the
Second rou and their relation with the COAI:

Information Items
N

P
E

"E

EE=
E

.R
g

=co
§

.

CI
.

.2'2
(/)

5,2

55
a
g
it

8

L-
Lii
,„
Cl,

0,

7n

-g
0

O
w
,i
ei5

1-	 Estimation of future gains, profits or losses and future sales
and purchases

222 1 3 2.88 .37 -3.377 .163 11.474 .325

2- movement of share prices for the last 12 months 221 1 3 2.75 .48 -1.763 .164 2.282 .326
3- present return earned on share prices 220 1 3 2.84 .41 -2.625 .164 6.527 .327

4- Maintenance of dividends rate 219 1 3 2.71 .50 -1.482 .164 1.254 .327
5- present and anticipated earnings per share 220 2 3 2.95 .22 -4.158 .164 15.428 .327
6- Classification of sales revenue by geographical areas, major

product lines, and customer classes
220 1 3 2.43 .68 -.780 .164 -.548 .327

7- Internal transfer prices 221 1 3 1.91 .76 .152 .164 -1.238 .326
8- Leases and hire purchase contracts 216 1 3 2.34 .67 -.530 .166 -.733 .330
9-Anticipated cash flow 220 1 3 2.92 .31 -3.989 .164 16.742 .327
10- Enterprises reputation and its competitive capability 218 1 3 2.90 .31 -3.210 .165 10.048 .328
11- The position of individual enterprises within a group 212 1 3 2.58 .61 -1.169 .167 .333 .333
12- Retained earnings for the last few years 221 1 3 2.65 .63 -1.601 .164 1.334 .326
13- Financing structure 	 • 220 1 3 2.75 .52 -2.002 .164 3.165 .327
14- The enterprise's transaction with abroad 220 1 3 2.58 .61 -1.169 .164 .322 .327
15- Present and future goals of the enterprise 222 1 3 2.71 .49 -1.392 .163 .905 .325
16- Employees and their productivity 220 1 3 2.35 .71 -.608 .164 -.818 .327
17- The social impact of the enterprise's activities 220 1 3 1.98 .75 .030 .164 -1.225 .327
18- The enterprise's efforts on research and development 220 1 3 2.47 .66 -.853 .164 -.374 .327
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Appendix D: Testing the Difference among Different Groups (Qs. 2.1 and 2.2)
Appendix Dl: Sources of Financial Information

Table D 1.2 Kruskal - Wallis Test (Mean Ranks):
udv Grou s (Occupation-	 ,	 -

Sources Sample groups

F. a. D. in. Academic
S.

S. b. Others

1- Corporate annual reports N 76 32 49 31 34
Mean R. 112.99 116.80 101.92 99.34 128.09

2- Newspapers & magazines N 67 32 49 31 34
Mean R. 123.92 122.73 100.19 104.33 95.97

3- Direct contact with the company management N 75 32 47 31 34
Mean R. 134.71 119.47 77.64 107.94 93.21

4- Prospectuses N 73 30 44 30 34
Mean R. 119.77 126.03 82.74 92.23 106.46

5- Tips & rumours N 75 31 45 31 34
Mean R. 97.19 122.84 77.13 134.77 137.94

6- Advisory services N 74 30 48 31 34
Mean R. 97.63 97.35 138.99 77.05 130.78

7- Advice of friends and/or relatives N 75 32 46 31 34
Mean R. 104.35 92.28 132.12 94.03 120.56

Table D 1.3 Mann -Whitney Test (Mean Ranks):
Study Groups level of education-	 .

SOURCES EDUCATION	 N MEAN RANK SUM OF RANKS
Corporate annual reports University degree 	 115 116.52 13399.50

Above u. degree	 106 105.01 11131.50

Newspapers & magazines University degree 	 115 116.96 13450.00
Above u. degree	 106 104.54 11081.00

Direct contact with the c. m. University degree 	 115 114.12 13124.00
Above u. degree	 103 104.34 10747.00

Prospectuses University degree	 113 109.92 12420.50
Above u. degyee	 99 102.60 10157.50

Tips & rumours University degree 	 115 112.92 12985.50
Above u. degree	 100 102.35 10234.50

Advisory services University degree	 112 97.81 10955.00
Above u. degree	 104 120.01 12481.00

Advice of friends and/or r. University degree 	 115 102.60 11799.50
Above u. degree	 102 116.21 11853.50

Study Groups (Years of Experience)
Table D 1.4 Mann -Whitne y Test Mean Ranks):

SOURCES EXPERIENCE N MEAN RANK SUM OF RANKS

I- Corporate annual reports After 1991 115 110.62 12721.00
Before 1991 107 112.45 12032.00

2- Newspapers & magazines After 1991 115 114.17 13129.50
Before 1991 107 108.63 11623.50

3- Direct contact with the c. m. After 1991 114 119.94 13673.50
Before 1991 105 99.20 10416.50

4- Prospectuses After 1991 113 115.23 13021.50
Before 1991 100 97.69 9769.50

5- Tips & rumours After 1991 113 111.36 12583.50
Before 1991 103 105.36 10852.50

6- Advisory services After 1991 113 91.17 10302.50
Before 1991 104 128.37 13350.50

7- Advice of friends and/or r. After 1991 114 98.24 11199.50
Before 1991 	 104 121.84 12671.50
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Appendix D2: Sections of corporate annual reports

Table D 2.2 Kruskal - Wallis Test (Mean Ranks):
Stud y Grou s Occu ation

Sources Sample groups

F. a. D. m. Aca. S. b. Others
1- Income statement N 76 31 49 31 34

Mean R. 116.15 117.97 107.94 101.00 106.6
2- Balance sheet N 76 31 49 31 34

Mean R. 113.45 126.29 97.98 112.42 109.04
3- Cash flow statement N 76 31 49 30 34

Mean R. 112.66 109.05 109.53 93.97 122.97
4- Suggested dividends statements N 76 31 48 31 34

Mean R. 108.84 111.15 114.45 105.87 112.26
5- Directors report N 76 30 47 31 34

Mean R. 104.31 102.62 113.81 92.97 136.29
6- Auditor' report N 76 31 49 31 34

Mean R. 99.61 107.50 135.60 82.55 130.15
7- Review of operations N 76 31 46 31 34

Mean R. 112.42 108.18 127.34 67.02 118.78
8-Notes to the accounts N 76 31 48 31 34

Mean R. 109.03 112.56 134.95 58.98 124.35

Table D 2.3 Mann -Whitney Test (Mean Ranks):
Study Groups (level of education)

EDUCATION N MEAN RANK SUM OF RANKS

1- Income statement University degree 114 111.45 12705.00
Above university degree 106 109.48 11605.00

2- Balance sheet University degree 114 118.45 13503.50
Above university degree 106 101.95 10806.50

3- Cash flow statement University degree 113 109.44 12366.50
Above university degree 106 110.60 11723.50

4- Suggested dividends s. University degree	 ' 114 109.28 12457.50
Above university degree 105 110.79 11632.50

5- Directors' report University degree 113 100.26 11329.50
Above university degree 104 118.50 12323.50

6- Auditor's report University degree 114 99.93 11391.50
Above university degree 106 -	 121.87 12918.50

7- Review of operations University degree 114 99.16 11304.00
Above university de gree 103 119.89 12349.00

8- Notes to the accounts University degree 114 94.04 10721.00
Above university degree 105 127.32 13369.00

Table D 2.4 Mann -Whitney Test (Mean Ranks):
Study Groups (years of experience)

SECTIONS EXPERIENCE N MEAN RANK SUM OF RANKS

1 - Income statement After 1991 114 110.77 12628.00
Before 1991 107 111.24 11903.00

2- Balance sheet After 1991 114 110.66 12615.00
Before 1991 107 111.36 11916.00

3- Cash flow statement After 1991 113 107.63 12162.00
Before 1991 107 113.53 12148.00

4- Suggested dividends s. After 1991 114 111.26 12683.50
Before 1991 106 109.68 11626.50

5- Directors' report After 1991 114 101.88 11614.00
Before 1991 104 117.86 12257.00

6- Auditor's report After 1991 114 95.57 10895.00
Before 1991 107 127.44 13636.00

7- Review of operations After 1991 114 95.52 10889.00
Before 1991 104 124.83 12982.00

8- Notes to the accounts After 1991 114 92.07 10495.50
Before 1991 106 130.33 13814.50
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Appendix E: Testing the Difference among Different Groups (Qs. 3.1, 3.2, 3.3 and 3.4)

Table El Users' Perceptions of the Suitability of Suggested Set of QCOAI
Kruskal - Wallis Test Means : Occupation Groups:

Sources Sample groups

F. a. D. m. ACEL S. b. Others
I- Selected set of QCOA1 N 72 31 47 30 34

Mean R. 106.04 111.85 115.03 94.50 107.68

2- Absence of relevance N 75 32 49 31 34
, Mean R. 102.51 104.31 125.88 113.37 112.43

3- Absence of reliability N 75 32 49 31 34
Mean R. 111.51 107.94 109.92 106.61 118.32

4- Absence of understandability N 75 32 47 31 34
Mean R. 104.19 112.88 103.01 106.77 132071

5- Neglecting uniformity N 74 31 48 30 34
Mean R. 108.63 97.15 118.56 124.20 93.71

6- Neglecting prudence N 73 31 47 31 33
Mean R. 109.73 94.29 110.36 124.73 97.97

Table E2: Users' Perceptions of the Suitability of Suggested Set of QCOAI
Mann - Whitney U Test Means : Education Groups

EDUCATION
N MEAN RANK SUM OF

RANKS
Suggested set of
QCOAI

U. degree 112 100.45 11250.5
Above u. d. 101 114.26 11540.5

Absence of relevance Ti. degree 114 102.35 11668.00
Above u. d. 106 119.26 12642.00

Absence of
Reliability

U. degree 114 107.43 12247.50
Above u. d. 106 113.80 12062.50

Absence of
understandability

U. degree 114 106.39 12128.50
Above u. d. 104 112.91 11742.50

Neglecting uniformity U. degree 112 110.12 12333.50
Above u. d. 104 106.75 11102.50

Neglecting prudence U. degree 113 109.31 12352.00
Above u. d. 101 105.48 10653.00

Table E3: Users' Perceptions of the Suitability of Suggested Set of QCOAI
Mann - Whitney U Test Means : Experience Groups

EXPERIENCE
N MEAN RANK SUM OF RANKS

Suggested set of QCOAI After 1991 110 103.10 11340.50
Before 1991 104 112.16 11664.50

Absence of relevance After 1991 114 106.33 12121.50
Before 1991 107 115.98 12409.50

Absence of reliability After 1991 114 109.83 12521.00
Before 1991 107 112.24 12010.00

Absence of understandability After 1991 114 103.11 11755.00
Before 1991 105 117.48 12335.00

Neglecting uniformity After 1991 1 1 1 114.10 12665.00
Before 1991 106 103.66 10988.00

Neglecting prudence After 1991 112 113.80 12746.00
Before 1991 103 101.69 10474.00
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Table E4: Users' Perceptions of the Importance of each of the QCOAI
Kruskal - Wallis Test	 eans : Occu pation Groups

QCOAI
Occupation Groups

F. analysts D. makers Academics S. brokers Others Total

Understand. N 76 32 49 31 34 222
M. Rank 109.54 110.59 122.11 103.63 108.62

Relevance N 76 31 49 30 34 220
M. Rank 97.52 116.24 137.65 90.53 112.76

Reliability N 76 32 48 31 34 221
M. Rank 113.18 119.50 113.28 100.44 104.54

Verifiability N 76 32 49 31 34 222
M. Rank 116.99 111.77 109.69 97.05 114.75

Neutrality N 76 32 49 31 34 222
M. Rank 106.24 119.53 117.53 93.71 123.24

Faithful rep. N 76 32 49 31 34 222
M. Rank 110.03 11122 116.96 99.32 118.29

Comparab. N 76 32 49 30 34 221
M. Rank 123.13 102.97 113.22 93.72 103.50

Timeliness N 76 32 49 31 34 222
M. Rank 105.82 116.03 125.13 102.11 108.85

Predictive v. N 76 32 49 31 34 222
M. Rank 104.64 113.06 125.47 98.27 117.28

Consistency N 76 32 48 30 34 220
M. Rank 100.26 122.14 114.07 94.72 131.31

Materiality N 76 32 49 31 34 222
M. Rank 104.12 128.53 101.80 95.35 140.68

Table E5 Users' Perceptions of the Importance of each of the QCOAI
Mann - Whitney U T	 Means): Education Groups:_	 .

QCOAI	 Education N Mean Rank Sum of Ranks
Understand.	 U. degree 115 103.67 11921.50

Above u. d. 106 118.96 12609.50
Relevance	 U. degree 113 96.83 10941.50

Above u. d. 106 124.04 13148.50
Reliability	 U. degree 115 104.89 12062.00

Above u. d. 105 116.65 12248.00
Verifiability	 U. degree 115 107.53 12366.50

Above u. d. 106 114.76 12164.50
Neutrality	 U. degree 115 100.82 11594.00

Above u. d. 106 122.05 12937.00
Faithful rep.	 U. degree 115 102.99 11843.50

Above u. d. 106 119.69 12687.50
Comparability	 U. degree 114 106.71 12165.50

Above u. d. 106 114.57 12144.50
Timeliness	 U. degree 115 99.14 11401.50

Above u. d. 106 123.86 13129.50
Predictive value	 U. degree 115 100.49 11556.00

Above u. d. 106 122.41 12975.00
Consistency	 U. degree 114 101.78 11602.50

Above u. d. 105 118.93 12487.50
Materiality	 U. degree 115 111.25 12794.00

Above u. d. 106 110.73 11737.00

Table E6: Users' Perceptions of the Importance of each of the QCOAI
Mann - Whitney U Test Means : Experience Groups

QCOAI
Respondents
experience

N Mean Rank Sum of Ranks

Understandability After 1991 115 101.66 11690.50
Before 1991 107 122.08 13062.50

Relevance After 1991 113 96.98 10958.50
Before 1991 107 124.78 13351.50

Reliability After 1991 115 108.43 12469.00
Before 1991 106 113.79 12062.00

Verifiability After 1991 115 111.69 12844.50
Before 1991 107 111.29 11908.50

Neutrality After 1991 115 101.28 11647.00
Before 1991 107 122.49 13106.00

Faithful rep. After 1991 115 102.34 11769.00
Before 1991 107 121.35 12984.00

Comparability After 1991 114 111.61 12724.00
Before 1991 107 110.35 11807.00

Timeliness After 1991 115 106.81 12283.50
Before 1991 107 116.54 12469.50

Predictive value After 1991 115 105.05 12080.50
Before 1991 107 118.43 12672.50

Consistency After 1991 114 103.07 11749.50
Before 1991 106 118.50 12560.50

Materiality After 1991 115 104.90 12063.00
Before 1991 107 118.60 12690.00
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Appendix F: Testing the Difference among Different Groups (Q. 4)

Table Fl: Users' Perceptions of the Importance of Financial Information Items (Group 1)
Kruskal - Wallis Test Means : Occu pation Groups

Information Items
Sample groups

F. a. D. tn. Aca. S. b. Others
1- Consolidated financial statements N 75 31 49 30 34

Mean R. 116.29 104.48 104.80 89.60 126.65
2- Interim information N 75 32 47 31 34

Mean R. 112.79 108.86 10232 105.39 119.74
3- Inventory and its types and valuation N 75 32 49 30 34

methods Mean R. 108.65 123.94 103.22 91.00 129.63
4- Tax position N 74 32 49 30 34

Mean R. 110.92 128.06 91.27 113.40 115.00

5- Assets types and applied depreciation N 75 32 49 31 34
methods Mean R. 118.19 123.88 108.08 89.08 107.21

6- Forecasts of contingent liabilities and N 76 32 47 31 34
Anticipated ... Mean R. 115.82 114.08 113.97 110.74 90.24

7- Extraordinary items and their impacts N 75 29 48 31 34
Mean R. 102.47 115.12 108.96 96.34 129.78

8- Post balance sheet events and their impacts N 75 32 49 30 34
Mean R. 95.06 120.17 121.04 103.42 126.51

9- Revenue recognition policy N 73 31 49 31 34
Mean R. 104.64 118.32 107.70 93.97 128.65

10- Authorised, issued, and paid-up capital... N 76 32 48 31 34
Mean R. 112.23 118.42 100.88 111.85 114.78

11- Amount of long-term debts, their N 76 32 49 31 33
breakdown. and... Mean R. 112.28 119.50 101.35 112.26 112.95

12- The enterprises efforts in protecting the N 76 32 47 31 34
Environment Mean R. 96.32 122.41 142.86 83.60 110.79

13- Capitalisation policy of debts cost N 75 31 45 30 33
Mean R. 116.31 120.37 74.44 99.48 127.74

14- Detailed information on the enterprise's N 76 32 49 31 34
transactions with r. p. Mean R. 107.36 108.73 112.76 94.56 137.00

Table F2: Users' Perceptions of the Importance of Financial Information Items (Group 1)
Mann - Whitney U Test Means : Experience Groups

Information Items Education N Mean Rank Sum of Ranks
1- Consolidated financial statements U. d. 113 107.19 12113.00

Above u. d. 105 111.98 11758.00
2- Interim information U. d. 115 108.49 12476.50

Above u. d. 103 110.63 11394.50
3- Inventory and its types and valuation methods U. d. 114 110.46 12592.50

Above u. d. 105 109.50 11497.50
4- Tax position U. d. 112 108.59 12162.00

Above u. d. 106 110.46 11709.00
5- Assets types and applied depreciation methods U. d. 114 103.30 11776.50

Above u. d. 106 118.24 12533.50
6- Forecasts of contingent liabilities and U. d. 115 104.37 12003.00

anticipated ... Above u. d. 104 116.22 12087.00
7- Extraordinary items and their impacts U. d. 112 98.74 11059.00

Above u. d. 105 119.94 12594.00
8- Post balance sheet events and their impacts U. d. 113 100.34 11338.00

Above u. d. 106 120.30 12752.00
9- Revenue recognition policy U. d. 1 1 1 105.17 11674.00

Above u. d. 106 113.01 11979.00
10- Authorised, issued, and paid-up capital... U. d. 115 110.46 12703.00

Above u. d. 105 110.54 11607.00
11- Amount of long-term debts, their breakdown, U. d. 114 112.25 12796.50

and... Above u. d. 106 108.62 11513.50
12- The enterprise's efforts in protecting the U. d. 115 99.16 11403.50

environment Above u. d. 104 121.99 12686.50
13- Capitalisation policy of debts cost U. d. 111 113.76 12627.00

Above u. d. 102 99.65 10164.00
14- Detailed information on the enterprise's U. d. 115 100.04 11505.00

transactions with r. p. Above u. d. 106 122.89 13026.00

30



Table F3 Users' Perceptions of the Importance of Financial Information Items (Group 1)

Information Items Respondents'
experience

N Mean Rank Sum of Ranks

1 - Consolidated financial statements After 1991 113 105.84 11960.00

Before 1991 106 114.43 12130.00

2- Interim information After 1991 115 109.84 12631.50

Before 1991 104 110.18 11458.50

3- Inventory and its types and valuation methods After 1991 113 105.64 11937.00

Before 1991 107 115.64 12373.00

4- Tax position After 1991 112 112.13 12558.00

Before 1991 107 107.78 11532.00

5- Assets types and applied depreciation methods After 1991 114 107.13 12213.00

Before 1991 107 115.12 12318.00

6- Forecasts of contingent liabilities and anticipated ... After 1991 115 110.49 12706.50
Before 1991 105 110.51 11603.50

7- Extraordinary items and their impacts After 1991 112 100.76 11285.00
Before 1991 105 117.79 12368.00

8- Post balance sheet events and their impacts After 1991 113 101.37 11454.50
Before 1991 107 120.14 12855.50

9- Revenue recognition policy After 1991 111 105.27 11684.50
Before 1991 107 113.89 12186.50

10- Authorised, issued, and paid-up capital... After 1991 115 111.76 12852.50
Before 1991 106 110.17 11678.50

11- Amount of long-term debts, their breakdown, and... After 1991 114 111.77 12742.00
Before 1991 107 110.18 11789.00

12- The enterprise's efforts in protecting the environment After 1991 115 93.87 10794.50
Before 1991 105 128.72 13515.50

13- Capitalisation policy of debts cost After 1991 113 112.40 12701.50
Before 1991 101 102.01 10303.50	 _

14- Detailed information on the enterprise's transactions with r. p. After 1991 115 102.11 11742.50
Before 1991 107 121.59 13010.50

Table F4 Users' Perceptions of the Importance of Financial Information Items (Group 2)
- Wallis Test Means : Occu pation Groups:.	 -

Information Items
Sample groups

F. a. D. m. Aca. S. b. Others
Estimation of future gains, profits or losses and future sales and purchases N 76 32 49 31 34

Mean R. 110.59 115.69 113.60 118.98 99.74

Movement of share prices for the last 12 months N 76 32 48 31 34
Mean R. 101.24 108.22 115.23 122.06 119.38

present return earned on share prices N 76 31 48 31 34
Mean R. 104.07 115.55 103.50 122.52 119.19

Maintenance of dividends rate N 73 32 49 31 34
Mean R. 109.29 120.47 112.20 111.39 97.24

present and anticipated earnings per share N 76 32 48 31 33
Mean R. 110.21 109.13 113.71 108.90 109.33

Classification of sales revenue by geographical areas, major product lines,
and customer classes

N 76 32 48 30 34
Mean R. 114.25 123.03 102.04 86.10 123.79

Internal transfer prices N 75 32 49 31 34
Mean R. 114.01 120.48 111.33 108.61 97.13

Leases and hire purchase contracts N 73 31 48 31 33
Mean R. 104.18 117.24 125.35 80.56 111.56

Anticipated cash flow N 75 32 48 31 34
Mean R. 106.66 111.69 118.50 104.44 112.09

Enterprise's reputation and its competitive capability N 75 31 48 31 33
Mean R. 109.37 116.00 103.68 112.18 109.64

The position of individual enterprises within a group N 74 31 45 29 33
Mean R. 106.51 115.11 90.36 100.24 125.91

Retained earnings for the last few years N 76 32 48 31 34
Mean R. 103.62 123.72 103.59 108.18 128.56

Financing structure N 76 32 48 30 34
Mean R. 114.24 119.59 102.25 93.28 120.41

The enterprise's transaction with abroad N 76 32 49 30 33
Mean R. 108.99 128.97 104.28 116.00 100.32

Present and future goals of the enterprise N 76 32 49 31 34
Mean R. 114.25 114.25 111.36 101.85 111.76

Employees and their productivity N 75 32 48 31 34
Mean R. 115.06 118.81 117.23 95.18 97.09

The social impact of the enterprise's activities N 76 32 49 31 32
Mean R. 114.08 126.75 124.79 88.95 84.75

The enterprises efforts on research and development N 76 32 49 31 32
Mean R. 116.34 132.48 118.31 89 98 82.58
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Table F5: Users' Perceptions of the Importance of Financial Information Items (Group 2
Mann - Whitney U Test Means : Education Groups

Information Items Education N Mean Rank Sum of Ranks
Estimation of future gains, profits or losses and future sales and purchases U. degree 115 108.60 12489.00

Above u. d. 106 113.60 12042.00
Movement of share prices for the last 12 months U. degree 115 112.14 12896.00

Above u. d. 105 108.70 11414.00
Present return earned on share prices U. degree 115 116.82 13434.00

Above u. d. 104 102.46 10656.00
Maintenance of dividends rate U. degree 112 115.85 12975.50

Above u. d. 106 102.79 10895.50
Present and anticipated earnings per share U. degree 115 110.74 12735.00

Above u. d. 104 109.18 11355.00
Classification of sales revenue by geographical areas, major product lines, and U. degree 114 109.37 12468.00
customer classes Above u. d. 105 110.69 11622.00
Internal transfer prices U. degree 114 110.04 12544.00

Above u. d. 106 111.00 11766.00
Leases and hire purchase contracts U. degree 111 91.29 10133.50

Above u. d. 104 125.83 13086.50
Anticipated cash flow U. degree 114 107.92 12302.50

Above u. d. 105 112.26 11787.50
Enterprise's reputation and its competitive capability U. degree 113 108.40 12249.00

Above u. d. 104 109.65 11404.00
The position of individual enterprises within a group U. degree 111 104.66 11617.50

Above u. d. 101 108.52 10960.50
Retained earnings for the last few years U. degree 115 110.26 12679.50

Above u. d. 105 110.77 11630.50
Financing structure U. degree 114 106.25 12112.50

Above u. d. 105 114.07 11977.50
The enterprise's transaction with abroad U. degree 113 112.89 12757.00

Above u. d. 106 106.92 11333.00
Present and future goals of the enterprise U. degree 115 102.74 11815.00

Above u. d. 106 119.96 12716.00
Employees and their productivity U. degree 114 107.34 12236.50

Above u. d. 105 112.89 11853.50
The social impact of the enterprises activities U. degree 113 108.00 12204.50

Above u. d. 106 112.13 11885.50
The enterprise's efforts on research and development U. degree 113 101.41 11459.00

Above u. d. 106 119.16 12631.00

Table F6: Users' Perceptions of the Importance of Financial Information Items (Group 2)
Mann - Whitney U Test Means : Experience Groups

Information Items
Respondents'
experience

N Mean
Rank

Sum of Ranks

Estimation of future gains, profits or losses and future sales and purchases After 1991 115 112.64 12953.50
Before 1991 107 110.28 11799.50

Movement of share prices for the last 12 months After 1991 115 106.23 12217.00
Before 1991 106 116.17 12314.00

Present return earned on share prices After 1991 115 110.43 12700.00
Before 1991 105 110.57 11610.00

Maintenance of dividends rate After 1991 112 109.56 12271.00
Before 1991 107 110.46 11819.00

Present and anticipated earnings per share After 1991 114 109.25 12454.00
Before 1991 106 111.85 11856.00

Classification of sales revenue by geographical areas, major product lines, and After 1991 114 106.65 12158.00
customer classes Before 1991 106 114.64 12152.00
Internal transfer prices After 1991 114 109.20 12448.50

Before 1991 107 112.92 12082.50
Leases and hire purchase contracts After 1991 112 97.36 10904.00

Before 1991 104 120.50 12532.00
Anticipated cash flow After 1991 114 105.93 12076.00

Before 1991 106 115.42 12234.00
Enterprise's reputation and its competitive capability After 1991 113 111.82 12635.50

Before 1991 105 107.00 11235.50
The position of individual enterprises within a group After 1991 110 103.62 11398.50

Before 1991 102 109.60 11179.50
Retained earnings for the last few years After 1991 115 108.30 12454.00

Before 1991 106 113.93 12077.00
Financing structure After 1991 114 107.10 12209.50

Before 1991 106 114.16 12100.50
The enterprise's transaction with abroad After 1991 113 109.37 12358.50

Before 1991 107 111.70 11951.50
Present and future goals of the enterprise After 1991 115 109.01 12536.50

Before 1991 107 114.17 12216.50
Employees and their productivity After 1991 114 105.67 12046.00

Before 1991 106 115.70 12264.00
The social impact of the enterprise's activities After 1991 115 103.06 11851.50

Before 1991 105 118.65 12458.50
The enterprise's efforts on research and development After 1991 115 105.24 12103.00

Before 1991 105 116.26 12207.00
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