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RN
CORPORATE ACCOUNTANTS AND

EXTENDED FINANCIAL REPORTING
Some Indian Evidence

V.K. VASAL

The primary aim of this study is to investigate into the effectiveness of corporate
accountants. Effectiveness of accountants has been investigated in terms of two
different informational roles of accountants. These are ‘monitoring’ of the informa-
tional needs of external users and ‘disseminating’ actual information through the
medium of annual reports, on selected extended financial reporting (EFR) iterns.
The emplrical results obtained and analyzed in this study have revealed the
following. Effectiveness of accountants in monitoring the financial reporting
informational needs of the external users is fairly high. However, results on the
second role of accountants have shown a fack of their effectiveness as dissemi-
nator of information.

1. PERSPECTIVE

An accountant is a manager who is engaged in the tasks of measuring the
events concerning anaccounting entity and communicating the information
so produced totheinterested users. These interested users may be internal
or external to the accounting entity. Notably, in terms of responsibilities
towards-the external users, a corporate accountant is in thewital role of an
intermediary. As an intermediary, an accountantmonitors the informational
needs of the external users and thereafter makes best efforts to meet these
needsby communicating appropriate information ffom the ‘private domain’
of the carporates to the ‘public domain’ of the users (elaborated below). In
this backdrop, the conventional approach to judging the effectiveness of
accountants requires finding the extent towhich information communicated
through the accounting statements such as annual reports produced by the
companies (supply) match with the informational needs of the external
users (demand). However, this approach may not reveal the true story as
it neither tries to isolate the factors causing a possible mismatch in demand
and supply nor identifies that rare situation of a congruence between
demand and supply occurring due to a matter of chance.

Alternatively, a more analytical approach to evaluate effectiveness of
accountants can be followed in terms of the informational roles of a
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manager. According to Lorsch et, al. (1978), corporate managers perform
three informational roles. These are ‘monitor’, ‘disseminator’ and ‘spokes-
man', In the monitor role, managers inform themselves about their orgari-
zations and environments. On the other hand, in their disseminator and
spokesman roles, managers transmit information to others. According ta
this approééﬁﬂ.f’e‘ffe?ti\'réﬁé‘ss dtadcountants needs to be evaluated interms
of two diftgrehl tritefra-The firstis effectiveness of accountants in monitor-
ing the informational needs of the external users (‘desired outcomes'). And

NPy

the second criterion is effectivehess of accountants in transmitting informa-
tion, say, through the medium of corporate annual reports (‘observed
outcomes’). Imgortantly, an accountant shall achieve complete effective-
ness only when {ransmission of information to the users matches necessar-
ily with the diagnosis made, which inturn has to match with the informational
preferences of the users. In other words, ‘desired outcomes' and ‘observed
outcomes’ are linked together in this approach only through the ‘intended
outtomes'; that is outcomes aspired by the accountants. And, therefore, for
effective accountants, the ‘intended outcomes’ should be matching with
both the ‘desired outcomes’ and the ‘observed outcomes’. Itis only then that
the. ‘observed overcomes' shall match with- the ‘desired outcomes’ too
(except the rare possibility of a match dye to'a random chance). Such a
situation is an ideal and a goal for the corporate accountants attempting to
be effective. If and when attained, under this situation accountants can truly
be called effective. That is, accountants are able to both monitor the
informational needs of the users and achieve the desired results by
overcoming+possible internal and external environmental constraints. This
ideal situation is,"however, not obtained easily in actual practice' wherein
‘observed outcomes’ and ‘desired outcomes’ generally mismatch with one
another. But as the next best possibility, and an often observed situation in
actual practice, it is likely for the corporate accountants to be effective in
terms of one of their two major roles : monitor or disseminator.

2, EXTENDED REPORTING

Historically, focus of ‘external accounting' has beén on the reporting
through corporateannual reports (CAR) to the owners (shareholders) on the
‘stewardship’ of managers. In recent years, however, scope of external
accounting has witnessed aremarkable change. It is now widely agreed
that a company, the most dominant form of modern business organization,
is a socio-economic entity. As a socio-economic entity it enters into a ‘legal’
and a 'social’ agreements with the sogiety. This ‘(social) contract theory'
states that a company Is under an obligation to justify its existence in the
society in terms of both these agreements. Thus, accountability of a
company in the new regime has two distinct aspects. One is ‘legal’ and the
otheris'social’. Importantly, inthisnew regime, accountability of acompany
extends to such other publics as ‘employees’, ‘suppliers’, ‘customers’, *
‘Government’ and ‘public at large'. In short, a company is presently
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accountable for its working and affairs not only to'the shareholders but to
the ‘stakeholders’ as a whole. In alternative terms, companies are now
obliged to serve the additional informational needs of the aforesaid publics,
even though not mandated under the law. Such additional disclosures have
been variously termed as ‘voluntdry reporting’, ‘discretionary reporting' and
‘extended reporting’ inthe accounting literature. tis, apparently, hereinthe

_domain of the extended reporting that role of accountants as a monitor
assumes greater significance. Of course, to serve emerging additional
informational needs and be termed as effective, an accountant has to not
only diagnose informational needs of the ‘stakeholders’ at a'time not too
soon but also make best efforts to satisfy thése needs within the constraints
imposed by the internal ang external environment.

3. OBJECTIVE

The primary objective of this study is to investigate into the effectiveness of
corporate accountants. In the study, effectiveness of accouhtants has been
examined in terms of their major roles of identifying (monitor), measuring
and communicating (disseminator) information on extended financial re-
porting (EFRY) items through the medium of corporate annual reports.! Inthe
study, extended financial reporting refers to those disclosures on the -
financial and commercial performance of a company which are beyond thé
requirements of the Indian Companies Act 1956. Using terminclogy devel-
oped in section 1 above, the operational objective is to examine effective-
ness of the accountants in terms of the ‘intended outcomes’ vis-a-vis the
‘observed’ and the ‘desired’ outcomes on 'extended fmancnal reportmg
(EFR) iterns.

4. METHOD

" Inorder to achieve the aforesaid research objective, the following steps are
taken. First, those items of EFR which are being disclosed consistently by
the companies through their arinual reports are identified. A close exami-
nation of the annual reports of companies operating in the Central Public
Sector has been carried out for this purpose?. Further; for the purposes of
analysis in this study, annual reports have been examined for four cross-
sectional years, 1988 to 19913, Based on this examination, a ‘disglosure
index’ consisting of 28 informational items has been prepared. Also, based
on the availability of annual | reports for all the sample years a sample of 129
companies is taken. i

Second, ‘observed outcome' for each of the 28 informational items has
been measured. In the 'study, ‘observed outcome’ is the percentage
reporting doné by the sample companies on each item. For the purpose of.
matching corporate preferences as reflected in the ‘observed outcomes’
with those relating to the ‘intended outcomes’ and the ‘desired outcomes’,
values of computed percentage reporting have been ranked in a descend-
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ing order, That is, higher is the percenfage reporting on an item, lower is its’

rank.

Third, for measuring ‘intended outcomes’, that is preferences ‘of ac-
countants on disclosures of selected EFR items, a questionnaire-based
interview method has been used. Using a 5-point scale, responses on
perceived importance of items have been obtained from a sample of 64
corporate accountants. On the rating scale 'S’ indicated disclosure on an
item perceived of ‘utmost importance’ and 1’ indicated disclosure on an
item perceived of'no importance’ at all by the accountants. For each of the
items ‘mean response’ is computed as anumber equal to the surmrof integer
values assigned t§ the item divided by thetotal number of individuals who
have responded to the item. Values of computed mean responses indicate
the attitudes of accountants towards disclosures on selected items of
extended financial reporting. For purposes of analysis, thesé-mear re-
sponses have been ranked in a descending order.

Fourth, for measuring users preferences oninformation disclosure, that
is ‘desired outcomes', thémeasurementinstrumerit developed at step three
has been used. A sample of 66 individuals representing different users of
annual reports has been taken for this purpose. Like step three, ‘mean
response’ of users for each informational item has been computed. Values
of mean responses give anindication of the perceived importance of
disclosures on different informational items to the users of annual reports.
Computed values of mean responses, as for step three, have been ranked
in a desgending order.

Last, an analysis has been performed- on the ranks of ‘intended
outcomes’, ‘observed outcomes’ and 'desired outcomes’ by computing the
Kendall's correlation coefficient (Tau-b). The hypotheses tested and results
obtained in the study are discussed in the following section.

¥

5. FINDINGS

Based onthe commonly held beliefs and past evidence, the following three
research hypotheses have been formulated and subjected to testing by the
findings of this study. The hypotheses, are (i) there is a general disagree-
ment between the ‘observed outcomes’ and ‘desired outcomes’, (ii) there
is a lack of association between the ‘intended outcomes’ and the ‘desired
outcomes', and (iii) the ‘observed outcomes' are arefiection of the ‘intended
outcomes’, (See Chandra, 1974; Chen and Lambert, 1977; Belkaoui, 1979;
Firth, 1979; arid Firer and Meth, 1986).

Empirical results obtained on the association between the accountants
preferences, users preferences, and preferences of the ultimate supphers
of information through corporate annual reports that is the companies, are
presented in Table-1. A detailed examination of the presented results has
been done below in terms of the three hypotheses listed above.

- PR,
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Tablg 1: Degtee of Association Between Groups — Financial Reporting
(p-values in brackets)

Kendall's Tau-b

Correlations:  R91 R0 [R89 R8s RPREP  RUSER
R91 1.0000
v "
RGO 950  1.0000
(0:000)
¢ 3 1 4 } 1
R8Y + 910 & 936 11,0000 ' ' Coet e
- (0.009) (Q.OQO) w0y a0 o LN |
. s N r o b
Res 905 936 087 1.0000 - .
~ (0.000) (0.000) 10.000) ' !
. 1
RPREP 195 207 149 149 1.0000

(0.074)  (0.062) (0.134)  (0.134)

RUSER 226 244 186 - 186 785  1.0000
(0.046) (0.035) (0083) (0.083)  (0.000)

No. of cases : 28_

Legend! R91 - Actual reporting oh information items in sample year 1991.
RS0 - Actual reporting on information items in sample year 1980
RS89 - Actual reporting on information items in sample year 1989
R8s - Actual reporting on information items in sample year 1988

RPREP - Perceptions of preparers of annual reports.
RUSER - Perceptions of users of annual reports.

Effectiveness of accountants in external reporting has been examined
conventionally by measuring the association between the users preferenc-
es and preferences of the companies in reporting different informational
items. For this criterion, results presented in Table-1 have revealed that the
‘observed outcomes’ in annual reports have a low degree of association
with the ‘desired outcomes’ of the users of annual reports. In 1988 to 1991,
the coefficient values observed are 0.19, 0.19, 0.24 and 0.23, tespectively.
Further, in all sample yeats coefficients are statistically not significantat 1
per cent level of significance. In the year 1988 and 1989 the coefficients are
non-significant even at 5 per cent level of significance. These research
findings imply that the degree of association between the ‘desired out-
comes’ and the ‘observed outcomes' is very low and generally non-
significant. Thus, the results imply that accountants lack effectiveness in
terms of the conventional effectiveness evaluation &riterion. In operatlonal
terms, the results show that refatively- more réporting is being done by’
compames ont items having relatively lower importance to the users of
annual reports and vice-versa. To sum, results-of the study are "in agree-
merit with the popular belief of a lack of agreement between the views of
users and the actual content of annual reports.” '

As argued in settion 1 of this study, evaluation of the effectiveness of
accountants in terms.of the conventionally Yollowed approach does not
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‘reveal the true story. This is so be(:ause itis possible for the accountants to
be partly efféctive in terms of one of their two major informationat roles. In
order to examine this proposition and enlist some of the likely reasons
causing above noted mismatch between the ‘observed outcomes’ and the
‘desired outcomes’, a two-stage analysis has been performed. In the
analysis, a comparison of ‘intended outcomes’ has been done with both the
‘desired outcomes’ and the ‘observed outcomes’. In the first stage, asso-
ciation between the ranks assigned to the ‘desifed outcomes’ and the
‘intended outcomes' has been analyzed. Results presentedin Table-1have
shown a statistically significant and.high degree of association betwéen
these two variables. The observed coefficient of correlation between the
two groupsis as high as 0.79 and is also statistigally significantat 1 per cent
level. Importantly, this research finding shows that a popularly accepted
belief of "relative importance of items being perceived differently by
accountants and users”is not vafidated by theresutts. That s, effectivéness
of accountants in terms of their role as amonitor' is observed to be fairly high.
In order to examine effectiveness of accountants in terms of their role
as disseminator, results on association between the ‘intended ocutcomes'
and the ‘observed outcomes’ have been analyzed. Results show that in the
four years 1988 to 1991, corrélation coefficient values between the two
variables.are, respectively, 0.15, 0.15, 0.21 and 0.20. Further, these values
are statistically non-significant at 5-per cent level of significance in all
sample years. Only in the years. 1990 and 1991 the coefficients are
observed significant at 10 per cent level. This implies a very weak associa-
tion between the actual corporate reporting and the accountants prefer-
ences. Also, these results show a lack of strong association between the
‘intended outcomes' and the ‘observed outcomes’, more particutarly when

~ compared with the'correlation coefficient between the ‘intended outcomes?

and the ‘desired outcomes! (analyzed above). In other words, interpretation
of the results is that relatively more reporting is being done by companies
on items having relatively lower perceived importance to accountants. In
operational terms, the results imply that ‘monitoring efficiency’ of the
accountants is generally not reflected in the actual content of corporate

- annual reports. The above results, thus, lead to the following inference.

*Contrary to the popular belief of a strong agreement between the views of
accountants and actual content of annual feports, the results of this study

have provided evidence of a conSistently low degree of association

between the two groups.”

To summarize, the mostimportant implication of the findings discussed
above is that according to the conventional evaluation criterion Indian
accountants do lack effectiveness. However, accountants, as animportant
intermediary between the users as consumers of information and compa-=
nies as suppliers of informationrhave been found quite effective in monitor-
ing the users informational preferences. Importantly, it is observed that
disclosure preferences of accquntants do not match highly with those
relating to the actual reporting by companies. That is, while performing their-

o
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role as disseminator of information, accountants have not been successful
inimplementing their disclosure preferences in practice through the annual
reports. This observed behavior of accountants in reporting information on
extended financial reporting items can be explained in terms of various
personal, organizational and environmental constraints. Some of these
possible constraints are a lack of will on the part of accountants to make
information public, extra costs involved in collection and dissemination of
information, fear of potential misusé of information by business competitors,
and last byt not least, accountants not being the’ ultimate authority in
deciding the contents of annual reports.

W TA

6.CONCLUSIONS

The primary aim of this study has been to evaluate the effectiveness of
corporate accountants in India. Effectiveness of accountants has been
examined in terms of the information disclosed on extended financial
reporting (EFR) items through the medium qf corporate annual reports. It is
. concluded from the empirical findings of this study that accountants are
fairly effective in their role as a monitor of the informational needs of the
external users. However, accountants have been observed lacking effec-
tiveness in their role as a disseminator of extended financial reporting
information. through the medium of corporate annual reperts.

NOTES

1. Extended reporting could fall into the dornain of either financial or sociat accounting.
Since the study is concerned with the analysis of extended financial reporting (EFR),
disclosures falling in the realm-of social actounting have been excluded from the
reckoning. Notably, social accounting is concerned with the information reporting on
social performance of a business entity. NAA (1974) has identified four migjor-areas
of social performance as community involvement, human resources, physical re-
gources and environmental contributions, and product or service contributions. In his

- study, Ramanathan (1979) has also included energy usage, research and develop-
ment, and productivity statistics as areas of social reporting. Fair business practices
has also been listed as an area of soclal reporting in the study by Ahmed and Zeghal
(1986). In the present study all disclosures of information on these aspects by the
sample companies through their annual reports have been excluded while construct-
ing the ‘disclosure index’ (see section 4).

2. In the study, a choice for Central Public Sector Companies (CPSC) has been made
for the following reason. The Institute of Chartered Accountants of India (1985) has
found in its study that it is mainly the compariies operating in the public sector which
are currently supplying a great deal of information not mandated under the provisions
of the Indian Companies Act. Disclosures by many a CPSC have been found jn the
said study to be approaching the state-of-the-art. )

3. The cross-sectional years 1988 to 1991 correspond to the fiscal years 1987-88 to
1990-91, Afiscal year begins on April 1 and ends on March 31. Atthe time of collection
of data 1990-91 was the latest year for which annual reports were avallable.

-
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