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EXPLORING THE EXTENT AND DETERMINANTS OF ACCOUNTING 
INFORMATION DISCLOSURE IN INTERIM REPORTS 

An empirical study of UK listed companies 

MUSA MANGENA 

ABSTRACT 

The focus of this research is the disclosure of accounting information in interim 
reports. The main objective of the research is to assess disclosure of accounting 
information in interim reports of UK companies listed on the LSE and to 
investigate whether variations in interim disclosure can be explained by corporate 
attributes that differentiate companies. The secondary objective is to examine 
perceptions of investment analysts regarding the importance of information items 
disclosed in interim reports for investment decision-making. Employing a 
disclosure-index framework, a list of 113 information items that are and could be 
disclosed was compiled and a mail questionnaire forwarded to investment analysts 
to determine the importance of the items. A cross-sectional disclosure model was 
developed to examine the relationship between interim disclosure and company
specific and corporate governance attributes. 

The primary findings show that (1) investment analysts perceive information 
disclosed in interim reports as important for their investment decision-making and 
that there exists agreement between what companies disclose and what investment 
analysts perceive as importance items of disclosure, and (2) there are variations in 
the extent of interim disclosure and that both company-specific and corporate 
governance variables help explain these variations. The findings indicate that the 
extent of interim disclosure is positively related to company size, listing status, 
external auditor involvement, acquisition transactions, payment of an interim 
dividend, techMARK listing, and substantial institutional investors. The results 
also show that interim disclosure is negatively related to liquidity ratio, CEO age 
and shareholding of audit committee members. 

This research contributes to the disclosure literature in a number of ways. First it 
examines variables previously associated with annual disclosures as possible 
explanatory factors of differences in interim disclosure. Second, it investigates the 
influence of corporate governance variables on interim disclosure, an area that has 
been neglected in previous studies. Furthermore, the research introduces two new 
variables ( external auditor involvement and shareholding of audit committee 
members), which have not been examined in prior disclosure studies. These 
findings have implications for the development of interim reporting and for 
corporate governance policy formulation. 
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CHAPTER 1: INTRODUCTION AND BACKGROUND TO THE STUDY 

1.1 Introduction 

The widespread belief among accounting regulators, standards setters and 

accounting academics is that greater levels of accounting information disclosure 

are critical for the efficient allocation of scarce resources in the capital markets 

(e.g., Cooke, 1989; Eccles and Mavrinac, 1995; Accounting Standards Board, 

1997b; Schadewitz and Blevins, 1998; Bagshaw, 2000; Healy and Palepu, 200 I, 

European Commission, 2003). The lack of adequate levels of accounting 

information disclosure could hamper the ability of investors to make optimal 

investment decisions. The importance of accounting information for stock market 

investors has been documented through capital market studies conducted in 

different countries and cross-country surveys of users (e.g., Firth, 1978; Foster, 

1980; Beaver, 1981; Lee and Tweedie, 1975, 1981; Choi and Levich, 1990; 

Bhushan and Lessard, 1992; Barker, 1998). These studies show that accounting 

information disclosures are relevant to investors' buy and sell decisions. Hence 

Lev (1988) attributes the prevalence of regulation of accounting disclosure in 

different countries to the need to maintain the information efficiency of capital 

markets. 



Accounting standards setters, capital market regulators and academics recognise 

that to improve financial reporting, there is a need to know what companies are 

currently disclosing and what determines such accounting disclosure practices 

(e.g., Wallace, 1988; Cooke, 1989; Gray et al., 1995). Accordingly, the 

accounting literature abounds with studies that investigate the extent and 

determinants of disclosure of accounting information. Ball and Foster (1982), 

Marston and Shrives (1991, 1996) and Ahmed and Courtis (1999) make an 

extensive and comprehensive review of such disclosure studies. 

As the literature reviews indicate, the studies have focused almost exclusively on 

accounting disclosures in corporate annual reports, based on the argument that the 

annual report is the most widely distributed ( e.g., Homgren, 1978; Gray et al., 

1995; Botosan, 1997; Campbell, 2000; Williams, 2001). However, the quality of 

financial reporting cannot be improved by focusing on one form of disclosure. As 

Dye (1985) suggests, company disclosure behaviour varies across different forms 

and types of disclosures. Implicit in this argument is that disclosure practices in the 

annual reports are unlikely to mirror disclosure practices in other forms of company 

communication. Since previous studies have tended to focus on corporate annual 

disclosure, there exists a gap in knowledge concerning the disclosure of accolmting 

information in corporate interim reports. Schadewitz and Blevins (1998) and 

Bagshaw (1999, 2000) have specifically suggested the need to examine the extent 

and determinants of accounting disclosure in corporate interim reports in order to 

understand company disclosure practices. 
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A significant body of research provides considerable support for the publication 

of interim financial reports. Lobo and Tung (1997) argue that compared to annual 

information, interim accounting information is timely and thus more relevant. 

They argue that interim reports release information in the public domain whilst it 

is still relevant to the investment decision-making process. As Bushman and 

Smith (2001) argue, timely disclosure of financial accounting information reduces 

investors' risk of loss from trading activities with the more informed investors. 

Indeed accounting theory (e.g., Hendriksen, 1977; Lunt, 1982; Lawrence and 

Glover, 1998) recognises that the timeliness of financial information is an 

important characteristic to judge its relevance. Other researchers ( e.g., Opong, 

1995; Rippington and Taffler, 1995; Fortin et al., 1997; Etter, 1998) echoed the 

same sentiment. In addition, existing user survey evidence indicates that investors 

find the interim report to be a more important source of value-relevant 

information than the annual report, due to its timely publication. Bence et al. 

(1995) investigated the importance of different sources of information for 

investment analysts. They found that investment analysts regarded the interim 

report as the second most important source of information after preliminary 

announcements. Barker (1998) also provides evidence indicating that financial 

analysts rate the interim report as the most important information source for their 

investment decision-making. The reason for this is that the interim report pre

empts some information contained in annual reports ( e.g., McNichols and 

Mane gold, 1983) and improves forecasts of annual earnings ( e.g., Green and 

Segall, 1966; Abdel-K.halik and Espejo, 1978; McNichols and Manegold, 1983; 

Atrill, 1986). 
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Further evidence of the importance of interim reports is provided by market 

reaction studies, which suggest that interim earnings releases are more associated 

with significant contemporaneous share price movements than annual reports. For 

example, Rippington and Taffler (1995) employ daily share price data and find 

that share price movements were higher at the announcement of preliminary 

results and release of interim reports. Opong (1995) use weekly share price data to 

determine whether the capital market reacts to the release of interim reports and 

the results indicate share price movements on the day the interim report is 

released. In a recent study, Landsman et al. (2002) provide evidence suggesting 

that share price movements at the release of interim reports have increased over 

the past three decades. According to King et al. (1990), such share price 

movements are a clear indication of the importance of interim information for 

share valuation purposes. Schadewitz et al. (2002) introduced another aspect to 

the debate. They analysed whether varying levels of interim disclosure have an 

impact on share prices. Employing Finnish data, they found that higher levels of 

interim disclosure were associated with longer periods of share price reaction than 

lower levels of disclosure. These results suggest that high levels of disclosure in 

interim reports are useful in share valuation processes. Indeed Day (1986) found 

that investment analysts wanted to see more detailed interim reports to assist them 

in forecasting annual results. 
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1.2 Statement of Research Problem 

Over the last decade, a great deal of attention has been directed towards 

encouraging greater accounting disclosure in interim financial reports in the 

United Kingdom (UK), and indeed internationally. Following a high number of 

financial scandals and unexpected corporate failures during the latter half of the 

1980s ( e.g., BCCI, Polly Peck, Maxwell), considerable criticism was levelled at 

the integrity of UK financial corporate reporting and the effectiveness of 

accounting regulation ( e.g., Shah, 1996; Smith, 1992). These scandals led directly 

to the creation of a new accounting standard-setting structure under the Financial 

Reporting Council (FRC), with the Accounting Standards Board (ASB) being 

responsible for setting accounting standards. The creation of the FRC led to a 

more critical scrutiny of all financial reporting practices of companies in the UK 

(e.g., Hussey and Woolfe, 1994; Shah, 1996; Peasnell et al., 2001). The Cadbury 

Committee was set up in 1991 by the FRC, the London Stock Exchange (LSE) 

and the accounting profession to address the financial aspects of corporate 

governance in the UK (Cadbury Committee Report, 1992). 

The release of the Cadbury Report in 1992, and indeed the growing demand for 

more extensive interim accounting information disclosures by investors, resulted 

in more attention being paid to interim reports (e.g., Hussey and Woolfe, 1994, 

1998). As one of its several recommendations, the Cadbury Committee 

recommended that companies needed to expand their interim reports to include 

balance sheet information and that the LSE should consider amending its listing 
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rules to effect this. 1 The Committee also recommended that its successor body 

should consider the inclusion of cash flow information (Cadbury Committee 

Report, 1992). 

Since the Cadbury Committee Report (1992), a number of initiatives have been 

made to improve the accounting information disclosed in the interim reports. The 

most prominent of these initiatives in the UK was the publication of a best 

practice guide Statement on Interim Reports by the Accounting Standards Board 

(ASB) (1997). The objective of the statement is to improve the quality, relevance 

and consistency of information disclosed in the interim reports of UK listed 

companies. The Statement on Interim Reports recommends the inclusion of a 

management commentary, income statement, balance sheet, cash flow statement, 

statement of recognised gains and losses, segmental information, and accounting 

policies and notes to the accounts. The statement is not an accounting standard, 

and therefore, is not mandatory. For this reason, UK companies still have a great 

deal of discretion regarding the amount and type of information they disclose in 

the interim reports. 

In the international arena, the (IASC)2 issued IAS 34: Interim Financial Reports 

in 1998. The objectives of the standard are to improve interim financial disclosure 

by prescribing the minimum content of an interim financial report and to provide 

the principles for the recognition and measurement of income in the interim 

1 With effect from May 2000, listed companies are now regulated by the Financial Services 
Authority (FSA) which has the responsibility to promulgate disclosure requirements for all listed 
companies in the United Kingdom. 
2 Now the International Accounting Standards Board (IASB). 
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period (IASC, 1998). More recently, the European Union (EU), under the 

Financial Services Action Plan (FSAP), presented a final proposal for a 

Transparency Directive in March 2003. The directive aims to improve the 

transparency in listed companies by increasing the frequency and content of 

interim reporting by listed companies (European Commission, 2003). 

It is clear from the above that there are concerted efforts that have or are being 

made to improve interim financial reporting. However, despite all these 

developments and indeed the importance of interim reports to users, there has 

been limited academic research to examine the extent and determinants of interim 

accounting disclosures both in the UK and elsewhere. As noted earlier, several 

previous studies (e.g., Cooke, 1989; Depoers, 2000; Watson et al., 2001; Ho and 

Wong, 2001) have examined disclosure practices in annual reports. These studies 

suggest that the nature and extent of a company's disclosures are affected by a 

number of corporate attributes. The attributes can be divided into two main groups 

(Haniffa, 1999, Ho and Wong, 2001): company-specific characteristics (e.g., 

company size, financial leverage, profitability, listing status) and corporate 

governance mechanisms (e.g., non-executive directors, directors' shareholdings, 

institutional investors, Big-6 audit firms, presence of an audit committee). 

In contrast to annual disclosure studies, there is limited empirical research on the 

possible impact of company-specific characteristics on interim financial reporting. 

The few interim disclosure studies (e.g., Tan and Tower, 1997, Schadewitz and 

Blevins, 1998; Hussey and Woolfe, 1998; Botosan and Harris, 2000; Chen et al., 
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2002), however, have tended either to examine a specific type of disclosure ( e.g., 

balance sheet information, segmental information, auditors' report) or to examine 

just a few characteristics. In addition, neither of these studies has examined the 

possible influence of corporate governance mechanisms on interim financial 

reporting. According to the Cadbury Report (1992), the responsibility of the board 

of directors is to present a balanced and understandable assessment of the 

company's financial position and prospects. This assessment should extend to 

interim financial reports and other price-sensitive public reports (Combined Code, 

2003). Indeed, given that it is suggested (e.g., Young, 2000) that corporate fraud 

begins by the manipulation of quarterly statements (interim reports), it should be 

expected that the board of directors would have strong interest and influence on 

the quality of interim financial reporting. 

There is also relatively little research conducted in the UK, and indeed in other 

countries, to investigate the perception of investment analysts on the usefulness of 

the information items disclosed in interim reports when making investment 

decisions about the shares of a specific company. A fundamental assumption 

behind financial reporting is the provision of useful information to those who 

have an interest in the reporting entity ( e.g., Sterling, 1972; Zairi and Letza, 1994; 

Opong, 1995). In this respect, interim reports are assumed to fulfil an important 

role as a source of frequent information concerning the events in the business 

enterprise which could give investors some indication about the risks and 

uncertainties attached to a particular firm's cash flows (e.g., Opong, 1995). 

Accordingly, the information items disclosed in the interim reports should be 
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important to investors. However, which items make the report useful to market 

participants is still an issue that require investigation. 

1.3 Research Objectives and Questions 

The preceding discussion reveals that there are gaps in the disclosure literature. 

This study seeks to address some of the gaps identified by examining disclosure 

practices in interim reports of UK listed companies. The objectives and questions 

addressed in this study are stipulated in the following sections. 

1.3.1 Objectives of Research 

The main objective of this research is to assess disclosure of information in interim 

reports and to investigate whether variations in the interim accounting disclosure 

can be explained by corporate attributes (both company-specific and corporate 

governance related attributes) that differentiate one company from another, 

drawing from the existing theoretical frameworks of voluntary financial 

disclosure (viz. agency theory, capital market transactions theory, signalling 

theory, political cost theory). Interim accounting disclosure is defined in this study 

as the publication in interim reports of any type of information, both financial and 

non-financial, including notes to the accounts, management commentary on the 

operations for the current and forthcoming interim periods and any other 

supplementary information. 

The secondary objective is to investigate the perception of investment analysts 

regarding the importance of information items disclosed in interim reports for 

9 



their investment decision-making. In addition, the research seeks to analyse 

interim accounting information disclosure on an item-by-item basis, and to 

establish whether the disclosure of the items by companies mirrors the importance 

rating of the items by the investment analysts. 

1.3.2 Research Questions 

In order to address the research objectives, the following questions are examined: 

(1) Is there any relationship between the extent of overall accounting 

information disclosure in interim reports and certain corporate attributes? 

This is operationalised in the form of the following hypothesis drawing from the 

agency theory, capital market transactions theory and political cost theory: 

H1: There is an association between a number of company-specific 

and corporate governance attributes and the extent of overall 

accounting information disclosed in the interim reports. 

(2.) Is there any relationship between the extent of accounting information 

disclosure in the subcomponents of the interim report (i.e., management 

commentary, financial statements, and accounting policies and other 

information) and certain corporate attributes? 

This is operationalised in the form of the following hypotheses drawing from the 

agency theory, capital market transactions theory and political cost theory: 

H1: There is an association between a number of company-specific 

and corporate governance attributes and the extent of 

accounting information disclosed in the management 

commentary section of the interim reports. 
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H2: There is an association between a number of company-specific 

and corporate governance attributes and the extent of 

accounting information disclosed in the financial statements 

section of the interim reports. 

H3: There is an association between a number of company-specific 

and corporate governance attributes and the extent of 

accounting information disclosed in the accounting policies and 

other information section of the interim reports. 

To answer the above two questions, the following questions also need to be 

addressed: 

(1.) What is the extent of overall accounting information disclosure in the 

interim reports of UK listed companies? 

(2) What is the extent of accounting information disclosure in the different 

subcomponents of the interim report (i.e. management commentary, 

financial statements and accounting policies and other information)? 

(3) What is the perception of investment analysts of the importance of 

information items disclosed in the interim reports? 

(4) Do companies disclose what investment analysts perceive as important 

items of disclosure in interim reports? 

1.4 Scope of Research 

This research is limited to analysing the extent of disclosure of accounting 

information in the interim reports of UK companies listed on the London Stock 

Exchange (LSE), and therefore excludes unlisted companies and those listed on the 

Alternative Investment Market (AIM). The reason for not covering unlisted 
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companies is that in the UK, there are no requirements either from the law or 

accounting standards for unlisted companies to publish interim reports. Therefore 

any attempt to collect interim reports from these companies could be a futile 

exercise. The Alternative Investment Market (AIM) is a market for smaller growing 

companies, which operates under the auspices of the LSE. The market is a first step 

into the public market for those companies that do not meet the criteria for 

admission to the LSE (LSE, 2001 ). Companies listed on the AIM were not included 

because the listing requirements placed upon them are less restrictive and they are 

likely to be smaller companies than those listed on the LSE. 

The research is restricted to examining the disclosure of accounting information in 

corporate interim reports of industrial companies. It does not consider disclosure by 

companies in the financial, banking and insurance sectors. These companies are 

excluded because they face additional demands of information from regulatory 

authorities (e.g. banks are required to disclose other information by the Bank of 

England), which are not faced by industrial companies ( e.g., Atrill, 1986; Cooke, 

1989; Botosan, 1997). 

The investigation of the extent of accounting disclosure in the interim reports is 

based on the premise that the information contained therein is targeted at 

investment analysts, and the purpose of the interim reports is to serve this target 

user group. The focus on investment a11alysts is due to the fact that they are 

among the most important users of financial reports, and researchers have long 
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been interested in learning how they use accounting information (e.g., Schipper, 

1991; Hope, 2003). 

The research seeks to provide a cross-sectional assessment of disclosure levels 

based on the amount of information disclosed by companies in their interim 

reports, regardless of whether the information is mandatory or voluntary. The 

intent of this research is to evaluate the extent of disclosure in the entire interim 

report of UK listed companies.3 The reason for this approach is that the research 

attempts to convey a fair and representative picture of the interim report of UK 

listed companies. However, Dye (1985) argues that the inclusion of mandatory 

items in the disclosure index is moot, as this would lead to the generation of 

disclosure indices which cannot differentiate among firms. This is not necessarily 

correct, as UK firms do not always comply with the minimum LSE interim 

disclosure requirements (e.g., Lunt, 1982; Patient and Elwell, 1993; Hussey and 

Woolfe, 1994; Bagshaw, 1999, 2000). Furthermore, the minimum mandatory 

requirements are very modest (Bagshaw, 2000) 

The research assesses interim accounting disclosures into mandatory disclosure, 

ASB Statement on Interim Reports disclosure, voluntary disclosure and overall 

disclosure, as well as disclosure in the subcomponents of the interim report. This 

is important in order to provide an understanding of compliance with the LSE 

disclosure requirements and the ASB Statement on Interim Reports, and the 

willingness of companies to provide information in the interim reports 

3 This approach has been adopted by other previous studies (e.g. Cooke, 1989; Wallace and Naser, 
1995). 
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voluntarily. However, the research is restricted to examining the relationship 

between corporate attributes and overall accounting disclosures, and also the 

different subcomponents. The rationale for excluding mandatory, ASB Statement 

on Interim Reports and voluntary disclosures in this analysis was to keep the 

research within manageable limits. 

1.5 Importance of Research 

The importance of this research is three-fold. Firstly, the study of the extent and 

determinants of accounting information disclosure in interim financial reports is 

of considerable importance to companies, accounting bodies, policy makers, as 

well as users of the reports. For the companies, it may assist them to match others 

in the nature and extent of accounting information provided in order to be 

successful in competing for finance in the capital markets (Gray et al., 1995). For 

the accounting standard setters and capital market regulators, it may provide a 

guidance to further enhance the scope of accounting disclosures in the interim 

financial reports. If for example the results indicate that the extent of interim 

accounting disclosure or the extent of compliance with the ASB (1997) Statement 

on Interim Reports is too low, it may be incumbent upon the Financial Services 

Authority (FSA) to adopt the ASB Statement and make it a requirement for 

listing. In addition, the ASB may also decide to make the statement an accounting 

standard in order to improve compliance. 

Thus, an understanding of disclosure practices can be helpful in targeting the 

efforts of regulatory bodies towards perceived deficiencies in interim financial 
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reporting. Indeed, Dye (1985) argues that any increase of mandatory disclosure 

should be based on evidence that managers are unwilling to disclose the 

information voluntarily. Cooke (1989) emphasises this point, and argues that the 

purpose of investigating company disclosure practices is to influence policy by 

accounting standards setters and other accounting regulatory bodies. This is 

especially so in the UK where interim financial disclosure is still undergoing 

development (e.g., Butler et al., 2002). The timeliness of this research also lends 

support for its importance as it comes only a few years after the publication of the 

ASB Statement on Interim Reports. Therefore the results of this study shed light 

on the impact of the Statement on the extent of disclosure in UK interim reports. 

This has potential to assist regulators determine the extent to which non

mandatory statements may influence financial reporting. 

Second, knowledge of the importance attached to the information items by users 

may assist accounting standard setters, regulators and preparers of interim reports 

to concentrate on those items of information that are of value to users. This is very 

important, because the purpose of financial reports is to provide users with 

relevant and material info1mation that assists the decision-making process. 

Third, investigating the determinants of accounting disclosure will not only 

extend our knowledge of the significant factors explaining the variability m 

disclosure, but also may assist accounting standard setters and regulators to 

identify situations where full interim disclosure is not likely to prevail. As Buzby 

(1975) argues, one reason for investigating whether certain company characteristics 
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are associated with disclosure is to recommend policy. If for example the results 

indicate that companies that involve external auditors at the interim period disclose 

more information, regulators may find it necessary to make auditor involvement 

mandatory for all listed companies. Also, if multiple listed companies are found to 

be disclosing more interim accounting information than domestic-only listed 

companies, the authorities might want to investigate the listing requirements of 

foreign stock exchanges to determine what information to incorporate in their own 

requirements. 

Finally, the study investigates the relationship between corporate governance 

mechanisms and interim disclosure. As various pronouncements that have been 

made (e.g., Cadbury Report, 1992; Blue Ribbon Committee, 1999; Higgs Report, 

2003; Smith Report, 2003) suggest, the board of directors' oversight role should not 

only be targeted at annual reporting, but should extend to interim reporting and other 

price sensitive information. However, it is not known whether the board of directors 

have any influence on interim reporting. Therefore this study may help both 

accounting regulators and academics understand whether corporate governance has 

an impact of interim financial reporting practices. 

1.6 Research Methodology 

In this section, a summary of the research methodology adopted in this study is 

provided. Figure 1.1 provides a procedural flow chart of the various steps in this 

research, from the literature review to data collection and analysis. The research 

process consisted of a number of steps. The first step was concerned with a 
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literature review in order to provide a framework for the study, to identify the 

appropriate theories for the study, and to select the appropriate methodology to 

help address the objectives set out. 

The second step involved the development of the list of disclosure items that 

appear or could appear in the interim reports of UK listed companies. The 

development of a comprehensive list of items that are disclosed and/or could be 

disclosed in the interim report of UK listed companies is one of the primary tasks 

in this research. After consultations with other researchers in the accounting field, 

including the research supervisory team, the list was evaluated by five practising 

chartered accountants, as content experts. A pilot study was then undertaken on a 

sample of 30 published interim reports to validate the list of items. The list was 

modified, and a further evaluation by three of the practising chartered accountants 

was undertaken. The rationale for a further evaluation was to ensure that any 

additional items identified were not overlapping or irrelevant. The resultant list of 

disclosure items comprised 113 items. The disclosure list was then transformed 

into a questionnaire, which was used to investigate the perception of 79 

investment analysts on the importance of the items of disclosure. From the 

responses, the weights for each item were computed and employed to measure the 

quality of interim disclosure. 

To analyse disclosure, a sample of interim reports covering the period 2001-2002 

was collected from 262 non-financial companies listed on the LSE. Two 

disclosure indexes were computed, the unweighted disclosure index and the 
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weighted disclosure index. The creation of the disclosure indexes was based on 

the dichotomous procedure. 

The final step involved data analysis. First, descriptive statistics were used 

involving an analysis of means and ranges of disclosure indexes. This analysis 

was conducted for mandatory, ASB Statement on Interim Reports, and voluntary 

interim accounting disclosures as well as for both the overall disclosure and the 

three disclosure subcomponent indexes (management commentary, financial 

statements, and accounting policies and other information). Second, cross

sectional analysis was used to investigate the hypotheses concerning the 

relationship between interim accounting information disclosure and corporate 

attributes. Ordinary least squares (OLS) regression analysis was used to determine 

the explanatory power of the corporate attributes on interim disclosure. 
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Figure 1.1: Research Methodological Flow Chart 
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1.7 Summary of Main Findings 

This section presents a summary of the research findings and is divided into two 

subsections. 

1.7.1 Accounting Information Disclosure in Interim Reports 

The main results of the extent of interim accounting disclosure are as follows: 

(1.) Investment analysts perceive the information items disclosed in interim 

reports as important for their investment decision-making. The most 

important items are in the profit and loss account and cash flow statement 

of the report. 

(2.) The results document that compliance with the minimum mandatory 

interim disclosure requirements (LSE requirements) was high, with an 

average of 80.9% of the information being disclosed. 

(3.) There is also high compliance with the ASB's (1997) Statement on Interim 

Reports, with 80.3% of the information items being disclosed. It would 

appear therefore that companies have responded to the recommendations 

in the statement. 

(4.) Approximately 68.6% of the voluntary accounting disclosure items in the 

list were disclosed by companies. 

(5.) On an overall basis, companies disclose 69.5% of the information in the 

disclosure list. For the different disclosure subcomponents, 75.4% of the 

items in the financial statement section were disclosed, whilst 60.4% and 

58.3% of the items were disclosed for the accounting policies and other 

information and management commentary, respectively. 
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(6.) There is a significant association between investment analysts' ranking of 

items and item disclosure popularity by companies, suggesting that 

companies do disclose items considered important by analysts. 

1.7.2 Determinants of Cross-Sectional Differences in Interim Disclosure 

The major results of the empirical study of the determinants of cross-sectional 

differences in interim accounting information disclosure are as follows: 

(1.) There is a significant association between the extent of overall interim 

accounting disclosure and a number of corporate attributes ( company size, 

listing status, external auditor involvement, acquisition transactions, 

payment of an interim dividend, techMARK. listing, CEO age, and 

shareholding of audit committee members). 

(2.) There is a significant association between the level of accounting 

disclosure in the management commentary section and company size, 

listing status, profitability, and techMARK listing. 

(3.) There is a significant association between the level of accolmting 

disclosure in the financial statements and listing status, acquisition 

transactions, payment of an interim dividend, substantial institutional 

investors, CEO age, executive directors' shareholdings, and shareholding 

of audit committee members. 

(4.) There is a significant association between the level of accounting policies 

and other information disclosures and company size, auditor involvement, 
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executive directors' shareholding, gearing ratio, liquidity ratio, and 

company age. 

(5.) The explanatory variables for weighted and unweighted disclosure 

variations are similar, thus confirming previous studies indicating that for 

explaining disclosure practices, weighting does not matter. 

1.8 Contribution of Research 

This research extends the extant literature on accounting information disclosure 

along several dimensions. First, the focus differs from much of the extant 

accounting information disclosure literature. Whereas most previous research is 

concerned with accounting information disclosure in corporate annual reports, this 

research investigates the extent of accounting information disclosure in corporate 

interim reports, an area of accounting information disclosures demanded by 

investors (e.g., Bows and Wyatt, 1973; Atrill, 1986; Barker, 1998) but that has 

received minimal investigative research. 

Second, the research investigates the perception of investment analysts ( as 

principal users) on the importance of the specific information items disclosed by 

companies in the interim reports, whilst most previous studies focus on the 

usefulness of the aggregate interim report. Furthermore, the finer analysis into 

subcomponents provides insights into not only the importance of the particular 

items, but also the sections that make the report an important source of 

information. This research is also the first to provide a comparison between what 

companies disclose in their interim reports and what investment analysts perceive 

22 



as important items to disclose in order to determine whether companies provide 

information that users consider as important. 

Third, the research investigates the association between interim disclosure 

practices and corporate attributes. In this respect, the research contributes to the 

disclosure literature in three ways. First, it examines corporate attributes 

previously associated with cross-sectional differences in corporate annual 

disclosure levels as possible explanations for the differences in corporate interim 

disclosure levels. Whilst several studies have investigated the relationship 

between annual disclosure and corporate attributes, previous interim disclosure 

studies focus on describing the state of interim reporting, without specifically 

examining the factors that may influence interim disclosure. The few interim 

disclosure studies that have investigated factors related to disclosure are limited to 

a small subset of disclosures (e.g., earnings announcements, inclusion of an 

auditor's review report, balance sheet information, segmental information). Rather 

than modelling the cross-sectional influences of variations in a single disclosure 

type, this research captures the extent of overall accounting disclosure in interim 

reports. A further refinement of this research, not available in previous studies, is 

that it examines the possible determinants of variations in accounting disclosure in 

the three subcomponents of interim reports (management commentary, financial 

statements, and accounting policies and other information). 

Fourth, another significant contribution of this research regarding the relationship 

between disclosure and corporate attributes is that it provides insight into the 
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impact of corporate governance mechanisms on interim disclosure. Corporate 

governance mechanisms are assumed to play an important role in ensuring the 

quality of both annual and interim financial reporting (Cadbury Committee 

Report, 1992). Whilst some evidence is available on the effect of corporate 

governance mechanisms on annual reporting (e.g., Haniffa, 1999; Ho and Wong, 

2001b; Pelo et al., 2003), it is non-existent on interim reporting. Apart from 

providing evidence on the impact of corporate governance on interim disclosure, 

the research introduces two variables not examined in previous studies: 

shareholding of audit committee members and external auditor involvement. The 

finding that shareholding of audit committee members is a negative significant 

explanatory factor of disclosure variations seems to be of some considerable 

importance to regulators. Future research should seek confirmation of this finding 

using alternative disclosure media (e.g., annual reports). If confirmed, this finding 

has important implications for corporate governance policy formulation, 

particularly given the series of corporate governance scandals that have taken 

place. 

The second variable associated with interim accounting disclosure is auditor 

involvement. Previous studies are limited to investigating the differences in 

annual accounting disclosure between the big audit firms and small firms, perhaps 

because the law and/or accounting regulatory bodies require annual accounts to be 

audited. Therefore, it is not clear whether auditors do indeed influence company 

disclosure policies. The institutional setting in the UK, where no regulations 

require companies to have their interim accounts vetted by external auditors, 
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provides the opportunity to make a significant contribution to the debate on the 

impact of auditors on accounting information disclosure. This research divides the 

sample of companies into those that had their interim reports reviewed by auditors 

and those that did not, in order to establish whether differences in the extent of 

interim disclosure between the two groups exist. The finding that there are 

differences in interim accounting disclosure between companies that involve 

auditors and those that do not has important policy implications. This finding also 

highlights a need for further research specific to the effectiveness of auditor 

involvement in improving the quality of interim disclosure. If the results are 

confirmed, the accounting regulators may find it necessary to require companies 

to have external auditors review the interim accounts before they are published. In 

the US, the SEC already requires companies to have their quarterly earnings 

reports reviewed by auditors (e.g., Young, 2000; Manry et al., 2003). 

Finally, the research contributes towards the development of interim disclosure in 

the UK, which currently is the subject of debate by the accounting profession. 

Substantial efforts have been made by the ASB to specify the form and content of 

interim reports in the UK. The results of the research are useful for policy-makers 

in deciding whether interim accounting disclosures are adequate in meeting the 

needs of the users. The results are also useful in determining the impact of non

mandatory statements in encouraging greater disclosure by companies. 
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1.9 Organisation of Research 

The remainder of this thesis is divided into ten chapters. Chapter 2 discusses the 

nature of interim disclosure, highlighting the objectives and the target users of 

interim report information. The chapter also examines the type of interim 

information required by users. Also studies that have examined the usefulness of 

interim reports are reviewed. It also discusses the reliability and the costs and 

benefits of interim accounting information disclosure. 

Chapter 3 is concerned with the development of interim financial reporting in the 

UK. The chapter starts by discussing the evolution of interim reporting, from the 

early years of development in the 1900s to the present. A detailed discussion of 

the regulatory environment of interim reporting in the UK is presented, including 

the disclosure requirements of the LSE (now FSA requirements) and the non

mandatory statement of the ASB (1997). Also discussed in this chapter is the 

involvement of auditors with interim reports . 

In Chapter 4, the literature concerning disclosure in interim reports is reviewed. 

The chapter identifies two streams in the literature dealing with interim 

accounting information disclosure. The first stream is a descriptive survey of the 

state of interim financial reporting, and the second involves an investigation of the 

determinants of the cross-sectional differences in interim accounting information 

disclosure. The deficiencies of the interim disclosure literature are highlighted to 

show where gaps and therefore opportunities for further research exist. 
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Chapter 5 presents a discussion of the theoretical explanations of financial 

disclosure. A review of the literature on agency theory, capital market-based 

theories and political cost theory is presented. The implications of these theories 

for interim disclosure practices are presented. 

In Chapter 6, the theoretical framework of this research is described, and the 

hypotheses that are tested in the study developed. The framework is developed 

from the literature on agency theory, signalling theory, information risk and 

capital need theory, and political cost theory. 

The detailed methodology of this research is presented in Chapter 7. Discussed in 

this chapter is the development of the disclosure measurement instrument, from 

the selection of the disclosure items to the questionnaire survey of investment 

analysts. In addition, the chapter also discusses how accounting information 

disclosure in the interim reports was measured, and how the corporate attributes 

identified as possible determinants were operationalised. Furthermore, a 

discussion of how the data was analysed is presented, including the procedures of 

testing of the formulated hypotheses. 

The results of a survey of investment analysts are presented in Chapter 8. First, a 

preliminary analysis, covering issues of the response rates, non-response bias and 

the profile of the respondents, is presented. The results of the perception of 

investment analysts on the importance of disclosure items are presented. The 
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factors that are likely to influence the perception of investment analysts are also 

discussed. 

Chapter 9 presents and describes the results of an analysis of interim reports of 

262 UK companies listed on the LSE. Interim disclosure is analysed into 

mandatory, ASB statement, voluntary and overall disclosures. Overall disclosure 

is further analysed into management commentary, financial statements, and 

accounting policies and notes. The chapter also provides an analysis of item-by

item disclosure and compares the results with the ratings of investment analysts. 

Chapter 10 discusses the testing of the hypotheses developed in Chapter 6. The 

testing of hypotheses is undertaken for the overall unweighted and weighted 

disclosure indexes respectively, as well as for the three subcomponents disclosure 

indexes (management commentary, financial statements, and accounting policies 

and notes). The chapter begins by describing the data set used to test the 

hypotheses, and then proceeds to present the results of both the bivariate and 

multivariate analysis. 

Finally, Chapter 11 presents a summary of the thesis and the implications of the 

findings. The limitations of the research under which the findings must be 

interpreted, and the areas identified as requiring further research, are also 

highlighted. Finally, concluding remarks are provided, highlighting the major 

contributions of the research. 
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CHAPTER 2: NATURE OF INTERIM FINANCIAL DISCLOSURE 

2.1 Introduction 

The aim of this chapter is to provide a comprehensive overview of the nature of 

interim disclosure. This overview will help us to understand the usefulness of 

interim reports, and identify the principal users of interim reports, their 

information needs and types of information they require for decision-making. An 

understanding of these aspects is important for this research for two main reasons. 

First and foremost, an integral aspect of the research is the selection of 

information items that appear or could appear in the published interim reports and 

which are employed to measure interim disclosure levels of UK companies listed 

on the LSE. Thus, an understanding of the usefulness of interim reports, the user 

needs, the types of information required and current disclosure requirements 

should assist in the development of a useful disclosure index of items. As Marston 

and Shrives (1991) observe, the usefulness of the disclosure index is critically 

dependent on the selection of items included in the disclosure list. Second, the 

identification of the principal user group is particularly important in this research 

because one of the research objectives is to determine the perception by users of 

interim report information of the relative importance of the items disclosed. Since 

it is not possible to investigate all the users, it is necessary to identify a main user 

group of interim information. 
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The chapter is organised as follows. In the next section, a comprehensive 

definition of disclosure is provided in the context of interim reports. In section 2.3, 

the objectives of interim disclosure are explained, and section 2.4 discusses the 

target users of interim information. Section 2.5 examines the type of interim 

information required by users. The usefulness of interim information is examined 

in section 2.6 and the reliability of interim disclosures is discussed in section 2. 7. 

In section 2.8, the costs and benefits of interim disclosure are discussed and, 

finally, in section 2.9, a summary and conclusion are provided. 

2.2 Definition of Interim Financial Disclosure 

The concept of disclosure plays an important role in both accounting theory and 

practice, and is broad enough to encompass almost the entire area of financial 

reporting (e.g., Wallace, 1987; Cooke, 1989). The significance of this concept to a 

free economy rests on the premise that inadequate disclosure can create ignorance 

in the securities market leading to a misallocation of resources in the economy 

(e.g., Trueman, 1986; Watts and Zimmerman, 1986; Healy and Palepu, 2001). A 

number of writers have attempted to provide a definition of disclosure in general. 

Kohler (1957) defined the concept of disclosure as "a clear showing of a fact or 

condition on a balance sheet or other financial statement, in footnotes thereto, or 

in the audit report." Choi (1973, p.123) defined disclosure as" .... the publication 

of any economic datum relating to a business enterprise, quantitative or otherwise, 

which facilitates the making of economic decisions." He refers to economic data 

as including facts which reduce the uncertainty concerning the outcomes of future 
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economic events. Further, he points out that any improvement in disclosure can be 

thought of as the manifestation of an increase in both the quantity and quality of 

economic data disclosed by the enterprise to investors through its published 

financial reports. 

Drawing on Choi's (1973) definition, Cooke (1989) defined disclosure as revealing 

those items in the corporate reports that are relevant and material to the decision 

making process of users who are unable to demand information for their particular 

needs. He argues that if an item of information is relevant and material and is not 

disclosed, then the decisions that users make are likely to be less than optimal. 

Gibbins et al. (1992) adopted an all-inclusive view of financial disclosure, which 

includes not only the publication of financial information, but also the processes that 

lead to its publication. They treated disclosure as inclusive of measurement, 

adjustments, quantification, application of accounting rules, and any other shaping of 

the data prior to its release, and also of any subsequent interpretation of it. Consistent 

with the all-inclusive view, they defined financial disclosure as "the release outside 

the organisation of information concerning the economic perfonnance, position or 

prospects of the organisation, particularly as measured in financial terms." (p. 5). 

Finally, Parker (1992) defines disclosure as the reporting of both financial and non

financial information to users of reports, especially to investors. 

What is clear from the above definitions is that disclosure is a wide-ranging term, 

which goes beyond :financial reports and involves the provision of information that is 

relevant and material to the decision-making process through a variety of channels. 
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Given this, there is need to narrow down the definition of disclosure for the purpose 

of this research to information disclosed in interim reports of UK listed companies. 

Taking cognisance of the above definitions, interim disclosure is therefore defined as 

the publication of any type of information, both financial and non-financial, in 

interim reports, including notes to the accounts, management commentary on the 

operations for the current and forthcoming interim periods, and any other 

supplementary information that is necessary, relevant and material to the users in 

their decision-making process. This definition is not new, however, as Cooke (1992) 

employed a similar definition to assess disclosure in annual reports of Japanese 

companies, but is employed in this research in the context of interim financial 

reporting. In the UK, the interim reports are issued half-yearly. 

2.3 Objectives oflnterim Financial Disclosure 

The objectives of financial reporting have been a subject of debate for a long time 

and therefore, in order to understand the objectives of interim disclosure, one has to 

understand the objectives of financial reporting in general. Several accounting 

bodies charged with setting up accounting standards have made attempts to define 

the objectives of financial reporting. The attempts at defining the objectives can be 

polarised between two roles: the decision-making role and the stewardship role 

(Arnold et al., 1991; Hussey and Woolfe, 1994). The decision-making role 

emphasises the efficient and effective use of resources, and the use of financial 

reports to determine whether to buy, sell or hold an investment. The stewardship 

role is regarded as a mechanism for managers to demonstrate to shareholders 

(absentee owners) their safekeeping of the resources entrusted to them. However, 
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whilst the pronouncements by accounting bodies acknowledge the importance of 

the stewardship role, they seem to have adopted the decision usefulness as the key 

role of financial reporting (Page, 1991). 

The American Institute of Certified Public Accountants (AICPA, 1970, p.32) 

suggested that "the basic purpose of financial accounting and financial statements 

is to provide quantitative financial information about a business enterprise that is 

useful to statement users, particularly owners and creditors, in making economic 

decisions." The Trueblood Report (AICPA, 1973) and the Financial Accounting 

Standards Board (FASB, 1978) sanctioned the decision usefulness role by defining 

the objective as to provide information useful to investors and creditors for making 

economic decisions. Indeed, the most recent pronouncement by the F ASB (1996) 

Statement of Financial Accounting Concepts views the objectives of financial 

reporting with special focus on investment and credit decisions. 

Other accotmting bodies that have attempted to provide a definition of the 

objectives of financial reports include the International Accounting Standards 

Committee (IASC)4, Canadian Institute of Chartered Accountants (CICA), and the 

Accounting Standards Board (ASB) in the United Kingdom. The IASC views 

financial reporting as providing information for user decisions, and therefore 

incorporated the decision usefulness objective in its Framework for the 

Preparation and Presentation of Financial Statements (IASC, 2000). The CICA 

(1980, p.32) stated that "an objective of financial reporting is the provision of 

4 Now the International Accounting Standards Board (IASB). 
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useful information to all of the potential users of such information in a form and 

time frame that is relevant to their various needs." The ASB (1991, p. 100) stated 

that "the objective of financial statements is to provide information about the 

financial position, perfo1mance and financial adaptability of an enterprise that is 

useful to a wide range of users in making economic decisions." Thus both the CICA 

(1980) and ASB (1991) support the idea that financial reporting should provide 

information that is useful for making economic decisions. 

The decision usefulness role of financial reports also seems to find support :from the 

academic accounting profession. Arnold et al. (1991) identified the decision-making 

and stewardship roles as two objectives of financial reporting, but gave precedence to 

the decision-making role. Cooke (1989) also supported the decision usefulness 

function of financial disclosure, and defined disclosure as providing information that 

is relevant and material to the decision-making process of users. Whittington (1991) 

expressed firmly the decision-making role of financial reports, arguing that the 

stewardship role is enshrined in the decision-making role. Suggesting that decision 

usefulness is the central theme of financial reporting, he argued that a stewardship 

concern that does not lead to a decision would be ineffective. Thus, investors would 

require information that enables them to assess management stewardship in order to 

make a decision. Indeed, Weetman and Gordon (1988) also suggested that there is no 

conflict between the decision-making role and the stewardship role of financial 

reports. However, Page (1991) believes otherwise, preferring the stewardship role as 

the primary purpose of financial reports. In a critique of the ASB (1991) Exposure 

Draft of accounting principles, he argued that " ...... the ASB should acknowledge 
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that the decision usefulness concept gives meagre guidance and should concentrate 

on accounting standards which enhance the stewardship or control function of 

accotmting." (Page, 1991,p. 31). 

The literature on the objectives of interim disclosure in particular seems to support 

the decision-making role. Green (1964) adopted a narrow view of the decision

making role of interim reports and suggested that the sole concern of interim reports 

was to predict annual income, arguing that interim reports should contribute towards 

uncertainty reduction concerning the achievement of annual goals. Green (1964) 

suggested that such uncertainty reduction would occur if interim reports helped 

investors to predict the annual outcome. In the US, the Accounting Principles Board 

Opinion No. 28 (APB No. 28) (AICPA, 1973) also emphasised the predictive nature 

of interim accounting information. APB No. 28 states that the objective of interim 

reporting is to provide information that helps anticipate annual results. 

Arthur Anderson and Co (1972) however, have argued that whilst financial reports 

should present information which may be useful in assessing future prospects, this 

should not be their primary concern. They argued that predicting the future should be 

the responsibility of the investors who make the decisions. Much later literature also 

argued for a broader perspective of the objectives of interim disclosure. For example, 

Atrill (1986) accepted the predictive role, but disputed the fact that it is the sole or 

primary objective of interim reports. He argued that interim reports are not 

fundamentally different in nature to annual reports, suggesting that they must seek to 

fulfil the broader requirements of accounting information. Lunt (1982) and Coopers 
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and Lybrand (1992) gave interim disclosure an equally prominent role in the 

financial reporting process and suggested a number of purposes for interim 

disclosure, which also included the prediction of the annual outcome. 

Lunt (1982) suggested that interim reports might also be viewed as a supplement to 

the company's annual report. This role seems to have been the reason why the LSE 

introduced the requirement for interim reports in the first instance. According to 

Holmes (1971), the LSE first introduced the requirements for interim reporting 

because it was thought that the time interval between annual reports was too long 

for investors to be without information. In providing more timely information, 

interim reports may assist in revealing surprises that might otherwise appear in the 

following annual report and which may completely alter the outlook of the 

company. This is consistent with Shaw (1981) who argues that users of financial 

reports need early warning of major events and changes in a company's trading 

operations. The ASB (1997b) supports this objective and conclude that interim 

reports are" ... designed to enable users to monitor the progress of a business from 

its financial position as stated in the last set of annual financial statements and to 

assess the impact of recent events on operating performance and financial 

position" (p. 6). Thus the ASB (1997b) sees the interim reports as both 

supplementing the annual reports as well as serving a predictive function. 

Similarly, the F ASB (1978) also views interim financial information as essential to 

provide investors and others with timely information as to the progress of the 

enterprise. 
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As already discussed earlier in this section, interim disclosure might also be used 

to evaluate management stewardship of the company. Coopers and Lybrand (1992) 

suggested that the interim statements reflect the outcome of management's 

decisions and policies and therefore may be used as a basis for evaluating 

management performance in achieving the primary goals of the entity. Atrill 

(1986) however, quoting the FASB (1978), questioned the usefulness of interim 

reports for the evaluation of management stewardship. He argued that most users' 

economic decisions relate to the company and not to company management, and 

therefore management evaluation may not be an important role of interim reports. 

Further, Atrill (1986) also argued that interim reports provide indirect information 

concerning management performance, and it may be difficult to establish the 

extent to which the final outcome has been due to managerial efforts. On this 

basis, it could be argued that interim reports are not suitable for the stewardship 

role. However, Trueman (1986) hypothesised that a firm's market value is a 

function of investors' perceptions of its managers' ability to anticipate and respond 

to future changes in the firm's economic environment. Following this hypothesis, 

one can argue that investor perception of the firm's managers should be based on 

the evaluation of past performance of the company. Since interim reports provide 

investors with the necessary information for assessing the managers' past 

performance and, accordingly, their ability to anticipate future changes, they 

should therefore be capable of being used to evaluate management stewardship. 

Finally, another role attributable to interim reports is that they may be used to 

detect changes in earnings trends (Lunt, 1982; Atrill, 1986; Courtis, 1987; Coopers 
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and Lybrand, 1992). As the reports cover a relatively short period of time, it may 

be possible to identify business turning points which might otherwise be obscured 

in the annual reports. This obviously has implications for future predictions, as the 

actual events that occur can be used to forecast the future. Courtis (1987), in a 

review of the literature of the role of interim reports, also noted the importance of 

interim disclosure in identifying business turning points. 

2.4 Users of Interim Report Information 

Several groups have been cited in the literature ( e.g., Buzby, 1974; Lee, 1982; 

Gray et al., 1984) as users of corporate financial reports. Buzby (1974) identified 

seven user groups of financial statements (present and potential investors, 

creditors, employees, financial analysts, government, labour unions, and socially

oriented action groups). The Corporate Report (ASC, 1975) defined users of 

corporate reports as those having reasonable right to information concerning the 

reporting entity and also suggested seven groups (the equity investor, the loan 

creditor, the employee, analyst-adviser, business contact, the government, and the 

public). Lee (1982) and Gray et al. (1984) emphasised the shareholder group, but 

also noted that there are other different users of corporate reports. Making 

Corporate Reports Valuable (ICAS, 1988) adopted the view that external 

corporate reports could serve a number of information needs, but restricted the 

users to four groups (the equity investor group, the loan creditor group, the 

employee group, and the business contact group). 
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A survey of UK finance directors by Gray and Roberts (1989) seems to support 

the investor group as the most important users of financial report information. 

They found that finance directors considered financial analysts, institutional 

investors, potential investors, private investors, and the financial press as the 

major influential group for their decisions to disclose information in the annual 

reports. 

There has been no explicit attempt to identify specifically the users of interim reports, 

and therefore it is not clear whether all the users identified above have an interest in 

the published interim reports of companies. However, the pronouncements by 

accounting bodies (FASB, 1978; ASB, 1997b) seem to suggest that the likely users 

are the investors. For example, in the foreword to the ASB (1997b) Statement on 

Interim Reports, the Financial Reporting Council (PRC) noted that "Shareholders and 

potential shareholders rely on interim reports to obtain relevant and timely 

information about a company's financial position and performance" (ASB, 1997b, 

p.3). In addition, the LSE introduced the requirements to publish interim reports 

because it considered the interval between arumal reports to be too long a period for 

shareholders and the investing public to be without financial information (Holmes, 

1971 ). Schadewitz et al. (1999, 2002) also suggested interim reports as more focused 

to supply information for the investor group. However, accepting the investor group 

also raises another important question - which investors? Atrill (1986) suggests that 

the form and content of these reports as required by the LSE would appear to suggest 

that they are meant for the less sophisticated investor. Hammil (1979) also concluded 

after a review of a sample of interim reports that the form and content of the reports 
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correspond closely to the information needs of the private investor with limited 

accounting skills. However, many others ( e.g., Schipper, 1991; Healy and Palepu, 

2001; Hope, 2003) disagree, preferring the financial analysts as the target user group 

for all financial reports. 

Although Buzby (1974) identified seven user groups, he concluded that financial 

reports should be directed to the financial analysts, because they make the greatest 

use of accounting information and are more capable of utilising the information than 

the other groups. Stamp (1981) also argued that unsophisticated users lack the power 

to extract all the information that they require in making sound financial decisions. 

Unsophisticated users also lack the sophistication to understand the detailed and 

complex financial information necessary to enable a proper analysis of the financial 

position and progress of a company. Further, Stamp (1981) suggested that if a 

shareholder is unable to acquire the necessary education, he has the choice of either 

seeking expert advice or investing in mutual funds managed by experts. 

Healy and Palepu (2001) supported the view that analysts are the target group, and 

suggested that unsophisticated investors could choose to reduce the information 

gap by investing in financial knowledge or hiring the services of sophisticated 

intermediaries. Schipper (1991) also identifies financial analysts as among the 

prime users of financial accounting information, arguing that they have the skill to 

interpret financial information, act as investors in their own right, and also advise 

investors on whether to buy, hold or sell shares in a company. Consistent with 

these arguments, the Lee and Tweedie (1977, 1981) surveys confirm that financial 
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analysts read accounting reports more thoroughly and possess a better 

understanding of accounting concepts than private shareholders. Furthem1ore, 

recent research documents that investors incorporate analysts' earnings forecasts 

in their firm valuations and respond to revisions in those forecasts ( e.g., Bercel, 

1994; Capstaff et al., 2000). 

2.5 Type of Information to Meet the Needs oflnterim Reports Users5 

As already noted in section 2.3, the primary purpose of accounting is to provide 

financial information which is relevant for the user decision-making process. 

Therefore, what is relevant should be determined by the infonnation needs of the 

users for achieving their objectives. In section 2.3, it was argued that interim reports 

are useful for the prediction of annual income, monitoring progress since last annual 

results, evaluation of management stewardship, and the detection of business turning 

points. It is the responsibility of the company to ensure that adequate interim 

information is disclosed to meet these user-needs. Moonitz (1961, p.50) suggested 

that for financial reports to achieve this objective they should "disclose that which is 

necessary to make them not misleading." Belkaoui and Kahl (1978, p.9) defined 

adequate information disclosure as being "the process of insuring that the proper 

content and format be used in the financial statements in order to make them relevant 

to the users, i.e. not misleading." The key question then should be what information 

items are relevant, and are the current disclosure requirements adequate to meet the 

user needs? 

5 The types of information discussed in this section are not exhaustive, but are considered the most 
important information at the interim stage, based on the review of the literature. 
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Atrill (1986) argued that the interim information as currently required by the LSE 

is too condensed to achieve the investor needs, and therefore needs to be 

expanded. He undertook a survey of investment analysts as well as finance 

directors and found broad support for a disaggregated income statement. Similarly, 

in a survey of financial analysts, Edwards et al. (1972) and Day (1986) found that 

analysts wanted to see the expansion of the interim report along the lines of the 

annual report. The Responses to the ASB Exposure Draft: Statement on Interim 

Reports (ASB, 1997a) also show that financial analysts require detailed 

information in the interim income statement6. The Institute of Investment 

Management and Research (IIMR) (ASB, 1997a)7 suggested that a more detailed 

and disaggregated interim income statement might provide a better insight into a 

company's operations and performance, thus enabling a more accurate prediction 

of forthcoming annual results. Such disaggregation includes the provision of 

segmental turnover, profit data, and disclosure of each revenue stream. 

Separate disclosure of revenue streams could be useful in assessing the impact of 

seasonality of company's operations and identification of business turning points. 

This could aid investors in making investment decisions. Indeed, there is some 

evidence to suggest that segmental profit data at the interim stage can be of 

sufficient quality to enhance predictions. Silhan (1983), for example, examined the 

predictive value of quarterly segmental sales and profit data. Employing a sample 

of 60 US companies, he found that, for one quarter ahead predictions, the 

6 Author was provided with all the Responses to the Exposure Draft: Statement on Interim Reports 
by the ASB. 
7 The !!MR has since been superseded by the UK Society ofinvestment Professionals (UKSIP). 

42 



incorporation of segmental sales and segmental profit data into the models resulted 

in predictions superior to those generated using consolidated sales and profit data. 

The analysis of sales and profit into results of associated companies and 

discontinued operations could also help users, as failure to disclose such data can 

create uncertainty in the mind of users. Further, separate disclosure of non

operating revenues may be useful to users. These revenues often follow an erratic 

2pattem, and the assessment of interim profit margins and the identification of 

trends in operating revenues may be facilitated through their separate disclosure. 

Expenses may also be broken down into their different components. Separate 

disclosure of cost of sales can be useful in the assessment of interim margins. 

Atrill (1986) provides evidence in support of users' need for this information. He 

found that 85% of the investment analysts surveyed needed the analysis of both 

sales and profit into results of associated companies and discontinued operations, 

and also supported the disclosure of cost of sales figure. Indeed, the ASB (1996) 

was criticised for failing to bridge the gap between turnover and operating profit 

by including figures for cost of sales and other expenses (e.g., ASB, 1997a

Re~ponses to the Exposure Draft: Statement on Interim Reports). 

The European Federation of Financial Analysts (1972) recommended separate 

disclosure of the depreciation charge at the interim stage. Atrill (1986) shows that 

78% of investment analysts supported the disclosure of this item. Separate 

disclosure of this expense item could be useful in the prediction of future cash 

flows. Furthermore, users may also need interest charges to be disclosed 
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separately, as this might assist in the evaluation of the risk and identification of 

changes in the capital structure of the company. Lunt (1982) and Cholmeley 

(1982) provide evidence that companies voluntarily disclose these items. Users of 

interim reports may also require a cash flow statement that provides important 

information about the financing and investing activities of a company for a period. 

The information enables users to appraise the quality of management decisions on 

the funds of the company and provides useful insights for the prediction of future 

earnings. Edwards et al. (1972) found that financial analysts required funds flow 

statements at the interim stage. The analysts they interviewed argued that it was 

possible to determine more about the operating activities over the short term by 

evaluating data on funds generated than from the interim income statement. 

Similarly, Hussey and Bence (1992) interviewed financial analysts and found that 

they required the cash flow statement. An analysis of the responses to the 

Exposure Draft: Statement on Interim Reports (ASB, 1996) also reveals that both 

producers and users of interim reports believe that cash flow information is very 

important at the interim stage. The results indicated that 98% supported the 

inclusion of cash flow information. 

The balance sheet information concerning changes in the financing and resource 

mix of companies has also been recommended as important for interim report 

users. Edwards et al. (1972) found that financial analysts considered an interim 

balance sheet important for the evaluation of risk and prediction of profits. Further, 

Seidler and Benjes (1967) have argued that an important function of the interim 

balance sheet is to enhance the reliability of the interim income statement. This 
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argument seems to address the concern that some companies may not exercise care 

in the preparation of the income statement. The balance sheet, in this case, acts as 

a control and discipline over the income statement, and thereby provides a more 

reliable base for the performance evaluation. Chen et al. (2002) suggested that 

balance sheet information is important for the evaluation of a company, 

particularly when interim earnings are relatively less informative or when future 

earnings are relatively uncertain. In such settings, investors are more likely to have 

a greater demand for balance sheet information to help assess firm value. The 

importance of balance sheet information is underscored by the respondents to the 

ASB Exposure Draft: Statement on Interim Reports (ASB, 1997). Most 

respondents wanted to see a disaggregation of balance sheet information. For 

example, they required an analysis of fixed assets into their chief component parts, 

an analysis of creditors and loans into short and long term8, and an analysis of 

shareholders' funds into equity and non-equity. 

Users of interim reports may also require a commentary of the results from the 

management. A management commentary could assist interim report users in 

understanding the main factors which have influenced the company's performance 

during the interim period or have caused significant changes since the previous 

annual results. Morse (1980) suggests that management commentary provides 

investors with a historical and prospective analysis of the company through the 

eyes of the management. Other disclosures such as accounting policies, 

8 For instance, the Institute oflnvestment Management and Research commented" ... more detail is 
required as to the level of debt. An analysis of creditors (both short and long term) should give 
borrowings in more detail. This is needed in order to provide a link to the cash flow statement and 
reconciliation." [Responses to Exposure Draft: Statement on Interim reports, (ASB, 1997, p. 
111)). 
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acquisitions and disposals, financial forecasts and comparative statements are also 

considered important for users. 

2.6 Usefulness of Interim Reports: Survey of Literature 

A fundamental assumption behind financial reporting is that the information should 

be useful to users for decision-making. A number of studies have been undertaken to 

determine the usefulness of interim reports to users. These studies fall into two 

categories. The first is based on questionnaire surveys of users to detennine their 

perception of the importance of interim reports for their decision-making processes. 

The second category is concerned with the market response to the interim earnings 

announcement. This line of research involves the measurement of share price 

reaction to the release of interim reports so as to determine the information content of 

interim earnings. As will be shown in the review of the literature that follows, the 

major problem concerning these studies is that they provide no evidence of what 

types of disclosures or items of information cause interim reports to be useful to 

market participants. However, the findings of the studies suggest that interim report 

information is useful to users. 

2.6.1 Surveys of Perceived Importance of Interim Reports 

The first survey of the usefulness of interim reports seems to have been conducted 

by Taylor (1965). He made a questionnaire survey of a sample of financial 

analysts in the US to determine their perception of the usefulness of the reports. 

Taylor (1965) found that financial analysts considered the interim report to be a 

very useful source of information for investment purposes. Similarly, Newell 
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(1969) selected a random sample of financial analysts and sent out questionnaires 

asking respondents to indicate on a Likert scale how useful they found quarterly 

statements. The results indicated that 81 % of the respondents considered the 

reports to be 'very useful' or 'quite useful'. Taylor (1965) also contacted the 

producers of the interim reports and found that 84% were in favour of producing 

interim reports because, they believed that they were useful for investor decisions. 

Further, 50% of the companies surveyed indicated that they had already started 

publishing interim reports. Consistent with these results, Holmes (1971) made a 

survey of UK companies and found that they supported the production of interim 

reports in the belief that they provided useful information to investors. 

Edwards et al. (1972) conducted interviews with 55 organisations encompassing 

two interim report user groups. The first group comprised financial analysts and 

investment executives representing brokerage houses, mutual funds, bank trust 

departments, insurance companies, and others. The second user group comprised 

representatives of credit-granting institutions. The results revealed that the credit

granting user group had access to other sources of information and therefore did 

not require interim report information. However, the financial analyst and 

investment executive user group did not enjoy the same access to information and 

relied on other information sources such as the interim report. Edwards et al. 

(1972) found that financial analysts wished to see balance sheets and funds flow 

information in the interim reports. Further, the results indicated that analysts 

wanted the expansion of interim reports along the lines of annual reports, 

implying the need for more detailed information. 
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Lee and Tweedie (1975) made a questionnaire survey of private shareholders to 

examine whether or not shareholders use information contained in financial 

reports. They provide evidence of the use of interim reports by private 

shareholders in the UK. Although they found that interim reports were outranked 

by certain segments of the annual report and financial press reports, the results 

indicate that 80% of shareholders in their sample used interim reports. In a similar 

later study, Lee and Tweedie (1981) investigated the use of financial reports by 

institutional investors and found that this group of investors rated interim reports 

very highly as a basis for investment decision-making. Respondents were asked to 

place a value on various sources of information for investment decisions, using a 

5-point Likert scale. The results indicated that 47% of the respondents rated the 

interim report as being of maximum influence in their investment decision. A 

further 76% considered the report to be of at least of some considerable influence. 

The importance of the report was further underlined when the respondents were 

asked to rank their financial information sources ( excluding the annual report) in 

terms of their relative importance for investment decision-making. Lee and 

Tweedie (1981) report that more than 50% of respondents rated the interim report 

as being the most important of the given sources of information. The results 

suggest that institutional investors obtain and thoroughly read interim reports, and 

that they viewed them as the most important source of financial information after 

certain segments of the annual report. The results also revealed that interim 

reports were used almost as much as the annual income statement and balance 

sheet. 
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Arnold and Mozier (1984) surveyed 202 financial analysts concerned with the 

ordinary shares of companies listed on the LSE. They asked, among other issues, 

how often various sources of information were used during a share investment 

appraisal. Their findings revealed that interim reports were the third most useful 

source of information and were only outranked by the profit and loss and balance 

sheet segments of the annual report. These results are consistent with other 

previous studies of the importance of the different sources of information ( e.g., 

Lee and Tweedie, 1975, 1981). 

In another study, Hussey and Bence (1992) used focused interviews to establish 

the different sources of information for analysts interested in investing in the 

equities of Wellcome Plc. The results demonstrated the importance of the interim 

report in that they found out that interim reports, along with personal interviews 

with the company management, were the second most important sources of 

information after preliminary statements. Similarly, Vergoossen (1993) examined 

the importance of ten sources of information to investment analysts in the 

Netherlands, and observed that they rated the annual report to be significantly 

more important than other sources. The interim report was rated third, with 

communications with company management being ranked as second. 

Bence et al. (1995) also investigated financial analysts and institutional investors 

to determine their sources of information. They found that financial analysts 

regarded both preliminary announcements and interim reports as extremely 
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important, ranking them first and second, respectively. However, institutional 

investors ranked them fifth and seventh, respectively. As Holland (1997) found 

out, institutional investors have access to other sources of information (e.g. private 

meetings with company management) and therefore may not have the need for 

interim reports because they may already know the information. 

Barrett and Chandler (1997) replicated Lee and Tweedie (1975) with the aim of 

gauging the extent of shareholders' reading of the annual report. Using a 

questionnaire to collect the data, they also investigated whether shareholders read 

other sources of information, including interim reports. The results indicated that 

shareholders do use interim reports for the evaluation of a company's shares. 

More recently, Barker (1998) also investigated financial analysts and fund 

managers on their sources of information for their investment decision-making 

process. He found that interim reports were rated highly by both groups. Financial 

analysts rated interim reports as the most important source of information, 

together with annual reports and direct contacts with companies. However, fund 

managers rated both interim and annual reports as their second source of 

information after formal meetings with senior company management. 

2.6.2 Studies of Market Reaction to Interim Reports 

The research evaluating the information content of financial reports began in the 

late 1960s with studies by Ball and Brown (1968) and Beaver (1968), and initially 

focused on the annual earnings announcements. These researchers took the view 

that if the annual report of a company contains useful information, this should 
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result in an observable change in the share price upon its release. Since these two 

studies, there have been several studies examining the information content of 

interim reports. May (1971) examined the information content of quarterly reports 

of companies listed on the American Stock Exchange. He investigated the price 

changes, which were greater after the release of the interim reports when 

compared to control periods, to test the hypothesis that if interim reports were 

used, then their publication would lead to significant price changes. The results 

indicated that price changes were greater during the weeks in which the company 

made quarterly earnings announcements than during the weeks in which no 

earnings announcements were made. The results also revealed that the relative 

change response to quarterly earnings was not significantly less than the response 

to annual earnings, indicating that investors find the interim report data to be of 

considerable value in the investment decision-making process. 

Brown and Kennelly (1972) employed the methodology developed by Ball and 

Brown (1968) to measure the information content of interim earnings reports. The 

study sought to discover whether or not prior knowledge of quarterly earnings 

would lead to better returns than if annual earnings only were known. They found 

that disaggregation of annual earnings per share into quarterly components 

improved the predictive ability of the EPS series by at least 30 to 40%. Kiger 

(1972) adopted a similar approach to assess whether share price changes 

surrounding interim reports behave in a manner that was consistent with investors 

using interim reports for the prediction of annual earnings. He employed four 

prediction models in order to establish any hypothesised price change for 
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quarterly reports. Kiger (1972) found a positive correlation between actual 

adjusted price changes and hypothesised price changes upon the release of the 

interim reports. He concluded that the evidence was consistent with the hypothesis 

that investors use interim reports, particularly to predict annual income of current 

period. 

Foster (1977) examined share price reaction to quarterly earnings announcements 

of companies listed on the NYSE over the period 1963-74. The objective of the 

investigation was to discover whether the market adjusted for seasonality in 

quarterly earnings. He used two earnings expectation models that suppressed any 

seasonality in quarterly earnings to classify companies according to whether 

earnings were positive or negative compared to the previous year. Foster (1977) 

then compared the results with those achieved by prediction models that 

incorporated seasonality. He reported that the non-seasonal models misclassified a 

higher proportion of firms than seasonal prediction models, and argued that the 

findings were consistent with the hypothesis that the market adjusts for 

seasonality when analysing the quarterly earnings information. In the UK, Firth 

(1981) investigated the information content of the release of preliminary 

announcements, annual announcements, and annual general meetings and 

accounts by 120 randomly selected UK listed companies. The results of the 

analysis indicated that both preliminary announcement and annual reports have 

information content, with preliminary announcement giving the highest level of 

information. In the course of the study, Firth (1981) also investigated the interim 

report announcements, in order to determine whether they contain price-sensitive 
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information. Using weekly return data, he found evidence indicating that the 

release of interim reports conveys substantial high levels of information to the 

capital market, and the impact on share price is confined to the week that the 

announcements are made. 

Hopwood and McKeown (1985) undertook a study to determine whether 

previously observed information effects for interim earnings could be attributed to 

sales, expenses, or neither. The basic approach used to test whether there was 

information content in expense numbers was to measure the marginal and joint 

association between abnormal returns and unexpected sales per share, expenses 

per share, and earnings per share. Using a sample of 238 companies, they 

employed univariate time-series models to generate expectations on a per share 

basis for sales, expenses, and earnings. Their results strongly suggested that 

expense numbers do contribute to the information content of interim earnings. 

Furthermore, the results showed that sales per share also conveyed information 

content beyond that, which was captured by the expense numbers. 

Fabozzi et al. (1985) examined 68 companies to determine whether additional 

data required by SEC in respect of quarterly reports improved the market's source 

for assessing annual earnings. The results confirmed other previous studies with 

regard to the information content of interim earnings announcements. They found, 

however that the magnitude of the reaction was the same before and after the SEC 

introduced the additional quarterly reporting requirements. 
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Recent studies that examine the usefulness of interim reports continue to support 

the argument that interim reports are important for market participants. For 

example, Opong (1995) replicated Firth's (1981) study, and investigated interim 

reports of 100 companies that had a continuous listing on the LSE from 1983 to 

1987. He used weekly data to determine whether the capital market reacted to the 

release of the interim reports. Consistent with previous studies ( e.g., May, 1971; 

Firth, 1981; Hopwood and McKeown, 1985; Fabozzi et al., 1985), the results 

indicate that interim reports contain information of investment value on the day 

the reports are released. Hew et al. (1996) also replicated Firth (1981 ), and found 

evidence that interim reports in the UK contain price-sensitive information. 

Rippington and Taffl.er (1995) also investigated preliminary announcements, 

annual reports and accounts, annual general meetings, and interim reports to test 

for their information content for financial analysts and investors. Using daily 

share price data of a sample of 337 UK listed companies, they found that both 

preliminary announcements and interim reports convey substantial amounts of 

new information to the capital market. However, unlike Firth (1981), they noted 

that share price reactions to the annual general meeting and annual reports were 

frequently insignificant, suggesting that such disclosures convey relatively little 

information to investors. Contrary to these findings, Gajewski and Quere (2001) 

observed in a French study that interim reports have information content for 

market participants, but that the market reaction to interim releases was less than 

the one for annual releases. 
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Other recent studies include Schadewitz (1996) who examined whether interim 

reports published by Finnish listed companies contain price-sensitive information for 

share valuation purposes. The results reveal that there is an association between 

interim earnings and security prices, indicating that interim reports have information 

content and indeed are used by investors. Etter (1998) used daily closing prices on 

the US, British and Japanese markets, and daily trading volume on the US market, to 

investigate whether US investors find information content in British and Japanese 

annual and interim earnings announcements. The results confirmed that this is the 

case. Furthermore, an analysis of price and trading volume responses indicated that 

both interim and annual earnings announcements increase investors' levels of 

information about a company's operations. Schadewitz et al. (2002) introduced 

another aspect to this debate. They analysed whether varying levels of interim 

disclosure have an impact on share prices. Employing Finnish data, they found that 

higher levels of interim disclosure were associated with longer periods of share price 

reaction than lower levels of disclosure. These results suggest that high levels of 

disclosure in interim reports are useful in share valuation processes. More recently, 

Landsman et al. (2002), motivated by concerns of the degradation in the information 

content of earnings, examined changes in the information content of quarterly 

earnings announcements since Beaver's (1968) seminal paper. The results of the 

analysis suggest that share price movements at the release of interim reports have 

increased over the past three decades. 
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2.7 Reliability of Interim Financial Disclosure 

Whilst interim reports are useful, a major feature of interim information that raises 

concerns about its quality and credibility is that it is not audited. Opong (1995) 

suggested that although the interim report has information content, the market might 

take longer to incorporate such information into prices as a consequence of concerns 

about its reliability. Audit involvement in the publication of interim reports has been 

a subject of debate for a long time. The debate has concentrated on whether a full 

audit or a limited review should be made (Atrill, 1986; Hussey and Woolfe, 1994; 

Manry et al., 1999, 2003). Proponents of auditor involvement appear to be attracted 

to the idea of a limited audit review, arguing that the level of involvement must take 

account of the costs and benefits. Review procedures differ qualitatively and 

quantitatively from those of a full audit (Ettredge et al., 1994, 2000). It does not 

generally include an evaluation of the company's internal control structure, collection 

of corroborative evidence, or tests of details of account balances and transactions. 

Rather, it includes limited inquiries and analytical procedures. Application of the 

review procedures is expected to bring to auditors' attention significant matters 

affecting interim information or requiring further inquiry. 

A number of studies have investigated whether auditor involvement would 

improve the quality and hence reliability of interim reports. However, earlier 

studies provide no evidence to suggest that the quality of interim information 

improves with auditor involvement. For instance, Givoly et al. (1978) carried out 

a study to determine if the predictive capacity and reduction of income smoothing 

could be achieved by greater auditor involvement. They analysed the covariability 
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and variability of interim report numbers between firms with audit participation 

and an unaudited control group. The results of the analysis indicated that there 

were no large systematic differences between the two groups, indicating that 

auditor involvement may not improve the predictive ability of interim reports. 

Alford et al. ( 1981) replicated the study by Givoly et al. (1978), and also found 

that auditor involvement had no statistically significant effect on the quality of 

interim report information. In a similar study, Edmonds (1981) sought to test for 

the presence of anticipated improvements in the predictive capacity of interim 

data. The analysis indicated that auditor association with interim data does not 

statistically affect the predictive capacity of the data. F onfeder and Fabozzi (1984) 

investigated 90 companies in the four years 1973-1977 to determine whether 

greater auditor involvement with interim reports could improve the quality and 

reliability of the reports. They found that auditor involvement did not improve the 

quality and therefore reliability of interim reports. 

In view of these findings, producers of interim reports have argued that auditor 

involvement would add unnecessary audit costs, delays in reporting, and 

potentially increased auditor liability. Furthermore, they have also argued that 

auditor involvement at the interim stage would not add any value to the reports, 

since it is not as extensive as an annual audit, and therefore does not give a basis 

for the expression of an opinion (e.g., Ettredge et al., 2000). Thus investors would 

not determine the difference in the quality of the information between companies 

involving auditors and those that do not involve them. 
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On the other hand, however, auditors and user groups (e.g., financial analysts), 

and indeed the accounting profession, describe auditor involvement as adding 

credibility to the information available to the secondary market, and as improving 

the reliability and quality of interim disclosures (e.g., Ettredge et al., 2000). 

McEwen and Schwartz (1992) argued, after providing evidence of non

compliance with the minimum requirements of the APB No. 28, that auditor 

involvement could improve the quality of interim reports. Borgia (1991) and 

Bagshaw (1999) also suggested that auditor involvement would result in 

correction of improper accounting treatment, monitoring the disclosures, and 

therefore an earlier detection of fraud. According to Bagshaw (2000), the absence 

of auditor involvement may result in some companies deliberately misleading 

investors. The reason for this is that the absence of auditor involvement would 

more likely allow managers substantial discretion in interim reporting (e.g., 

Manry et al., 1999), and free management to disclose opportunistically. Dye 

(1988) and Dempsey (1994) describe management incentives to manipulate 

income, and Mendenhall and Nichols (1988) suggested that managers have greater 

opportunity to manipulate interim earnings because they are not audited. 

Accordingly, Ettredge et al. (1994) argue that greater auditor involvement with 

quarterly earnings increases credibility, because the auditors restrict management 

from reporting interim earnings opportunistically. The evidence presented in 

Ettredge et al. (1994) suggests that firms choose to involve auditors because 

greater auditor involvement is expected to improve the perceived quality and 

credibility of interim disclosures. 
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Whilst earlier evidence suggests that auditor involvement does not add any value 

to usefulness of the interim reports, recent evidence suggests otherwise. For 

instance, Manry et al. (1999) investigated the influence of timely reviews of 

interim information on the credibility of quarterly earnings. They provide 

evidence indicating that the association of stock returns with interim earnings is 

stronger where the interim results have been reviewed, suggesting that market 

participants view the information as credible. Cornell and Landsman (1989) 

investigated stock price response to quarterly earnings announcements and 

analysts' forecasts. They found that fourth quarter earnings releases provide more 

information to security analysts, and suggested that fourth quarter earnings correct 

the earnings reported in previous quarters. The reason for this is that year-end 

accounts are audited, and these year-end audits force companies to correct for 

opportunistic reporting during the other interim periods. Therefore the fourth

quarter earnings information would have more informative disclosures than other 

quarters ( e.g., Cornell and Landsman, 1989). 

2.8 Costs and Benefits of Interim Financial Disclosure 

The disclosure of accounting information by any type of media would invariably 

result in costs and benefits. According to Kelly (1983 ), disclosure choices tend to 

be determined by managerial assessments of the costs and benefits of disclosures. 

Camfferman (1997) inferred from other studies that business has to achieve a 

balance between any benefits that accrue from an increase in disclosure and the 

fall in value resulting from any costs. Thus companies would weigh the benefits 

of information disclosure against the costs of such disclosure, to the extent that 
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companies may not necessarily disclose all the information they are known to 

possess (e.g., Camfferman, 1997). Following this approach, disclosure in the 

interim reports would be made on the basis of their cash flow implications ( e.g., 

Gray and Roberts, 1990). 

A number of studies have described the costs of information disclosure. Elliott 

and Jacobson (1994) described three types of costs: the cost of developing and 

presenting disclosure, litigation costs, and competitive disadvantage. The cost of 

developing and presenting disclosure includes the cost of gathering, processing, 

auditing or reviewing (if the information is audited or reviewed), and 

disseminating the information. However, Elliott and Jacobson ( 1994) argue that 

the cost of developing and presenting information that is used or required by 

management must be excluded from the cost of disclosure. This is because such 

costs are not necessarily the cost of external disclosure, since management need 

the information to make decisions. The cost of litigation arises as a result of 

lawsuits brought about as a result of insufficient informative disclosure or from 

allegations of misleading disclosure. Elliott and Jacobson (1994), however, argued 

that litigation costs decrease with the extent of disclosure, suggesting that higher 

disclosure should lead to smaller claims, better defences in cases of litigation, and 

fewer lawsuits. 

The competitive disadvantage cost of disclosure may arise if the company 

discloses information that would weaken its ability to generate future cash flows 

by aiding its competitors. Companies are generally sensitive about disclosing 

60 



information that might create competitive disadvantage. Indeed, the stock 

exchanges are aware of the dangers of disclosing such information.9 The types of 

information that might create competitive disadvantage include information about 

technological and managerial innovations ( e.g., production processes, marketing 

approaches, more effective quality-improvements), information about strategies, 

plans, and tactics ( e.g., planned product development, new marketing targeting), 

and information about operations (e.g., segment sales and production-cost figures, 

workforce statistics) (e.g., Mautz and May, 1978; Stevenson, 1980). 

On the other hand, the literature is also laden with studies that expound on the 

benefits of information disclosure to both companies and investors (users). In a 

review of the disclosure literature, Healy and Palepu (2001) identified three types 

of benefits accruing to a company as a result of extensive disclosure. These are 

reductions in the cost of capital, improved liquidity of the shares in the capital 

market, and increased following by financial analysts. Choi (1973) argued that an 

increase in corporate disclosure reduces investor uncertainty and this, in turn, 

encourages them to accept a lower rate of return, resulting in a lower cost of 

capital to the company. Similarly, Dhaliwali (1979) analytically demonstrated that 

an increase in disclosure reduces the level of risk the market attaches to a share. 

Elliott and Jacobson (1994) also argued that disclosure helps investors and 

creditors understand the economic risk of the investment and, as a result, this 

would lead to a lower cost of capital for the company. 

9 The London Stock Exchange allows companies not to disclose certain information in the interim 
reports if, in the opinion of the directors, the information might be sensitive. 
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Conover and Wallace (1994) provide evidence indicating that a greater extent of 

disaggregated disclosure for geographical segments correlated with higher stock 

prices. They argued that inadequacy and incompleteness of information are 

reflected in the cost of capital as a premium above the risk-free rate of return plus 

the economic risk premium. Low disclosure generally results in high information 

risk premium, and high disclosure results in a low information risk premium. 

Botosan (1997) also provides empirical evidence suggesting that greater 

disclosure is associated with a lower cost of equity capital. Piotroski (1999) found 

that firms providing additional segment disclosures have a contemporaneous 

increase in market value. 

Diamond and Verrecchia (1991) and Kim and Verrecchia ( 1994) argue that 

extensive disclosure reduces information asymmetry among informed and 

uninformed investors. This would make investors confident that any share 

transactions occur at a fair price, thus increasing liquidity in the company's shares 

(Healy and Palepu, 2001 ). Healy et al. (1999) found that companies that expand 

disclosure experience significant contemporaneous increases in share prices that 

are unrelated to current earnings performance. Gelb and Zarowin (2000) found 

that companies with high disclosure levels have high share price associations with 

future earnings relative to companies with low disclosure. 

As already noted, Choi (1973) also argued that an increase in disclosure can lead 

to a corresponding decrease in investor uncertainty about the future prospects of 

the company. Spero (1979) suggests that increased disclosure tends to reduce the 
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element of surprise about a company's operations by allowing for better estimates 

of the possible effects of future uncertainties on its operations. Elliott and 

Jacobson (1994) also suggested that informative disclosure improves the efficient 

allocation of investment fi..mds by investors. They argued that the investors' 

likelihood of allocating their capital unprofitably diminishes with the increase of 

informative disclosure. Stallman (1969) reported the positive effect of additional 

disclosure on investor confidence. Baldwin (1984) has also reported an 

improvement in investment analysts' predictions following the disclosure of 

segmental data. Hence, greater disclosure in the interim reports may not only 

enhance the capability of investors to predict the annual outcome but also help in 

the allocation of investment funds profitably. 

2.9 Summary and Conclusions 

This chapter provided an overview of the nature of interim disclosure. Interim 

disclosure was defined as the publication of any financial and non-financial 

information in the interim reports that is relevant and material to the user decision

making process. Pursuant to this definition and the literature review, it was argued 

that the basic objective of interim reporting is to provide information usefulness 

for decisions. In conformity with this argument, it was suggested that interim 

information might serve a number of purposes: to predict annual income, to 

supplement annual reports, to evaluate management stewardship, and to determine 

business turning points. 
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Whilst little attempt has been made to identify specifically the users of interim 

information, it was argued that the target user of interim information is the investor 

group. Precisely, the financial analysts were identified as the principal user group 

because they have the skills to interpret the information, and are also advisors of 

the unsophisticated investors. The information types that this user group may need 

to make decisions include, among others, commentary by management, income 

statement, balance sheet, cash flow statement, segmental information, and 

accounting policies. It was suggested the financial analysts require disaggregation 

of these types of information to enable them to have clear understanding of the 

company's operations and to monitor progress. 

The usefulness of interim information to market participants was also discussed. It 

was argued that interim information is useful to market participants, and indeed is 

used. Two streams of literature were reviewed to support the argument. One stream 

has sought to determine user perception of the usefulness of interim reports relative 

to other sources of company information. Using questionnaire surveys, these studies 

provide evidence indicating that users of interim reports find interim reports more 

important than many other sources of information, and in certain cases, even more 

important than the annual report. The other stream has sought to determine if interim 

reports have information content by examining changes in share prices at the release 

of interim information to the market. These market reaction studies provide evidence 

indicating that the release of interim information is accompanied by an observable 

change in the share price upon its release. 
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Other issues that pertain to the nature of interim disclosure discussed in this chapter 

are reliability and the costs and benefits of interim disclosures. It was noted that 

although interim information is useful, a major concern is that it is not audited. This 

raises questions about the reliability of interim information. It was argued, drawing 

on recent literature, that auditor involvement in the publication of interim reports 

could improve the quality and reliability of interim information. It was also argued 

that the disclosure of information by any form of media will invariably result in costs 

and benefits, and managers make a cost-benefit analysis when engaging in disclosure 

of accounting information. 
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CHAPTER 3: DEVELOPMENT OF INTERIM DISCLOSURE 

REGULATION IN THE UNITED KINGDOM 

3.1 Introduction 

This chapter is concerned with the development of interim reporting in the United 

Kingdom (UK). The development of interim reporting is important for this 

research as it helps identify the current interim disclosure requirements. 

Knowledge of the current disclosure requirements should assist m the 

development of the disclosure list of items that will be used to assess the extent of 

disclosure in the interim reports. In the previous chapter, an overview of the 

nature of interim financial disclosure was discussed. This is particularly important 

because the key to understanding development of the regulation of interim 

reporting is the need to understand the scope of interim disclosure. As Lunt (1982) 

suggested, it is not possible to prescribe detailed matters of accounting measurement 

or the information that should be disclosed in financial statements until the 

objectives of such statements have been stated. Indeed, it may also be unreasonable 

to investigate the disclosure practices in the interim reports without having a clearer 

understanding of the objectives of such reports. The reason for this is that accounting 

and disclosure practices should be subservient to the stated objectives of the reports 

(Lunt, 1982; Hussey and Woolfe, 1994). 
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The remainder of this chapter is organised as follows. The next section discusses the 

evolution of interim reporting, which is divided into early years of development and 

recent developments. Section 3 .3 provides a detailed discussion of the regulatory 

environment of interim reporting in the UK, including the disclosure requirements or 

recommendations. Section 3.4 is concerned with auditor involvement with the 

interim reports in the UK, and finally, there is a summary and conclusions. 

3.2 Evolution of Interim Report Disclosures 

This section discusses the evolution of interim financial reporting and is divided 

into two sections. The first section relates development in interim reporting up to 

the early 1980s. The second section deals with the development that took place as 

a result of the scandals of the late 1980s and early 1990s. 

3.2.1 Early Development of Interim Reporting 

The development of interim reporting started in the United States (US). The first 

known interim report was published by US Steel Company in 1902 (e.g., Taylor, 

1965; Maingot, 1983). At that time, companies were under no obligation from 

regulatory bodies to make interim reports public. Tetley (1955) attributed this 

development to the desire by management of the companies to make information 

available to their shareholders on a more frequent basis than annually. Indeed, 

according to Edwards et al. (1972), the increasing complexity of business and the 

growth of the investment community meant that investors required more timely 

information than provided by annual reports. 
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In terms of regulation, the New York Stock Exchange (NYSE) became the first 

regulatory body to recognise the importance of interim reports for share trading 

decision-making (e.g., Butler et al., 2002). In 1910, the NYSE ruled that listed 

companies must publish interim reports (e.g., Shrives, 1989; Butler et al., 2002) 

and by 1926, the NYSE asked all listed companies to report quarterly ( e.g., 

Leftwich et al., 1981; Butler et al., 2002). According to Taylor (1965), the 

introduction of interim reporting regulation was a result of concerns that investors 

might be caught unawares, particularly when trends were changing. The practice 

to publish interim financial reports was given a major boost by the Securities and 

Exchange Com.mission (SEC)10 when in 1955 it required all companies under its 

jurisdiction to issue interim reports ( e.g., Butler et al., 2002). These regulations 

were later changed in 1970 to require companies to publish quarterly reports ( e.g., 

Butler et al., 2002). Leftwich et al. (1981) stated that the change was brought 

about as a result of intensive lobbying by the Financial Analysts Federation (FAF) 

after it failed to persuade companies to publish quarterly data voluntarily, which 

the analysts regarded as important for their investment decision-making. 

As Taylor (1965) noted, the early development of US interim reporting was 

dominated by progressive management, financial analysts, the stock exchanges, 

and the SEC. The accounting profession seemed to ignore or tended to criticise 

interim reports. Thus Taylor (1965, p.89) argued that "in spite of the increased 

demand for such reports, many accountants of all types, both industrial, 

10 When the SEC was formed in 1934, it had the authority to require interim reports but attempts to 
do so were heavily opposed. In 1946 and 1952, the SEC instigated a requirement for quarterly 
sales reports, but in both cases was met with strong opposition from the accounting profession and 
companies (e.g., Taylor, 1965). 
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professional and academic, have either ignored or opposed them." Perhaps as a 

response to this criticism, a number of academic research papers concerning 

interim reports have appeared in accounting journals since the late 1960s (e.g., 

May, 1971; Kiger, 1972; Brown and Kennelly, 1972). 

Whilst the academic accountants seemed to have developed an interest in interim 

reports, the response by the accounting profession seems to have been less 

enthusiastic until the early 1970s (e.g., Atrill, 1986). In 1973, the Financial 

Accounting Standards Board (FASB) produced Accounting Principles Board 

Opinion No 28 (APB No. 28) 'Interim Financial Reporting', the objectives of 

which were to provide timely information on the progress of an enterprise. The 

provisions of APB No. 28 were criticised as inconsistent, having inherent 

measurement problems and lacking interperiod comparability (McEwen and 

Schwartz, 1992). The F ASB recognised that a clear conceptual basis was required 

to address these problems, and in 1978 published a Discussion Memorandum 

entitled An Analysis of Issues Related to Interim Financial Accounting and 

Reporting. The objective was to stimulate debate before the possible issue of an 

exposure draft. However, the issue was removed from the FASB's agenda in 1981 

as of low priority, and hence interim reporting practices remained governed by the 

provisions of APB No. 28. 

As noted in Lee (1981, p. 9), the developments of interim reporting in the US 

have been "mirrored very weakly in the UK." According to Holmes (1971), no 

interim reports were published until 1955 when Imperial Chemical Industries 
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(ICI) became the first of the top 100 UK companies to make its report public. At 

that time, companies in the UK were under no pressure from regulatory authorities 

to publish interim reports. Thus, as in the US, the impetus to publish came from 

progressive management. Holmes (1971) also suggested, however, that some UK 

companies were persuaded to publish interim results because of their listing on 

US Stock Exchanges where interim reports were already required. No regulations 

requiring companies to publish interim reports existed in the UK until 1964 ( e.g., 

Maingot, 1983), although the issue of quarterly and semi-annual statements was 

encouraged (e.g., Keel, 1963). In 1964, the LSE announced that all listed 

companies were required to publish interim reports. According to Atrill (1986), 

the Council of the LSE was convinced of the feasibility of interim reports at that 

time, and were anxious to ensure that shareholders of different companies would 

be on an equal footing as regards the provision of interim information. Further, it 

was also considered at the time that the provision of financial information on 

purely an annual basis was inadequate, and that the markets needed information 

more regularly (e.g., Holmes, 1971; ASB, 1997; Bagshaw, 1999). 

During these early developmental stages of interim reporting, company law and the 

accmmting profession took a passive role. This is surprising because the UK is well 

known for specifying minimum financial reporting requirements primarily through 

company law (e.g., Maingoti, 1983; Gordon and Gray, 1984; Baggott, 1989), yet no 

serious considerations were made in respect of the publication of interim reports. 

However, the Jenkins Committee (1959) acknowledged the benefit that can be 

derived from the publication of interim reports. While the Committee in its report 
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welcomed the practice followed by many large companies in the UK, it nevertheless 

considered it unreasonable to make this a statutory obligation for every company11 . 

The Companies Acts 1948, 1967, 1976, 1980 and 1981 did not require the 

publication of interim reports. Even the most recent Companies Acts 1985 and 1989 

failed to incorporate interim reporting into the disclosure requirements. 

The only significant impact of the law in the UK came in the form of Statutory 

Instrument No. 716 (HMSO, 1984) which enacted the EC Interim Reports 

Directive (821121/EEC) into law in 1984. In February 1982, the Council of the 

European Communities had issued a directive requiring member states to ensure 

that companies listed on Official Stock Exchanges of member states publish half

yearly reports on their activities and profit and loss during the first half of the 

relevant financial year. The objective of the directive was meant to harmonise the 

existing interim report disclosure requirements across the EU countries. In the 

UK, the LSE was appointed as the implementing authority. 

As in the US, the accounting profession in the United Kingdom also tended to 

ignore interim reports in the initial stages of their development. The reasons for 

this are the same as those expressed by a number of US professional accountants 

(e.g., May, 1934; Blough, 1953; Dixon, 1970). First, they argued that mandating 

interim reporting would unduly burden listed companies. Second, they also argued 

that interim income information would be unreliable and potentially misleading 

due to the seasonal nature of some businesses. A further criticism was that interim 

11 The Jenkins Committee was appointed in 1959 to submit recommendations for the reform of 
company law (e.g., Maingoti, 1983) 
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reports do not require a statutory audit and do not serve as a basis for taxation. 

Therefore the accounting profession considered them oflittle influence. 

The first attempt made by the UK accounting profession12 to contribute to the 

development of interim reporting was in 1969. The four accounting bodies 

submitted to the Board of Trade 13 a memorandum that called on public companies 

to send interim statements to their members (e.g., Maingoti, 1983). The 

accounting profession in this case took an indirect approach to influencing interim 

reporting. The intention of appealing to the Board of Trade was the hope that a 

later companies act would incorporate interim disclosure (e.g., Maingoti, 1983). 

They suggested that such statements were to be distributed within four months 

after the end of the period to which they related, and were to provide a fair view 

of the trading results of the company for that accounting period. The 

memorandum also made some recommendations regarding certain items of 

disclosure in the interim reports. 

The accounting profession made no further attempts until the late 1970s when the 

Accounting Standards Steering Committee (ASC)14 made a brief attempt at 

encouraging interim reporting. The Corporate Report (1975) made a brief 

reference to the need for listed companies to publish interim reports. The report, 

however, rejected the idea of providing detailed financial information at this stage. 

12 The accounting profession in the United Kingdom is made up of four professional accounting 
bodies that are recognised by company law. These are the Institute of Chartered Accountants in 
England and Wales, the Institute of Chartered Accountants of Scotland, the Institute of Chartered 
Accountants in Ireland, and the Association of Chartered Certified Accountants. 
13 Now Department of Trade and Industry. 
14 Now Accounting Standards Board. 
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The reason for the rejection was based on cost-benefit considerations although, as 

Atrill (1986) noted, no explicit attempt was made to assess either the costs or 

benefits. In 1981, the ASC included the development of interim reporting as part 

of their programme, but later on dropped it as of low priority. At that time, the 

main concern of the ASC was the inflation accounting debate. As part of its 

commitment to inflation accounting, the ASC produced draft guidance notes for 

current cost accounting in interim reports. This is surprising, in that whilst the 

interim reporting was of low priority, they were prepared to recommend inflation 

adjustments to the accounts. This of course was a response to the LSE 

requirement that listed companies should also publish current cost information at 

the interim stage. The issue did not proceed any further as a result of the problems 

of inflation accounting. 

3.2.2 Recent Developments in Interim Reporting 

During the late 1980s and early 1990s, a series of high profile financial scandals 

and unexpected corporate failures raised concerns about the integrity of UK 

financial reporting and the effectiveness of accounting regulation ( e.g., Smith, 

1992; Shah, 1996). In 1991, a new standard-setting structure was established 

under the Financial Reporting Council (FRC), following the recommendations of 

the Dearing Report (1988). The establishment of the FRC resulted in a more 

critical scrutiny of all reporting practices (e.g., Shah, 1996; Peasnell et al., 2001). 

The Cadbury Committee was set up in May 1991 by the FRC, the LSE and the 

accounting profession to address the financial aspects of corporate governance in 

the UK (Cadbury Committee Report, 1992). These organisations were "concerned 
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at the perceived low level of confidence both in financial reporting and in the 

ability of auditors to provide the safeguards which users of company reports 

sought and expected" (Cadbury Committee Report, 1992, p. 14). As part of the 

recommendations, published in December 1992, the Committee proposed that 

interim reports should be expanded, and the accounting principles used in their 

preparation should be clarified in order to increase their value to users. In 

response to the Cadbury Committee initiative, the first attempt to develop 

authoritative guidance on interim reports was then made in 1993 by the Institute 

of Chartered Accountants in England and Wales (ICAEW) at the request of the 

ASB. The focus of the ICAEW project was on the accounting aspects of interim 

accounts, and in particular, their content, measurement basis, and the extent of 

disclosure. The ICAEW published a consultative paper on interim financial 

reporting that was meant to convert the loose requirements of the LSE into a more 

comprehensive reporting framework (e.g., Davies et al., 1999). 

As a follow-up to the Cadbury Committee (1992) recommendations, and the 

subsequent proposals by the ICAEW (1993), the ASB appointed a working party 

to assist in developing a "statement on interim reports." According to one ASB 

official, the working party was made up of "fairly senior figures within the 

financial community which included representatives of users of information, the 

LSE, finance directors of large companies and senior partners in audit firrns" 15 . 

The working party developed a draft statement, which the ASB approved and 

published as an exposure draft for comments in 1996, and then in September 

15 In an e-mail to the author dated 4 January, 2001 
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1997, a final statement on interim reports was issued. The ICAEW (1993) 

proposals were used as a framework to develop the statement. In addition, the 

IASC's initial proposals published in September 1996, and its subsequent 

Exposure Draft E57 issued in August 1997, were also taken into consideration 

(ASB, 1997). According to the ASB (1997), the statement was designed as a 

formulation and development of best practice and intended to have persuasive 

rather than mandatory force. Thus the statement is not an accounting standard, and 

companies adopting it do so voluntarily. Therefore, UK companies are still 

allowed great latitude in the type and amount of information they may disclose in 

the interim reports. Bagshaw (1999, 2000) criticised the statement for giving 

companies discretion to comply with the statement. Concerns about the non

mandatory nature of the statement were also raised by the respondents to the ASB 

Exposure Draft: Interim Reports (1996). Among the critics were investment 

analysts and auditing firms, who suggested, as a way forward, its adoption by the 

LSE as a listing requirement. 

3.3 Regulatory Environment of Interim Reporting in UK 

The preceding discussion suggests that the development of interim reporting in the 

UK is consistent with the British traditional preference for self-regulation ( e.g., 

Baggott, 1989). This principle is reflected in UK company law, which only provides 

a basic and minimum framework for financial reporting and leaves private sector 

regulations ( e.g., accounting standards, LSE requirements) "to fill in a great deal of 

detail." (ASC, 1981, para. 1). However, for interim financial reporting, the UK 

company law has played little or no role at all in the development of interim 
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disclosure regulation, thus leaving the LSE and the accoW1ting profession to deal 

with issues concerning interim report disclosure regulation. Whilst the accoW1ting 

profession has developed an interest in interim reports, no standard has yet been 

issued to deal specifically with interim reporting. Currently, the LSE is the only 

regulatory body that stipulates the any disclosure requirements for interim reports. 

3.3.1 London Stock Exchange Regulations 

A company, once listed, must satisfy the LSE minimum disclosure requirements to 

provide an income statement, supported by "an explanatory statement including any 

significant information enabling investors to make an informed assessment of the 

trend of the group's activities and profit and loss" (The Listing Rules, 1999). The 

minimum requirements for the publication of interim reports are shown in Table 3.1. 

Table 3.1: London Stock Exchange Minimum Interim Disclosure Requirements 

(i) Net turnover 
(ii) Profit or loss before tax and extraordinary items, 
(iii) Taxation on profits (United Kingdom taxation and, if material, overseas and share of 

associated undertakings' taxation to be shown separately), 
(iv) Minority interests 
(v) Profit or loss attributable to shareholders, before extraordinary items, 
(vi) Extraordinary items (net of taxation), 
(vii) Profit or loss attributable to shareholders, before extraordinary items, 
(viii) Rates of dividend(s) paid and proposed and amount absorbed thereby, 
(ix) Earnings per share expressed as pence per share, and 
(x) Comparative figures in respect of all the above items for the corresponding period in the 

preceding financial year. 
(xi) Auditors' report where a review or an audit where such a review or audit has been 

carried out 
(xii) An explanatory statement which should include any significant information enabling 

investors to make an informed assessment of the trend of the group's activities and 
profit or loss 

(xiii) Interim report should be published within four months of the end of the period 

Source: The Listing Rules, 1999 
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The LSE requirements have undergone little change since they were first laid 

down in the 1960s. The substantial increases in the annual report disclosure 

requirements over the past three decades have not been paralleled by a similar 

increase in the interim financial report disclosure requirements. Thus the 

information disclosure requirements gap between the annual report and the 

interim report is considerable. The changes that were made to the disclosure 

requirements are discussed below. 

First was the introduction of the publication of earnings per share in the late 

1970s, and the second change came in the form of the introduction of the 

requirement that listed companies should publish certain current cost information 

at the interim stage. However, this requirement was later rescinded because of the 

problems surrounding inflation accounting. Third, the disclosure requirements 

were changed in November 1984 to accommodate the EC Interim Reports 

Directive (82/121/EEC) in the form of Statutory Instrument No. 716, which came 

into effect in January, 1985 (referred to earlier). In this respect, the only 

significant change was that interim reports should be published within four 

months of the interim period end instead of six months, as previously required. 

The fourth change, introduced in 1999, requires the publication of an auditors' 

review report, where the interim reports have been reviewed in accordance with 

the guidelines published by the Auditing Practices Board (APB). 16 

16 The EU presented, in March 2003, a proposal for a Directive on Transparency for listed 
companies. The proposed Directive would increase the frequency and content of interim reporting 
by listed companies (European Commission, 2003). In the UK, the indications are that the 
Financial Services Authority will adopt the EU proposal (Elliott and Elliott, 2003), and therefore 
there could be further listing changes. 
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3.3.2 Accounting Standards 

Currently, there are no accounting standards that deal with the publication of interim 

reports in the UK. However, the LSE requirements specifically state (The Listing 

Rules, 1999, para. 12.47) that the accounting policies and presentation applied to 

interim figures must be consistent with those applied in the latest published annual 

accounts. On the basis of this, it may be reasonable to suppose that the existing 

accounting standards for annual reporting may also have some effect on interim 

reporting. However, despite the non-existence of accounting standards that 

specifically deal with interim reports, the accounting profession have undertaken a 

number of initiatives to develop best practices in interim disclosure. 

3.3.2.1 Cadbury Committee Recommendations 

It has been noted in section 3 .2.2 that one of the main contributions in the 

development of interim reporting was the publication of the report of the Cadbury 

Committee in 1992. The Committee was set up in 1991 to make a number of 

recommendations to reform financial reporting in the UK. As one of its several 

recommendations, the Cadbury Committee recommended that companies needed 

to expand their interim reports to include balance sheet information and that the 

LSE should consider amending its listing rules to effect the recommendation. It 

also recommended that the auditors should review the interim reports. A further 

recommendation was that cash flow information was to be considered by the 

Committee's successor at a later date. The report also proposed that the ASB and 

the LSE should consider the issue of accmmting principles for interim reporting 

generally. As regards the frequency of reporting, the Cadbury Committee 
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acknowledged the advantages of quarterly reporting as a formal means of keeping 

the market informed about the company progress. However, the Committee noted 

that there are costs involved, and claimed that there was no pressure for more 

frequent reporting from users. 

3.3.2.2 ICAEW Consultative Paper (1993): Interim Financial Reporting 

Pursuant to the Cadbury Committee Report (1992), the ICAEW (1993) published 

a consultative paper on interim reporting. The main proposals of the consultative 

paper were to include summarised versions of all four primary statements that are 

required in annual reports (profit and loss account, balance sheet, cash flow 

statement, and statement of recognised gains and losses). In terms of the profit and 

loss account, the paper sought to improve the LSE requirements by suggesting 

additional items to bring the statement into line with FRS 3. The additional items 

suggested included income from interests in associated undertakings, interest 

receivable and similar income, interest payable and similar charges, and all 

exceptional items as provided in FRS 3. Further, the consultative paper 

recommended the inclusion of turnover and results relating to discontinued 

operations separately. It also suggested the disclosure of operations that are in the 

process of being discontinued. Finally, the turnover and operating profit and loss 

needed to be analysed into business segments and geographic location. However, 

Davies et al. (1999) criticised the consultative paper for failing to bridge the gap 

between turnover and operating profit by including figures for the cost of sales 

and other expenses. 
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The consultative paper also suggested a summarised balance sheet, which should 

also provide segmental information in relation to net assets where there are 

significant changes since the previous year. On the cash flow statement, the paper 

called for the following to be disclosed: net cash flow from operating activities, 

returns on investment and servicing of finance, taxation, net cash flow before 

financing and financing sources. Also recommended for inclusion in the interim 

reports is statement of total recognised gains and losses. 

3.3.2.3 Accounting Standards Board (1997): Statement on Interim Reports 

Whilst the basic LSE requirements to produce a summarised income statement 

together with an explanatory statement have not undergone any significant changes 

over the years, there have been substantial changes in the form of non-mandatory 

guidance on disclosure in the interim reports. As noted in section 3 .2.2, in 1997, the 

ASB published a Statement on Interim Reports, the objective of which was "to 

improve the quality, relevance and consistency of interim reporting within the 

constraints of cost and time. Compliance with the statement should promote best 

practice and increase comparability both between the interim reports of different 

companies and between interim reports and previously reported accounts", (ASB, 

1996, p. 2). Indeed, the statement is commendable because the practice among 

companies was varied and did not always show what happened ( e.g., Schipper, 1989; 

Elliott and Elliott, 2003), and also did not provide investors with information that was 

either timely or relevant ( e.g., Bagshaw, 2000). The procrastination of the accounting 

profession had left important issues concerning income measurement, disclosure, and 

the objectives of interim reports, unresolved for too long a time. 
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An important purpose of all financial reports is to enable investors to discriminate 

between different investments. In order to fulfil this discriminatory role, the 

interim reports must be more comparable, and this is what the ASB has 

endeavoured to do. The main recommendations of the Statement on Interim 

Reports are summarised in Table 3.2 (a-e) below. 

Table 3.2: Accountine; Standards Board (1997): Statement on Interim Reports 

Table 3.2 (a): Management Commentary 

(i) Areas of change since the last set of annual statements 
(ii) Reasons for significant movements in key indicators 
(iii) Nature of any seasonal activity 
(iv) Acquisitions and disposals of major fixed assets or investments 
(v) Changes in contingencies, commitments and off balance sheet financial instruments 
(vi) Material changes in capital structure or financing 
(vii) Events arising after the end of the period covered by the report 

Table 3.2 (b): Profit and Loss Information Disclosures 

(i) Turnover 
(ii) Operating profit or loss 
(iii) Interest payable less interest receivable (net) 
(iv) Profit or loss on ordinary activities before tax 
(v) Tax on profit or loss on ordinary activities after tax 
(vi) Minority interests 
(vii) Profit or loss for the period 
(viii) Dividends paid or proposed 
(ix) Turnover and operating profit of acquisitions and discontinued operations 
(x) Segmental turnover and profit or loss 
(xi) Exceptional items 
(xii) Earnings per share 
(xiii) Statement of total recognised gains and losses 
(xiv) Comparative figures for corresponding previous interim period 
(xv) Comparative figures for the previous full financial year 
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Table 3.2 (c): Balance Sheet Information Disclosures 

(i) Fixed assets 
(ii) Current assets 
(iii) Stocks 
(iv) Debtors 
(v) Cash at bank and in hand 
(vi) Other current assets 
(vii) Creditors: amounts falling due within one year 
( viii) Net current assets (liabilities) 
(ix) Total assets less current liabilities 
(x) Creditors: amounts falling due after more than one year 
(xi) Provisions for liabilities and charges 
(xii) Capital and reserves 
(xiii) Minority interests 
(xiv) Comparative figures for the previous corresponding interim period 
(xv) Comparative figures for the previous full financial year 

Table 3.2 (d): Cash Flow Statement Information Disclosures 

(i) Net cash inflow/outflow from operating activities 
(ii) Returns on investments and servicing of finance 
(iii) Taxation 
(iv) Capital expenditure and financial investment 
(v) Acquisitions and disposals 
(vi) Equity dividend paid 
(vii) Management of liquid resources 
(viii) Financing 
(ix) Increase/decrease in cash 
(x) Reconciliation of operating profit to operating cash flow 
(xi) Comparative figures for corresponding previous interim period 
(xii) Comparative figures for the previous full financial year 

Table 3.2 (d): Other Information Disclosures 

(i) Description of changes in accounting policies 
(ii) Period covered by the report 
(iii) Date on which it is approved by the board of directors 
(iv) Extent to which information it contains has been audited or reviewed 

Despite this important development by the ASB, there are still issues that need to 

be addressed. The statement does not bridge the gap between turnover and 
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operating profit by including figures for cost of sales and other expenses (e.g., 

Davies et al., 1994). In terms of the balance sheet, the statement requires a 

breakdown of current assets, but does not require a breakdown for fixed assets. 

Further, a reconciliation of net cash to movement in net debt is required, yet the 

information provided in the balance sheet does not show the net debt. As 

suggested in responses to the ASB Exposure Draft, such issues need to be 

addressed to allow comparability of interim reports of different companies. 

3.3.3 Auditor Involvement in UK: Auditing Practices Board (APB) 

One of the key issues for interim reporting development is the involvement of 

external auditors. The development of regulations requiring external auditors to 

review interim reports seems to have mirrored the development in interim reports. 

As with interim reporting, the development in the regulation of auditor 

involvement with interim reports started in the US. The SEC began to require that 

certain companies subject their interim information to a limited review by external 

auditors in 1975 (e.g., McEwen and Schwartz, 1992). These reviews, governed by 

SAS 71 (e.g., McEwen and Schwartz, 1992; Manry et al., 2003), are generally 

limited to inquiries and analytical procedures. Until recently, external auditors 

could perform this review either on a timely (quarterly) or a retrospective (as part 

of the year end audit) basis. However, since 2002, the SEC requires external 

auditors to review interim earnings reports on a timely basis (e.g., Manry et al., 

2003). 
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In the UK, there are no requirements currently for interim statements to be 

reviewed by external auditors before publication. The Listing Rules (1999) only 

require that where the report has been audited or reviewed pursuant to the 

Auditing Practices Board (APB) Bulletins 1993/1 and 1998/6, the report of the 

auditors needs to be reproduced in full in the interim report. The Cadbury 

Committee Report (1992) recommended that external auditors should review 

interim reports, and the results of such a review should be discussed with the audit 

committee of the board of directors. The ASB (1997) also considered the issue of 

audited interim statements and recommended the inclusion of a statement 

indicating the extent to which the interim reports have been audited or reviewed. 

Therefore, unlike in the US, where the SEC requires companies to engage auditors 

to perform a review of interim information, in the UK, companies have 

considerable discretion as to whether should have the interim accounts audited or 

reviewed. 

The guidance on the nature, timing, and extent of review procedures for interim 

information is provided by the APB Bulletin 1999/4: Review ofInterim Financial 

Reports. The APB first published a review of interim report guidance in Bulletin 

1993/1 in response to a recommendation by the Cadbury Committee Report 

(1992). This was later revised in 1998, and finally in 1999, to take cognisance of 

the changes to the listing rules and the issuance of the Statement on Interim 

Reports. The objective of the interim accounts audit review as provided in the 

APB Bulletin 1999/4 is to provide the external auditor with a basis for reporting 
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whether material modifications will be necessary for the interim information to 

conform to generally accepted accounting principles. 

It is interesting to note that although there are no requirements to have interim 

information reviewed before publication, a number of companies seem to have 

adopted the practice. For instance, Hussey and Woolfe (1994) found that only 

1.8% of the companies in the sample of their study had involved auditors. Arthur 

Andersen and Co (1994) showed that 35% of the top 250 companies published an 

auditors' review report. In a recent study, Hussey and Woolfe (1998) investigated 

the growth of auditor involvement since their 1994 study. They found the number 

of UK companies including an audit review in their interim reports had increased 

significantly to 29%17 • Similarly, Bagshaw (1999) found that about 73% of the 30 

FTSE 100 companies in the sample study involved auditors in their interim 

reports. These studies suggest that UK companies have adopted the practice of 

involving auditors in the publication of their interim reports. However, these 

results are only tentative, since the studies have largely examined large companies 

only, which are expected to adopt better practices. Smaller companies may behave 

differently ( e.g., Cooke, 1989; Adhikari and Tondkar, 1992). Therefore, the 

results may not be generalised to all UK listed companies. In addition, the studies 

do not provide evidence on whether auditor involvement improves the quality of 

interim disclosure in UK interim reports. 

It should be noted that Hussey and Woolfe's (1994) sample included both small and large 
companies. However, the results of the analysis suggest that the practice was prevalent in large 
companies 

85 

17 



3.4 Summary and Conclusions 

The purpose of this chapter was to discuss the development of interim reporting in 

the UK. It was noted that interim reports were first published in the US in 1902 by 

the US Steel Company, and were made a listing requirement by the NYSE in 

1910. In the UK, however, no interim reports were published until 195 5 when 

Imperial Chemical Industries (ICI) became the first of the top 100 UK companies 

to make its report public. At that time, UK companies were under no obligation to 

do so. Therefore the publication came from the desire by management of the 

companies to make information available to their shareholders on a more frequent 

basis than annually. However, some companies were persuaded to publish interim 

results because of their listing on Stock Exchanges in the US. 

The LSE began requiring listed companies to publish interim reports in 1964. But 

until the early l 990s, the UK accounting profession had tended to ignore interim 

reports. Thus, the early development of interim reporting in the UK can be 

attributed to progressive management and the Stock Exchange. The creation of a 

new standard-setting structure under the Financial Reporting Council (FRC) 

resulted in a more critical scrutiny of all reporting practices of companies in the 

UK. As a result, the Cadbury Committee was set up in 1991 and, as part of its 

recommendations, proposed the expansion of interim reports to include more 

information than that required by the LSE. Following these proposals, the ASB 

issued a Statement on Interim Reports, which recommended the type and amount 

of information to be included in the interim reports. However, the statement is not 

an accounting standard, and therefore the LSE remains the only regulatory regime 
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governing the publication of interim reports in the UK. For this reason, UK 

companies still have a great deal of discretion regarding the amount and type of 

information they disclose in the interim reports. 

The publication of interim reports in the UK is still regulated by the LSE and the 

minimum mandatory disclosure requirements are stipulated in the Listing Rules 

1999. A company, once listed, must satisfy the LSE minimum requirements to 

provide a summary income statement and an explanatory statement. These 

minimum requirements, which were first laid down in the 1960s, have undergone 

little change since then. However, whilst the basic mandatory disclosure 

requirements have not undergone any significant changes over the years, there 

have been substantial changes in the form of non-mandatory guidance on 

disclosure in the interim reports. The ASB (1997) published a Statement on 

Interim Reports which recommends the inclusion of a summary management 

commentary, balance sheet, statement of recognised gains and losses, cash flow 

statement, and segment data, in addition of the profit and loss account. The 

statement is not mandatory and therefore the decision to comply with the 

recommendations is voluntary. Thus the only authoritative disclosure 

requirements are those laid down by the LSE. 
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CHAPTER 4: REVIEW OF LITERATURE ON INTERIM DISCLOSURE 

4.1 Introduction 

In the previous two chapters, the concept of interim disclosure and the 

development of its regulation in the UK were discussed. The literature review in 

those chapters provided an understanding of interim reporting in the UK. The 

main thrust of this chapter is to provide a comprehensive review of the empirical 

interim disclosure literature relevant to the research problem of the current study. 

The objective of the review is to select and to establish the genuineness of the 

topic (e.g., Howard and Sharp, 1991). In both cases, the question that needs to be 

addressed is what has already been done and is known regarding the topic. This 

involves, among other matters, the lines of research others have pursued, the 

issues addressed, the findings generated and the new directions proposed. 

Through an appreciation of the nature and findings of the previous research, the 

need for and contribution of the current study is clearly delineated. Furthermore, a 

detailed review of the literature helps to establish what theories are relevant to the 

present study and also assists in establishing an appropriate research methodology 

and procedure to study the problem ( e.g., Cooke, 1989; Locke et al., 1992). 

The remainder of the chapter is divided as follows. Section 4.2 discusses the 

nature of previous interim disclosure studies. Section 4.3 provides a detailed 

88 



review of the literature concerned with the descriptive surveys of the state of 

interim disclosure. In section 4.4, the literature concerned with the determinants of 

the cross-sectional differences in interim disclosure levels is reviewed. This is 

followed in section 4.5 by a summary of the disclosure studies (in tabular form) 

and a discussion of their limitations. Finally, the chapter closes in section 4.6 with 

a summary and conclusion. 

4.2 Nature of Literature on Interim Disclosure 

The empirical literature concerning disclosure in interim reports may be divided 

into two main streams. The first stream is concerned with descriptive surveys of 

the state of interim reporting without making inferences as to the levels of 

information disclosure in a quantitative manner (e.g., Lunt, 1982; McEwen and 

Schwartz, 1992; Hussey and Woolfe, 1994; Bagshaw, 1999). This stream of 

research focuses on examining what information is disclosed in interim reports 

and the number of companies disclosing such information, without examining 

how much information is disclosed. Furthermore, this stream of research has made 

no or little attempt to examine the factors that may influence disclosure practices 

in the interim reports. In the UK, previous studies of interim disclosure practices 

have almost exclusively focused on this stream of research. 

The second stream of the disclosure literature, and the one closely related to the 

current study, is concerned with measuring the levels of interim disclosure in a 

quantitative manner (e.g., Bradbury, 1991, 1992; Tan and Tower, 1997; 

Schadewitz and Blevins, 1998; Botosan and Harris, 2000; Chen et al., 2002). 
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Since the level of interim disclosures differs among companies, these studies have 

also analysed the possible determinants of the differences by drawing on the 

existing theories of disclosure (see Chapter 5). In this respect, they have employed 

regression techniques to determine whether interim disclosure levels are related to 

selected corporate attributes or characteristics. Disclosure has been measured 

using an index created in two ways, depending on the objective of the study. First, 

some studies have developed a disclosure list of specific items of information to 

measure the overall level of interim disclosure in a single number, thus allowing 

comparisons to be made among companies (e.g., Tan and Tower, 1997; 

Schadewitz and Blevins, 1998). Second, other studies ( e.g., Hussey and Woolfe, 

1998; Botosan and Harris, 2000; Chen et al., 2002) have investigated a particular 

type of interim disclosure (e.g., auditor's review report, segment information, 

balance sheet), and have employed dichotomous variables as measures of the 

particular types of disclosures 18. The resulting index has been employed to 

determine, by regression analysis, the factors that may influence interim 

disclosure variations among different companies. 

Unlike the descriptive disclosure studies, research on the cross-sectional 

determinants of interim disclosure in the UK is scarce, probably because until the 

late 1990s, the information provided in UK interim reports has been too modest 

(Bagshaw, 1999, 2000) to enable a meaningful statistical analysis of the data to be 

18 A company is awarded a 1 if the type of disclosure appears in the interim report and O if it does 
not appear (e.g., Botosan and Harris, 2000; Chen et al., 2002). Other studies (e.g., Bradbury, 1991, 
1992) have accounted for the detail provided on the particular disclosure aspect by allocating a 
higher score for more details. 
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made. Thus, the majority of the studies reviewed in this stream of the disclosure 

literature are non-UK studies. 

4.3 Descriptive Surveys of the State of Interim Disclosure 

There have been a number of studies looking specifically at the state of interim 

disclosure in different countries ( e.g., Taylor, 1965 and McEwen and Schwartz, 

1992, in the US; Lunt, 1982; Hussey and Woolfe, 1994 and Bagshaw, 1999, in the 

UK; Tan and Tower, 1997, in Singapore and Australia; Nieuwoudt, 1998, in 

South Africa). These studies provide some evidence of the differences in the 

amount and type of information disclosed by different companies. 

Taylor (1965) seems to have pioneered the empirical investigation of disclosure in 

interim financial reports. He examined interim reports of 600 large US companies 

and found that mandatory disclosure was extensive and voluntary interim 

disclosure was significant. The results indicate that at least 70% of the companies 

complied with the NYSE requirements, and that 20% of the companies provided 

balance sheet information, which was voluntary. Taylor (1965) attributed this to 

the desire by company management to make more information available to 

investors between the publications of annual reports. 

Holmes (1971) pursued this line of research, and examined the interim disclosure 

practices of twenty-nine UK companies selected from the top 100 companies of 

the "Times 1000". Contrary to Taylor (1965), he concluded that the level of 

disclosure was low, and there was little consistency concerning the information 

91 



provided. Consistent with Holmes (1971), Schoch (1974) also examined sixteen 

interim reports of UK companies to ascertain reporting practices during the period 

1961 to 1971. Schoch (1974) observed that companies published income 

statement items as required by the LSE, with little or no voluntary information. 

The results indicated that no company in his sample provided balance sheet 

information. 

Other later studies in the UK seem to have observed similar disclosure practices. 

Lunt (1982) examined interim reports of 107 UK companies listed on the LSE. He 

took a stratified random sample of 100 industrial companies from the "Times 

1000", of which fifty were selected from the top half of the list, and the other fifty 

companies from the bottom half. A further sample of seventeen non-industrial 

companies was made. Ninety-five and twelve interim reports were received from 

industrial and non-industrial companies, respectively. Lunt (1982) then developed 

a list of disclosure items that was divided into two sections. The first section 

included information items required by the LSE. The second section comprised 

voluntary information items. Lunt (1982) concluded that there was extensive 

voluntary disclosure. He argued that this was evidence of the importance 

companies place on their interim reports and the use they believe investors make 

of the information disclosed. However, this conclusion appears to contradict the 

survey results, which indicate that for ten out of the twelve information items for 

which disclosure was voluntary, less than 30% of the companies surveyed 

provided that information. Further, some companies in his sample did not comply 

with the minimum requirements of the LSE. The results also show that 
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explanatory notes and other supplementary information were not widely 

disclosed19. 

Cholmeley (1982) developed a disclosure list of information items on the basis of 

the LSE requirements, and employed it to examine a sample of published interim 

reports in order to ascertain the interim reporting practices. He sampled 100 from 

the 300 largest companies used for the annual survey of the ICAEW. The results 

of the analysis revealed that although most companies complied with the LSE 

minimum disclosure requirements, voluntary disclosure was very low. The results 

indicated that only 9% provided a balance sheet, 19% segmental information, 23% 

depreciation charge, and 32% results of associated companies. 

In a similar UK study, Maingot (1983) also assessed interim reports of industrial 

companies whose ordinary shares were listed on the LSE throughout the period 

1975 to 1979. Using interim reports of 37 companies for 1975 and 43 companies 

for 1979, he found that disclosure tended to be guided by the LSE minimum 

requirements for both periods. Thus, the majority of companies provided income 

statement information. Consistent with Cholmeley (1982), voluntary disclosure 

was very low. The results indicate that 3% and 5% of the companies provided 

balance sheet information in 1975 and 1979, respectively. 

19 Although the LSE does not specifically require notes to the interim accounts, it does require an 
explanatory statement that will enable investors to make an informed assessment of a company's 
activities and profit and loss during the period. Such disclosure is considered to be important in 
achieving the financial reporting characteristics ofunderstandability and comparability. 
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In Canada, the Stanford Research Institute (1987) investigated disclosure practices 

in 150 interim reports and found that the level of disclosure was very high. The 

survey found that all companies in the sample provided an income statement, 

whilst 120 (80%) provided a balance sheet in the interim report, with 79% of these 

providing a separate classification for current assets and current liabilities. A 

statement of changes in the financial position was provided by 93% of the 

companies. On average, 30% of the companies are reported to have provided 

segmental information. A possible reason for the high level of disclosure by 

Canadian companies is that they have been required to comply with interim report 

accounting standards since 1971, in addition to the requirements of the stock 

exchange (Lunt, 1982). 

McEwen and Schwartz (1992) investigated whether US companies complied with 

the minimum interim report disclosure requirements of the APB No. 28. Using a 

sample of 76 'Fortune 500' companies, they observed that although compliance 

was high, companies did not disclose all of the information required by APB 2820. 

They advocated stricter enforcement and suggested increased auditor involvement 

to ensure compliance with the minimum disclosure requirements. The results also 

revealed that a large number of companies disclosed voluntary information. For 

example, 83% provided a condensed balance sheet, 62% a condensed cash flow 

statement, 4 7% dividend information, 43% summary segment information and 

87% disclosed the number of outstanding shares in each interim period. Further, 

20 However, McEwen and Schwartz (1992) had some difficulties in distinguishing between 
possible non-compliance and inapplicability of information. For example, they argued that firms 
that failed to indicate seasonal operations either did not have seasonal activities or were not 
complying with disclosure guidelines. 
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74% companies also provided footnotes to the interim accounts and 84% indicated 

that their interim reports were not audited. 

In another study based on UK data, Coopers and Lybrand (1992) analysed interim 

reports of the FTSE 500 companies to ascertain their interim reporting practices. 

They found that half of the top FTSE 100 companies published a balance sheet, 

and about 25% included some sort of funds flow or cash flow statement. The 

study further revealed that about 25% of the remaining FTSE 500 included a 

balance sheet, and only 2% included a funds flow or cash flow statement. Overall, 

Coopers and Lybrand (1992) found that the extent to which voluntary information 

was disclosed was low, and varied from company to company. In a replication of 

the Coopers and Lybrand survey, Patient and Elwell (1993) analysed the reporting 

practices in the interim reports of 168 companies, of which 100 were from the 

"UK Top 500" companies and 68 were other LSE listed companies randomly 

selected. The results indicated some improvements in voluntary interim disclosure 

since the Coopers and Lybrand (1992) study. They found that 48% and 20% 

provided a balance sheet and cash flow statement, respectively, and suggested that 

because the balance sheet is a key indicator of a business's strength, companies 

might wish to 'show off' their strong positions. Patient and Elwell (1993) also 

reported that 74% provided segmental information, whilst 17% provided 

information on the accounting policies used. However, the results indicate that 

19% of the companies did not provide any explanatory notes to the accounts, 

suggesting a failure to comply with the minimum requirements of the LSE. 
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Hussey and Woolfe (1994) conducted the most comprehensive empirical study of 

reporting practices in interim reports of UK listed companies. Using a sample of 

223 companies listed on the LSE, they examined the extent of disclosure 

compliance with LSE minimum requirements and also the extent of voluntary 

disclosure. Consistent with other previous studies ( e.g., Cholmeley, 1982; Lunt, 

1982; Patient and Elwell, 1993), they found that compliance with the LSE 

minimum requirements was extensive, with only three items being disclosed by 

less than 50% of the companies. The rest of the items were disclosed by at least 

90% of the companies in the sample21 . The survey results also indicate that 

voluntary disclosure was low. For example, 21.1 % of the companies provided 

balance sheet information, 7.2% a statement of net assets, 7.2% accounting 

policies, and 3.6% a cash flow statement. Moreover, 72% of the companies in the 

sample did not provide any additional financial information in excess of the LSE 

requirements. 

Arthur Andersen and Co. (1995) also conducted a study based on the FTSE 250 

companies to determine the extent of disclosure in interim reports. The results 

revealed that 60% of these companies provided full balance sheet information, 

whilst over 70% included cash flow information. In a similar study, Deloitte and 

Touche (1995) investigated the interim reports of the FTSE 100 companies and 

found that 60% published a full balance sheet and cash flow statement in addition 

to the profit and loss account. Arthur Andersen and Co. (1999) replicated their 

21 However, the authors had difficulties in ascertaining to what extent companies that did not 
disclose certain information items failed to comply with the LSE requirements, because the LSE 
may authorise omission of certain information and the companies are not obliged to disclose that 
such omission has been granted (see section 12.54 of The Listing Rules, 1999). 
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1995 study and found that the companies had increased the extent of disclosure in 

their 1999 interim reports. For example, 78% of the sample companies provided 

cash flow statement information in 1999 compared to 70% in 1995. Further, 38% 

included explanatory narratives with the number of words exceeding 1000, 

compared to 14% in 1995. After an analysis of the nature of the information 

disclosed, Arthur Andersen and Co. (1999) suggested that the ASB (1997) 

Statement on Interim Reports could have led to the increase in such disclosure. 

Furthermore, the Cadbury Report Committee (1992) recommendations and the 

subsequent ICAEW (1993) Consultative Paper could also have had a significant 

influence on the improvement in interim disclosure practices. 

Hussey and Woolfe (1998) replicated their 1994 study. Using interim reports of 

13 8 companies in their 1994 study, they found that there was a significant growth 

in the number of companies providing voluntary information. For example, 87% 

and 62% of the companies provided balance sheet and cash flow information, 

respectively. An analysis of the information provided revealed that the ASB 

( 1997) Statement on Interim Reports had a significant influence on this 

development. 

In South Africa, Nieuwoudt (1998) examined interim reporting practices of 50 

listed companies to determine their compliance with proposed international and 

local interim reporting standards. He found that the level of compliance is highly 

commendable. However, his results also revealed that disclosure compliance was 
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very low for cash flow information. In addition, very few companies clearly 

identified the accounting pronouncements applied in preparing the interim reports. 

In a most recent UK study, Bagshaw (1999) attempted to determine disclosure 

compliance with the Statement on Interim Reports (ASB, 1997). Using the 1998 

interim reports of a sample of 30 companies selected from the FTSE 100 

companies that participated in the FT Annual Reports Service, she found that 

compliance with the Statement was significantly high. Bagshaw observed that 

60% of the sample companies provided all primary statements recommended by 

the ASB (i.e., balance sheet, cash flow statement, statement of recognised gains 

and losses). She suggested, however, that the number of companies providing 

these statements could have been higher, given that the FTSE 100 are top 

companies and needed to be leaders in good reporting practices. However, 

Bagshaw (1999) did not attempt to make a detailed investigation of the extent to 

which companies disclosed the individual information items recommended by the 

ASB (1997). Instead, she only examined the inclusion of the primary statements, 

and hence it is not clear how companies have responded to the ASB (1997) 

recommendations in terms of the detail of interim information disclosure. 

4.4 Studies of Determinants of Cross-Sectional Differences in Disclosure 

Many studies have investigated the determinants of the cross-sectional differences 

in accounting disclosure levels, particularly in annual reports (see Marston and 

Shrives, 1991 and Ahmed and Courtis, 1999, for a comprehensive review of these 

studies). These studies have been concerned with the relationship between 
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accounting disclosure levels and corporate attributes. Since the pioneering work of 

Cerf (1961 ), the relationship between accounting disclosures and corporate 

attributes has attracted considerable attention. Thus, beyond the descriptive 

studies discussed in the preceding section, studies of interim disclosure have also 

explored the relationship between the level or amount of interim disclosure and 

corporate attributes. The corporate attributes that have featured most are company 

size, industry membership, financial leverage, acquisition transactions, 

profitability, and unexpected earnings. The relationship between interim 

disclosure and other corporate attributes (e.g., liquidity, company age, corporate 

governance, analyst following, assets in place, payment of interim dividend) have 

also been investigated, but have not featured in more than one study. In this 

section, studies that have examined the association between the extent of 

disclosure and corporate attributes are reviewed under the different corporate 

attributes that have been investigated. As noted previously, in the UK, few 

identifiable studies have made some attempt to examine the determinants of the 

cross-sectional differences in interim disclosure, and therefore most of the studies 

discussed in this section are non-UK. 

4.4.1 Company Size 

Company size was first found to be associated with annual disclosure by Cerf 

(1961). Several other annual disclosure studies (e.g., Buzby, 1975; Cooke, 1989; 

Wallace et al., 1994; Tauringana, 1997; Depoers, 2000; Watson et al., 2002) have 

also examined company size and persistently found it to be significantly and 

positively associated with accounting disclosure levels. These findings suggest 

99 



that larger companies follow better disclosure practices than smaller companies 

and several reasons have been suggested for this (see Chapter 6). 

The relationship between company size and the level of disclosure in interim 

reports has been examined in seven previous studies. Lunt (1982) divided his 

sample of companies into two groups according to size, and argued that the 

differences in disclosure between the groups suggested that large companies 

disclose more information than small companies. However, he did not attempt to 

assess the significance of these differences. The reason given was that any attempt 

to assess the significance involved the subjective view of what information is 

important, and that smaller companies may have less information to disclose than 

larger companies. Whilst this could be true, the problem could be addressed in the 

scoring procedure by accounting for the applicability of items to particular 

companies (e.g., Wallace et al., 1994; Schadewitz and Blevins, 1998; Ho and 

Wong, 2001). This could ensure that a company is not penalised if a disclosure 

item is not relevant to it. 

This procedure has been adopted in a number of previous annual disclosure 

studies (e.g., Cooke 1989, 1991; Wallace et al., 1994; Tauringana, 1997; Depoers, 

2000). In another UK study, Hussey and Woolfe (1994) employed the Mann

Whitney test, to determine whether the inclusion of segmental information in 

interim reports was associated with company size (measured in terms of total 

sales) and found a strong association. Whilst Hussey and Woolfe (1994) 
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investigated overall interim disclosure practices, it is not clear why they chose to 

examine the relationship between company size and segmental information only. 

A study by Shores (1990) also indirectly supports the relationship between 

company size and interim disclosure. Investigating the association between the 

level of interim information and security returns surrounding earnings 

announcements, he found the association was stronger for larger companies than 

for smaller. In an attempt to explain this difference, Shores (1990) examined 

interim disclosure levels and found that large companies disclosed higher levels of 

information than the small ones. Bradbury (1991) similarly lent support for a 

company size-interim disclosure relationship. He examined interim disclosure 

levels in New Zealand and found that the existence of differences in disclosure 

among companies was related to the size of companies, with large ones disclosing 

more information than small. 

Another study of the relationship between company size and extent of interim 

disclosure is Tan and Tower (1997), which examined interim reports of Australian 

and Singaporean listed companies. The objective of the study was to gain an 

understanding of the differences in compliance with accounting regulations in the 

two countries. The study used 186 interim reports, of which 89 were for 

Australian companies and 97 for Singaporean companies. Having determined that 

there were differences in the extent of mandatory disclosure among companies in 

Singapore and Australia, Tan and Tower (1997) examined, among other corporate 

attributes, whether company size influenced such disclosure differences. Their 
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results indicated that company size was important m explaining the level of 

compliance with interim disclosure requirements in Australia and Singapore. 

Schadewitz and Blevins (1998) also examined the relationship between company 

size and extent of disclosure in interim reports of companies listed on the Helsinki 

Stock Exchange. Using a self-developed disclosure index of 26 information items, 

they analysed 256 interim reports published by 70 listed companies over the 

period 1985 to 1993. They employed two regression models to determine whether 

company size, measured in terms of annual net sales and the number of workers in 

the firm, is related to interim disclosure levels. Their results indicated that 

company size (measured in terms of number of workers) was directly related to 

the extent of disclosure. However, there was no association between company size 

(measured in terms of annual net sales) and interim disclosure. 

The results confirm other disclosure studies (e.g., Stanga, 1976; Wallace, 1987; 

Tauringana, 2002) that examined the effect of company size (measured in terms of 

sales) on annual disclosure. Hussey and Woolfe (1998) examined the relationship 

between company size and the growth in the publication of an auditor's review 

report in the interim report. Using total assets as a measure of company size, they 

found that large companies were more likely to publish an auditor's review report 

with their interim results. 

Nevertheless, not all interim disclosure studies detected an association between 

company size and interim disclosure levels. For instance, Bradbury (1992) 

102 



suggested that company size is not a significant determinant of interim disclosure. 

In a study similar to Bradbury (1991), he examined the relationship between 

company size and disclosure in interim reports in New Zealand. Using a sample of 

172 listed companies that reported semi-annual earnings during the period 1973-

76 when the content of interim reports in New Zealand was unregulated, he 

divided the interim report disclosures into two categories, "quantified" and "non

quantified" disclosures. He hypothesised that accounting reports are more 

valuable to investors in smaller firms, and therefore smaller firms were more 

likely to supply accounting reports prior to disclosure laws than larger firms. 

Contrary to Bradbury (1991) and to his hypothesis, no significant differences were 

detected between small and large companies, suggesting that company size was 

not a determinant of interim disclosure. 

4.4.2 Industry Type 

The effect of the company's industry membership on the extent of interim 

disclosure has also been examined by previous disclosure studies (e.g., Bradbury, 

1991, 1992; Tan and Tower, 1997; Hussey and Woolfe, 1998; Botosan and Harris, 

2000; Chen et al., 2002). However, support for a relationship between industry 

membership and the level of interim disclosure seems to be inconclusive. On the 

one hand, some studies have found an association ( e.g., Botosan and Harris, 2000; 

Chen et al., 2002) and on the other hand, some have found no association (e.g., 

Bradbury, 1991; Tan and Tower, 1997; Hussey and Woolfe, 1998). Ahmed and 

Courtis (1999) suggested that the contradictions in the results across studies 

concerning the association between disclosure and industry membership could be 
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a result of the varying definitions of the industry classifications. Studies are 

generally not consistent in the classifications of companies into the various 

industries. For instance, Tan and Tower (1997) classified their sample of 

companies into five industry groupings, whilst Bradbury (1992) had twenty-one 

industry groupings. 

In a New Zealand study, Bradbury (1991) divided his sample of listed companies 

into a number of industries. The results of the analysis indicated that there was no 

significant association between industry and the level of disclosure in the interim 

reports. Support for no relationship is also provided in the Tan and Tower (1997) 

study which also examined industry type and found no relationship between the 

industry membership and the extent of compliance with interim reporting 

requirements by Australian and Singaporean companies. Hussey and Woolfe 

(1998) also provide evidence indicating that there is no association between 

interim disclosure and industry membership. They hypothesised that the growth in 

the publication of the auditors' review report in the interim reports of UK listed 

companies was associated with industry type. Their results revealed that there was 

no association, suggesting that industry type may not affect the inclusion of an 

auditor's review report in the interim reports. 

On the other hand, other studies have detected an association. In another New 

Zealand study similar in design to Bradbury (1991), Bradbury (1992) investigated 

the influence of industrial sector on the extent of voluntary interim disclosure. 

Bradbury ( 1992) conducted a binomial test of 21 industries in his sample to 
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determine whether there were any significant differences in the extent of interim 

disclosure. He found that companies in the wholesale, financial, construction and 

manufacturing industries tended to disclose more quantified interim disclosures 

than companies engaged in other industries, while the opposite relationship was 

found for qualitative interim disclosures. 

Recent studies conducted in the US also seem to support the hypothesis that a 

relationship exists between interim disclosure and industry membership. 

Examining the determinants and effects of managers' decisions to mcrease 

segment disclosure frequency, Botosan and Harris (2000) found industry 

membership to be an important determinant. They found that during the two-year 

period leading to the change in the frequency of segment reporting, change 

companies were more likely to have operations in industries in which other firms 

also provided quarterly segment disclosure, indicating pressure to conform to 

industry reporting practices. Chen et al. (2002) also examined the relationship 

between industry type and the inclusion of balance sheet information with 

quarterly earnings announcements in the US, and found that industry type was an 

important determinant. Their results indicated that companies operating in high 

technological industries were more likely than companies operating in other 

industries to include balance sheet information with their quarterly earnings 

announcements. 
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4.4.3 Financial Leverage 

Studies have also investigated an association between the extent of interim 

disclosure and financial leverage. All the identifiable interim disclosure studies 

have supported a financial leverage-interim disclosure relationship. Bradbury 

( 1991) examined the hypothesis that companies with higher levels of debt 

financing disclosed more interim report information than companies with lower 

levels of debt financing. The results did not support the hypothesis in the 

predicted direction. However, a negative association between interim disclosure 

and financial leverage was detected, suggesting that companies with higher levels 

of debt financing disclosed less information than companies with lower levels. 

These results find support from later interim disclosure studies that investigated 

financial leverage (e.g., Tan and Tower, 1997; Schadewitz and Blevins, 1998). 

Tan and Tower (1997) investigated the determinants of disclosure compliance 

with interim reporting requirements among Australian and Singaporean 

companies. They reported that companies with lower levels of debt leverage 

showed higher levels of disclosure compliance than companies with higher levels 

of debt in their capital structure. In a Finnish study, Schadewitz and Blevins 

(1998) also found that financial leverage influenced the extent of disclosure in 

interim reports. Their results clearly indicated that the level of interim disclosure 

in Finnish interim reports was negatively associated with financial leverage, 

suggesting that companies with high financial leverage disclosed less information. 
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4.4.4 Acquisition Transactions 

Another determinant that has been examined in previous interim disclosure 

studies, as potentially influencing the level of interim disclosure, is acquisition 

transactions. In a US study, Botosan and Harris (2000) examined listed 

companies to determine whether acquisition transactions were associated with the 

decision to increase quarterly segment disclosure frequency. Using a dichotomous 

dummy variable (i.e., 1 if a company made an acquisition of a subsidiary 

company in the period, 0 otherwise), they found a positive association between 

quarterly segment disclosure and acquisition transactions, suggesting that 

companies initiating quarterly segment disclosures were more likely to have made 

an acquisition in the particular reporting period. 

In another US study, Chen et al (2002) investigated why managers voluntarily 

include balance sheet information along with their quarterly earnings 

announcements. Their results indicated that companies that engaged in mergers or 

acquisition transactions were more likely to provide balance sheet information 

with their quarterly earnings announcements. They argued that acquisition 

transactions or mergers are niore likely to result in an increase in investor 

uncertainty about the company's future operations, and therefore companies 

would provide more information to reduce this uncertainty. 

4.4.5 Profitability 

A firm's profitability has been hypothesised to be associated with interim 

disclosure levels. Schadewitz and Blevins (1998) hypothesised a positive 
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relationship between interim disclosure and profitability, measured in terms of 

profit to net sales ratio. However, contrary to the hypothesised direction, they 

found that a company's profitability seemed to reduce rather than increase the 

level of disclosure in interim reports. They provide two possible reasons for this. 

One is that managers may believe that the existence of a company's good 

performance provides an adequate signal of profitability and therefore find it 

unnecessary to disclose more information. The other reason provided was that 

growth-oriented, firm-specific information could be so valuable that the 

companies are not prepared to disclose it in interim reports for fear of attracting 

new entrants. 

Chen et al. (2002) also investigated the effect of profitability on managers' 

motivation to include balance sheet information with quarterly earnings 

announcements. Consistent with Schadewitz and Blevins (1998), they found that 

companies reporting losses were more likely to include balance sheet information. 

They argued that in the presence of a loss, earnings fail in their traditional role as 

an indicator of future earnings. Therefore loss-making companies would have 

incentives to provide more information to supplement reported earnings. 

4.4.6 Other Possible Determinants of Interim Accounting Disclosure 

Cross-sectional differences in interim disclosure levels have also been examined 

with respect to other determinants of disclosure. Bradbury ( 1991) investigated the 

association between interim disclosure levels and the payment of an interim 

dividend, assets-in-place, the proportion of non-manager shareholdings, and 
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seasonal volatility. The results reveal that companies that paid or proposed an 

interim dividend had higher levels of disclosure than non-dividend paying 

companies. The results also revealed that the proportion of non-manager 

shareholdings and seasonal volatility were all positively related to the level of 

interim disclosures. However, the relationship between the level of interim 

disclosure and assets-in-place was not supported. The results concerning assets-in

place seem to support the Leftwich et al. (1981) study, which found a weak 

association between assets-in-place and interim disclosure frequency by US 

companies prior to the regulation of the frequency of financial reporting. 

Schadewitz and Blevins (1998) also investigated a range of other corporate 

attributes: market risk, governance structure, business risk and stock price 

adjustment. The results indicate that the level of disclosure is directly related to 

the quantitative measures of business risk and market maturity. Governance 

structure, measured in terms of institutional shareholding, was found to be 

inversely related to the extent of disclosure, suggesting that the greater the 

institutional ownership, the lower the degree of interim report disclosure. This 

could be explained by the fact that institutional investors communicate privately 

with the companies and may not therefore pressure the companies to disclose 

information in interim reports (e.g., Holland, 1997). Market risk and stock price 

adjustment were found to be insignificant determinants of the extent of disclosure 

in the interim reports. 
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Botosan and Harris (2000) investigated the impact of analyst following and 

market liquidity on the frequency of quarterly segment disclosures. Their results 

failed to provide support for an analyst-following effect on the frequency of 

quarterly segment disclosures. Instead, they provide evidence indicating that 

companies experienced a larger analyst following after they increased the 

frequency of segment disclosure. These results suggest that analysts follow 

companies with increased disclosure, and thus support previous studies ( e.g., Lang 

and Lundholm, 1993; 1996, Healy et al., 1999) that reveal that higher levels of 

disclosure increase analyst following. Botosan and Harris (2000), however, found 

that companies that changed the frequency of segment disclosures had 

experienced a decline in stock market liquidity (measured by trading volume). 

Finally, Chen et al. (2002) examined the effect of company age (measured in 

terms of period of stock exchange listing), and found that younger companies 

were more likely to provide balance sheet information with their quarterly 

announcements. Chen et al. (2002) also investigated the relationship between the 

inclusion of balance sheet information and unexpected earnings, large forecast 

errors, and more volatile stock returns. The results indicated that companies that 

choose to include balance sheet information in their quarterly earnings 

announcements have larger forecast errors, more unexpected earnings, and more 

volatile stock returns. 

Bradbury (1991, 1992) also established a link between the level of interim 

earnings disclosure and unexpected earnings. The results supported the hypothesis 
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that there is a positive relationship between the level of interim disclosures and the 

uncertainty of annual earnings. Bradbury (1991) reported no relationship between 

the level of interim disclosure and stock volatility. However, Bradbury (1992) 

concluded that his results suggested that either there was no association between 

the level of semi-annual earnings disclosure and stock volatility or the relationship 

was uncorrelated because of the opposing effects. 

4.5 Summary of Previous Interim Disclosure Research and Limitation 

4.5.1 Summary of Interim Disclosure Research 

Table 4.1 presents a summary of all the studies that have been reviewed in this 

chapter. The table shows the study, the country where the study was undertaken, 

the objective of the study, the sample, the theoretical framework employed, the 

statistical analysis undertaken, and the findings of the study. 
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Table 4.1: Summary of Studies on Interim Disclosure Practices 

Study Country Aims Sample Size and Theoretical Statistical Findings 
of Study Population Framework Analysis 

Disclosure Variables Variables 
Status Confirmed not 

Confirmed 
Taylor, 1965 us Determine disclosure 600 listed companies None Descriptive Companies Not applicable Not applicable 

practices used in the CPA analysis provided 
Annual Report information in the 
Survey absence of any 

regulatory 
standards or 
requirements 

Financial analysts 
found interim 
reports useful 

Holmes, 
1971 

UK Determine disclosure 
practices 

29 companies 
selected from the UK 

None Descriptive 
analysis A large number of 

Not applicable Not applicable 

top 100 of the Times the top 100 
1000 companies did not 

provide interim 
reports 

Schoch, 
1974 

UK Determine disclosure 
practices 

16 UK companies 
included in a larger 

None Descriptive 
analysis 

Companies 
provided mostly 

Not applicable Not applicable 

sample comprising income statement 
four countries items. 
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Study Country Aims Sample Size and Theoretical Statistical Findings 
of Study Population Framework Analysis 

Disclosure Variables Variables 
Status Confirmed not 

Confirmed 
Leftwich et us Examine motivations 61 companies listed Agency Theory Multiple Pressures other than Company size Capital 
al., 1981 for interim disclosure on New York and regression the agency Stock listing structure 

frequency American Stock analysis problems contribute Inertia Asset-in-place 
Exchanges to the publication of 

interim reports 
Lunt, 1982 UK Determine disclosure 107 UK companies None Descriptive Low disclosure Company size, Not applicable 

practices selected from Times analysis levels but no 
1000 significant test 

performed 
Cholmeley, UK Determine disclosure l 00 UK companies None Descriptive Low disclosure Not applicable Not applicable 
1982 practices selected from analysis levels 

ICAEW's annual 
survey of 3 00 largest 
companies 

Maingot, UK Determine disclosure 37 and 43 companies None Descriptive Disclosure was Not applicable Not applicable 
1983 practices for 1975 and 1979 analysis guided by the LSE 

respectively selected requirements. 
from all industrial 
companies with Variations in the 
ordinary share levels of disclosure. 
listings on LSE 

Canada Determine disclosure 150 companies listed None Descriptive High disclosure Not applicable Not applicable 
practices on Toronto Stock analysis levels 

Exchange No attempt to 
determine why 
companies 
disclosed 
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Study Country 
of Study 

Aims Sample Size and 
Population 

Theoretical 
Framework 

Statistical 
Analysis 

Findings 

Disclosure 
Status 

Variables 
Confirmed 

Variables 
not 

Confirmed 
Shores, 1990 us Examine whether 

there is an association 
between interim 
disclosure levels and 
security returns at 
earnings 
announcements 

2156 annual earnings 
announcements by 
OTC firms during 
1983-84 

Capital market 
hypothesis 

Multiple 
regression 
analysis 

Stronger 
announcements for 
large companies 
than small 
compames 

Company size 

Bradbury, 
1991 

New 
Zealand 

Examine relationship 
between company 
characteristics and 
interim disclosure 

158 firms listed on 
New Zealand Stock 
Exchange between 
1973-1976 

Agency theory, 
Signalling 
theory 

Logistic 
regression 
analysis 

Disclosure highly 
variable 
Achieved 
likelihood ratio of 
12.5% 

Interim 
dividend, 
financial 
leverage, 
unexpected 
earnings, 
company size, 
non-manager 
shareholding 

Industry 

Bradbury, 
1992 

New 
Zealand 

Examine associations 
between interim 
disclosure and 
corporate attributes 

172 companies listed 
on New Zealand 
Stock Exchange 

Agency Theory 
Signalling 
Theory 

Multiple 
regression 
analysis 

Not applicable Industry type 
Unexpected 
earnings 

Company size 
Earnings 
volatility 

Coopers & 
Lybrand, 
1992 

UK Determine disclosure 
practices 

100 FTSE 500 
companies 

None Descriptive 
analysis 

Low disclosure 
levels 

Not applicable Not applicable 

McEwen 
and 
Schwartz, 
1992 

us Determine 
compliance with APB 
28 

76 US companies 
selected from Fortune 
500 

None Descriptive 
analysis 

Low compliance 
with APB No. 28 
Disclosure levels 
vary 

Not applicable Not applicable 
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Study Country Aims Sample Size and Theoretical Statistical Findings 
of Study Population Framework Analysis 

Disclosure Variables Variables 
Status Confirmed not 

Confirmed 
Patient and UK Determine disclosure 168 UK companies None Descriptive Low disclosure Not applicable Not applicable 
Elwell, 1993 practices selected from FTSE analysis levels 

500 

Hussey and UK Detennine disclosure 223 UK listed None Descriptive and High compliance Company size Not applicable 
Woolfe, practices companies selected univariate with LSE 
1994 from LSE Year Book analysis requirements 

Low voluntary 
disclosure levels 

Arthur UK Determine disclosure 250 companies from None Descriptive Low disclosure Not applicable Not applicable 
Andersen & practices FTSE 500 analysis levels 
Co., 1995 
Deloitte and UK Determine disclosure 100 UK companies None Descriptive Low disclosure Not applicable Not applicable 
Touche, practices selected from FTSE analysis levels 
1995 500 
Tan and Australia Determine 89 Australian Agency Theory Multiple Singaporean Company size Industry type 
Tower, 1997 and compliance with companies listed on regression companies showed Financial 

Singapore disclosure rules Australian Stock analysis higher compliance leverage 
Exchange and 97 with mandatory Country of 

Determinants of Singaporean requirements than origin 
differences in companies listed on Australian 
compliance with Stock Exchange of companies. 
disclosure rules Singapore 

Hussey and UK Determine growth in 138 UK listed Agency theory Univariate Increase in Company size Industry type 
Woolfe, publication of companies from LSE analysis publication of 
1998 auditors' review listings auditors' review 

report report 
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Study Country Aims Sample Size and Theoretical Statistical Findings 
of Study Population Framework Analysis 

Disclosure Variables Variables 
Status Confirmed not 

Confirmed 
Nieuwoudt, South Determine 50 companies listed None Descriptive High compliance Not applicable Not applicable 
1998 Africa compliance with on Johannesburg analysis with interim 

international and Stock Exchange reporting standards 
local interim 
reporting standards 

Schadewitz Finland Examine 70 companies listed Agency theory Multiple Model explained Business risk Market risk 
and Blevins, determinants of on Helsinki Stock Signalling regression 42.1 % of variations Gearing Stock price 
1998 disclosure in interim Exchange over period Theory analysis in disclosure Company size adjustment 

reports in emerging 1985 to 1993 Information risk Market maturity 
capital market and capital need Governance 

Theory Profitability 
Arthur UK Disclosure practices 250 UK companies None Descriptive Increased Not applicable Not applicable 
Andersen& to compare with 199 5 selected from FTSE analysis disclosure levels 
Co., 1999 study 500 compared to 1995 

study 

Bagshaw, UK Determine UK 30 listed None Descriptive Extent of disclosure Not applicable Not applicable 
1999 compliance with ASB companies selected analysis greatly improved 

(1997) Statement of from FTSE 100 High compliance 
Interim Reports with ASB statement 

Botosan and us Examine motivation 180 US companies Capital market Multiple Few differences Acquisition Analyst 
Harris, 2000 for a change in with three or more hypothesis regression between change and transactions following

disclosure frequency segments and analysis non-change Market liquidity 
of segmental included in 1995 companies Industry 
information Compustat Industry 

Segment Tape 
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Study Country Aims Sample Size and Population Statistical Findings 
of Study Theoretical Framework Analysis 

Disclosure Variables Variables 
Status Confirmed not 

Confirmed 
Chen et al., us Determine factors 2551 finns in Wall Capital market Multiple 52% of companies Industry None 
2002 that motivate 

managers to include 
balance sheet 
information with 
quarterly earnings 
announcements 

Street Journal 
ProQuest Database 

hypothesis regression 
analysis 

included balance 
sheet information 
with quarterly 
announcements 
Model explained 
49.85% of 
variations in 
disclosure 

Company age 
Profitability 
Acquisition or 
merger 
transactions 
Unexpected 
earnings 
Volatile stock 
returns 
Large forecast 
errors 
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4.5.2 Limitations of Studies on Interim Disclosure 

The two main streams of empirical interim disclosure research reviewed in this 

chapter (see Table 4.1) have uncovered two important issues related to disclosure 

practices in interim reports. First, they provide evidence of the differences in 

interim disclosure among companies. Secondly, the empirical literature 

documents associations between interim disclosure and a number of corporate 

attributes. However, these studies, particularly those conducted using UK data, 

have a number of limitations that support the need for further research in interim 

disclosure. 

First and foremost, they concentrate on large companies. For example, Cholmeley 

( 1982) selected the sample from the 300 largest UK listed companies used in the 

annual survey of the Institute of Chartered Accountants in England and Wales. 

The survey by Lunt (1982) was based largely on a systematic random sample of 

companies within the "Times 1000". Patient and Elwell (1993) provide evidence 

from 100 companies selected out of the top UK 500 listed companies. Similarly, 

Bagshaw ( 1999) selected the sample of companies from the FTSE 100 companies. 

Finally, in the US, McEwen and Schwartz (1992) used companies selected from 

the "'Fortune 500". These are all very large companies. This approach seems to 

imply that large companies adequately reflect interim disclosure practices of all 

listed companies ( e.g., Cooke, 1989). Undoubtedly, large companies are of major 

economic significance, and are expected to be leaders in financial reporting 

practices. However, the results based on reporting practices of large companies 
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may not be representative, because smaller listed companies may adopt different 

disclosure practices and their level of disclosure may not be as extensive as that of 

larger companies (e.g., Cooke, 1989; Adhikari and Tondkar, 1992). Consequently, 

the results may reflect what large companies do, and therefore cannot be 

generalised to all listed companies. As the existing evidence indicates ( e.g., Lang 

and Lundholm, 1993, 1996; Healy et al., 1999), financial analysts mostly follow 

large companies, and therefore large companies are under pressure to increase the 

extent of disclosure in the interim reports. In this study, a random sample of all 

companies listed on the LSE is made to ensure the inclusion of both small and 

large companies. 

A second and also important limitation is that most of the studies (particularly 

those in the UK) lack theoretical underpinning to support the investigation. This 

lack of theoretical underpinning is responsible for their failure to explain why 

there are differences in interim disclosure levels among companies. Previous 

annual disclosure studies (e.g., Depoers, 2000; Ho and Wong, 2001) have 

employed the agency theory and capital market transactions theory to examine 

why companies disclose different levels of information. Where some theoretical 

framework was used, the number of possible determinants of disclosure examined 

has been very small. For example, Hussey and Woolfe (1998) investigated the 

association between the publication of an auditors' review report and only two 

variables ( company size and industry membership). Yet there are several factors 

that may explain the differences in interim disclosure. 
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Another limitation is that the studies have not examined the association between 

different types of interim disclosure (i.e., management commentary, financial 

statements, and accounting policies and other information) and corporate 

attributes. As Dye (1985) suggested, there may be differences in disclosure 

behaviour depending on the nature of the information concerned. The only three 

studies that have examined a particular aspect of disclosure are Hussey and 

Woolfe (1998) (publication of the auditors' review report), Botosan and Harris 

(2000) (the change in segment disclosure frequency) and Chen et al. (2002) (the 

inclusion of balance sheet information). The problem with these studies is that 

they have examined the particular aspect of disclosure globally and not the 

individual disclosure items within the type of disclosure. Furthermore, because 

they only examined one aspect, it is not clear whether the results are applicable to 

overall, as well as to other subcomponents of the interim report. 

The fourth limitation is that an important aspect of whether the interim disclosure 

levels reflect what users of interim reports consider useful disclosure has not been 

addressed by previous studies. The analysis undertaken by many of these studies 

assumed that all disclosure items are equally important to the users. But surely, 

certain items are likely to be more important to users than others. Therefore the 

results of the studies may be limited in their ability to capture interim disclosure 

quantity and quality as perceived by interim report users (e.g., Clarkson et al., 

1999). To address this limitation, recent studies have employed report users' 

judgements as a basis for measuring the extent of disclosure. For example, 

Clarkson et al. (1999) used ratings of investment analysts, and Baron et al. (1999) 
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used ratings by SEC personnel to evaluate the quality of management discussion 

and analysis disclosures. These studies suggest that measuring disclosure in terms 

of users' judgements provides more useful data on the extent of disclosure in 

financial reports. Indeed, Buzby (1974) recommends that if the quantity of 

disclosure was to be gauged against the needs of a user group, it is useful to 

introduce weights which reflect the differing values the user group places on the 

different items of information. This aspect is particularly importru1t for interim 

disclosure, because while interim reports may serve as general-purpose reports, 

their publication is mostly targeted at investors. 

The fifth limitation is that, apart from Schadewitz and Blevins (1998), who 

investigated institutional investors, no single study has examined the impact of 

corporate governance control mechanisms on the extent of interim financial 

disclosure, although it has been suggested that the role of the board of directors is 

to also ensure the quality of interim financial reporting (Cadbury, 1992; Higgs 

Report, 2003). Examining the relationship between corporate governance 

characteristics and interim disclosure is important in understanding whether the 

board has a role in the interim financial reporting process. 

Finally, the question of disclosure has not been examined in the context of the 

level or extent of disclosure, particularly in the UK. With respect to this, studies 

have not assessed what and how much is disclosed, but what and how many 

companies disclose the information. Such an approach limits what can be learnt 

about the level of disclosure in UK interim reports. The results obtained through 
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this methodological approach of measuring disclosure practices are not very 

predictive of the level of disclosure. 

The current study seeks to address some of these limitations in an attempt to 

assess disclosure practices in the interim reports of UK companies listed on the 

LSE. Not only does the study examine disclosure practices, it also seeks to 

determine whether users perceive the information disclosed in the reports as 

important (the literature dealing with the usefulness of interim reports was 

discussed in Chapter 2, section 2.6). In this respect, a survey of investment 

analysts (as principal users of interim reports - see Chapter 2 for a discussion of 

users of interim information) is undertaken to determine their perception of the 

importance of the various items of infonnation that may appear in interim reports. 

The study also examines the extent to which the level of disclosure in the reports 

meets the requirements of the users, measured on the basis of weights attached to 

the various items of information by the investment analysts. 

The study also investigates the possible determinants of cross-sectional 

differences in the level of disclosure in interim reports, both globally and on the 

basis of the different types of disclosures. To investigate the detemunants, this 

study employs agency theory and capital market transactions theory to examine 

why companies engage in interim disclosure. In this respect the study examines 

several corporate attributes ( company size, financial leverage, profitability, 

liquidity, proportion of outside directors, executive directors' shareholdings, 

acquisition transactions, techMARK listing, listing status, substantial institutional 
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investors, external auditor involvement, shareholding of audit committee 

members, company age, payment of an interim dividend and CEO age). Some of 

these factors (e.g., proportion of outside directors, executive directors' 

shareholdings, acquisition transactions, listing status, substantial institutional 

investors, company age, and CEO age) have been examined in previous annual 

disclosure studies (e.g., Cooke, 1989; Lang and Lundholm, 1993, 1996; Depoers, 

2000; Owusu-Ansah, 2000; Ho and Wong, 2001), but have not been examined in 

any interim disclosure study. Others have not been investigated by any previous 

studies ( e.g., shareholding of audit committee members, external auditor 

involvement and techMARK listing), but are considered as potential determinants 

of accounting information disclosure in the interim reports.22 

4.6 Summary and Conclusions 

In this chapter, the previous empirical literature concerned with disclosure in 

interim reports was reviewed. The purpose of the review was noted as to help in 

discovering what has been researched and is known regarding interim disclosure, 

and also to establish the theoretical framework and the suitable methodology for 

the study. 

The literature reviewed in this chapter divides into two streams. The first stream is 

concerned with the descriptive surveys of the state of interim reporting without 

making references to the levels of disclosure in a quantitative manner. 

Furthermore, no analysis has been made to determine the factors that influence the 

22 The reasons why these corporate attributes are expected to have an influence on interim 
disclosure are discussed in Chapter 6. 
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different disclosure practices among companies. It was noted that in the UK, 

previous studies of interim disclosure practices have almost exclusively focused 

on this stream of research. 

The second stream of the literature, which is closely related to the present study, 

examines not only the levels of disclosure, but also the determinants of differences 

in disclosure levels among companies. The literature revealed that there are 

differences across countries and among companies in the same cotmtry. The major 

determinants of differences an1ong companies were identified as company size, 

industry type, financial leverage, acquisition transactions, and profitability. Other 

determinants that have been examined include payment of an interim dividend, 

analyst-following, company age, unexpected earnings, liquidity, auditor 

involvement, proportion of non-manager shareholders, assets in place, 

governance, business risk, and market risk. 

Whilst the studies reviewed in this chapter uncovered important issues concerning 

interim disclosure practices, they have a number of limitations that suggest that 

further research is required to gain an in-depth understanding of the practices. 

These limitations include (1) concentration on large companies, (2) lack of 

theoretical underpim1ing, (3) a small number of determinants in their regression 

models, (4) failure to examine the different types of disclosures, and finally, (5) 

failure to examine the usefulness of information items to users of interim reports 

and failure to examine interim disclosure on the basis of what users perceive to be 

important. 
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CHAPTER 5: EXPLANATIONS OF VOLUNTARY FINANCIAL 

DISCLOSURE 

5.1 Introduction 

Gibbins et al. (1990, 1992) stated that financial reporting regulations prescribe 

only minimum disclosure requirements. These regulations neither restrict 

companies from voluntarily providing additional disclosure nor determine the 

characteristics (e.g., nature, form) of disclosure. Hence, companies are provided 

with substantial scope for managing disclosure, including disclosures relating to 

interim reports.23 Indeed, a review of the disclosure literature in the previous 

chapter provided evidence consistent with the proposition that companies disclose 

more information in interim reports than mandated. Furthermore, the literature 

also indicated the existence of differential levels of disclosure among different 

companies. This suggests that despite the fact that the disclosure of information is 

costly, companies still find it in their interest to expend resources on disclosure. 

Building upon the theory of the firm ( e.g., Coase, 1937), the disclosure literature 

(e.g. Jensen and Meckling, 1976; Ross, 1979; Leftwich et al., 1981; Watts and 

Zimmerman, 1986, 1990) has suggested a number of theories that seek to explain 

23 In the UK, the LSE listing requirements (The Listing Rules, 1999) require that companies 
publish a condensed income statement and an explanatory statement. The Companies Act 1985 (as 
amended by the 1989 Act) and accounting standards do not require publication of interim reports. 
However, the ASB (1997) published a non-mandatory best practice statement on the nature and 
extent of disclosure in the interim reports ofUK listed companies. 
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company disclosure behaviour. Three of the common theories suggested are 

agency theory, capital market theory, and political cost theory. From the 

perspectives of these theories, financial disclosure is seen as an efficient system to 

overcome the principal-agent problem, or as a reaction to reduce information 

asymmetry in the capital market, or as a way of lowering politically associated 

costs. Thus all three theories predict enhanced financial disclosure in the different 

media through which companies communicate with interested parties. 

The objectives of this chapter are two-fold. First, it seeks to provide an extensive 

and accessible review of the three theories of financial disclosure that dominate the 

disclosure literature. In this respect, both the theoretical basis of, and the 

supportive evidence presented in the extant literature for the theories are reviewed. 

Second, the chapter attempts to show that these three theories of financial 

disclosure have distinctive implications for the management of interim financial 

disclosure by listed companies. The review of the theories in this chapter (together 

with the empirical literature in Chapter 4) will be used in Chapter 6 as a basis for 

the formulation of a set of hypotheses referring to the relationship between the 

extent of interim disclosure and corporate attributes. 

The rest of the chapter is organised in the following way. First, in section 5.2, a 

review of the literature on agency theory and its implications for interim disclosure 

are considered. In section 5.3, the literature on the capital market based theories is 

reviewed. Within this section, a discussion of the signalling theory, capital need 

theory and management talent signalling theory is carried out, together with the 
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implications that these theories have for interim disclosure. Section 5.4 is 

concerned with the literature on the political cost theory, including the 

implications of the theory for interim disclosure. The final section presents a 

summary of the chapter and conclusions. 

5.2 Agency Costs and Financial Disclosure 

Agency theory provides one of the most important explanations for company 

disclosure behaviour in the financial reports. The theory is concerned with the 

problem of separation of ownership and control of the company (e.g. Jensen and 

Meckling, 1976), between the different suppliers of capital (e.g. Smith and 

Warner, 1979; Kelly, I983), and in the separation of risk-bearing firms ( e.g. Fama 

and Jensen, 1983). It is based on the dyadic contractual relationship between the 

principal and the agent. Jensen and Meckling (1976, p.308) have defined an 

agency relationship "as a contract under which one or more persons (the 

principals) engage another person (the agent) to perform some service on their 

bchal f which involves delegating some decision-making authority to the agent." 

Applying this to a company, an agency relationship exists between the 

shareholders (or owners/investors) and/or creditors (as principals) and the 

management of the company (as agents). There are two different forms of agency 

relationship between the suppliers of capital (shareholders/investors/creditors) and 

company managers: shareholder-manager relationship and debtholder-shareholder 

manager relationship. 
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5.2.1 Shareholder-Manager Agency Problem 

Following Berle and Means (1932), there has been broad agreement among 

agency theorists that managers have more discretion to pursue their own interests 

at the expense of shareholders' interests to the extent that shareholdings are 

dispersed. They argue that the lack of a controlling block of ownership in the 

company, coupled with a trend towards the delegation of the administration of the 

company to professional managers rather than shareholders, has led to a 

separation of ownership and control of the company. This separation of ownership 

by shareholders from control by managers can create agency problems in two 

ways. First, the manager's greater familiarity with the company and its activities 

results in an infom1ation asymmetry that leaves the shareholders unable to 

evaluate the extent and quality of the manager's efforts (e.g. Fama and Jensen, 

1983; Eisenhardt, 1989). Thus, managers' involvement in the daily operations of 

the company gives them, and not the shareholders, privileged access to 

information concerning company outcomes both positive and negative 

(Eisenhardt, 1989). As a result, conflicts of interests arise between shareholders 

and managers because their interests diverge with respect to the revelation of 

these outcomes, particularly negative outcomes. 

Secondly, because the manager cannot diversify employment risk as easily as the 

shareholder can diversify investment risk, the expected cost of compensation may 

be increased. Thus, greater compensation risk may cause the manager to exercise 

unwarranted conservatism in the choice of projects in order to avoid jeopardising 

compensation and career security (e.g. Kaplan and Atkinson, 1989). These factors 
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provide the manager with the opportunity and incentive to engage in behaviours 

contrary to the interest of the shareholders. 

5.2.2 Debtholder-Shareholder Manager Agency Problem 

In addition to the composition of manager and shareholder's financial claims, the 

benefits of monitoring are also dependent upon the structure of the firm. Myers 

(1977) suggests that assets owned are also more likely to be financed with debt. 

Therefore, an agency relationship also exists between debtholders and 

shareholder-managers (executive directors). The presence of debt in the capital 

structure induces shareholder-managers to take actions that tend to reduce the 

value of the firm. For example, managers could issue additional senior debt and 

use the proceeds to pay dividends or by ta.king on high risk capital projects ( e.g. 

Smith and Warner, 1979; Watts and Zimmerman, 1986). The issuance of new 

senior debt and payment of dividends reduces the likelihood that there will be 

sufficient resources available to repay fully existing or lower priority debt in the 

event of financial distress, thus benefiting the shareholder-manager at the expense 

of the debtholder. High risk capital projects increase the likelihood of both good 

and bad outcomes. In the event that the project outcomes are good, the 

shareholder-manager will benefit disproportionately. On the other hand, when the 

outcomes are bad, they are disproportionately borne by debtholders (e.g., Healy 

and Palepu, 2001 ). 
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5.2.3 Mechanisms for Reducing Agency Problem 

There are a number of mechanisms that exist to reduce the agency problem, which 

include optimal contracts, accountants/auditors, the board of directors, and 

information intermediaries. According to Abrahamson and Clark (1994), 

management would always act opportunistically unless shareholders, directors and 

accountants pressure them to reveal the outcomes of their activities. Healy and 

Palepu (2001) also suggest that information intermediaries may also mitigate 

agency problems created by the separation of ownership from control of a 

company. However, these mechanisms frequently require managers to disclose 

relevant information that enables them to monitor compliance with contractual 

agreements, and to evaluate whether managers have managed the company's 

resources in the interests of investors. 

5.2.3.1 Optimal Contracts 

Optimal contracts between managers and investors seek to align the interests of 

managers with those of equity and debt claimants (e.g., Jensen and Meckling, 

1976; Healy and Palepu, 2001). These contracts that investors enter into with 

managers of the company are dependent on the information generated by the 

company's reporting system, as both inputs into the contracts, and as monitoring 

devices for their enforcement. Thus, in the absence of regulation to publish 

infonnation, shareholders and/or debt-holders would find it valuable to generate 

detailed reports by which they can monitor the performance of managers (e.g., 

Watts, 1977; Watts and Zimmerman, 1986). Generation of such reports translates 

into higher transaction costs for investors. However, with rational expectations, these 
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external monitoring costs are borne by managers or shareholder-managers ( e.g., 

Jensen and Meckling, 1976), in that shareholders or creditors would raise the 

required rate of return and lower the company's share price. It would therefore be in 

the interest of the managers to keep the transaction costs at the lowest possible level. 

Accordingly, they would have incentives to disclose information regularly through 

financial reports and other communication media to enable shareholders and debt

holders to monitor compliance with contractual agreements, and to evaluate whether 

managers have managed the firm's resources in the interest of external investors 

(e.g., Healy and Palepu, 2001). In so doing, managers are more cost effective than 

external parties (e.g., Kelly, 1983), because they already generate this information 

both for internal and external decision-making. Hence, the marginal costs of 

providing this information are relatively lower than if the information were to be 

produced by those outside the company. 

5.2.3.2 Board of Directors 

Another mechanism for reducing the agency problem between managers and 

outside investors is the board of directors. The role of the directors is to monitor 

and discipline management (including executive directors) on behalf of external 

shareholders, and they therefore have a fiduciary duty to enforce the disclosure of 

high levels of information, including negative organisational outcomes. They have 

a duty to audit corporate managers' performance and to see that proper reports are 

given to shareholders (e.g., Abrahamson and Clark, 1994). In this respect there has 

been a number of initiatives designed to strengthen the monitoring role of the 

board of directors. Such initiatives include non-executive directors and audit 
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committees (Cadbury Report, 1992; Blue Ribbon Committee, 1999; Higgs Report; 

2003; Smith Report, 2003). 

5.2.3.3 Accountants/ Auditors 

Agency theorists have recognised the possibility that accountants, by virtue of 

their expertise in reviewing financial statements, can reduce information 

asymmetries between shareholders and managers, thereby forcing managers to 

disclose more information ( e.g., Antle, 1982; Baiman et al., 1987; Baiman, 1990). 

This assumption seems eminently reasonable, given that the law (e.g. Companies 

Act, 1985, as amended by the 1989 Act), accounting standards and Stock 

Exchanges ( e.g. LSE) require that disclosures of financial performance be audited 

by professional accountants as a safeguard against concealment of organisational 

performance. In the UK, there is no requirement for interim reports and accounts 

to be audited. However, the ASB (1997) recommends that these reports and 

accounts should be reviewed by external auditors. 

When accountants find a company's financial statements completely consistent 

with generally accepted accounting standards, they issue an 'unqualified' opinion 

of the company's position. When, however, they find that they must discuss non

adherence to accounting standards in certain aspects of a company's financial 

statements, they issue a 'qualified' opinion. Under these circumstances, the 

financial reports come under greater scrutiny by shareholders, creditors, and other 

interested stakeholders. This greater scrutiny may limit officers' use of 

concealment strategies. and instead encourage them to resort to higher levels of 



disclosure as a means of explaining to investors the problems that the company 

might be facing, and indeed the steps managers are taking to address them. 

According to Watts and Zimmerman (1983), however, auditors may not alleviate 

the agency problem between managers and investors. They argue that external 

auditors act in the interest of the managers that hire them, rather than in the interest 

of the company's investors. They provide evidence that is weakly consistent with 

the hypothesis using data on auditors' responses to proposed new accounting 

standards. Indeed, the Enron case seems to be supportive of Watts and Zimmerman 

(1983). As Schmitt (2002) suggests, Enron's external auditors colluded "With 

managers to conceal negative information about the company's transactions. 

5.2.3.4 Information Intermediaries 

Healy and Palepu (2001) suggest that information intermediaries such as 

investment analysts and rating agencies might also work as a mechanism to 

reduce agency problems. These engage in private information production to 

uncover any misuse of firm resources by company management. Investment 

analysts, for example, collect information from public and private sources, 

evaluate the current performance of firms that they follow, make forecasts, and 

recommend that investors buy, hold or sell the company's shares. Thus, these can 

reveal whether managers are acting in the best interest of the shareholders, and 

indeed can impact negatively or positively on the company's market value (e.g., 

Givoly and Lakonishok, 1979; Lys and Sohn, 1990; Francis and Soffer, 1997). 

Such threat to market value of the firm can be sufficient incentive to align 
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managers' interest with those of shareholders. Hence, information intermediaries 

could pressure managers to disclose all relevant information to investors, thereby 

reducing information asymmetry and associated agency problems. 

5.2.4 Evidence for Agency Explanation of Financial Disclosure 

Support for the agency explanation of disclosure has been found using several 

hypotheses. Researchers have examined in this respect hypotheses linking annual 

disclosure levels to financial leverage (e.g., Wallace et al., 1994; Tauringana, 

1997; 2002; Watson et al., 2002), audit firm size (e.g., Chow and Wong-Boren, 

1987) and directors' shareholdings, the proportion of non-executive directors, and 

the presence of audit committees (e.g., Craswell and Taylor, 1992; Forker, 1992; 

Malone et al., 1993; McKinnon and Dalimunthe, 1993; Hossain et al., 1994; 

Raffoumier, 1995; Ho and Wong, 2001). A second support for the agency theory 

explanation of financial disclosure has focused upon examining the link between 

annual disclosure and listing status (e.g., Cooke, 1989; Tauringana, 1997; Depoers, 

2000), arguing that listed companies have higher agency costs than unlisted 

companies due to the dispersion of shareholdings. This type of research has also 

included the examination of differences between multiple listed companies and 

companies listed on one stock exchange only, on the basis that multiple listed 

companies have higher agency costs (e.g. Cooke, 1989; Adhikari and Tondkar, 

1992; Depoers, 2000). 
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5.2.5 Implications of Agency Explanation for Interim Disclosure 

The agency theory explanation has some implications for the disclosure practices in 

interim reports. From the perspective of agency theory, interim disclosure can be 

seen as an effective means of reducing monitoring costs associated with the conflict 

of interest between shareholders and managers, and between shareholder-managers 

,md creditors. Although many of the financial restrictions, in the form of debt 

priorities and limitations on the total debt issued, are normally contracted in terms of 

annual accounting numbers (e.g., Schipper, 1981; Bradbury, 1991), monitoring of 

such contracts is a continuous process that should not wait until the annual 

statements are published. Therefore, interim reports are more likely to be a source of 

information necessary for monitoring debt contracts. Day and Taylor (1996a) 

document evidence in the UK supporting this argument. They examined loan 

contracts of UK corporate borrowers and found that loan documentation contained 

terms concerning the provision of interim accounts to lenders for covenants 

monitoring. They also found that companies provided the interim information to the 

lenders as required by the terms of the loan. 

Interim repo1is provide the information that is necessary for the continued 

monitoring of contracts by shareholders and creditors to ensure that the managers' 

and creditors/shareholders' interest are aligned. They assist shareholders and 

creditors to link the performance of the company in the second half of the year to 

that of the first half and previous periods, and therefore be able to identify whether 

management are acting in the shareholders' interest. In other words, shareholders 

and crt:!ditors are able to monitor adherence to their contracts, not only at the end 
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of the year but also during the year. Indeed, one of the objectives for interim 

disclosure is to help shareholders/investors evaluate management stewardship of 

the company's resources (e.g., FASB, 1978; Lunt, 1982; Hussey and Woolfe, 

1994; Coopers and Lybrand, 1992; ASB, 1997). 

5.3 Capital Market-Based Explanations and Financial Disclosure 

The capital market theory of financial disclosure posits that managers of stock 

exchange listed companies have incentives to provide higher levels of disclosure 

to reduce the information asymmetry problem, thereby increasing the value of the 

firm and reducing the firm's cost of external financing (e.g., Healy and Palepu, 

2001). Barry and Brown (1986) and Merton (1987) model the premium that 

investors demand for bearing information risk when there is information 

asymmetry between managers and outside investors, and reach a similar 

conclusion. Therefore, managers can reduce their cost of capital by reducing 

information risk through increasing the level of disclosure. In this section, three 

theories that support the capital market theory of disclosure are discussed. These 

are the signalling theory, the capital need theory, and management talent 

signalling theory. 

5.3.1 Signalling Theory 

Signalling theory addresses the problems that could arise because of the· existence 

of information asymmetry in the capital markets. The theory shows how the party 

with more information could reduce the information asymmetry by releasing it to 

the others. It was developed in economics ( e.g., Akerlof, 1970; Spence, 1973) to 
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deal with the problems where buyers are imperfectly informed about the quality of 

products or services in the market. Although the theory was developed in the 

context of consumer goods markets, signalling is a general phenomenon applicable 

in any market characterised by information asymmetry ( e.g., Morris, 1987). 

Ross (1979) uses the signalling theory to explain how and why managers would be 

interested to disclose information about the prospects of the company to the capital 

market voluntarily. He argues that the capital market provides the only objective 

evaluation of management performance through the price it places on a company's 

shares. If managers' performance is bad, the company's share price will drop, 

thereby lowering the value of the company. Good performance will drive up the 

share price and the company's market value. This objective evaluation is 

dependent on the information made available to the capital market about the 

company. Therefore, the capital market will reach a consensus about the market 

value of each company's shares based on the information available on the 

company. In the face of information asymmetry, buyers of a company's shares 

would discount their offers based on the probability that it will turn out to be a 

'lemon' (e.g., Akerlof, 1970). 

It would therefore be in the best interest of managers with good news to disclose 

more information in their interim reports, because it would raise the value of the 

company and, concomitantly, the prospects of an increase in management 

compensation. According to Ross (1979), even companies with 'no news at all' 

will have an incentive to signal this to the capital market to distinguish themselves 
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from bad performers. That is, companies whose performance is stable will have 

incentives to signal 'no news' by publishing high levels of information in the 

interim reports and maintaining stable dividend levels to avoid being confused 

with companies with bad news or to avoid being labelled as a 'lemon.' 

Bar-Y osef and Livnat (1984) suggested that the signalling theory might also be 

applied to auditors in two ways. First, in the absence of regulation to appoint 

auditors, higher expected value firms are more likely to signal the quality of their 

infonnation by engaging an external auditor. Secondly, managers with information 

that implies superior future cash flows may signal their expectations to the market 

through engaging external auditors, particularly large audit firms. In the UK, there 

is no requirement to appoint an external auditor to audit or review interim 

accounts, although the ASB recommends that listed companies engage auditors to 

review them. UK listed companies may therefore signal the quality of their interim 

information by having their interim statements reviewed by external auditors. 

External auditors would also like to maintain their reputation in the capital market, 

and would encourage their clients to disclose all the available information in their 

reports. External auditors would likely not agree to review the accounts to mislead 

the market (e.g., Okcabol and Tinker, 1993). 

Whilst signalling theory provides plausible explanations for why managers of 

companies might be motivated to disclose all material information to the capital 

market it fails to account for non-financial motivations for suppressing
' 

information disclosure (e.g., Okcabol and Tinker, 1993). Many companies are 
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reluctant to disclose information for fear that it will aid their competitors. For 

example, balance sheet and income statement data, research and development, 

segmental information and earnings projections have all been cited as revealing 

potential useful data to competitors (e.g., Foster, 1980; Elliott and Jacobson, 

1994). It is on this basis that one of the key assumptions of signalling theory 

becomes questionable. Non-disclosure cam1ot always be taken by investors to 

mean bad news. It may be a signal that the company is protecting valuable secrets 

from competitors rather than hiding poor performance. Thus, the meaning of the 

signal can be ambiguous, in that investors would have no way of telling whether 

the news is good or bad. In addition, empirical tests of the strong form of the 

Efficient Market Hypothesis cast doubt on the proposition that the market forces 

promote sufficient disclosure for managers to act in their self-interest (e.g., Fama, 

1970). The results of the strong form tests show that corporate insiders, and indeed 

stock exchange specialists, benefit because of informational advantages. 

5.3.2 Capital Need Theory 

Investors are usually faced with the problems of making investment decisions 

under conditions of uncertainty, and must make these decisions on the basis of 

their current state of information ( e.g., Shores, 1990). Information can be regarded 

as the key element in reducing the amount of uncertainty surrounding the 

environment in which investment decisions are made. Rational investors would 

use all the available information in order to reduce the amount of uncertainty (risk) 

associated with an investment they intend to make. Information asymmetry 

translates into higher transaction costs for trading shares of a company, which in 
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turn raise the required rate of return and lower current share pnces. The 

information asymmetry perspective suggests that, ceteris paribus, managers 

wishing to maximise the value of their firm have incentives to reduce the degree of 

information asymmetry by increasing the disclosure of inforn1ation to the market 

(e.g., Botosan, 1997; Sengupta, 1998; Botosan and Plumlee, 2002). 

Choi (1973) has argued that an increase in corporate disclosure will help reduce 

investor uncertainty and this, in turn, will encourage them to accept a lower rate of 

return, resulting in a lower cost of capital to the company. Similarly, Dhaliwal 

(1979) has demonstrated analytically that an increase in disclosure v,,iJl reduce the 

level of risk the market attaches to a share. As the cost of equity is inversely 

related to the level of market risk, it follows that improved disclosure should 

reduce the company's cost of capital. Botosan (1997) also provides empirical 

evidence suggesting that greater disclosure is associated with a lower cost of 

equity capital. Sengupta (1998) finds a similar result, indicating a negative 

relationship between annual disclosures and the cost of debt. Piotroski (2000) also 

provides evidence that additional segment disclosures increase the market 

capitalisation of a firm's earnings. In a more recent study, Botosan and Plumlee 

(2002) provide further evidence of a negative relationship between analyst ratings 

of annual report disclosures and the equity cost of capital. According to Spero 

( 1979), increased disclosure tends to reduce the element of surprise about a 

company's operations by allowing for better estimates of the possible effects of 

future uncertainties on its operations. This would likely result in reduced 

uncertainty about the company, and hence a lower cost of capital to the company. 
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There are other studies that also provide additional evidence which supports the 

argument that increased information disclosure reduces a company's cost of 

capital by reducing non-diversifiable estimation risk. For example, Ba1Ty and 

Brown's (1985) theoretical study found that a lower systematic risk (Beta) was 

associated with higher levels of information. They concluded that more 

information leads to both lower estimation risk and convergence of expectations 

on the part of investors. Since Beta is considered an acceptable surrogate for cost 

of capital (e.g., Dhaliwal et al., 1979; Botosan, 1997; Botosan and Plumlee, 2002), 

the results suggest that increased disclosure of infonnation leads to a lower cost of 

capital. This argument recognises that the parameters of a security's return or pay

off distribution must be estimated by investors based on a firm's return history 

and/or other information available about the firm (e.g., Botosan, 1997; Botosan 

and Plumlee, 2002). 

Amihud and Mendelson (1986) claim that the cost of equity capital is greater for 

securities with wider bid-ask spreads. This is because investors demand 

compensation for the added transactions costs by raising the required rate of 

return. The level of information available about a company determines the bid-ask 

spread. Companies with greater information asymmetry are likely to have higher 

spreads than those with lower information asymmetry. Indeed, Welker (1995) and 

Healey et al. (1999) found that better disclosure was associated with smaller bid

ask spread. Coller and Yohn (1997) also show that management forecast reduce 

the bid-ask spread. Thus, companies disclosing more information can reduce the 
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adverse selection component of the bid-ask spread and also their cost of equity 

capital. Diamond and Verrecchia ( 1991) suggest that greater disclosure reduces the 

amount of information revealed by a large trade, thereby reducing the adverse 

price impact associated with such trades. As a result, investors are willing to take 

larger positions in a particular company's shares than they would otherwise do. 

This increases the demand for the company's shares, raises the current share price, 

and reduces the company's cost of capital. 

The argument that higher levels of disclosure reduce the cost of capital has also 

been supported by Horngren (1957) who posited that well-informed analysts and 

investors are likely to result in favourable impact on the company's share price. 

Indeed, Byrd et al. (1995) found that companies that hold meetings with financial 

analyst groups have had their share prices increased. The resultant higher share 

price would mean that in the event of a new share issue, the company would 

benefit in the fonn of larger net proceeds from such an issue of shares, and hence a 

lower cost of capital. On the other hand, if investors and financial analysts are not 

well informed about the company, they are likely to have unfavourable impact on 

that company's share price, thereby lowering the value of the company and 

concomitantly increasing the cost of raising additional capital. Healy and Palepu 

( 1993, 1995) also hypothesise that investors' perceptions of a firm are important to 

corporate managers expecting to issue public debt or equity. Thus managers who 

anticipate making capital market transactions have an incentive to provide more 

information in the interim reports to reduce the information asymmetry problem, 

thereby reducing the cost of capital. 
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Obtaining funds at a lower cost is a major objective of any company's investment 

financing decisions, and therefore managers of listed companies would be 

motivated to disclose more information in the interim reports to the capital market 

to achieve greater efficiency in lowering the cost of capital. The investors who 

provide the funding require regular updates about the company in order to help 

them in their assessment of the future cash flows, and indeed in predicting the 

company's likely annual results (e.g., Atrill, 1986; ASB, 1997). The company's 

share price is dependent on the ability of the investor to predict results, given 

available information about the company. Thus providing more information would 

improve investors' ability to assess the future earnings, reduce uncertainty, and 

consequently lower their required return. 

It may, however, be argued that only companies that frequently raise capital from 

the market are more likely to disclose higher levels of information than companies 

that do not ( e.g., Cooke, 1989). This argument casts doubt on the premise that 

even in the absence of disclosure regulations, companies would disclose all 

material information to the capital market. For example, companies that rely on 

financial institutions for their financing needs might have an incentive to engage in 

private information disclosure with the financial institutions rather than to disclose 

to the capital market in general. Holland (1997, 1998) provides UK evidence that 

indicates that listed companies engage in private information communication with 

financial institutions, to the extent that most of the information that is disclosed in 

published financial reports is already known to these institutions. Indeed, 
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Schadewitz and Blevins (1998) found that Finnish listed companies that relied on 

financial institutions for funding their projects disclosed less information in the 

interim reports than those that rely solely on capital markets in general. 

5.3.3 Management Talent Signalling Theory 

Trueman (1986) suggests that a firm's market value is a function of investors' 

perceptions of its managers' ability to anticipate and respond to future changes in 

the firm's economic environment. The earlier the investors infer that the managers 

have received information, the more favourable will be their assessment of the 

managers' ability to anticipate future changes, and the higher will be the firm's 

market value. Financial reports are one of the important media through which 

managers can signal their ability to respond to the firm's economic environment. 

In this context, management could use interim reports to signal their ability to 

monitor the environment and their ability to alter production plans, thereby 

reducing the uncertainty in the capital market. Market beliefs that managers are 

able to adjust production plans may result in an increase in the share price and, 

effectively, the value of the company (e.g., Healy and Palepu, 2001). Moreover, 

managers may enhance their reputations in the capital market and improve their 

opportunities in the job market ( e.g., Tasker, 1998). Hence they are more likely to 

be motivated to provide high levels of accounting disclosures. 

5.3.4 Implications of Capital Market Hypothesis for Interim Disclosure 

The capital market theory of disclosure has important implications for interim 

disclosure. First, Anslow (1979) suggests that interim disclosures may play an 

144 



important role in raising external finance, pointing out that rights issues are often 

announced with the publication of interim reports. This is important for listed 

companies, because research (e.g., Shores, 1990; Schadewitz et al., 2001) has 

demonstrated that interim information alters investors' beliefs about the attributes 

that cause shares to be of value. Thus, investors' expectations, and therefore the 

market consensus expectations of earnings, can be conditioned on the interim 

information, which then reduces the absolute value of the market's unexpected 

earnings at the annual announcement. Therefore the disclosure of high levels of 

interim information will help investors reduce uncertainty, and consequently this 

should result in a lower cost of capital for the company. 

Secondly, Dye (1985) argues that managers have incentives to make voluntary 

disclosures when the market participants find the disclosures to be useful in 

assessing firm value. Existing research indicates that investors respond to the 

release of interim information (e.g., Etter, 1998; Landsman et al., 2002; 

Schadewitz et al., 2002), thus suggesting that investors do find interim disclosures 

useful for valuing the shares of the company. With high levels of interim 

information, investors can estimate or predict the likely annual results with 

reasonable certainty ( e.g., Atrill, 1986), because more information is associated 

with less uncertainty ( e.g., Schadewitz et al., 2002). As the level of interim 

information increases, public information regarding more events with earnings 

implications is reflected in security prices prior to the release of annual earnings. 
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Thirdly, according to Trueman (1986), a manager's motivation to disclose higher 

levels of information comes not only with the desire to disclose news, but also to 

provide a positive signal of his or her ability to monitor the environment and adjust 

production plans. Whilst Trueman's (1986) analysis significantly deals with the 

disclosure of earnings forecasts, interim disclosures are used for predicting the 

annual outcomes, and assume a similar function to earnings forecasts24 • The 

publication of interim reports is one way by which managers can signal their 

ability to adjust to the changing environn1ent and achieve the objectives set out at 

the beginning of the financial year. 

5.4 Political Cost Theory and Financial Disclosure 

Disclosure of information in financial reports may also be explained in terms of 

political cost theory. Watts and Zimmerman (1978) argue that companies that are 

more sensitive to political pressures tend to choose accounting methods that 

alleviate political-related costs. According to Watts and Zimmerman (1986), 

political costs proxy for the possibility of government intervention. This is based 

on the assumption that companies that are large, high risk and highly unionised, 

amongst other attributes, are more visible, and thus are more likely to be the target 

of wealth transfers resulting from the political process. Watts and Zimmerman 

( 1978) state that the corporate sector is especially vulnerable to this wealth 

redistribution. 

24 The role of the interim report in predicting annual earnings is described in detail by Green 
(I 964) and Hakansson ( 1977). 
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To counter these potential costs, companies that are more visible in the public eye 

can be expected to engage in more informative disclosure to avoid government 

intervention, such as the imposition of higher taxes or regulation. However, 

Wallace et al. ( 1994) argue that such companies may actual reduce the level of 

disclosure in order to reduce the likelihood of political action. Attempts to validate 

the political cost theory on financial disclosure have focused on testing the 

hypotheses of the relationship between financial disclosure and company size ( e.g., 

Cooke, 1989; Wallace et al., 1994; Wallace and Naser, 1995; Depoers, 2000; 

Watson et al., 2002; Haniffa and Cooke, 2002). Other studies have used industry 

membership to proxy for political sensitivity (e.g., Patten, 1991; Deegan and 

Gordon, 1996). 

5.4.1 Implications of Political Cost Theory for Interim Disclosure 

It would seem that the political cost theory has few implications for interim 

disclosure, because interim reports are mainly targeted at investors ( e.g., ASB, 

1997; Schadewitz et al., 2001). They are not used as a basis for taxation by 

government, and public scrutiny of these reports is likely to be minimal ( e.g., 

Schadewitz and Blevins, 1998). Therefore the intervention of governments or 

pressure groups may be minimal. 

However, there may still be some implication for companies that operate in highly 

political visible industries (e.g., utilities, oil and gas). For example, in September 

2000, there was a wave of protests against the price of fuel in the UK. Subsequently, 

in November 2000, Royal Dutch Shell Company and BP Amoco published interim 
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financial results, which showed that they made huge interim profits (Jones, 2000). 

This attracted a lot of public attention, given the high petrol pump prices prevailing at 

the time. Calls were made by the public for higher taxation of the oil industry given 

the "conspicuously high profits" (Jones, 2000). Such public attention may lead 

companies to increase interim information disclosure in order to explain the sources 

of the profits and to show how the profits may benefit the public and the economy at 

large, thus reducing political costs ( e.g., Leftwich et al., 1981; Cooke, 1989). 

5.5 Summary and Conclusions 

The purpose of this chapter was to review the theories of financial information 

supply that have been employed to explain company disclosure 

variations/differences. Consistent with previous disclosure research, a number of 

theories capable of explaining company disclosure behaviour were discussed, 

including their implications for interim disclosure. 

The first explanation of disclosure discussed is the agency theory. The agency theory 

posits that the demand for information disclosure arises from agency conflicts 

between managers and outside investors. Such disclosure is required in order to 

aid outside investors to assess the stewardship role of management, that is, to 

ensure that management is acting in the investor's interest. Failure by management 

to disclose infomiation would results in agency costs, which they would want to 

reduce. It was argued that interim reports are an important means of helping to 

reduce the agency problem by providing information that is necessary and timely 

for continuous monitoring of management activities. 
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Secondly the capital market theories of disclosure were discussed. In this respect, 

the signalling theory postulates that managers would provide greater levels of 

disclosure to signal both their management capabilities and the financial position 

of the companies they manage. A company's market value is a function of 

investors' perceptions of its managers' ability to anticipate and respond to future 

changes in the company's economic environment. The earlier that investors infer 

that the manager has received information, the more favourable will be their 

assessment of the manager's ability to anticipate future changes, and the higher 

will be the company's market value. The notion that higher disclosure levels 

improve the liquidity of a company's shares and hence lower the cost of raising 

capital by the company, was also discussed. Disclosure reduces information 

asymmetries among infom1ed and uninformed investors. As a result, for 

companies with high levels of disclosure, investors can be relatively confident that 

share transactions occur at a fair price, increasing liquidity of the company's 

shares. The management talent signalling theory was also discussed. According to 

this theory, management has incentives to disclose information to signal their quality 

to the capital market, thereby enhancing their marketability in the job market. To 

date, there is no identifiable empirical evidence to support or refute this hypothesis. 

The final external influence discussed was political costs. Researchers use the 

existence of political costs to explain why firms adopt an income-reducing 

strategy. However, although the relationship between disclosure and political cost 
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is not as clear as the impact of political costs on income determination, political 

cost theory may be used to explain interim disclosure. 
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CHAPTER 6: THEORETICAL FRAMEWORK AND HYPOTHESES 

6.1 Introduction 

This research seeks not only to assess the extent of interim accounting disclosures, 

but it also aims to explain the determinants of variations in interim accounting 

disclosure. The purpose of this chapter is to discuss the theoretical framework 

under which the disclosure variations among companies can be explained. 

According to Zimmerman (1987), research must be based on a theoretical 

framework or model to direct the researcher to those facts that are considered 

important to collect and report on. Baiman (1990) shares this view, and argues 

that applying a theoretical model to the research problem underlying the study 

helps to direct and sharpen the focus of the enquiry. Gibbins et al. (1992) also 

suggest that theoretical structures assist in organising the researcher's thinking 

and provide a more systematic guide to understanding the phenomenon under 

consideration than does unguided intuition alone. 

This chapter draws from the different theories of financial disclosure reviewed in 

the previous chapter to develop the theoretical framework for explaining 

disclosure in the interim reports. A multiple theoretical approach to explaining 

company disclosure behaviour is essential in recognising the many factors that 

might have an impact on financial reporting practices. This is because disclosure 
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is a complex activity that there is no single theoretical perspective can explain it 

fully or completely (e.g., Wallace, 1987; Cooke, 1989). Whereas, for example, the 

agency theory may be appropriate for conceptualising the monitoring role of the 

directors (Daily et al., 2003), additional perspectives are required to explain other 

issues, such as the impact of the capital market and political pressures. 

The rest of this chapter is organised as follows. Following this introduction, the 

next section presents a pictorial display of the model of the extent of interim 

financial disclosure. Section 6.3 explains the link depicted in the model of the 

relationship between company-specific corporate attributes and interim disclosure. 

In section 6.4, the link between interim disclosure and corporate governance 

mechanisms is discussed. The final section presents a summary and conclusions. 

6.2 Interim Financial Disclosure Model 

In order to examine the impact of agency costs, capital market pressures and 

political costs on interim disclosure as discussed in Chapter 5, an Interim 

Disclosure Model was developed (Figure 6.1 ). The basis of the model is that 

company incentives for disclosing greater levels of interim information are driven 

by different forces (political costs, capital market pressures and agency costs). The 

extent to which the incentives are influenced by these forces differs from 

company to company (Gray et al., 1995). The model includes ten company

specific and five corporate governance attributes reflecting the forces of interim 

disclosure. The rationale for each attribute in the model and its relationship to 

interim accounting disclosures is discussed below. 
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Figure 6.1: Model for Extent oflnterim Financial Disclosure 

Forces of disclosure {Chapter 5) 

Political cost related pressures 

Capital market pressures 

Agency cost pressures 

Independent variables (Chapter 6) 

Company-Specific Attributes 
■ Company size ( +) 
■ Gearing ratio(+/-) 
■ Payment of interim dividend ( +) 
• Listing status ( +) 
■ Profitability ratio(+/-) 
■ Liquidity ratio ( +/-) 
• TechMARK listing ( +) 
• Acquisition transactions ( +) 
• CEO age(-) 
• Company age(+/-) 

Corporate Governance Attributes 
• Substantial institutional investors ( +) 
• Executive directors' shareholdings(+) 
• Proportion of outside directors ( +) 
■ Shareholding of audit committee members(+/-) 
■ External auditor involvement ( +) 

Dependent Variable (Chapter 9) 

Extent 

of 

Interim 

Disclosure 
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6.3 Company-Specific Corporate Attributes 

On the basis of a literature search and applicability to the environment in the UK 
' 

ten corporate attributes were included as company-specific. The possible impact 

of these corporate attributes on interim financial reporting are discussed in the 

following sections. 

6.3.1 Company Size 

Company size was discovered to exercise an influence over annual disclosure as 

early as 1961 by Cerf and several other studies thereafter (e.g., Buzby, 1975; 

Cooke, 1989; Wallace et al., 1994; Depoers, 2000; Tauringana, 2002; Watson et 

al., 2002). This research also predicts that company size can also be an important 

variable in explaining the variability in the extent of interim disclosure. A number 

of explanations are provided for the expectation of an association between the size 

of a company and the extent of interim disclosure. According to the political cost 

theory, large companies are generally exposed to political attacks, such as societal 

demands for greater regulation ( e.g. price controls), higher corporate taxes, and 

the threat of nationalisation. Firth (1979) suggests that large companies are more 

sensitive to political costs and would endeavour to allay public criticism or 

government intervention in their operations by disclosing more information. 

However, Wallace et al. (1994) posit that the relationship between company size 

and disclosure may in fact be negative. They argue that large companies will 

disclose less detail in order to reduce the likelihood of political action. 
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A second reason is provided by the agency theory. Both Leftwich et al. (1981) and 

Cooke (1989) suggest that the proportion of outside capital tends to be higher for 

larger companies. Similarly, agency costs increase with the amount of outside 

capital (e.g., Jensen and Meckling, 1976). Thus, the potential benefits from 

shareholders-debtholder-manager contracting would also increase with firm size. 

The third reason is that large companies are likely to be more complex and are 

more likely to be multi-product based and operate in a number of geographical 

areas, including foreign countries (e.g., Cooke, 1989). This complexity requires 

efficient management information systems to meet the needs for managerial 

control and the needs of financiers. The larger the company, the more likely it will 

be able to attract a wide variety of highly skilled individuals necessary to 

introduce more sophisticated management reporting systems that can disclose an 

extensive array of information (e.g., Buzby, 1975). This is particularly relevant to 

interim reporting, where speed of reporting is more important if the information is 

to be of any value to investors ( e.g., Atrill, 1986; ASB, 1997), and yet sufficient 

quantity of information is required to be disclosed for investors to fully appreciate 

the operations of the company. 

It has been suggested that large companies face greater demand for information 

from the financial press and financial analysts. For example, Barry and Brown 

(1986) and Schipper (1991) suggest that financial reports of large companies are 

more likely to be under more scrutiny by financial analysts and financial press 

than those of smaller companies. The main reason is that information about large 
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companies may be of interest to more investors than information about smaller 

companies. It is indeed suggested that large institutional investors (who are a 

major source of demand for company information) often impose a cut-off on 

institutional holdings based on market capitalisation due to liquidity problems 

(e.g., Cohen et al., 1980). These institutions are not normally keen to hold a large 

percentage of shares in a small-capitalised company because they would not 

expect to sell the stake immediately without price concessions ( e.g., Freeman, 

1987; Lease and Lewellen, 1982). Consequently, financial analysts are more 

likely to monitor larger companies so that they can be able to advise their 

institutional clients on the prospects of the company, particularly in relation to 

annual results. This large financial analyst following will have a significant 

positive or negative impact on the company's share price. If financial analysts are 

not well informed, they are likely to have an unfavourable impact on the 

company's share price, as non-disclosure could be interpreted as bad news or 

classify the company as 'a lemon' (e.g., Akerlof, 1970). Hence, larger companies 

may increase disclosure in interim reports to satisfy such demand for information 

and improve their market capitalisation. 

Finally, other explanations for the expectation that larger companies may disclose 

higher levels of information in interim reports include cost and competitive 

disadvantage. Larger companies may have a lower incremental cost of producing 

the information than smaller companies (e.g., Lang and Lundholm, 1993; Meek et 

al., 1995; Patton and Zelenka, 1997; Watson et al., 2002). Further, smaller 

companies may believe more strongly than larger companies that more disclosure 
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could endanger their competitive position ( e.g. Singhvi and Desai, 1971; Meek et 

al., 1995; Raffournier, 1995). Dye (1985) offers a conceptual analysis of why 

managers may choose to withhold information, arguing that information may be 

perceived as proprietary and that disclosure of such information may result in the 

entrance of competitors into the market, thus driving profits down. 

It would seem from the above discussion that a relationship between company 

size and disclosure is most probable. Indeed, several studies have found a positive 

association between company size and annual disclosures (e.g., Cerf, 1961; 

Cooke, 1989; Wallace et al., 1994; Marston and Robson, 1997; Inchausti, 1997; 

Depoers, 2000; Tauringana, 2002). Accordingly, the following hypothesis is 

formulated: 

H1: There is a positive significant association between company size and 

the extent of accounting information disclosed in interim reports. 

6.3.2 Gearing ratio 

Gearing ratio or financial leverage describes a company's financial structure and 

measures the long-term risk implied by that structure (e.g., Wallace et al., 1994; 

Wallace and Naser, 1995). It indicates the proportion between two sources of 

long-term finance: equity shareholders' funds and debtholders' funds. Watson et 

al. (2002) suggest that a certain amount of financial leverage could be acceptable 

to shareholders, as it should have the effect of raising their average real return on 

investment. However, debt increases financial risk, and therefore a very high 

financial leverage may indicate an unsustainable level of debt (e.g., Watts and 
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Zimmerman, 1986, 1990). The presence of high interest payments resulting from 

high levels of debt finance causes the earnings streams of equity shareholders to 

become more volatile (e.g., Watson et al., 2002). 

Agency theory predicts a positive association between financial leverage and 

financial disclosure. Jensen and Meckling (1976), Watts (1977), Chow (1982) and 

Watts and Zimmerman (1986) all suggest that agency problems associated with 

debt are likely to increase as the proportion of the company's capital contributed 

by debtholders increases. The existence of debt provides incentives for managers 

or shareholder-managers to adopt investment policies that would increase the 

value of shares while decreasing the value of debt. For example, managers could 

issue additional debt and use the proceeds to pay dividends, leaving both old and 

new debtholders with cash leftovers (e.g., Smith and Warner, 1979; Watts and 

Zimmerman, 1986). However, with rational expectations, the market anticipates 

the manager's value-reducing behaviour and prices the debt accordingly. In the 

final analysis, the shareholder-manager will incur the agency costs in the form of 

a higher cost of debt (e.g., Kelly, 1983; Watts and Zimmerman, 1986). 

Given that a key function of the manager is to raise funds at the lowest possible 

cost, the shareholder-manager would have incentives to write contracts to minimise 

the costs arising from the conflict of interests with bondholders. Such contracts 

include financial restrictions in the form of debt priorities and limitations on the total 

debt issued. Monitoring the contracts is dependent on information made available 

to the debt-holders. Hence, accounting disclosures are hypothesised to be 

158 



positively related to financial leverage, on the basis that high disclosures enhance 

monitoring (e.g., Leftwich et al., 1981). Managers would therefore have 

incentives to disclose more information in the financial reports voluntarily. 

However, Schipper (1981) seems to argue that financial leverage may have no 

implications for interim financial disclosure, because the financial restrictions are 

normally contracted in terms of accounting numbers from annual statements. Day 

and Taylor (1995) provides some support for this by documenting evidence 

indicating that banks usually rely on audited accounts to monitor debt contracts. 

Whilst this could be true, monitoring financial contracts is a continuous process 

that should not wait until the annual financial statements are published. Debt

holders would require periodic reports, such as interim reports, to monitor 

company management throughout the year to ensure that they do not violate the 

financial restrictions imposed on them. Indeed as Day and Taylor (1996a) found 

out, in 66% of the companies they interviewed, loan documentations contained 

terms regarding the provision of more information than annual reports. In 50% of 

these, interim reports were required for testing compliance with loan covenants. 

Hence, management would have to respond to such information needs by debt

holders by disclosing more infom1ation in the interim financial reports to help 

them monitor the financial covenants. 

Empirical evidence on the relationship between annual disclosures and financial 

leverage is inconclusive. Some studies have found a significant positive 

relationship (e.g., Belkaoui and Kahl, 1978; Malone et al., 1993), while others 
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have found no significant relationship ( e.g., Chow and Wong-Boren, 1987; 

Wallace et al., 1994; Wallace and Naser, 1995; Hossain et al., 1995; Raffoumier, 

1995). However, existing interim disclosure studies provide evidence suggesting a 

negative association between disclosure and financial leverage. Bradbury (1991) 

found a negative relationship between the quantity of interim disclosure and 

financial leverage. Both Tan and Tower (1997) and Schadewitz and Blevins 

(1998) also found a negative relationship between interim disclosure and financial 

leverage. Schadewitz and Blevins ( 1998) suggest that this may be so because in 

Finland companies are more reliant on debt financing, than on equity financing 

and most of the loan agreements require that companies provide periodic reports. 

This seems to indicate that debtholders may not require high levels of disclosure 

in interim reports because they already have the information. However, in 

countries where companies are not heavily reliant on debt financing ( e.g., UK), 

the result could be different. Accordingly, the second and third hypotheses are: 

H2: There is a positive significant association between financial leverage 

and the extent of accounting information disclosed in the interim 

reports. 

H3: There is a negative significant association between financial leverage 

and the extent of accounting information disclosed in the interim 

reports. 

6.3.3 Payment of an Interim Dividend 

It has been noted in the previous section that financial restrictions associated with 

debt are normally contracted in terms of accounting numbers from annual 

statements. On this basis, Schipper (1981) argued that interim reports may have 
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few implications for such financing restrictions, and thus no relationship may be 

expected between financial leverage and interim disclosure. However, even if this 

argument is accepted, the reports may still have implications where a company 

pays or proposes a dividend at the interim period. Since a firm's dividend and 

financing decisions are linked through the company's cash flows, debtholders 

may include dividend covenants in debt contracts to limit the company's dividend 

payments ( e.g., Smith and Warner, 1979), including interim dividends. The role of 

dividend covenants is to restrict, not dividends per se, but 'investment financed' 

and 'debt financed' distributions (e.g., Smith and Warner, 1979; Kalay, 1982). 

Dividend covenants ensure that an 'inventory of funds' is maintained over the life 

of the bonds (e.g., Bradbury, 1991). 

Direct dividend constraints are not a typical feature of British public or private 

debt contracts ( e.g., Leuz et al., 1998), but dividend distributions are regulated 

through company law. The Companies Act 1985 (as amended by the Companies 

Act 1989) section 263 (1) states that a "company shall not make a distribution 

except out of profits available for this purpose." However, indirect dividend 

constraints requiring the borrowing company to maintain a minimum (tangible) 

net worth or maximum gearing or leverage are a frequent feature of British public 

as well as private debt contracts (e.g., Citron, 1992, 1995; Day and Taylor, 1995, 

1996). The implication of this is that UK companies paying an interim dividend 

are more likely to disclose more inforn1ation in interim reports to assist in 

explaining the source of the interim dividend. It is possible for a company to incur 

trading losses and still pay a dividend from accumulated profits. Hence, high 
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levels of disclosure in the interim reports may be made to reduce agency costs by 

informing debt-holders that their 'inventory of funds' has been maintained. 

Bradbury (1991) examined whether companies that paid or proposed a dividend 

disclosed more information. The results indicated a significant positive 

relationship. 

The above discussions lead to the following hypothesis: 

H4: There is a positive significant association between payment of interim 

dividend and the extent of accounting information disclosed in interim 

reports. 

6.3.4 Listing Status 

Theory and empirical research suggest that listed companies are more likely to 

provide higher levels of information in financial reports than unlisted companies 

(e.g., Chow and Wong-Boren, 1987; Depoers, 2000). Indeed, it is also suggested 

that multiple listed companies are more likely to have a higher level of disclosure 

than domestic-only listed companies (e.g., Cooke, 1989; Gray et al., 1995). There 

are three major reasons that can be advanced to explain why this may be the case. 

The first reason is that the monitoring problems (agency costs) are likely to be 

higher for multiple listed companies than domestic-only listed companies (e.g., 

Chow and Wong-Boren, 1987; Depoers, 2000). This is because in a multiple 

listed company, shareholding is likely to be more dispersed than in a domestic

only listed company, thus making monitoring costs more significant. Disclosure in 

interim financial reports is one way that multiple listed companies can employ to 
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reduce monitoring costs and to alleviate the moral hazard problem (e.g., Schipper, 

1981; Cooke, 1989). 

A second reason is provided by the capital need hypothesis, whereby much of the 

impetus for higher disclosure by multiple listed companies surrounds the need to 

raise capital on the international capital markets at the lowest possible cost (e.g., 

Choi, 1973; Spero, 1979; Welker, 1995; Botosan, 1997; Sengupta, 1998, Botosan 

and Plumlee, 2002). International investors' information requirements are more 

likely to be higher than those of domestic investors, because they are likely to be 

unfamiliar with the company's operations and would require more information to 

assess whether to buy or sell shares in the company. Greater interim disclosure 

will help reduce uncertainty about a company's operations, as they are the main 

source of information distributed to investors during the course of the year. 

Furthermore, there are studies that demonstrate that when foreign investors are 

less informed, less foreign investment activities occur in the market (e.g., Gehrig, 

1993; Gordon and Bovenberg, 1996). Ahearne et al. (2000) and Jeske (2001) 

document empirical evidence that information costs are an important determinant 

of US investors' bias against foreign shares. According to Coval and Moskowitz 

(1999), the main reason for this, is that it is more costly for foreign investors to 

search for private information. Therefore greater disclosure in the interim reports 

would more likely help foreign investors to reduce information costs for foreign 

investors and therefore reduce their information disadvantage25 . This should assist 

in maintaining a healthy demand for a company's shares, and consequently a 

25 Coval and Moskowitz (1999) argue that local investors have an advantage in collecting inside 
information because they can talk to managers and may also have close personal ties with 
managers. 
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share price that more fully reflects its intrinsic value (e.g., Cooke, 1989). The 

resultant higher share price would mean that in the event of a new share issue the 
' 

company would benefit in the form of larger net proceeds from such an issue of 

shares, and hence a lower cost of capital. 

A further reason is that multiple listed companies have to satisfy additional 

requirements of foreign stock exchange regulations. According to Choi (1973), 

Meek and Gray (1989), Cooke (1989, 1991, 1992) and Depoers (2000), 

companies that are listed on both a foreign stock exchange and their home stock 

exchange may need to observe the disclosure rules of two or more stock 

exchanges, thus leading to higher disclosures. The reasoning behind this 

expectation is based on the assumption that, in general, disclosure requirements in 

a foreign exchange are more extensive than domestic requirements26• For 

example, UK companies listed on the NYSE are more likely to disclose more 

interim information than those listed on the LSE only. The LSE requires 

companies to publish only a profit and loss account and explanatory statement. 

The NYSE, on the other hand, requires a profit and loss, balance sheet, cash flow 

statement and explanatory statements. In addition, companies are required to meet 

the disclosure requirements as set out in the APB Opinion No. 28. Furthermore, in 

the US, listed companies are required to publish quarterly statements. Hence, UK 

companies listed on the NYSE will have to disclose additional information to 

26 This assumption may not be true in all cases. As Saudagaran and Biddle (1992) suggest, home 
companies may list in foreign exchanges with less stringent disclosure rules than at home, and in 
such cases there may be no differences in disclosure between multiple listed companies and 
domestic-only listed companies. 

164 



comply with the mandated requirements of the US stock exchanges, the law 

(SEC), and US accounting standards. 

A number of empirical disclosure studies have reported a significant positive 

association between annual disclosures and multiple listing status (e.g., Cooke, 

1989, 1991; Hossain et al., 1994; Meek et al., 1995; Hossain et al., 1995; Depoers, 

2000). Tauringana (1997) found a significant association using univariate 

analysis, but found no significant relationship when multivariate analysis was 

employed. There are no identifiable studies that have investigated the impact of 

multiple listing status on interim disclosures. Thus the foregoing reasoning leads 

to the formulation of the following hypothesis: 

H5: There is a positive significant association between stock exchange 

listing status and the extent of accounting information disclosed in 

interim reports 

6.3.5 Profitability Ratio 

Another major determinant of disclosure is firm profitability. According to the 

signalling theory, more profitable firms are expected to have incentives to disclose 

information voluntarily to the capital market in order to distinguish themselves 

from less profitable firms and avoid being labelled 'a lemon' (e.g., Akerlof, 

1970). Singhvi and Desai (1971) suggest that if a company's profit margin is 

higher than average, then management are likely to disclose more information in 

order to assure shareholders about the strong financial position. Inchausti (1997) 

employed the agency theory to argue that managers of very profitable companies 
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will disclose detailed infom1ation in order to support the continuance of their 

positions and compensation arrangements. It is also argued (e.g., Ng and Koh, 

1994) that more profitable companies will be subject to greater public scrutiny, 

and therefore will apply self-regulation mechanisms to avoid external regulation. 

This self-regulation includes disclosing high levels of information about their 

operations. 

On the other hand, Chen et al. (2002) suggest that interim financial disclosure 

could be negatively related to profitability. In the event of losses, the traditional 

role of earnings as an indicator of future earnings is impaired (e.g., Hayn, 1995; 

Collins et al., 1997). In addition, Chen et al. (2002) argue that losses cannot be 

sustained indefinitely and investors may therefore view companies that are 

experiencing losses as heading for liquidation and price their shares accordingly. 

From a signalling theory perspective, such companies are more likely to disclose 

high levels of information in their financial reports to assure investors that the 

losses are temporary and would not lead to liquidation. 

Hence, the following hypotheses are fom1ed; 

H6: There is a positive significant association between firm profitability 

and the extent of accounting information disclosed in interim reports 

H7: There is a negative significant association between firm profitability 

and the extent of accounting information disclosed in interim reports 

166 



6.3.6 Liquidity Ratio 

The relationship between the extent of disclosure and the liquidity ratio has been 

examined by a number of studies (e.g., Belkaoui and Kahl, 1978; Wallace et al., 

1994; Tauringana, 1997). One reason for expecting a positive relationship is that a 

financially strong company is more likely to disclose more information in the 

2interim report than a financially weak one, to signal to the market its strong 

financial position. According to Wallace and Naser (1995), regulatory bodies as 

well as investors and lenders are particularly concerned with the going concern 

status of companies. In this view, companies that are able to meet their short-term 

obligations without recourse to the liquidation of their fixed assets may have an 

incentive to make this known through their interim financial reports ( e.g., 

Belkaoui and Kahl, 1978). 

On the other hand, Wallace et al. ( 1994) argue that if liquidity is perceived in the 

market as a measure of performance, a company with a low liquidity ratio may 

have an incentive to disclose more information to explain its weak performance 

than a company with a high liquidity ratio. This is based on the assumption that 

low liquidity companies may want to signal to the market that the liquidity 

problem may be temporary. This is particularly applicable in interim reporting 

where, for example, the liquidity problems could arise as a result of seasonality of 

business. Companies that have seasonal businesses are more likely to have low 

liquidity ratios at the interim period, and may disclose more information to 

explain why such is the case. The above discussion leads to the formulation of the 

following hypotheses: 
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Hs: There is a positive significant association between liquidity ratios and 

the extent of accounting information disclosed in interim reports 

H9: There is a negative significant association between liquidity ratios and 

the extent of accounting information disclosed in interim reports 

6.3.7 TechMARK Listing 

Gelb (2002) argues that companies with higher levels of research and 

development (R&D) and advertising intensity are more likely to adopt disclosure 

policies that emphasise voluntary and more flexible disclosures over mandated 

accounting disclosures. The rationale for this expectation is that current GAAP 

require that these expenditures be immediately expensed in the financial reports in 

the year in which they are incurred.27 Accordingly, traditional accounting reports 

do not adequately value these intangible assets, and their usefulness to investors is 

thus severely impaired (e.g., Collins et al., 1997; Amir and Lev, 1996; Lev and 

Zarowin, 1999; Francis and Schipper, 1999; Gelb, 2002). 

Companies with significant levels of intangible assets tend to operate in fast

changing, high-growth, technology based industries (e.g., Gelb, 2002). In the UK, 

the LSE has created a specialised market for such companies called the 

techMARK to help them raise finance. 28 Such companies are more likely to make 

27 In the UK, the only exception to this rule is when reasonable grounds exist to expect future 
revenues to cover such expenditures, in which case they can be amortised (SSAP, 13) 
28 TechMARK is the LSE's international market for innovative technology companies that was 
created in 1999 (LSE, 2001 ). Industry sectors included in techMARK include; computer hardware, 
computer services, internet, semiconductors, software, telecom equipment, biotechnology, 
specialist pharmaceuticals, drug delivery, and medical technology. Listing on techMARK provides 
companies in these sectors with, among others, heightened international profile and visibility, clear 
identification among their peer groups, greater investor interest and focus, and increased coverage 
from the media (LSE, 2001). 
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large investments in R&D, human capital, and brand name development which 

may lead to new and improved products and brand recognition that may benefit 

the company for several years to come. However, because they operate in rapidly 

changing environments, their future operations and therefore future earnings are 

relatively more uncertain (e.g., Chen et al., 2002). 

Amir and Lev (1996) find that earnings and book values for firms with significant 

levels of intangible assets tend to be excessively understated relative to their 

market values. This is because in such a setting, earnings from traditional 

accounting models are likely to be less informative for firm valuations ( e.g., Chen 

et al., 2002). If current GAAP renders mandated accounting disclosures for 

companies with extensive R&D and advertising expenditures largely irrelevant, 

these companies will include other additional information. Therefore, UK 

companies are more likely to include other information such as balance sheet, 

cash flow statement, and other supplementary information with the minimum LSE 

requirements of the income statement in order to help investors assess their 

market values. 

Tasker (1998) finds that firms with significant levels of intangible assets are more 

likely to host conference calls. Barth and Kasznik (1999) find that firms with 

more intangible assets are more likely to announce stock repurchase programmes. 

Similarly, Chen et al. (2002) also find that companies in high technology 

industries were more likely to include balance sheet information with their 

quarterly earnings announcements. 
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The above leads to the following hypothesis: 

H10: There is a positive significant association between techMARK listing 

and the extent of accounting information disclosed in interim reports 

6.3.8 Acquisition Transactions 

From an agency theory perspective, acquisitions are primarily motivated by the 

self-interest of the managers rather than maximising shareholder wealth. They 

allow managers to diversify their personal portfolio ( e.g., Firth, 1979), increase 

the size of the company (e.g., Jensen, 1986), and acquire assets so that 

management compensation is increased (e.g., Shleifer and Vishny, 1989). Firth 

(1979) strongly concluded that the lack of improvement in post-acquisition 

operating performance was a direct consequence of management undertaking 

acquisitions for their personal utility maximisation. Indeed, Schmidt and Fowler 

(1990) provide direct empirical evidence indicating that there was greater increase 

in executive compensation following an acquisition which was not related to firm 

performance. Thus, acquisitions motivated by management self-interest give rise 

to agency costs that subsequently reduce the distribution available to shareholders. 

On the basis of the preceding arguments, investors are more likely to have a 

relatively greater demand for information when firms engage in acquisition 

activities in the interim period. First, investors would need to evaluate 

management stewardship in order to determine whether the acquisitions are in the 

interests of shareholders/investors. Secondly, it is more likely that acquisitions 
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would have a significant impact on the firm's future operating activities (e.g., 

Chen et al., 2002) in the second half of the year, and indeed in the long term. This, 

in turn, would more likely increase investor uncertainty about the future earnings 

of the firm. In this setting, the disclosure of high levels of information in the 

interim reports could be useful in helping investors to assess the impact of 

acquisition activity. In the absence of such information, investor behaviour may 

impact negatively on the firm's share price because of the uncertainty surrounding 

the impact of the acquisition. Managers of such firms are therefore more likely to 

provide more information to elucidate the acquisition transactions. 

Chen et al. (2002) provide US evidence that supports the hypothesis that firms 

that engage in acquisitions include balance sheet information in their quarterly 

earnings announcements. Bushee et al. (2002) also argue that firms that 

participate in substantial financial transactions, such as mergers, acquisitions, and 

divestitures, generally have more complex information to communicate. They 

tested the hypothesis that such firms are more likely to engage in conference calls 

at the firm's quarterly earnings announcement. Botosan and Harris (2000) also 

provide evidence that firms engaging in acquisitions are more likely to include 

segment data with their quarterly announcements. Thus the following hypothesis 

is formulated: 

H11 : There is a positive significant association between acquisition 

transactions and the extent of accounting information disclosed in 

interim reports 
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6.3.9 Age of Chief Executive Officer 

Disclosure of interim information may also vary with the age of the chief 

executive officer (CEO). The CEO is more likely to influence disclosure practices 

by virtue of their relative power in the organisation (e.g., Gibbins et al., 1990; 

Adams, 1997). Gray and Roberts (1989), Forker (1992) and Ho and Wong (2001) 

acknowledge the importance of the influence that dominant personalities (such as 

CEOs) may have in the corporate reporting process. They argue that the CEOs 

have a major influence on the philosophy and style of the financial reports, as well 

as on specific accounting and disclosure policy issues. Indeed, Adams (1997) 

found evidence that supports the argument that the CEO plays a significant role in 

disclosure issues in the insurance industry. 

In view of their role in the disclosure process, talented CEOs may use disclosure 

as a tool/mechanism to create a good reputation for themselves. Thus, they may 

have incentives for high disclosure levels to improve the company's market value 

and consequently improve their management reputation (e.g., Trueman, 1986). 

This is based on the argument that a firm's market value is a function of investors' 

perceptions of its managers' ability to anticipate and respond to future changes in 

the firm's economic environment. The earlier that investors infer that the manager 

has received information, the more favourable will be their assessment of the 

manager's ability to anticipate future changes, and the higher will be the firm's 

market value (e.g., Healy and Palepu, 2001). This will then improve the CEO's 

reputation as a good manager. Thus CEOs who hope to move from their present 

position, perhaps to run a larger company, have a strong incentive to use financial 
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reports to demonstrate their ability to influential observers in the investment 

community ( e.g., Tasker, 1998). Gibbons and Murphy (1992) suggested that 

younger managers, with a longer work life ahead of them, are expected to invest 

more in signalling their ability to outsiders. 

The only identifiable empirical study that investigated the association between 

disclosure and the age of the CEO is Tasker (1998). Tasker (1998) examined the 

motivations for managers to hold conference calls and found that younger 

managers were more likely than older managers to hold them. She then suggested 

that this might not apply to other disclosures. However, if Trueman' s (1986) 

hypothesis holds and indeed, if also Gibbons and Murphy's (1992) argument is 

anything to go by, then the results should also be applicable to all disclosures 

made by companies. This may be particularly so for the disclosure of interim 

accounting information, since investors' beliefs are conditioned on interim 

information (e.g., Shores, 1990). Interim information assists investors on the basis 

of their ability to predict the annual results. Thus investors would adjust their 

perception of the performance of the company on the basis of their predictive 

ability of the annual results. Therefore, younger CEOs are more likely to use 

interim disclosure to signal their ability to the market, thereby improving their 

reputation and chances to move to other jobs. Accordingly, the following 

hypothesis is formulated: 

H 12: There is a negative significant association between the age of the chief 

executive officer and the extent of accounting information disclosed in 

interim reports 
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6.3.10 Company Age 

Another factor that is likely to influence the extent of interim accounting 

disclosure is company age, which defined as the company's period of stock 

exchange listing. However, the direction of the relationship is not clear. On the 

one hand, Owusu-Ansah (2000) seems to suggest a positive relationship between 

disclosure and company age. Although his study investigated the factors likely to 

affect the timeliness of corporate financial reporting, the reasons for expecting a 

relationship between timeliness of financial reporting and company age can also 

be applicable to the quantity of disclosure. He argued that as a company continues 

and its accountants learn more, the problems associated with the preparation and 

publication of information are minimised. Thus, an older and well-established 

company is likely to be more proficient in gathering, processing and releasing 

infom1ation when needed because of the learning experience. 

On the basis of the above argument, it may also be argued that as a company's 

workers or managers learn more, they become more knowledgeable about 

investor information requirements. Furthermore, they also become more 

appreciative of the effect of higher levels of information on the company's cost of 

capital. Thus, a company with a long history of stock exchange listing is more 

likely to present higher levels of disclosure in the interim reports. Thus the old 

adage 'practice makes perfect' may also be applicable to company disclosure 

behaviour. 
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On the other hand, Lang (1991) argues that firms with greater uncertainty about 

future earnings are likely to reap greater benefits from additional disclosure. If 

this argument were accepted, then it would be expected that such companies 

would invariably disclose more information in their interim financial reports. 

Younger firms are more likely to be associated with greater uncertainty about 

their earnings. The reason for this is that their production activities are likely to be 

less predictable than for older companies (e.g., Lang, 1991; Chen et al., 2002). 

They would thus disclose more information to reduce investor uncertainty about 

their earnings. Therefore the following hypothesis is formulated: 

H13: There is a positive significant association between company age and 

the extent of accounting information disclosed in interim reports 

H14: There is a negative significant association between company age and 

the extent of accounting information disclosed in interim reports 

6.4 Corporate Governance Attributes 

The extent to which corporate disclosures can be influenced by the corporate 

governance mechanisms has been debated extensively. According to the Blue 

Ribbon Committee (BRC, 1999), corporate disclosure and transparency form a 

cornerstone of corporate governance, enabling shareholders to make informed 

decisions about their investments and the performance of those parties that are 

engaged in managing company assets and representing their interests. Given this 

belief, a number of corporate structures ( e.g., proportion of outside directors, 

institutional investors, executive directors' shareholding, presence of audit 

committee) have been examined by researchers to determine their impact on 
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corporate financial reporting (e.g., Forker, 1992; Ho and Wong, 2001b). The 

overwhelmingly dominant theoretical perspective adopted to examine whether 

there exists a relationship between the quality of disclosure and corporate 

governance characteristics is the agency theory. Jensen and Meckling (1976) 

proposed the agency theory as an explanation of how public corporations could 

exist, given the assumption that managers are self-interested, and a context in 

which those managers do not bear the full wealth effects of their decision (Daily 

et al., 2003). Corporate governance mechanisms are conceptualised as deterrents 

to the self-interestedness of managers. According to Shleifer and Vishny (1997), 

corporate governance mechanisms provide shareholders with some assurance that 

managers will strive to achieve outcomes that are in line with shareholders' 

interests. 

The role of monitoring is a central element of the agency theory and is fully 

consistent with the view that the separation of ownership from control creates a 

situation conducive to managerial opportunism (Jensen and Meckling, 1976). This 

study also employs the agency theory fran1ework to develop hypotheses of the 

relationship between corporate governance characteristics and the extent of 

interim financial disclosures in the United Kingdom. 

6.4.1 Substantial Institutional Investors 

A number of studies have examined the relationship between accounting 

disclosure and substantial institutional investors ( e.g., Falkenstein, 1996; 

Tauringana, 1997; Gompers and Metrick, 1998). Institutional investors are key 

176 



market participants and could be sensitive to corporate disclosure practices for a 

number of reasons. First, institutional investors could be attracted to firms with 

more informative disclosure practices if such disclosure reduces the price impact 

of trades ( e.g., Healy et al., 1999). Previous research finds that institutions tend to 

invest more heavily in firms with greater average trading volumes, consistent with 

institutions preferring firms in which trades are likely to have a lower price impact 

(e.g., Falkenstein, 1996; Gompers and Metrick, 1998). Diamond and Verrecchia 

(1991) show that greater disclosure reduces the information asymmetry between 

the firm and investors, which lessens price impacts of trades by reducing both bid

ask spreads and the amount of information potentially revealed by large trades. 

Secondly, institutional investors could be sensitive to corporate disclosure 

practices if disclosure influences the potential for profitable trading opportunities. 

Profit opportunities could be eroded if more forthcoming disclosure provides a 

substitute for private information collection. Alternatively, Kim and Verrecchia 

(1994) argue that the profit-making ability of sophisticated investors lies in their 

superior ability to interpret the implications of public signals, indicating that 

greater disclosure could enhance profit opportunities. Thus, the effect of 

disclosure on profit opportunities of an institution is likely to depend on its 

information gathering and processing capabilities. 

Finally, corporate disclosure practices could be important to institutions if they 

rely on public disclosure for corporate governance activities. According to 

Bushman et al. (2000), a critical input to the effective operation of corporate 

177 



governance mechanisms is the information about how and why equity value is 

changing. Smith (1996) provides case study evidence indicating that institutional 

investors use publicly available data to choose which of their portfolio firms to 

target for shareholder activism. Thus, institutions that are active in corporate 

governance and/or do not have the resources to engage in private information 

collection will likely prefer firms with more forthcoming disclosure. Thus, the 

following hypothesis is formulated; 

His: There is a positive significant association between the percentage 

shareholding by substantial institutional investors and the extent of 

accounting information disclosed in interim reports 

6.4.2 Executive Directors' Shareholdings 

The percentage of the share capital owned by executive directors has been linked 

to differences in disclosure levels for two main reasons. Firstly, the Morck et al. 

(1988) convergence-of interest hypothesis suggests that share ownership by 

executive directors (management) causes them and the other shareholders to have 

the same interests (e.g., Jensen and Meckling, 1976; Leftwich et al., 1981). This 

alignment reduces conflicts of interest and causes executive directors to act in the 

shareholders' interests. High share ownership by executive directors may 

therefore result in high levels of information disclosure, as high disclosure reduces 

agency costs (e.g., Watts, 1977; Craswell and Taylor, 1992; Whittred, 1987). This 

is based on the reasoning that the marginal cost to management of providing this 

additional information may be much lower than the cost to individual equity 

holders of ascertaining the same information. 
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Secondly, directors interested in trading their shares have incentives to disclose 

high levels of information to for two reasons. First, high levels of disclosure 

would more likely increase liquidity of the company's shares and consequently 

the price of the shares ( e.g., Healy and Palepu, 2001 ). Second, company directors 

are insiders and therefore any trading by them falls under the issue of insider 

dealing regulation (Hamill et al., 2002). The restrictions on insider trading also 

provide directors with incentives to make voluntary disclosures to the capital 

market. Accordingly, the following hypothesis is formulated; 

H16: There is a positive significant association between executive directors' 

shareholdings and the extent of accounting information disclosed in 

interim reports 

6.4.3 Proportion of Outside Directors 

One corporate governance mechanism introduced to monitor the activities of 

managers is the engagement of outside directors. Outside directors provide advice 

to corporate boards on strategic decisions, which may improve the firm's 

economic and financial performance (e.g., Fama, 1980; Klein, 1998; Bhagat and 

Black, 2002; Higgs Report, 2003) and also monitor managerial opportunism ( e.g., 

Fama and Jensen, 1983,). Monitoring of management by outside directors 

suggests that the managers will become more responsive to investors ( e.g., 

Tauringana, 2002), and also the inclusion of outside directors on boards will more 

likely improve the firm's compliance with the disclosure requirements, which in 
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tum will enhance the comprehensiveness and quality of disclosure (e.g., Forker, 

1992). 

Both Leftwich et al. (1981) and Fama and Jensen (1983) argued that the larger the 

proportion of outside directors on the board, the more effective it will be in 

monitoring managerial opportunism, and therefore companies can be expected to 

have more disclosures. Forker (1992) found that a higher percentage of outside 

directors enhanced the monitoring of the financial disclosure quality and reduced 

the benefits of withholding information. Chen and J aggi (2000) examined whether 

a higher proportion of outside directors on corporate boards is associated with 

more comprehensive disclosures within a mandatory framework. Their results 

suggest a positive association between the proportion of outside directors on 

corporate boards of Hong Kong firms and the comprehensiveness of financial 

disclosure. Since the outside directors have a fiduciary duty to monitor all types of 

company disclosures, they are also more likely to enforce higher levels of interim 

disclosure. Based on the preceding discussion the following hypothesis will be 

tested: 

H17: There is a positive significant association between the proportion of 

outside directors on the board of directors and the extent of 

information accounting disclosed in interim reports 

6.4.4 Shareholding of Audit Committee Members 

The corporate scandals of the 1980s (e.g., Maxwell, BCCI) precipitated the 

formation of committees of inquiry in a number of developed countries (e.g., 
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Cadbury Committee, 1992, in the UK) to look into the financial aspects of 

corporate governance. Implicit in the recommendations of these committees was 

the call for regulations mandating the establishment of audit committees in all 

listed companies as a means of improving the reliability of financial reporting 

(Wolnizer, 1995). As a corporate governance mechanism, the audit committee is 

assumed to monitor management, and both the internal and external auditors, in 

order to protect the interests of shareholders ( e.g., Cadbury Committee Report, 

1992; DeZoort, 1997; Blue Ribbon Committee, 1999; Ho and Wong, 2001; Smith 

Report, 2003). 

Motivated by these recommendations, a number of studies have examined the 

relationship between the audit committee and the quality of financial reporting. 

Some studies have investigated the effect of having an audit committee on the 

quality of financial reporting. For example, Wild (1996) provides evidence 

indicating that the informativeness of a firm's earnings report increases after the 

formation of an audit committee. McMullen ( 1996) and Dech ow et al. ( 1996) both 

find evidence that companies that commit financial fraud were less likely to have 

an audit committee at the time the fraud was committed. Ho and Wong (2001) 

found that Hong Kong companies with audit committees disclosed more 

information than companies without. Forker (1992), however, found a weak 

relationship between audit committee and the quality of financial reporting. 

Recently, other studies have looked at the relationship between audit committee 

size, expertise and independence on the quality of financial reporting. For 
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example, Pelo et al. (2003) found that the percentage of audit committee members 

with expertise in accounting or finance and the size of audit committee are 

positively related to financial reporting. They, however, found no evidence of a 

relationship between audit committee independence and financial reporting. 

One aspect of the audit committee that has not been examined nor indeed 

recommended by the various committees of inquiry is the shareholding of audit 

committee members. The relationship between the quality of financial reporting 

and shareholding of audit committee members could be positive or negative. From 

an agency theory perspective, a higher level of ownership by the board of directors 

tends to cause them to have the same interests as shareholders (e.g., Jensen and 

Meckling, 1976; Morck et al., 1988; Craswell and Taylor, 1992; Tauringana, 

2002). This alignment reduces the conflict of interest and inclines them to act more 

in shareholders' interests. Jensen and Meckling (1976) indicate that a small 

proportion of ownership by the directors increases agency costs. The reason is that 

this low proportion of ownership may weaken the incentives of directors to act in 

the best interest of shareholders and increases incentives to transfer wealth to 

themselves. Following this argument, a high shareholding by the audit committee 

members of the board of directors is more likely to lead to high levels of 

disclosure. 

However, on the other hand, higher shareholding by the audit committee members 

may also lead to lower disclosure in the financial reports. Wright (1996) argues 

that board members with higher levels of shareholdings may be associated with 
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greater levels of participation in the operations of the firm as they fulfil their board 

duties. Acting in a managerial or decision-making capacity poses a threat to the 

monitoring quality, and is detrimental to the quality of financial reporting, as it 

would violate the presumption of independence of the audit committee ( e.g., 

Forker, 1992) and tends to reduce their motivation to favour shareholders' interests 

over their own ( e.g., Kosnik, 1990). In this setting, the audit committee is more 

unlikely to carry out its monitoring tasks effectively, and may collude with 

management to protect a decline in the value of their shares. Thus, it may not force 

managers to disclose higher levels of information in the financial reports. Indeed 

anecdotal evidence (e.g., Lavelle, 2002, Schmitt, 2002) suggests that the high level 

of shareholding by the audit committee members could also have contributed to 

the Emon crisis. Lavelle (2002) suggests that three audit committee members 

owned about 100,000 shares worth a total of more than US$7.5 million and sold 

these shares just before the company collapsed. These shares could have been 

affected negatively if the audit committee members had forced management to 

disclose the risks of some company transactions. This leads to the following 

hypotheses: 

H18 : There is a positive significant association between the proportion of 

shares held by members of the audit committee and the extent of 

accounting information disclosed in interim reports 

H19 : There is a negative significant association between the proportion of 

shares held by members of the audit committee and the extent of 

accounting information disclosed in interim reports 
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6.4.5 External Auditor Involvement 

According to the agency theory, auditors play a key role in limiting the 

opportunistic behaviour of management, thereby reducing the agency costs borne 

by shareholders (e.g., Jensen and Meckling, 1976; Watts & Zimmerman, 1986). 

By virtue of their expertise in reviewing financial statements, external auditors 

can reduce information asymmetries between shareholders and managers, by 

encouraging managers to disclose more information (e.g., Schipper, 1981; Antle, 

1982; Baiman et al., 1987; Baiman, 1990), thereby aligning the managers' 

behaviour with shareholders' interest. This is indeed a reasonable argument, given 

that the law, stock exchange regulations and accounting standards require that 

disclosures of financial performance be audited. In the event that the accounts do 

not conform to generally accepted accounting practices (GAAP), the auditors 

issue a "qualified" opinion, and under these circumstances the company will come 

under greater scrutiny by shareholders. 

On their part, auditors may also have incentives for encouraging full disclosure 

because of the economic consequences associated with the potential damages to 

their reputation (e.g., DeAngelo, 1981; Chow and Wong-Boren, 1987). Auditors 

incur agency costs when they enter into contracts with the companies, and those 

auditors that are associated with low disclosure companies are likely to have 

higher agency costs, as they may be viewed as incompetent auditors. To reduce 

these agency costs, the auditors are more likely to encourage companies to 

disclose more information in the financial reports in order to protect their 

reputation capital. 
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Whilst in the UK, there exist requirements by company law, accounting 

regulatory bodies and the stock exchange for annual reports to be audited, the 

involvement of external auditors in the publication of interim reports is not 

mandatory. There has been considerable debate in the UK on the value of external 

auditor involvement with interim results. It has been suggested that auditor 

involvement with interim reports may enhance the perceived reliability of the 

company's accounting information, and help to convince potential and existing 

investors that the company's interim financial data can be used effectively to 

monitor managers' activities (e.g., Atrill, 1986; Hussey and Woolfe, 1994; 

Bagshaw, 1999, 2000). In view of such debate, the Cadbury Committee Report 

(1992) recommended that external auditors should review interim reports and 

discuss the findings of such a review with the audit committee. Subsequent to this 

recommendation, the ASB (1997) also recommended in its non-mandatory 

statement of interim reports that companies should have their interim accounts 

reviewed by external auditors prior to publication. The LSE also included as a 

requirement that where such an audit review is carried out, the review report must 

be published with the interim reports. 

Hussey and Woolfe (1998) and Bagshaw (1999) in their surveys of interim reports 

provide evidence indicating that a large number of companies in the UK have 

their interim accounts reviewed by external auditor before publication. Therefore, 

to the extent that external auditors would like to protect their reputation capital, 

the likelihood of higher interim disclosure levels should increase with auditor 
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involvement. Thus, the auditors are more likely to encourage high levels of 

interim disclosure. 

The preceding discussion leads to the following hypothesis: 

H20: There is a positive significant association between auditor involvement 

and the extent of accounting information disclosed in interim reports 

6.5 Summary and Conclusions 

The purpose of this chapter was to discuss the theoretical framework for the study. 

Drawing from the empirical and theoretical considerations discussed in previous 

chapters, an Interim Disclosure Model was developed linking ten company

specific and five corporate governance corporate attributes and the extent of interim 

disclosure. The company-specific corporate attributes are company size, financial 

leverage, payment of an interim dividend, listing status, profitability, liquidity, 

techMARK listing, acquisition transactions, CEO age, and company age. The 

corporate governance corporate attributes hypothesised to be related to interim 

financial reporting are substantial institutional investors, executive directors' 

shareholding, proportion of outside directors, shareholding of audit committee 

members, and external auditor involvement, A number of reasons were provided 

for the expectation that each of the corporate attributes was likely to be an 

important determinant of interim disclosure. 
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CHAPTER 7: RESEARCH DESIGN AND METHODOLOGY 

7.1 Introduction 

This chapter is concerned with describing the methodology that was adopted in 

this study to address the objectives set out in Chapter 1, from data collection 

through to data analysis. The main objective of this study was specified as to 

assess disclosure of accounting information in the interim reports of UK 

companies and to investigate whether the variations in such disclosure among 

companies can be attributable to the unique corporate attributes that differentiate 

one company from another. Within the context of this main objective, a subsidiary 

objective is to investigate the perception of users of interim reports on the 

importance of items of information disclosed therein, and also to determine 

whether companies respond to the need of users of interim report information. 

In order to achieve the stated objective, the study employs a disclosure index 

methodology29, which was first introduced into the literature by Cerf (1961 ). This 

methodology has since been adopted and refined by various subsequent studies 

(e.g., Wallace and Naser, 1995; Botosan, 1997; Depoers, 2000; Ho and Wong, 

2001; Haniffa and Cooke, 2002), and indeed, has been found to be a useful tool to 

29 Coy et al. (1993) defined a disclosure index as a qualitative-based instrument designed to 
measure a series of items which, when aggregated, gives a surrogate indicative of the level of 
disclosure in the specific context for which the index was devised. The purpose of the disclosure 
index is to provide a cross-sectional ranking of disclosure levels, based on the amount of 
information disclosed by companies in their financial reports. 
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gauge the extent of disclosure in financial reports (e.g., Botosan, 1997; Core, 

2001; Healy and Palepu, 2001 ). The methodology enables one to summarise the 

extent of disclosure in terms of a single number, thus making it possible to 

compare companies (e.g., Wallace and Naser, 1995). 

The rest of the chapter is organised as follows. Following this introduction, the 

next section deals with the development of the disclosure-measuring instrument, 

from the selection of the items of information to the questionnaire survey of 

investment analysts. Section 7.3 describes how the extent of disclosure in the 

interim reports was measured. Section 7.4 discusses the measurement of the 

corporate attributes selected for the investigation in this study. Section 7.5 deals 

with how data were analysed. Finally, in section 7.6, a summary and conclusions 

of the chapter are presented. 

7.2 Development of Disclosure Measurement Instrument 

Cooke and Wallace (1990) argued that financial disclosure is an abstract concept 

that cannot be directly measured. Nevertheless, they conceded that a suitable 

proxy, such as a disclosure index, could be used to gain insight into the level of 

information disclosed by companies in their financial reports and other 

communication media. The use of a disclosure index to measure the extent of 

disclosure in annual reports seems to have been first used by Cerf ( 1961 ), and has 

subsequently been adopted and refined by various later studies (see Marston and 

Shrives, 1991, 1996 and Ahmed and Courtis, 1999 for a review). The disclosure 

index can either be unweighted (e.g., Cooke, 1989; Wallace et al., 1994; Wallace 

and Naser, 1995; Tauringana, 1997; Depoers, 2000; Haniffa and Cooke, 2002; 
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Watson et al., 2002), or weighted (e.g., Buzby, 1975; Adhikari and Tondkar, 1992; 

Zarzeski, 1996; Ho and Wong, 2001). 

The primary task in applying the disclosure index methodology is the development 

of a list of items that are disclosed and/or could be disclosed in the financial report 

( e.g., Cooke, 1989). In order to develop a disclosure list of items that appear or 

could appear in interim reports, a multiple method approach was employed in this 

study. This approach was used in order to develop a comprehensive and holistic 

list of disclosure items that could be used to provide a contextual portrayal of the 

disclosure levels in the interim reports. 

7.2.1 Selection of Items of Information 

The key aspect of using the disclosure index methodology to assess disclosure is 

the selection of items to include in the disclosure list. The scope of the selection is 

determined by the focus of the research (e.g., Wallace et al., 1994; Wallace and 

Naser, 1995). The content of and number of items in a disclosure list have thus 

varied from one research study to another. For example, Schadewitz and Blevins 

(1998) had a list of 26 voluntary disclosure items, whilst Cooke (1989) had a list 

of 202 disclosure items comprising both mandatory and voluntary information. 

The purpose of the disclosure index in this study is to provide a cross-sectional 

ranking of disclosure levels based on the amount of information disclosed by 

companies in their interim reports, regardless of whether the information is 

mandatory or voluntary. The intent of this study is to evaluate the extent of overall 
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disclosure in the entire interim report of UK listed compani·e 30 H Ds. owever, ye 

(1985) criticises this approach as debatable, arguing that the inclusion of 

mandatory items would lead to the generation of disclosure indexes, which cannot 

differentiate among companies. This is not always true, particularly in the UK, 

where companies do not always comply with the minimum LSE interim 

disclosure requirements (e.g., Lunt, 1982; Patient and Elwell, 1993; Hussey and 

Woolfe, 1994; Bagshaw, 1999, 2000). 

7.2.1.1 Preliminary List of Information Items 

The initial selection of items to include in the disclosure list was guided by the 

following: 

(1.) An extensive review of existing literature on interim reporting (e.g., Lunt, 

1982; Atrill, 1986; Hussey and Woolfe, 1994, 1998; Tan and Tower, 1997; 

Schadewitz and Blevins, 1998; Bagshaw, 1999). This is consistent with the 

approach taken by other previous studies (e.g., Cooke, 1989; Tauringana, 

1997, 2002; Haniffa, 1999; Depoers, 2000; Ho and Wong, 2001). 

(2.) The Listing Rules (1999) were scrutinised for pern1anent interim 

disclosure requirements which are demanded by the LSE as part of the 

listing requirements, 

(3.) A review of influential discussion papers and studies commissioned by the 

accounting profession (e.g., ICAEW (1993) Consultative paper), 

(4.) Exposure Draft: Statement on Interim Reports (ASB, 1996), 

(5.) Responses to the Exposure Draft: Interim Reports (ASB, 1997), 

,o This approach has been adopted by other previous studies (e.g., Cooke, 1989; Wallace and 

Naser, 1995). 
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(6.) Statement on Interim Reports (ASB, 1997), 

(7.) International Accounting Standards (IAS 34) (IASC, 1998), 

(8.) EEC Directives: Interim Report Directive 82/121/EEC, and 

(9.) An examination of 49 published interim reports31 . 

A preliminary disclosure list of 145 items of information was formed from this 

exercise. Following several iterations to eliminate ambiguous and/or overlapping 

items, and following comments from the supervisory team and other accounting 

researchers at seminars and in direct contacts, a total of 21 items of information 

were eliminated from the list, leaving 124 items of information. 

The resultant disclosure list was put through some tests for content validity and 

reliability. Content validity is concerned with answering the question 'To what 

extent does the instrument measure what it is supposed to measure?' In this 

respect, the objective of these tests was to determine whether the preliminary 

disclosure list included an adequate and representative set of items of information 

that would capture the extent of disclosure in interim reports of UK listed 

companies. It is suggested ( e.g., Ghiselli et al., 1979; Milne and Adler, 1999; 

Sekaran, 2000) that the answer to this is based on professional judgement, and 

that the confidence in content validity assessments is enhanced if multiple judges 

are used. Therefore, the disclosure list of items was submitted to five practising 

chartered accountants, as content experts, to examine and comment on the list of 

31 The objective was to identify companies that were more likely to adopt open and progressive 
disclosure policies and would be less likely to adhere rigidly to minimum disclosure requirements. 
The companies were therefore selected from the FTSE250. The selection process was not strictly 
random; however, there was a fairly wide spread of industries represented within the sample. The 
interim reports were for the year 2001, and were already held in the Library of the University of 
Luton. 
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items, particularly in relation to relevance ( or otherwise) of potential items, and 

indeed on the wording of the items. A number of useful amendments were 

suggested for both the wording and the relevance of the disclosure items. Three 

further items were eliminated, and the resultant 121 items were then pilot-tested 

on 30 UK companies listed on the LSE. 

7.2.1.2 Pilot Testing and Finalisation of Disclosure List of Items 

The key objective of this pilot study was to test the preliminary disclosure list in 

order to ensure that all items that were important in interim reports were added, 

and those not relevant were eliminated. The importance of a pilot test in any 

survey research has been stressed by Oppenheim (2000). He suggested that a pilot 

study helps in devising the actual wording of questions, and operates as a checking 

way to minimise ambiguities that may be in the questions. Oppenheim (2000) 

further suggested that pilot work is essential to prevent later problems, as a fault 

discovered in the main work will almost certainly prove irretrievable. This was 

particularly important in this study, since the disclosure list was the basis for a 

survey of the users of interim reports in order to determine their perception of the 

importance of the disclosure items. 

A sample of 30 companies was randomly selected from companies listed on the 

LSE using SPSS for Windows, and the interim reports obtained from the 

company's websites. Other studies have, however, used smaller samples to test 

their disclosure measurement instruments. For example, Cooke (1989) used only 

five annual reports, whilst Williams (2001) used only 10. Such small samples are 
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unlikely to cover a wider industry distribution. The rationale for this sample size 

was an attempt to cover a number of industries. It was felt that a lesser number was 

unlikely to cover a wider industry distribution and as such the disclosure 

measurement instrument might fail to apply to other industries. I was also intended 

to determine whether variations in disclosure do exist, and to tentatively test the 

Interim Disclosure Model developed in Chapter 6. It has been suggested (Field, 

2000; Pallant, 2001) that for analysis involving regression, 30 cases is a large 

enough sample for making inferences from the findings. 

The pilot testing of the preliminary disclosure list identified areas that required 

improvement. For example, there were certain items that the literature suggests 

are important at the interim stage and were included in the disclosure list but were 

not popularly disclosed by the companies in the pilot sample. Such items 

included, among others, the mission statement and strategy, the impact of strategy 

on current results, the impact of strategy on future results, and the results of 

operations in the process of being discontinued.32 Thus, whilst the items were 

recommended, companies did not generally disclose them. A total of thirteen such 

disclosure items were identified and eliminated. 

It was also observed that there were other items that companies disclosed but were 

not included in the disclosure list. Therefore, a thorough analysis of the interim 

reports was conducted to identify any further items, in order to ensure that a 

32At most, only three companies (10% of the companies in the sample) disclosed these items, and 
therefore it was decided that including them would more likely lead to penalising many companies 
for non-disclosure of items that are generally not disclosed. Furthermore, these items are more 
ideal for annual report disclosure as these are strategic issues that are unlikely change in the short
term. 
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comprehensive list capable of capturing interim disclosure adequately was 

developed. This exercise managed to identify four additional items of information 

( order book or backlog information, analysis of net debt or funds, analysis of net 

assets by business segment, basis of tax. computation). The resultant number of 

items finally included in the disclosure list was 113. This list was again submitted 

to three practising accountants for comments. Their comments indicated generally 

satisfaction with the items in the disclosure list. 

The list of disclosure items was categorised into three main subcomponents of the 

interim report as shown in Table 7.1 (see Appendix 1 for details). 

Table 7.1: Number of Disclosure Items by Category 
Disclosure type Number 

of items 
% 

(1.) Management commentary 
(2.) Financial statements: 

(i) Profit and Loss Account Information 
(ii) Balance Sheet Information 
(iii) Cash flow Statement Information 

(3.) Accounting Policies and Other Information 
(i) Segmental Information 
(ii) Accounting Policies and other notes 

29 

28 
19 
18 

6 
13 

25.7 

24.8 
16.8 
15.9 

5.3 
11.5 

Total number of disclosure items 113 100.0 

These subcomponents have obvious decision relevance to investors, and are 

widely discussed in the literature (e.g., Tonkin, 1989; Bryan, 1997; Leuz, 1998). 

According to Morse (1980), management commentary provides investors with a 

historical and prospective analysis of the company through the eyes of 

management, by providing both a short and long-term analysis of the business of 

the company. ASB (1997) argues that this type of information improves investors' 

assessments of future cash flows by improving earnings forecasts. Financial 
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statements present the effective usage of the company's financial resources by 

management, and accounting policies and other information help investors 

determine whether the reported figures comply with general accepted principles 

and indeed provide explanations to the :financial statements. This categorisation is 

supported by the rationale that there may well be differences in disclosure 

behaviour, depending on the nature of the information concerned (e.g., Dye, 1985, 

1986; Diamond, 1986; Gray et al., 1995). Gray et al. (1995) constructed different 

disclosure scores for strategic information, financial information and non-financial 

information, and found that the factors influencing voluntary disclosure differ 

across the different types of information. Clarkson et al. (1999) examined different 

subcomponents of the management discussion and analysis of the annual report 

and found that the subcomponents are influenced by different factors. Similarly, 

the different subcomponents of the interim report are also likely to be influenced 

by different factors. 

7.2.3 Weighting of Disclosure Items of Information 

A key decision in the final development of the disclosure list of items was whether 

items of information should be weighted or unweighted. While conceptually it may 

be desirable to construct a weighted disclosure list of items, a number of previous 

studies ( e.g., Spero, 1979; Robins and Austin, 1986; Firer and Meth, 1986; Chow 

and Wong-Boren, 1987; Cooke, 1989) suggest that the use of a weighted 

disclosure list would not lead to significantly different results from the unweighted 

disclosure list. They argued that companies that are good at providing important 

information items are also good at providing other additional less important items 
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of information as well. Wallace et al. (1994) and Wallace and Naser (1995) also 

present similar arguments against weighting disclosure items. 

Other previous studies ( e.g., Coy et al., 1993; Zarzeski, 1996; Baron et al., 1999; 

Clarkson et al., 1999; Ho and Wong, 2001) have, however, argued otherwise, 

suggesting that the use of an unweighted disclosure list of items in measuring 

disclosure is limited in capturing information disclosure as perceived by users. To 

address this limitation, they have employed weights as a basis for measuring 

disclosure. The weights to use have been subjectively determined (e.g., Coy et al., 

1993), a replication of weights used in previous studies (e.g., Zarzeski, 1996), or 

based on a survey of the perception of users (e.g., Clarkson et al., 1999; Baron et 

al., 1999; Ho and Wong, 2001). For instance, Clarkson et al. (1999) and Ho and 

Wong (2001) used the ratings of investment analysts, whilst Baron et al. (1999) 

used the ratings by SEC personnel to evaluate the quality of annual disclosures. 

These studies suggest that weighted indexes provide more useful data on the extent 

of disclosure in financial reports 

On the basis of the above studies, all of which present compelling arguments, it 

was decided in this research to adopt both the weighted and unweighted disclosure 

approaches. Adhikari and Tondkar (1992) and Zarzeski (1996) also adopted such 

an approach. The rationale for this approach was to determine whether differences 

exist between weighted and unweighted interim disclosure indexes, thereby either 

refuting or supporting the findings of previous studies. 
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The major problem faced when attaching weights is that there are many users of 

financial reports with different information needs. For example, what is important 

to an environmentalist may not be important to an investor, and vice versa. As 

Cooke (1989) argued, an approach that tries to encapsulate the subjective weights 

of a multitude of user groups would be unwieldy and probable futile. The reason 

for this is that different user groups demand different types of information, and the 

intensity of these demands and their legitimacy are also likely to vary greatly 

( e.g., Adams et al., 1998). The validity of this argument rests on the premise that 

the objective is to measure disclosure in a general-purpose financial report, such 

as the annual report. However, if the focus is to measure disclosure levels in 

specific-purpose financial reports, such as interim reports, weights can be attached 

based on the target user group. 

In Chapter 2, it was suggested that the main objective of interim reports is to 

provide the investing public with infom1ation necessary for investment decision

making. The information provided therein should therefore address the needs of 

this type of user group. The need to recognise investment analysts as the target 

user group for interim reports was also discussed in Chapter 2. It was argued that 

investment analysts make the greatest use of accounting information and are more 

capable of using the information provided. Therefore, the investment analysts' 

perceptions of the importance of the information items were used to determine the 

weights in this study. 
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7.2.4 Survey of Investment Analysts on Importance of Items 

In this section the procedure for surveying investment analysts to determine their 

perception on the importance of the disclosure items selected is discussed. The 

discussion starts from the method of data collection to how the data is analysed. 

7.2.4.1 Method of Data Collection 

In attitudinal research, three main different data collection methods are available 

to study the phenomenon under investigation. These include telephone interviews, 

personal interviews and questionnaire methods. In the current study, the 

questionnaire method was considered to be the most appropriate method of data 

collection for a number of reasons. Firstly, questionnaires are the most widely 

used data collection technique in attitudinal research. Secondly, the objective of 

the survey was to obtain an overall picture of the investment analysts' perceived 

importance of the disclosure items, and therefore the questionnaire method 

provides an efficient way of creating the data (mean rating) required for weighting 

disclosure in this study. Furthermore, through a questionnaire survey, a large 

number of the population can be surveyed easily. Finally, the questions are 

identical for all participants, and therefore the findings are to a large extent 

generalisable. 

Questionnaires can be administered in three different ways, namely, face-to-face, 

by telephone, or by mail.33 Each of these techniques has advantages and 

disadvantages and these can be compared in terms of the response rate, ability to 

33 With the technological advances, questionnaires are also administered electronically by e-mail. 
A review of evidence suggests that response rates are good (see Sheehan and McMillan, 1999; 
Schaefer and Dillman, 1998; Wade and Parent, 2002). 
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produce a representative sample, limitations on questionnaire design, quality of 

responses and implementation problems (e.g., de Vaus, 1992; Sekaran, 2000). 

Mail questionnaires are particularly criticised for poor response rates and the 

quality of responses ( e.g., Kerlinger, 1986). However, all these limitations can be 

mitigated by good techniques in questionnaire design and mailing out procedures. 

While it is accepted that there are disadvantages associated with the mail 

questionnaire, there are a number of advantages for using this method. Firstly, by 

using the mail questionnaire, it is possible to obtain a large enough sample to 

reduce sampling error to acceptable levels ( e.g., Roberts, 1999; Dillman, 1991; 

Sekaran, 2000). Secondly, the costs are normally considerably less for a mail 

questionnaire than the face-to-face interview (e.g., Sekaran, 2000), and finally, the 

mail questionnaire does not introduce interviewer bias that is a potential problem 

for both face-to-face and telephone interviews. Accordingly, the mail-based 

questionnaire approach was selected as the means to collect data for determining 

the weights to attach to the interim disclosure items. 

7.2.4.2 Sample Population and Selection of Investment Analysts 

In developing a sample of investment analysts, membership of the LSE and the 

Institute of Fund Managers' Association (IFMA) were employed. These two 

sample populations include major stock-broking firms, insurance companies, 

investment unit trusts, investment management groups, banks, and pension funds. 

The choice of this population permits the identification of both sell-side and buy-
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side investment analysts34 Th" d" · · · · 
· 1s 1stmct10n 1s important, because the two groups 

may have infonnation requir t h" h d"f-c · emen s w 1c 1 1er m some respects (e.g., Chang et 

al., 1983; Arnold and Moizer 1984; Schipper, 1991; Williams et al., 1996). On 

one hand, the buy-side investment analysts may wish to maximise portfolio return 

subject to some acceptable level of risk. On the other hand, the sell-side 

investment analysts may wish to persuade their clients to buy and sell securities 

frequently so as to maximise the commission they receive in respect of purchases 

and sales. 

Previous studies of investment analysts used a working population based on 

membership of a leading professional body, such as the Association of Investment 

Management and Research (e.g., Chandra, 1974; Buzby, 1975; Stanga, 1976; 

Atrill, 1986). At the early stages of this study, the objective was also to use a 

working population based on the membership of the UK Society of Investment 

Professionals (UKSIP). This was later changed for two reasons. First, the source 

was not readily available to this researcher. The UKSIP, in response to a request 

by the researcher for its database of members, advised that "the policy is never to 

release details of its members." (Letter dated 29 June 2001).35 The second reason 

is that, after careful consideration, it was realised that using this source could 

result in the selection of investment analysts who were not practising or who have 

retired. It was felt therefore that the responses of such investment analysts would 

' 4 Sell-side investments are associated with stockbrokers and investment management companies, 
whilst buy-side investment analysts are associated with insurance, banking and pension fund 
companies ( e.g., Schipper, 1991; Williams et al., 1996). . . 
35 The Chief Executive of UKSIP was, however able to give names of eight mvest~ent analysts 
known to him and willing to participate in this study. These were used to pilot test the 

questionnaire. 
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not reflect what those in practice perceive as important items, and thus including 

them could distort the results. Accordingly, no further attempts were made to 

pursue the matter with UK.SIP. A decision was made to use the membership of the 

LSE and the IFMA in order to identify companies associated with investment 

analysts who were still in practice and were likely to use interim report 

information. 

The mailing list of the companies was drawn from the LSE and IFMA websites. 

On 31 July 2002, the membership of the LSE and IFMA was 242 and 82 

companies, respectively, making a total of 324 companies. Since this population 

of companies was considered relatively small, it was decided to send the 

questionnaire to all the companies in order to increase the chances of getting a 

large response rate. This strategy was adopted after considerations of the response 

rates associated with the type of respondents under investigation. According to Ho 

and Wong (2001), the response rates associated with surveys of investment 

analysts are very low, and a response rate of 15% should be considered good. 

7.2.4.3 Development and Testing Questionnaire 

In designing the questionnaire, all the 113 items of information included in the 

final disclosure list were used. The questionnaire consisted of two parts. Part I 

contained the interim disclosure items and asked respondents to indicate the 

importance of information items for investment decision-making. This part was 

subdivided into six sections. These are (1) the management commentary which 

contained 29 items, (2) profit and loss account information with 28 items, (3) 
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balance sheet information with 19 items, (4) cash flow statement information with 

18 items, (5) segmental information with 6 items, and finally, (6) accounting 

policies and notes which contained 13 items. Part II of the questionnaire asked 

respondents to provide general information, and was meant to get data that could 

be used to depict the nature of the respondents. Questions in Part II sought to find 

information related to position of the respondent, education, experience, type of 

firm the respondent was associated with, and the primary industry focus of the 

investment analyst. It also requested respondents to indicate if they wished to 

receive a summary of the survey results. 

For Part I of the questionnaire design, it was important to consider the most 

appropriate way of responding (e.g., Sudman and Bradburn, 1982; Neuman, 1991; 

Ryan, 1995; Oppenheim, 2000; Sekaran, 2000). There are two ways in which this 

can be done. One approach is to use an open-answer format. Sudman and 

Bradburn (1982, p. 150) point out that the open format allows and encourages 

respondents to give their opinion fully and with as much nuance as they are 

capable. However, this approach appeared inapplicable in this research, where the 

intention was to calculate the mean ratings of disclosure items, which were used 

as weights in measuring interim disclosure. The alternative approach is to use a 

closed-answer format. Sudman and Bradburn (1982) point out that whilst closed 

answer questions are more difficult to construct, they are easier to analyse, 

particularly in the statistical sense. There is also less likelihood of researcher bias 

in summarising the responses. This approach was considered more appropriate in 

this study. 
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It was also considered important to establish not only the direction of the 

responses, but also the degree of intensity with which the views on the disclosure 

items were held. Therefore, an intensity scale was built into the response 

categories. This took the form of a five-point Likert Scale, which allowed the 

investment analysts to register the degree of importance they attach to the 

disclosure item for their investment decision-making. The degree of intensity 

ranged from 1 (not at all important) to 5 (extremely important). 

This approach has been adopted in other similar studies that sought the perception 

of users of annual reports. Buzby (1975) asked financial analysts to indicate, on a 

five-point Likert Scale, the relative importance of thirty-nine items of information 

in evaluating a company's equity shares. The financial analysts' responses were 

then used to compute mean values for each item, and these mean values were used 

as a disclosure index for scoring annual reports of a sample of US companies. 

Firth (1979) adopted this approach and applied it on UK data. Chandra (1974) 

used the same approach to examine the differences between financial analysts and 

accountants in the perceived importance of 58 items of information in the US 

annual reports. In another UK study, Firth (1978) also adopted the approach to 

examine the differences between users, preparers and practising accountants 

towards selected items of information in the annual reports. Atrill (1986) used a 

seven-point Likert Scale to measure the attitudes of users, preparers and 

accountants towards proposed disclosures in the interim reports. Respondents 

were asked to indicate how desirable they felt items of information were to be 
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disclosed in the interim reports. Ho and Wong (2001) also used a five-point Likert 

Scale to determine how investment analysts perceive the importance of disclosure 

items in Hong Kong annual reports. 

Once developed, the questionnaire was put through two tests for 

comprehensiveness and understandability. First, initial reviews were made by the 

three supervisors of this research and two other accounting lecturers. Secondly, a 

pilot test using eight practising investment analysts identified through the 

assistance of the UKSIP was undertaken. These investment analysts were asked to 

fill in the questionnaire, making note of any ambiguous or confusing questions or 

instructions. All eight questionnaires were returned and minor changes were 

recommended to the wording of some disclosure items. 

7.2.4.4 Administration of Mail Questionnaire and Response Rate 

As discussed above, the questionnaire was distributed to all companies which were 

members of the LSE and IFMA, in November 2002. An important issue associated 

with mail questionnaires relates to the response rate. A low proportion of returns 

can result in the twin problem of non-response bias and relatively high survey 

costs. Both problems, however, can be reduced if concerted efforts are made to 

improve the response rate beyond the levels often associated with this form of 

research. The literature is laden with suggestions concerning ways by which 

response rates to mail questionnaires can be increased. 
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Dillman (1978) sets out a number of points that the letter accompanying the 

questionnaire should cover in order to improve the response rate. Such factors and 

points include, what the study is about and its usefulness, why the respondent is 

important, a promise of confidentiality and explanation of identification number, 

what to do if questions arise, a promise to send a summary of results to 

respondents if they wanted them, and thanking the respondents for their help. 

These points were addressed in the covering letter sent to respondents with the 

questionnaire, and based on Sudman and Bradbum's (1982) suggestion, the 

covering letter was kept to a one-page format (see Appendix 2-1).36 

It has been suggested that pre-notifying the respondents beforehand may increase 

the response rate in a mail questionnaire survey (e.g., Fox et al., 1988). Murphy et 

al. (1991) report that, in two cases, the use of a postcard pre-notifying potential 

respondents of the survey increased response rates from 10.67% to 16.51 %, and 

from 19.54% to 27 .60%. Several other studies ( e.g., Kanuk and Berenson, 1975; 

Taylor and Lynn, 1998) found response speed was faster for pre-notified 

respondents than for those who were not pre-notified. In addition, Dillman (1978, 

1991) suggested that personalising cover letters could also increase response rates 

in mail questionnaire surveys. A personalised letter addressed to a specific 

individual shows the respondent that he or she is important ( e.g., Schaefer and 

Dillman, 1998). 

36 A supporting letter by the Research Supervisor was also included (Appendix 2-2). 
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In this study, 293 of the 324 companies were contacted by telephone before the 

• • 37 • •questionnaire was sent out. The reasons for this were two-fold. First, it was 

important to get their consent to participate, and secondly, to get the name of the 

contact person to whom the mail questionnaire would be addressed. Of the 293 

companies contacted, 164 agreed to provide contact investment analysts to whom 

the questionnaires were addressed. These investment analysts were also contacted 

by telephone before the questionnaire was sent out. Of the remainder of the 

companies, 71 did not give the contact names but suggested that the questionnaire 

be sent anyway, and 58 indicated that they were unlikely to complete the 

questionnaire. The questionnaire was, however, sent to all of them regardless. 

Furthermore, a prepaid envelope was also included with the questionnaire in order 

to further improve the response rate (e.g., Moser and Kalton, 1971; Dillman, 1978; 

Armstrong and Lusk, 1987; Fox et al., 1988; Yammarino et al., 1991). In addition, 

a follow-up letter (Appendix 2-3) and duplicate questionnaire were mailed to non

respondents two weeks after the original questionnaire was mailed in order to 

maximise response rates. A further follow-up was made by the telephone two 

weeks after the follow-up letter. Yammarino et al. (1991) suggested that follow-up 

mailings and repeated contacts seemed to have greater effect on response rates. 

Other design issues such as the length of the questionnaire can also influence 

response rate. For example, the longer the questionnaire, the less likely 

respondents are to respond (e.g., Heberlein and Baumgartner, 1978; Steele et al., 

37 The other 31 companies could not be reached, but the questionnaire was still despatched to the 
addresses on the LSE and IFMA membership lists. 
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1992; Yamm.arino et al., 1991). This aspect of questionnaire design was extremely 

important for this research, where the respondents are more likely to have a very 

busy schedule (e.g., Ho and Hong, 2001). A concerted effort was made to make 

the questionnaire short, without omitting any disclosure items. The final 

questionnaire was 5 pages in length (see Appendix 2-4). 

In order to facilitate assessment of the reliability of the survey findings, 

respondents who were unable to complete the questionnaires were asked to send 

them back providing their reasons for non-completion. The results of the 

reliability tests carried out for this study are described in Chapter 8. 

7.2.4.5 Analysis of Questionnaire Responses 

The analysis of the questionnaire responses was performed in the following 

sequential manner, using SPSS for Windows, and the results are presented in 

Chapter 8: 

(1.) Analysis based on Part II of the questionnaire to give a clear picture of the 

respondents (i.e., education, experience, type of institution, and primary 

industry focus). 

(2.) Analysis based on Part I of the questionnaire in order to determine the 

overall ranking of the disclosure items in terms of the order of importance. 

(3.) Analysis based on Part I using aggregate mean ratings to assess the degree 

of importance of the different parts of the interim report, i.e., management 

commentary, profit and loss, balance sheet, cash flow statement, segmental 

information, and accounting policies and notes. 
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( 4.) Analysis based on Part I and II of the questionnaire to identify if the 

variability in the perceptions of investment analysts on the items of 

disclosure is a function of the characteristics of the respondents. In this 

respect, the following four null hypotheses are tested: 

Ho1: There is no significant difference in the perceived importance of disclosure 

items in the interim report on the basis of the qualification of the 

investment analysts. 

Ho2: There is no significant difference in the perceived importance of disclosure 

items in the interim report on the basis of the experience of the investment 

analysts. 

Ho3: There is no significant difference in the perceived importance of disclosure 

items in the interim report on the basis of the type of institution associated 

with the investment analysts. 

Ho4: There is no significant difference in the perceived importance of disclosure 

items in the interim report on the basis of the industry focus of the 

investment analysts. 

In analysing the questionnaire responses, descriptive statistics were employed to 

compute overall mean ratings of each disclosure item. In testing for the variability 

in the perceptions of investment analysts on the importance of the disclosure 

items, and also in assessing the degree of importance of the different parts of the 

interim report, both non-parametric and parametric tests were employed. Since the 

perceptions of analysts using the Likert Scale fall into ordinal data category, non

parametric tests, such as the Mann-Whitney U-Test, are considered the most 
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appropriate to test the differences in mean ratings. The Mann-Whitney U-test is 

considered a powerful non-parametric test, which is a useful alternative to the t

test "when at least ordinal scale measurement is employed" (Siegel, 1956, p. 116). 

However, Siegel (1956) also suggested that parametric tests (e.g., t-tests) could 

also be used with ordinal variables because tests apply to numbers and not to what 

those numbers signify. Furthermore, it is also suggested ( e.g., Bryman and 

Cramer, 1996; Stevens, 1996; Gravetter and Wallnau, 2000; Pallant, 2001) that 

when the size of the sample is quite large (e.g., 30+), a departure from non

parametric tests is allowable. The sample in this study was considered relatively 

large (79 investment analysts), and hence both non-parametric and parametric 

tests were used to allow for comparison of the results. 

7.3 Measuring Extent of Accounting Disclosures in Interim Reports 

Having developed the disclosure measurement instrument and determined the 

weights of disclosure items, the next stage of the research was to use the 

instrument to assess disclosure practices in the interim reports. In order to assess 

the disclosure practices in the interim reports collected, a disclosure-scoring sheet 

was developed to facilitate the quantification of the level of disclosure in the 

interim reports. The disclosure score sheet had two columns, one column captured 

unweighted disclosure level and the other captured weighted disclosure level. The 

score sheet was completed for each company in the sample. 
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7.3.1 Sample of Companies for Study 

7.3.1.1 Sample Population 

The sample population for this study was UK companies that were fully listed on 

the LSE.38 The sampling frame was the Waterlow Stock Exchange Yearbook 

2002, which sets out all companies with a full listing on the LSE, and also 

provides, among others, the company addresses and contact persons. The 

selection of this population ensured the identification of companies that publish 

interim reports. 39 

7.3.1.2 Sample Size and Selection 

Having defined the working population and the sampling frame, the sample size 

for the study had to be worked out. In determining the sample size, Roscoe (1975) 

proposes sample sizes larger than 30 but less than 500, based on 'rule of thumb', 

arguing that too large a san1ple could result in the Type II errors. Type II errors 

result where a weak relationship may reach significant levels, and therefore the 

results would be interpreted as if they hold true for the entire population, when in 

actual fact they may not. Sudman (1976) also supports the 'rule of thumb' method 

for sample size, arguing that the sample ought to be large enough so as to contain 

at least 100 units. 

Other researchers present a fom1ula to estimate the sample size ( e.g.Frankfort

Nachmias and Nachmias, 1992; Sekaran, 2000). However, some components of 

38 Companies listed on the Alternative Investment Market (AIM) were not included because their 
listing requirements are less restrictive. 
39 Companies listed on the LSE are required by the Exchange to publish an interim report. At the 
time of the research, there were no requirements from the law and/or accounting standards for the 
publication of interim reports by companies in the UK. 
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the formula cannot be determined before the research is conducted, particularly the 

standard deviation and the standard error. Hence, Neuman (1991) also suggested 

the 'rule of thumb', positing that it gives sample sizes close to those of the 

statistical method. He proposed sample sizes of 30% as reasonable for sample 

populations in the region of 1000 units. Stevens (1996) and Tabaclmik and Fidell 

(1996) recommend a sample size based on the number of variables involved for 

regression-based analysis. They suggest about fifteen subjects as appropriate per 

each variable included. However, Krejcie and Morgan (1970) developed a table 

that can be used as a guide to determine the san1ple size (see Appendix 3). This 

table provides the simplest way of determining the sample size and ensures a good 

decision model ( e.g., Sekaran, 2000), so it was adopted in this study. 

The sample of companies for this study had two distinguishing characteristics. 

Firstly, they were UK companies and were fully listed on at least the LSE. 

Secondly, to ensure that no bias was introduced into the analysis by including 

companies that by the nature of their activities are required, under a different set 

of regulations, to disclose other additional information, only industrial companies 

were included.40 On 31 March 2002, the total number of UK companies listed on 

the LSE main Exchange was 1876. After excluding all non-industrial companies, 

1171 companies remained for this study. The sample size of 288 was then 

detem1ined based on the table developed by Krejcie and Morgan (1970) and 

selected using the simple random selection method, using SPSS for Windows. 

40 The term 'industrial companies' excludes financial and insurance companies (including 
managed funds and investment trusts). These companies are excluded because they face additional 
demands of information from regulatory authorities (e.g. banks are required to disclose other 
information by the Banlc of England), which are not faced by industrial companies (e.g., Atrill, 
1986; Cooke, 1989; Botosan, 1997). 
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The latest interim and annual reports were requested by writing directly to the 288 

companies. At the first request, a complete set of 239 interim and annual reports 

were received, 17 companies provided their annual reports only, and 19 

companies did not respond. Subsequent efforts to get the interim reports for the 17 

companies that provided annual reports yielded only 11 interim reports. A search 

was then made on companies' web pages for the remaining 6 companies and this 

yielded a further 4 interim reports. A search was also made on the company web 

page for the 19 non-responding companies, and a complete set of 8 annual and 

interim reports was obtained. The resultant number of companies with a complete 

set of interim and annual reports was 262. However, in the testing of the 

hypotheses developed, 6 companies were excluded from the analysis because they 

did not provide all the interim statements ( e.g., balance sheet and cash flow 

statement), and therefore data on other variables could not be ascertained (e.g., 

asset size, liquidity, gearing). Hence the final sample of companies employed in 

the regression analysis consisted of 256 industrial companies. The published 

interim and annual reports received covered the period 2001-2002.41 

7.3.2 Scoring Interim Reports 

Cooke (1989) outlined two main approaches to developing a scoring scheme to 

capture the level of information disclosed in financial reports. One approach is to 

count the data items, that is, the number of words and numbers, shown in the 

financial report. Copeland and Fredericks (1968) first suggested this approach to 

41 Companies in the UK have different :financial year and interim reporting period ends. 
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evaluate disclosure of changes in common stock. They did not, however, use this 

approach in their study, and also did not explain the reason for their decision (e.g., 

Marston and Shrives, 1991, 1996). Nevertheless, Marston and Shrives (1991) and 

Cooke (1992) criticise this approach, arguing that measuring information disclosed 

by counting data items is not satisfactory, as there are repetitions of certain 

numbers and words in the reports. In addition, they argue that numbers cannot be 

viewed in isolation because they have no meaning unless they are accompanied by 

explanatory words to describe them. Furthermore, companies also differ in terms 

of complexity of operations and one would certainly expect, for example a 

multinational firm to disclose more information than a domestic or simpler 

organisation (e.g., Wallace and Naser, 1995). 

The alternative approach, and the one adopted in this study 1s to use a 

dichotomous procedure. This measurement approach depends on how the 

disclosure items, which form the basis of the assessment, are perceived by the 

researcher ( e.g., Cooke, 1989). On the one hand, if one thinks that they are all 

equally important, each item is given a score of 1 whenever it is (and Owhen it is 

not) disclosed in a financial report being analysed. The report is then scored by 

counting the number of selected items it carries, and relating it to the total 

possible number of items to yield an index ( e.g., Cerf, 1961; Cooke, 1989; 

Wallace and Naser, 1995; Depoers, 2000). On the other hand, if one believes that 

the items of disclosure have different levels of importance to different users, the 

scoring method will be used on a hierarchy ofweights. The weights to use may be 

subjectively determined (e.g., Coy et al., 1993), may be a replication of weights 
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used in previous studies (e.g., Zarzeski, 1996), or may be based on a survey of the 

perception of users (e.g., Buzby, 1974; Ho and Wong, 2001). With the weighted 

dichotomous approach, an item is allocated the mean weighting if it is disclosed, 

and 0 if it is not disclosed. 

This study employed both the unweighted and weighted dichotomous sconng 

approaches. For the weighted approach, the weights were obtained through the 

questionnaire survey discussed in previous sections of this chapter. This 

dichotomous procedure was employed to compare the items of the disclosure

scoring sheet with the contents of the interim reports, subject to the applicability 

of the item in question to the particular company.42 

7.3.3 Applicability of Disclosure Index 

A major problem associated with the dichotomous approach to the scoring process 

is in determining whether an item is not disclosed or is not applicable to a 

particular company. Non-disclosure of an item may not necessary imply failure by 

the company to disclose (e.g., Cooke, 1989; Tauringana, 1997, 2002). It may be 

that the item was not applicable in this instance. Thus Moore and Buzby (1972) 

criticised Singhvi and Desai (1971) on the grounds that they applied their index to 

a sample of companies indiscriminately, without considering whether or not an 

item was relevant to a particular company. To deal with the applicability problem, 

researchers have resorted to reading the entire report to determine whether an item 

was disclosed, and to determine the relevance of an item of disclosure to a 

42 A similar approach was adopted in other disclosure studies (e.g., Cooke, 1989; Depoers, 2000; 
Haniffa and Cooke, 2002). 
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particular company, thus avoiding penalising a company on non-applicable items 

(e.g., Cooke, 1989; Wallace et al., 1994; Wallace and Naser, 1995; Tauringana, 

1997, 2002; Schadewitz and Blevins, 1998; Depoers, 2000; Ho and Hong, 2001). 

Admittedly, it is impossible to know with certainty whether a given item of 

information is not relevant or applicable to a company without having access to the 

firm's records (e.g., Wallace and Naser, 1995). However, by reading the entire 

report, the researcher may be able to reasonably understand the operations of the 

company and therefore make a judgement of the applicability of items. This 

ensures some level of objectivity in accounting for any missing items, and thus 

reduces the risk of penalising a company for not disclosing an item which is not 

applicable. 

On the basis of the above, the entire interim report was read in this study. Where 

there was no mention in the interim report of a disclosure item, for example 

acquisition of subsidiary, it was concluded that the item of disclosure was not 

relevant to the company in that interim period. In contrast, if it was apparent that 

an item of disclosure was relevant, for example if it was mentioned in the 

management commentary of the report that an acquisition was made but no 

amounts or sales contributed were disclosed, then the item was scored 1 or 

allocated the mean weighting in the management commentary, and O in the cash 

flow statement or profit and loss account. Where it was difficult to determine the 

applicability of an item by reading the interim report, the company's preceding 

annual report was also consulted in order to improve understanding of the 
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company's operations and to be able to make a judgement of the applicability of a 

. 1 . 43part1cu ar item. 

The preceding discussion suggests that it is not possible to construct a uniform set 

of disclosure items that applies to all companies under this or any other disclosure 

study. However, if the index is to reasonably measure the extent of interim 

disclosure, a significantly large number of the items need to be applicable to all 

companies in the sample (e.g., Marston and Shrives, 1991, 1996). No identifiable 

study however, has examined how applicable the items in their disclosure indexes 

were to all the companies in their samples. Researchers have tended to make an 

assumption that the disclosure index of items was applicable. It would seem 

important to assess how applicable the disclosure index is because, if say on the 

average only 50% of the items were applicable, then one cannot claim that the 

instrument measured what it was intended. One way suggested and adopted in this 

study to test applicability of the disclosure index is to compute means of 

applicable items and then compare this mean applicability number of items with 

the total number of items in the index (113 items). Table 7.2 below presents the 

applicability of the disclosure items to the companies in the sample after analysing 

each item that appears in the interim report. 

43 The criteria for scoring the disclosure items were as follows: (1) Relevant (score = 1 or 0): An 
item was considered relevant or applicable if it is required by the LSE to be disclosed, applicable 
to certain industries/types of companies, recommended and generally disclosed by other 
companies, or there is an event/transaction giving rise to such an item. (2) Not Relevant (score = 
NA): An item was considered not relevant (not applicable to the company), if the item is not 
required by the LSE to be disclosed, and at the same time, not applicable to certain industries or 
type of companies, or there is no event/transaction giving rise to such an item. 

216 



Table 7.2: Aoolicabilitv ofltems in Disclosure Index 
Index Description Maximum 

number of 
items 

Applicable 
items (Mean) 

%of 
applicable 

items 
Overall disclosure index 113 93 82.3 
Management commentary 29 21 72.4 
Financial statements 
i. Profit and loss information 
ii. Balance sheet information 
iii. Cash flow statement information 

65 
28 
19 
18 

56 
24 
16 
16 

86.2 
85.7 
84.2 
88.9 

Accounting policies and other information 
i. Segmental information 
ii. Accounting policies and notes 

18 
6 

13 

16 
5 

11 

88.9 
83.3 
84.6 

As the table indicates, applicability of the disclosure items to the sample of 

companies in the study is high for both overall and sub-indices. On average, 93 

items of the 113 items (the overall disclosure index) were applicable to all 

companies, representing 82.3% applicability. In terms of the sub-indices, 

applicability is 72.4% for the management commentary, 86.2% for the financial 

statements (profit and loss index 85.7%, balance sheet index 74.2%, and cash flow 

statement index 88.9%) and accounting policies and other information index 

88.9% (segment information index 83.3% and 84.6% for the accounting policies 

and notes). These results seem to indicate that even though not all items were 

applicable, applicability of the items in the disclosure list was high, suggesting that 

the disclosure index was extensive enough to cover the items of information that 

were generally disclosed by UK listed companies. 

7.3.4 Determining Disclosure Score for Each Company 

Once the scoring procedure was completed, two disclosure scores (weighted score 

and unweighted score) for each company were computed for the overall 

disclosures, as well as for each of the three subcomponent parts of the overall 

disclosure score (i.e., management commentary, financial statements, and 
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accounting policies and other information). The total disclosure score by a 

particular company was computed as follows: 

(1.) Unweighted Disclosure Score (UWDscore) 

The following formula was used for all the unweighted disclosure scores: 

m 

UWDscore = Ldi 
i~l 

where: 

i. UWDscore can be overall disclosure score (OVEDscore), or management 

commentary (MCDscore ), or financial statements disclosure score (FSDscore) or 

accounting policies and other information disclosure score (APODscore). 

ii. di = 1 if the item di is disclosed 

= 0 if the item di is not disclosed 

iii. m s number of items. 

(2.) Weighted Disclosure Scores (WDscore) 

The weighted disclosure scores were calculated using the following formula: 

WDscore = L
m 

w d; 
;,a] 

where: 

(i.) WDscore can be overall disclosure score (OVEDscore), or management 

commentary disclosure score (MCDscore ), or financial statements disclosure score 

(FSDscore ), or accounting policies and information disclosure score (APODscore ). 

(ii.) wdi = 1 if the item di is disclosed 

= 0 if the item di is not disclosed 
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(iii.) m s number of items. 

7.3.5 Determining Disclosure Index 

To measure the relative level of disclosure by each company, an index was created 

for each of the above disclosure scores. The index is the ratio of the actual scores 

awarded to a company to the scores which that company was expected to earn. 

Appendix 4 shows the disclosure indexes for both weighted and unweighted 

disclosures for each company. These disclosure indexes were calculated in the 

following manner: 

(1.) Unweighted Disclosure Indexes (UWDI) 

UWDI = UWDscore 
MUWscore 

where: 

(i.) UWDI = Overall disclosure index (OVEDI), or management commentary 

disclosure index (MCDI), or financial statements disclosure index (FSDI), or 

accounting policies and other information disclosure index (APODI). 

(ii.) MUWscore = Maximum unweighted score possible for the company 

(2.) Weighted Disclosure Indexes (WDI) 

WDI = WDscore 
MWscore 

where: 
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(i.) WDI =overall disclosure index (OVEDI), or management commentary 

disclosure index (MCDI), or financial statements disclosure index (FSDI) or 

accounting policies and other information disclosure index (APODI). 

(ii.) MW score= Maximum weighted score possible for the company. 

7.3.6 Assessing Reliability of Scores Awarded to Each Company 

Previous studies that use disclosure indexes to investigate corporate disclosure 

levels have demonstrated that the disclosure index is a useful research tool that 

can be used to measure disclosure (e.g., Cooke, 1989; Botosan, 1997; Depoers, 

2000; Ho and Wong, 2001). However, the problem is that the development and 

application of a disclosure index requires subjective assessments by the researcher 

applying the technique (e.g., Botosan, 1997; Core, 2001). As Healy and Palepu 

(2001) argue, although the self-constructed measures of disclosure increase the 

confidence that the measures truly captures what is intended, there is necessarily 

judgement involved, and hence the findings may be difficult to replicate. It is thus 

important to assess the reliability and validity of the resulting measure of interim 

disclosure. 

The index scores can be considered to be reliable if another researcher can 

replicate the results (e.g., Cooke and Wallace, 1989; Marston and Shrives, 1991). 

Milne and Adler (1999) presented two ways in which reliability can be tested in 

disclosure indices. The most usual way in which this is achieved is by 

demonstrating the use of multiple coders and either reporting that the 

discrepancies between scorers are few (e.g., Williams, 2001), or that the 
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discrepancies have been re-analysed and the differences resolved ( e.g., Milne and 

Adler, 1999). The alternative is for researchers to demonstrate that a single scorer 

has undergone a sufficient period of training (e.g., Milne and Adler, 1999). The 

reliability of the scoring decisions on a pilot sample in this instance could be 

shown to have reached an acceptable level before the scorer is allowed to code the 

main data set ( e.g., Milne and Adler, 1999). 

In this study, the multiple coder-method of testing reliability was employed. Ten 

interim reports were randomly selected from the sample and were given to three 

independent accountants. Without consultation, each accountant scmtinised each 

of the ten interim reports independently44. The results indicated that there were no 

major discrepancies that arose among the three accountants' and the researcher's 

scores. The Pearson product moment correlation coefficient was positive and 

statistically significant at the 0.01 level, suggesting that the disclosure index could 

be reliable and replicable45 . 

Other analyses suggested by Botosan (1997) were also employed in this study to 

provide further insight into the reliability of the disclosure index. Botosan (1997), 

quoting Lang and Lundholm (1993), argued that since disclosure strategies are co

ordinated across various avenues, the subcomponents that make up the disclosure 

index must be positively correlated with one another. On the basis of this 

argument, the Pearson product-moment correlation was conducted in this study. 

44 A list of the disclosure items was provided to the accountants, together with the rules adopted by the 
researcher for deciding on whether an item was relevant to a particular company or not. 
45 The correlation coefficients were as follows: Researcher and Accountant 1 (0.981), Researcher and 
Accountant 2 (0.897), Researcher and Accountant 3 (0.895), Accountant l and 2 (0.910), Accountant I and 3 
(0.957) and Accountant 2 and 3 (0.916). 
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The results indicated that each of the three components that make up the interim 

disclosure index (i.e., management commentary, financial statements, and 

accounting policies and other infom1ation) is positively correlated with one 

another, at the 5% level of significance. The second analysis is to perform 

correlations between the disclosure measure and certain company characteristics 

that have been persistently found in previous studies to be significantly correlated 

with disclosure (e.g., company size, listing status). If the disclosure index in this 

study measures interim disclosure, then it should be correlated with these 

variables (e.g., Botosan, 1997). Table 10.12 (Chapter 10) shows that company size 

and listing status are positively and significantly (at the 5% level or better) 

associated with the interim disclosure, thus confirming previous studies. The 

analysis presented suggests that the disclosure scores are reliable. 

7.4 Measurement of Corporate Attributes 

Table 7.3 summarises the independent variables (corporate attributes) employed 

in this study. These attributes were discussed in Chapter 6. The data for measuring 

the independent variables were collected from both interim and annual reports 

( company size, gearing ratio, profitability ratio, liquidity ratio, proportion of 

outside directors, executive directors' shareholdings, shareholdings of audit 

committee members, substantial institutional investors, external auditor 

involvement, payment of an interim dividend, acquisition transactions, and age of 

the chief executive46) and the LSE (listing status, techMARK listing, company 

age). 

46 Where this variable is not disclosed in the financial report, the Fame Database was used. 
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Table 7.3: Measurement of Corporate Attributes 

Attribute Operationalisation Acronvm 
Company Size Measured in terms of total assets at interim period end Asset 

Measured in terms oftotal sales for interim period Sales 
Gearing Ratio Long-term debt divided by long-term loans plus Gear 

shareholders' equity at the end of interim period. 
Profitability Ratio Company's net profit before interest and tax divided by total Profit 

sales for interim period. 
Liquidity Ratio Current assets divided by current liabilities at end of interim Liquid 

period 
Proportion of Outside Number of outside directors divided by total number of all Propout 
Directors directors on company's board of directors at preceding 

annual report date 
Executive Directors' Percentage of shares owned or controlled by executive Dshares 
Shareholdings directors at preceding annual report date 
Shareholding ofAudit Percentage of shares owned or controlled by directors who AudCosh 
Committee Members are members of the audit committee at preceding annual 

report date 
Substantial Institutional Percentage ofshares owned or controlled by significant Inshares 
Investors institutional shareholders at preceding annual report date 
Chief Executive Age of CEO as provided in annual report at preceding CeoAge 
Officer's Age annual report date 
Listing Status Dummy variable coded 1 if company listed on a foreign Listing 

stock exchange; 0 if listed on LSE only. 
TechMARK Listing Dummy variable coded 1 if company listed on LSE's Techmark 

technological market; 0 otherwise 
Auditor Involvement Dummy variable coded 1 if company's interim results Auditor 

were reviewed/audited; 0 otherwise. 
Acquisition Transactions Dummy variable coded 1 if company reports any Acquire 

acquisition activity during interim period; 0 otherwise. 
Payment ofinterim Divid 
Dividend 

Dummy variable coded 1 if company paid an interim 
dividend; 0 otherwise. 

Company Age ComAge 
the interim report date and date of first listing 
Period of listing on LSE, measured as difference between 

7.5 Data Analysis 

Data analysis was undertaken in two stages. First descriptive statistics were used to 

examine the extent of disclosure in the interim reports. Second, cross-sectional 

analysis was employed to investigate the research hypotheses. 

7.5.1 Descriptive Statistics of Interim Accounting Disclosure 

The descriptive analysis involved looking at means and ranges of disclosure 

indexes for both weighted and unweighted disclosure. This analysis is conducted 
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for both the overall as well as for the subcomponents disclosure indexes (i.e., 

management commentary, financial statements and accounting policies and other 

information). The reason was to determine whether there were any significant 

differences in the amount of disclosure among the different components of the 

interim report, so as to give an idea of the relative importance of these sections. 

Comparisons were also made between the weighted disclosure indexes and 

unweighted disclosure indexes to determine whether or not significant differences 

exist, as suggested in the literature. In order to determine if significant differences 

exist, both independent sample t-test and Mann-Whitney U-tests were conducted 

to ensure comparisons of the results. 

To gain a better understanding of interim disclosure practices than that gained by 

examining disclosure indexes alone, a detailed analysis of items was also 

conducted. However, it was not possible to analyse and discuss all the 113 items 

in this study, and therefore the discussion concentrated on both the most and least 

disclosed items. Comparisons were made with the mean rating of the disclosure 

items by investment analysts in order to determine if companies disclosed items of 

information which users perceive as important items of disclosure. 

7.5.2 Hypotheses Testing 

The hypotheses tested in the study were developed in Chapter 6 and will be tested 

for both the unweighted and weighted disclosure indexes in order to determine 

whether two indexes are associated with the same attributes, as well as for each of 
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three subcomponents of the interim report (management commentary, financial 

statements and accounting policies and other information). 

7.5.2.1 Hypotheses Testing Approach 

The choice of the approach to test the hypotheses is determined by the purpose of 

the research. In this study, the objective is to investigate the relationships between 

disclosure and corporate attributes, and to determine the incremental explanatory 

power of the corporate attributes to explaining interim disclosure. Both bivariate 

and multivariate analyses are therefore undertaken. This approach has been 

adopted because on the one hand, bivariate analysis indicates only the relationship 

between the dependent variable and each of the independent variables; on the 

other hand, multivariate analysis indicates the collective and separate 

contributions of two or more independent variables to the dependent variable. 

Thus not only is attention paid to the bivariate relationships between the 

independent variables and dependent variable, but also to the potential 

incremental information an independent variable could contribute to explaining 

the variations in disclosure. 

7.5.2.2 Bivariate Analysis 

In this study, both parametric and non-parametric tests were conducted on the 

dependent and independent variables where appropriate. The rationale for this is that 

the two statistical methods possess different strengths (e.g., Field, 2000). This 

strategy of using multiple methods of data analysis is known as triangulation, and 

was recommended by Denzin (1970, p. 26) because " ... no method is ever free of 
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rival causal factors." Cooke (1989) also argues that employing both tests allows 

triangulation of the results, and thus reduces the probability of incorrectly 

rejecting the null hypothesis. 

On the one hand, in order to use parametric statistical methods, the following 

assumptions underlying their application must be met (e.g., Siegel, 1956; Siegel and 

Castellan, 1988): (1) observations must be independent, (2) observations must be 

drawn from normally distributed populations, and (3), variables must have been 

measured on at least an interval scale. \Vhen these conditions are satisfied, then 

parametric tests are considered the most powerful tests for the hypothesis. 

On the other hand, non-parametric statistical methods have less stringent 

assumptions about the parameters of the population from which a sample is 

drawn, and they can apply to both ordinal and nominal scales ( e.g. Siegel, 1956). 

Their application is based on a model that only requires very general conditions 

with no specific form of distribution from which the sample was drawn; the 

observations are independent and the variables under study have underlying 

continuity. These assumptions are, however, weaker than those associated with 

parametric tests (e.g., Siegel and Castellan, 1988). However, non-parametric 

statistical methods are generally considered to be less powerful than parametric 

statistical methods ( e.g., Noether, 1991; Field, 2000). According to Pallant (2001 ), 

non-parametric tests tend to be less sensitive than parametric tests, and therefore 

may fail to detect differences between groups when they actually exist. 
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7.5.2.2.1 Parametric Tests 

There are two types of independent variables used in this study: the continuous and 

the categorical independent variables. To determine the association between the 

disclosure indexes and the continuous independent variables ( company size, financial 

leverage, profitability, liquidity ratio, proportion of outside directors, directors' 

shareholding, shareholding of audit committee members, substantial institutional 

shareholding, chief executive age and company age), the Pearson product moment 

correlation coefficients (r) were computed. However, because the data were not 

normally distributed, transformations were made before running the correlations. 

For the association between disclosure indexes and the categorical variables, the 

Pearson correlation is not appropriate, because these variables are not measured on 

an interval or ratio scale. Field (2000) suggests that point-biserial correlations are 

most appropriate for examining associations between the dependent variable and 

categorical independent variables. Therefore, the independent sample t-test was 

conducted for the independent variables listing status, auditor involvement, 

acquisition transactions, payment of interim dividend, and techMARK listing. 

7.5.2.2.2 Non-Parametric Tests 

In addition to the t-tests, the Mann-Whitney U-tests were also conducted to determine 

associations between categorical variables and disclosure. The Mann-Whitney U-test 

is used to test for differences between means when there are two conditions and 

different subjects have been used in each condition (Field, 2000). In other words, it 

tests the hypothesis that two independent samples come from populations having 
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the same distribution (Nomsis, 1995; Field, 2000; Coakes and Steed, 2001). It is 

the alternative to the t-tests for independent samples. Instead of comparing the 

means as in the t-tests, it actually compares the medians. 

7.5.2.3 Multivariate Analysis 

To examine the incremental explanatory power of the8 independent variables on 

interim disclosures, multiple regression techniques were used for each of the 

weighted and unweighted disclosure indexes. Before proceeding with the 

multivariate analysis, however, it was important to first establish that the assumptions 

underlying the technique are not seriously violated (e.g., Berry, 1993; Field, 2000; 

Pallant, 2001). These assumptions include multicollinearity, normality, linearity, and 

homoscedasticity ( Coakes and Steed, 2001; Pallant, 2001). 

7.5.2.3.1 Assumption Testing 

1. Multicollinearity 

Multicollinearity exists when there is a strong correlation between two or more 

predictors in a regression model ( e.g., Koutsoyiannis, 1972; Moore and Buzby, 

1972). High levels of collinearity increase the probability that a good predictor of 

the outcome will be found non-significant and rejected from the model ( e.g., 

Wright, 1997; Field, 2000). In order to identify the problem of multicollinearity, 

three tests were conducted. The first involved an examination of the correlation 

matrix to determine whether the independent variables were significantly 

correlated. It is suggested (e.g., Judge et al., 1985; Kennedy, 1985; Myers, 1990; 

228 



Gujarati, 1995; Field, 2000; Pallant, 2001) that multicollinearity problems are 

considered harmful only when they exceed 0.8 or 0.9. 

According to Myers (1990), a certain degree of multicollinearity can still exist, 

even when none of the bivariate correlation coefficients is very large. This is 

because one independent variable may be an approximate linear function of a set 

of several independent variables (e.g., Field, 2000). Therefore other diagnostics 

involving an examination of the Variance Inflation Factor (VIF) and Tolerance 

values were also used. The VIF indicates whether a predictor has a strong linear 

relationship with other predictors (e.g., Field, 2000; Tauringana, 2002). Neter et al. 

(1983) and Myers (1990) suggest that VIF values should create a problem only 

when they reach values of 10. Another statistic examined is the tolerance statistic 

which is the reciprocal of the VIF. Values below 0.1 indicate serious problems 

(e.g., Norusis, 1995; Field, 2000), although Menard (1995) suggests that values 

below 0.2 are worthy of concern. 

2. Normality 

To assess the magnitude of the problems associated with normality of the data in this 

study, normality probability plots were constructed for each continuous dependent 

and independent variable. Standard tests on skewness and kurtosis, and Kolrnogrov

Smimov tests of normality were also used to determine whether the sample came 

from a normal population. Where the assumptions of normality were not met, data 

were transformed into natural logarithms (e.g., Cooke, 1998). 
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3. Linearity 

To check the assumption of linearity, the scatter plots of the residuals produced by 

SPSS are examined. It is assumed that the residuals have a linear relationship with 

the predicted dependent variable scores, and that the variance of the residuals is the 

same for all predicted scores (Field, 2000; Coakes and Steed, 2001; Pallant, 2001). If 

a funnel pattern is observed, then the linearity assumption is violated, and where there 

are extreme deviations, the problem is overcome by transforming that data (Norusis, 

1995; Tabachnick and Fidell, 1996; Field, 2000). Mild deviations from linearity are 

not considered serious (Tabachnick and Fidell, 1996; Coakes and Steed, 2001; de 

Vaus, 2002). 

4. Homoscedasticity 

Homoscedasticity refers to a situation where the variability in the scores for one 

variable is roughly the same at all values of the other variable (Coakes and Steed, 

2001; Pallant, 2001). It is concerned with how the scores cluster uniformly about 

the regression line. The assumption of homoscedasticity is checked by a visual 

examination of the standardised residual scatterplots produced by the SPSS. If the 

residuals appear to be randomly scattered around the regression line, then the 

equal variance assumption is satisfied (Norusis, 1995; Field, 2000; Coakes and 

Steed, 2001). If this assumption is violated, data may be transformed (Norusis, 

1995; Tabachnick and Fidell, 1996). 
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7.5.2.3.2 Multiple Regression Model 

The Ordinary Least Squares Regression (OLS) model was used to test the 

hypothesised relationships. The OLS regression is considered appropriate because the 

dependent variables (disclosure indexes) are measured on an interval scale. A 

reduced regression model, which includes only variables that are found to be 

significant in both the bivariate analysis and multivariate analysis, is also run. 

l. UNWDI = Po + ~1Asset + P2Sales + p3Gear + p4Listing + PsTechmark + 

~J)ivid + P1ComAge + ~sCeoAge + ~9Acquire + P10Profit + PuLiquid + 

~12Au.dCosh + ~13Propout + P1~uditor + P1slnshares + P16Dshares + ej 

2. WDI = ~o + 131Asset + P2Sales + ~3Gear + p4Listing + ~sTechmark + ~6Divid 

+ 131ComAge + ~sCeoAge + p9Acquire + P10Profit + P11Liquid + 

P12AudCosh + p13Propout + P1~uditor + P1slnshares + P1J)shares + ej 

where 

UNWDI =Unweighted interim disclosure indexes 

WDI = Weighted interim disclosure indexes 

Po ..... -1316 = Regression coefficients 

ej = Error term 

7.5.2.3.3 Selection of Regression Entry Method 

There are a number of model selection criteria and procedures that can be used in 

multiple regression analysis to select independent variables to include in the model. 
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The three main types are: standard or forced method, the blockwise entry method, 

and the stepwise method (e.g., Field, 2000; Pallant, 2001). In the forced entry 

method, all the independent variables are forced into the regression model 

simultaneously. Each independent variable is evaluated in terms of its predictive 

power, over and above that offered by all the other independent variables. This 

approach also reveals how much unique variance in the dependent variable is 

explained by each of the independent variables (e.g., Pallant, 2001). 

In the blockwise entry method, independent variables are entered in order of their 

importance based on previous research (e.g., Field, 2000; Pallant, 2001). Any new 

variables can either be entered on a forced entry basis or using the stepwise method 

of entry. In the stepwise method, the independent variable that is most correlated with 

the dependent variable is introduced in the model first. Subsequently, the other 

exogenous variables are included one by one, on the basis of the partial correlation 

coefficients. The value ofthe t-statistics gives the decision rule about including or not 

a new variable in the model. A new variable is included in the model only if its t

statistic is not smaller than a critical value, and the t-statistics of the other variables 

that are already in the model do not diminish below that value after the inclusion of 

the new variable. However, the stepwise entry method requires a theoretical basis for 

the variable selected. Given that some of the variables in this study were selected 

based more on intuition than on theory (e.g., techMARK Listing, company age), it 

would be inappropriate to use it. Furthermore, Pallant (2001, p. 136) suggests that the 

stepwise regression approach is appropriate for sample sizes of forty cases for every 
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independent variable included in the model. This means that in this study, a sample of 

600 companies ( 40x 15) would be required to use the step-wise regression approach. 

It was decided to use the standard multiple regress10n method in order to 

determine how much of the variance in the dependent variable is explained by 

each independent variable. In addition, this method enables one to determine the 

explanatory power of the selected independent variables as a group (Pallant, 

2001).47 

7.6 Summary and Conclusions 

In this chapter, the methodology employed in this research was explained. First, the 

development of the disclosure measurement instrument was discussed. The list of the 

disclosure items to include in the measurement instrument was identified from an 

examination of the literature, an analysis of current interim disclosure practices, and 

discussion with practising chartered accountants. The final list of disclosure items 

was included in a questionnaire submitted to investment analysts to determine the 

perceived importance of these items to users of interim reports. The questionnaire 

responses were used to calculate mean ranking of the disclosure items as perceived 

by the analysts. 

Another issue discussed in this chapter was the measuring ofdisclosure in the interim 

reports (dependent). First, a sample of 262 interim reports was collected from UK 

companies listed on the LSE. Using the disclosure measurement instrument 

47 Such an approach is consistent with studies such as Wallace et al. (1994), Wallace and Naser 
(1995), Depoers (2000), Ho and Wong (2001) and Tauringana (2002). 
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developed, the dichotomous procedure of measuring disclosure was used to score the 

interim reports. Two types of disclosure indexes were then computed: a weighted 

disclosure index and an unweighted disclosure index for each company in the 

sample. In addition to measuring disclosure in the interim reports, the measurement 

of corporate attributes (independent variable) was also discussed. 

Finally, the chapter also described how data analysis was undertaken, including the 

statistical tests that were applied in the research. Descriptive statistics were used to 

examine the extent of disclosure in the interim reports. To test the hypotheses 

advanced in this study, both bivariate and multivariate analyses were used. In the 

bivariate analysis, both non-parametric and parametric tests were conducted for 

triangulation purposes. The non-parametric methods applied were the Mann-Whitney 

test, whilst the parametric tests were the Pearson product-moment correlations and 

the independent sample t-tests. In the multivariate analysis, multiple regression 

[Ordinary Least Squares (OLS)] was used in order to determine the incremental 

explanatory power of the corporate attributes. The assumptions underlying the 

application of the multiple regression analysis were also discussed, including the way 

any deviations from these assumptions were corrected. 
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CHAPTER 8: ANALYST PERCEPTION OF RELATIVE IMPORTANCE 

OF INTERIM DISCLOSURE ITEMS 

8.1 Introduction 

The primary objective of this chapter is to shed light on the perception of 

investment analysts on the relative importance of the specific items of infom1ation 

disclosed in the interim reports of UK companies listed on the LSE. In addition, it 

also seeks to highlight the relative importance of the different parts of the interim 

reports to investment analysts. The importance ratings of the disclosure items by 

investment analysts are employed in Chapter 9 to assess the extent of disclosure in 

interim reports. As suggested in Chapter 4, it is important to incorporate the 

perception of users on the relative importance of the various information items 

into the measures of disclosure. The reason for this is that the objective of 

financial reports is to provide users with information that is useful for investment 

decision-making. Finally, the analysis presented in the chapter also seeks to 

determine if variations in the perceived importance of disclosure items could be a 

function of certain characteristics of the investment analysts (i.e., educational 

qualification, analyst experience, type of institution, and primary industry focus). 

The rest of the chapter is organised as follows. In section 8.2, a preliminary 

analysis of the questionnaire survey is presented. Section 8.3 provides the results 
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of the perceptions of investment analysts on the relative importance of the specific 

items disclosed, as well as the different parts of the interim reports. Section 8.4 

reports the results of testing the hypotheses concerning the characteristics that 

might influence the perception of investment analysts on the importance of 

interim report information. Finally, a summary and conclusions are presented in 

section 8.5. 

8.2 Preliminary Analysis of Questionnaire Survey 

This section is concerned with a preliminary analysis of the questionnaire 

responses. The issues covered in the section are the response rate and the 

existence of non-response bias. 

8.2.1 Response Rate 

Mail questionnaires were sent in November 2002 to 324 members of the London 

Stock Exchange and Institute of Fund Managers' Association. In total 117 

(37.4%) questionnaires were returned. Of these, 79 (25.2%) were completed and 

usable questionnaires48, and 38 comprised both uncompleted and partially 

completed and therefore unusable questionnaires. As reported in Chapter 7, 293 

companies out of the 324 were contacted by telephone before the questionnaire 

was sent in order to determine their willingness to participate in the survey. In this 

respect it may be interesting to see how those who had agreed to participate and 

had also provided contact investment analysts, responded to the survey. Of the 

total 117 responses, 51 usable responses ( 64.6% of total usable responses) and 4 

48 Because 11 of the 324 questionnaires mailed were returned undeliverable, the adjusted sample 
consisted of 3 13 companies, resulting in a response rate of 3 7.4% (117 /313) for overall returned 
questionnaires, and 25.2% (79/313) for usable questionnaire responses (see Vergoossen, 1993). 
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unusable responses came from the 164 investment analysts who had agreed to 

participate.49 If reported on this basis, the response rate is 31.1 %. 

The response rates compare well with other studies that have investigated similar 

subjects, as reflected in Table 8.1. 

Table 8.1: Response Rates ofComparative Similar Studies 

Study Year of study 
I 

Country Response rate 
(%) 

Chandra 1974 USA 45.0 
Buzby 1974 USA 26.2 
Stanga 1977 USA 34.5 
Firth 1978 UK 38.3 
Chang et al. 1983 UK, USA and NZ 23.4; 33.3; 43.4 
Firer & Meth 1986 South Africa 35.0 
Atrill 1986 UK 40.0 
Vergoossen 1993 Netherlands 43.0 
MORI 2000 UK 36.0 
Ho& Wong 2001 Hong Kong 18.0 
Current Study UK 25.2 

It is interesting to note that two recent studies also achieved comparable response 

rates. For example, a survey conducted by MORI (2000) among UK institutional 

investors and investment analysts achieved a response rate of 36%. Ho and Wong 

(2001) carried out a survey of the perception of investment analysts on the 

importance of different types of information sources in Hong Kong and achieved an 

overall response rate of 18%. Ho and Wong (2001) suggested that a response rate of 

as low as 15% should be considered good for a survey dealing with investment 

analysts. 

49 The four responses were partially completed and returned. In two of these cases, a message 'Too 
long to complete' was written on the questionnaire. 
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8.2.2 Non-Response Bias 

The mail questionnaire survey method has been criticised for non-response bias ( e.g., 

Marsh, 1982; de Vaus, 1992; Young, 1996) and therefore it is important that, when 

employing mail questionnaires in surveys, consideration be given to the reliability of 

the data. In particular, consideration must be given to the potential problem of non

response bias (e.g., Armstrong and Overton, 1977). If respondents to the 

questionnaire differ substantially from those who do not respond (i.e., if non

response bias is fotmd to exist), no inferences may be drawn from the sample 

statistics concerning the population under study. In order to check for non-response 

bias, two approaches were adopted to determine whether responses from non

respondents would have been significantly different from those who responded. The 

first approach involved an analysis of the reasons for non-completion ( e.g., Atrill, 

1986), and the second approach compared the responses of early and late respondents 

(e.g., Armstrong and Overton, 1977; Oppenheim, 2000). 

8.2.2.1 Analysis of Uncompleted and Partially Completed Questionnaires 

The letter sent out with the questionnaire asked respondents who were unable to 

complete the questionnaire to return it providing the reasons for non-completion. 

The reasons given for non-completion may be used to detect a possible non

response bias, on the basis that those who refuse to complete may be similar to 

non-respondents ( e.g., Atrill, 1986). A total of 38 questionnaires were returned 
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either uncompleted or partially completed and the reasons for non-completion 

were analysed as shown in Table 8.2.50 

Table 8.2: Reasons for Non-Completion 

Reason provided Number % 
Company policy is not to complete 9 23.6 
Too much work/no time to complete 12 31.6 
Questionnaire too long 5 13.2 
Not relevant 2 5.3 
Partially comoleted 4 10.5 
Other 6 I 15.8 
Total 38 100 

As indicated in the table, all the reasons except "other" are self-explanatory, and 

therefore no further explanations are provided. However, the reasons falling into 

the "other" category were varied and need some explanation. Some of the analysts 

in this category expressed the view that they receive too many questionnaires, to 

the extent that they have decided not to respond to any future questionnaires. 

Other analysts responded that they were not active investment analysts and did not 

use interim financial reports. One analyst suggested that because he specialises in 

gilt-edged securities, interim financial reports were irrelevant to his work and 

could not therefore participate in the survey. Another response noted that "As a 

mutual company, which is not listed on the London Stock Exchange, we are not 

obliged to publish half-yearly financial results."51 An analysis of these reasons 

indicates that they were in no way connected with the subject matter under the 

study. Hence, there is no reason to suspect that non-respondents would have 

provided significantly different responses from those of the respondents. 

50 In 9 such cases, questionnaires were not returned, but a letter or e-mail explaining the reasons 
for non-completion was received by the researcher. Furthermore, in four cases, the questionnaire 
was partially completed and returned and was treated as uncompleted for this study. 
51 This was obviously a misunderstanding of the study. Efforts to clarify this were unsuccessful. 

239 



8.2.2.2 Response Bias of Late Versus Early Respondents 

According to Armstrong and Overton ( 1977) and Oppenheim (2000), the 

respondents who send their questionnaires very late are roughly similar to non

respondents. To examine the possible response biases of late versus early 

respondents, differences in the mean ratings of the two groups were studied. A 

random selection of 20 questionnaires from late respondents was made and the 

results were compared with the results of another 20 questionnaires, also 

randomly selected from the early respondents. 

The comparison for each group was made by performing both the Mann-Whitney 

U-test for two independent samples and the independent samples t-test on the 

overall mean rating of each part of the interim report (management commentary, 

profit and loss, balance sheet, cash flow statement, segmental information and 

accounting policies and notes). The results of both tests are shown in Table 8.3. 

The tests were also performed for each of the 113 disclosure items contained in the 

questionnaire (Appendix 5). An analysis of the Z-scores of the Mann-Whitney U

test and the t-values of the independent samples t-tests and their significance levels 

indicates that there are no significant differences ( at the 5% level) between the 

mean scores of the early and late respondents. 

The results of the test for each of the 113 disclosure items, however, suggest that 

there is a significant mean difference (at the 5% level) in one and five of the 

disclosure items for the Mann-Whitney U-test and the Independent Samples t-test, 

respectively (see Appendix 5). Using an alpha level of 95%, it may be expected 
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that approximately six (that is, 113 x 5%) of the tests would be significant as a 

result of chance. If the number of significant tests was substantially greater than 

six, then this could be construed as evidence supporting the existence of non

response bias (Atrill, 1986). These findings imply that no material non-response 

bias was incorporated in the results. Despite the limitations associated with such 

tests (Wallace and Mellor, 1988; Wallace and Cooke, 1990), these results give 

little indication that response bias is a serious threat to the validity of the results 

reported in this study. 

Table 8.3: Tests for Differences in Mean Disclosure Rating between Early and Late 
Respondents 

M-WUTests t-test 
Type of Disclosure Mean u Z-score Sig. T-value j Sig. 

Value 
Overall disclosure 

■ Early responses 3.715 168.0 -.867 .386 .565 .575 
• Late responses 3.616 

Management commentary 
• Early responses 3.703 168.5 -.854 .393 .753 .456 
■ Late responses 3.591 

Profit and loss information 
■ Early responses 3.974 183.0 -.460 .645 -.293 .771 
■ Late responses 4.029 

Balance sheet information 
■ Early responses 3.685 193.0 -.190 .849 .588 .560 
■ Late responses 3.533 

Cash flow statement information 
• Early responses 3.915 184.0 -.434 .664 -.352 .727 
■ Late responses 3.992 

Segmental information 
• Early responses 3.600 170.5 -.803 .422 .809 .424 
• Late responses 3.384 

Accounting policies and notes 
■ Early responses 3.423 141.0 -1.602 .386 1.216 .232 
■ Late responses 3.177 

8.2.3 Profile of Respondents 

Part II of the questionnaire asked the respondents to provide infom1ation 

concerning their qualification, experience, type of institution they worked for, and 
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their primary industry focus in order to help in the analysis of the questionnaire 

responses. Table 8.4 (a-d) provides an analysis of the profile of investment 

analysts based on the four characteristics. 

Table 8.4: Investment Analyst Qualification, Experience and Industry Focus 
Table 8.4a: Respondents by Qualification 
Qualification No. ! % 
PhD 2 2.6 
Masters Delrree 31 39.2 
First Degree 22 27.8 
Professional Qualification 24 30.4 
Other I 0 0.0 
Total I 79 100.0 

Table 8.4b: Investment Analyst by Experience 
Number ofvears No. % 
Less than I year 4 5.1 
1-5 Years 34 43.0 
6-10 Years 24 30.4 
Above 10 Years 17 21.5 
Total 79 100 

Table 8.4c: Investment Analysts by Industry Focus 
Industry focus No. % 
Generalist 44 55.7 
Mineral extraction 8 10.1 
Industrials 8 10.1 
Utilities 7 8.9 
Financials 6 7.6 
Services 2 2.5 
Other 4 5.1 
Total 79 100 

Table 8.4d: Investment Analysts by Type of Institution 
Type of firm No. % 
Stock-broking companies 45 57.0 
Investment management companies 6 7.6 
Insurance companies 17 21.5 

,,
Banks .) 3.8 
Pension Funds 8 10.1 
Total 79 100 

Table 8.4a reveals that the typical investment analyst holds at least a professional 

qualification, with the majority of the investment analysts being holders of a 

master's degree (39.2%). In terms of experience of the investment analysts, Table 
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8.4b shows that the majority has between 1-5 years (43%) and 6-10 years (30.4%) 

experience in investment analysis. Only 4 investment analysts indicated that they 

had less than one year's investment analysis experience. Table 8.4c indicates that 

most of the respondents were generalists (55.7%), that is, they follow a number of 

industry sectors instead ofrestricting themselves to specific sectors. Finally, Table 

8.4d indicates that the majority of the respondents to the current survey were 

associated with stock-broking (57%) and insurance companies (21.5%). 

8.3 Analysis of Questionnaire Responses 

The analysis of the perception of investment analysts is presented in two parts. The 

first deals with the specific disclosure items in the different parts of the interim 

report. Here, disclosure items are ranked on the basis of the total items in the part of 

the interim report, as well as on the basis of all the 113 disclosure items. The second 

part of the analysis is concerned with the perceived importance of the different parts 

of the interim report based on the aggregated mean rating of disclosure items in those 

parts. 

8.3.1 Analyst Perception of Disclosure Items in Interim Reports 

Part I of the questionnaire contained disclosure items of information and was divided 

into six sections, and therefore the analysis presented in the next six sections was 

conducted on a part-by-part basis. 
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8.3.1.1 Management Commentary Disclosure Items 

The management commentary section was concerned with information items that 

are addressed in the chairman's statement, CEO's statement and finance director's 

review of results. Table 8.5 presents the results of the questionnaire responses for 

this section, including the ranking of items in order of the perceived importance. 

Table 8.5: Analyst Rating of Disclosure Items in Management Commentary Section 
Disclosure Item Mean Std. Sect. Over. 

Dev. Rank Rank 
Discussion of changes in capital structure 4.375 .810 1 7 

Main factors influencing performance during the period 4.264 .772 2 9 

Discussion of balance sheet position 4.236 .858 3 10 
Discussion of outlook for the remainder of the year 4.153 .822 4 15 
Discussion of cash flow position 4.139 .827 5 16 
Expected impact of acquisitions of future results 4.014 .784 6 24 
Impact of acquisitions on current interim results 4.000 .877 7 25 
Financial highlight statement 3.931 1.071 8 28 
Impact of the disposals on current interim results 3.931 .761 8 28 
Sales forecast for the second half or the year 3.931 .931 8 28 
Profit or loss forecast for the second half or the year 3.889 .974 9 31 
Acquisitions of subsidiaries or other major investments 3.875 .786 10 32 
Assumptions underlying the sales and profit forecasts 3.861 1.047 11 33 
Order book or backlog information 3.833 1.162 12 35 
Perceived trends within the business 3.806 .911 13 37 
Reasons for the acquisitions of subsidiaries 3.806 .905 13 37 
Disposals of subsidiaries or other maior investments 3.597 .843 14 46 
Current research and development expenditure 3.569 1.048 15 47 
Amount of goodwill on acquisition of a subsidiary 3.542 .984 16 49 
Amount realised from the disposals 3.444 .844 17 53 
Acquisitions of fixed assets 3.431 .969 18 54 
Description of current research and development projects 3.431 .981 18 54 
Brief description of business activities of company 3.375 1.052 19 56 
Reasons for the disposals of subsidiaries 3.306 .946 20 59 
Particulars of transactions involving directors 3.222 1.085 21 62 
Planned research and development expenditure 3.194 1.006 22 63 
Changes in directors 2.875 .753 23 67 
Reasons for changes in directors 2.764 .898 24 69 
Biography of the new directors 2.583 1.047 25 : 71 

The table indicates that investment analysts ranked the items 'discussion of 

changes in capital structure or financing', as the most important item in the 

management commentary section of the interim report (mean =4.375). The same 
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disclosure item was ranked as seventh when all the 113 items are included in the 

analysis, suggesting that investment analysts value the item highly. The other 

items that are perceived as important include 'main factors influencing 

performance during the interim period' (mean = 4.264, overall ranking 9), 

'discussion of balance sheet position' (mean = 4.236, overall ranking 10), and 

'discussion of outlook for the remainder of the operating year' (mean= 4.153, 

overall ranking 15). 'Discussion of cash flow position' (mean = 4.139, overall 

ranking 16), 'expected impact of acquisitions on future results' (mean = 4.014, 

overall ranking 24) and 'impact of acquisitions on current results' (mean= 4.000, 

overall ranking 25) are also perceived as important disclosure items. 

The results are consistent with previous studies. For example, the item 'main 

factors influencing performance during the interim period' rated highly in this 

study was also highly rated in previous studies (Buzby, 1975; Firth, 1978; 

McNally et al., 1982). Sales and profit forecasts were also rated highly, thus 

confirming results of Buzby (1975), Firth, 1978 and Naser and Nuseibeh (2003), 

who also found that forecasts were perceived highly. 

The least important disclosure items52 are 'biography of new directors' (mean= 

2.583, overall rating 71), 'reasons for changes in directors' (mean= 2.764, overall 

rating 69), and 'changes in directors' (mean = 2.875, overall rating 67). This 

suggests that investment analysts do not regard these items as critical areas of 

disclosure at the interim report stage. However, they seem to perceive the item 

52 A rating of 3 in the questionnaire indicated that the item was 'important', 2 indicated 'less 
important', and I indicated 'not at all important'. 
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'particulars of transactions involving directors' as of some considerable 

importance (mean rating= 3.222). The rest of the disclosure items were perceived 

as of some considerable importance. 

8.3.1.2 Profit and Loss Disclosure Items 

This section contained information items that would normally be found in the 

profit and loss account of a company's interim report. The mean ratings of the 

items by the investment analysts are presented in Table 8.6. 

Table 8.6: Analyst Ratinl! of Disclosure Items in Profit and Loss Section 
Disclosure Item Mean Std. 

Dev. 
Sect. 
Rank 

Over. 
Rank 

Profit or loss on ordinary activities before tax 4.708 .635 1 1 
Profit or loss for the period 4.653 .696 2 2 
Operating profit or loss for the interim period 4.639 .868 3 3 
Profit or loss on ordinary activities after tax 4.611 .664 4 4 
Amount of turnover for the interim period 4.486 .797 5 6 
Diluted earnings per share for the interim period 4.278 .809 6 8 
Basic earnings per share for the interim period 4.236 .693 7 10 
Disclosure of operating profit of acquisitions 4.194 .859 8 12 
Comparative figures for previous interim period 4.194 .828 8 12 
Tax on profit or loss on ordinary activities 4.153 .797 9 15 
Dividends paid and proposed 4.139 .629 10 16 
Disclosure of cost of sales or gross profit for the period 4.097 .950 11 19 
Comparative figures for the previous full financial year 4.083 .918 12 20 
Dividend per share for the period 4.069 .744 13 21 
Disclosure of turnover of acquisitions 4.028 1.044 14 23 
Exceptional items 3.986 .862 15 26 
Disclosure of total administrative expenses for the period 3.889 .971 16 31 
Interest payable less interest receivable (net) 3.861 .796 17 33 
Disclosure of operating profit of discontinued operations 3.847 1.043 18 34 
Disclosure of amount of goodwill amortised in the period 3.750 1.022 19 39 
Disclosure ofturnover of discontinued operations 3.681 1.106 20 42 
Depreciation charge for fixed assets for the period 3.667 1.108 21 43 
Disclosure ofgains or losses on disposal of assets 3.597 .879 22 46 
Share of associated companies' operating profit 3.542 .930 23 49 
Share ofioint venture companies' operating profit 3.514 .945 24 51 
Minority interests 3.361 1.013 25 57 
Results of operations in the process of being discontinued 
Statement of total recoe:nised gains and losses 

3.333 1.179 26 58 
3.292 1.073 27 60 
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The table indicates that investment analysts were most interested in the item 

'profit or loss on ordinary activities before tax' (mean= 4.708), 'profit or loss for 

the period' (mean= 4.653), 'operating profit or loss for the interim period' (mean 

= 4.639), 'profit and loss on ordinary activities after tax' (mean = 4.611) and 

'amount of turnover for the interim period' (mean = 4.486). The first three of 

these disclosure items were also ranked as the most important items in their order 

on an overall basis, and the 'amount of turnover' was ranked sixth overall. No 

items in the profit and loss section of the interim report account received a mean 

rating of less than 3.000, thus suggesting that all the 28 items in this section are 

perceived by investment analysts as of some considerable importance. 

These results are consistent with Atrill (1986) who also found that profit and loss 

account items were perceived as the most important. Naser and Nuseibeh (2003) 

also investigated selected items disclosed in annual reports of Saudi Arabia 

companies and found that profit and loss account items were viewed as the most 

important. However, the results for 'comparative figures' is not consistent with 

those reported by Firth (1978), Wallace (1988) and Ibrahim and Kim (1994), 

where respondents in these studies assigned a low rating of importance to this 

item. The rating attached to amount of turnover for the interim period is consistent 

with Stanga and Tiller (1983) and Atrill (1986). Atrill (1986) also found that 

investment analysts rated depreciation charge at the interim stage as important, a 

result confirmed by this study. 
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8.3.1.3 Balance Sheet Disclosure Items 

Chen et al. (2002) suggest that balance sheet information guides market participants 

in understanding a company's reported earnings. In order to understand whether 

investment analysts find balance sheet information useful, they were asked to 

indicate their perception of the importance of 19 items in the balance sheet section. 

The results are revealed in Table 8.7 below. 

Table 8. 7: Analyst Rating of Disclosure Items in Balance Sheet Section 

Disclosure Item Mean Std. Sect. I Over. 
Dev. Rank Rank 

Total assets less current liabilities 4.208 .842 1 11 
Creditors: amounts falling due within one year 4.167 1.006 2 14 
Total amount of current assets 4.139 .997 3 16 
Net current assets or liabilities 4.125 1.030 4 17 
Total capital and reserves 4.083 1.031 5 20 
Creditors: amounts falling due after more than one year 4.014 .913 6 24 
Provision for liabilities and charges 3.944 .980 7 27 
Total amount of fixed assets 3.917 1.030 8 29 
Comparative figures for previous interim period 3.806 1.037 9 37 
Comparative figures for the previous full financial year 3.806 1.025 9 37 
Analysis of total current assets into component parts 3.764 1.053 10 38 
Analysis of capital and reserves into component parts 3.653 1.041 11 44 
Reconciliation of movements in shareholders' funds 3.528 1.207 12 50 
Analysis of total fixed assets into component parts 3.292 1.278 13 60 
Minority interests in equity 3.194 1.075 14 63 
Disclosure of loans to joint venture companies 3.014 1.085 15 65 
Disclosure ofjoint venture share ofliabilities 2.958 .999 16 66 
Disclosure of joint venture share of gross assets 2.778 .933 17 68 
Disclosure ofjoint venture share of goodwill 2.736 .930 18 70 

As the table indicates, the most important items to the investment analysts are 

'total assets less current liabilities' (mean = 4.208, overall rating 11), 'creditors: 

amounts falling due within one year' (mean = 4.167, overall rating 14), 'total 

amount of current assets' (mean= 4.139, overall rating 16), 'net current assets or 

liabilities' (mean = 4.125, overall rating 17), and 'total capital and reserves' 

(mean = 4.083, overall rating 20). These results seem to suggest that investment 
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analysts are more interested in information that can help them assess the financial 

position and liquidity of companies. Such information is important in assessing 

the capacity of the company to pay its debts and continue as a going concern. 

The least important disclosure items were 'disclosure of joint venture share of 

goodwill' (mean= 2.736, overall rating 70), 'disclosure of joint venture share of 

gross assets' (mean = 2.778, overall rating 68), and 'disclosure of joint venture 

share of liabilities' (mean = 2.958, overall rating 66). The investment analysts 

perceived the rest of the disclosure items as of some considerable importance 

(based on the mean ratings of not less than 3.000). 

The results for total current liabilities and analysis of total fixed assets into 

components parts are consistent with Buzby (1975), Ibrahim and Kim (1994) and 

Naser and Nuseibeh (2003), but not with Atrill (1986) who found that users of 

interim reports did not perceive a breakdown of fixed assets as important. Naser 

and Nuseibeh (2003) also found that an analysis of shareholders' funds was 

perceived as important, consistent with the results of this study. 

8.3.1.4 Cash Flow Statement Disclosure Items 

A total of 18 disclosure items that could be disclosed in the interim report were 

contained in the cash flow statement section of the questionnaire. The investment 

analysts were asked to indicate their perceived importance of the information 

items. The results are presented in Table 8.8. 
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Table 8.8: Analyst Ratin2 of Disclosure Items in Cash Flow Statement Section 
Disclosure Item Mean Std. Sect. Over. 

Dev. Rank Rank 
Net cash inflow/outflow from operating activities 4.569 .807 1 5 
Total figure for return on investments and servicing finance 4.236 .887 2 10 
Increase/decrease in cash figure 4.208 1.046 3 11 
Total capital expenditure and financial investment figure 4.125 .966 4 17 
Reconciliation of movements in cash to movement in net 4.111 .988 5 18 
debt 
Reconciliation of operatin_g profit to operating cash flow 4.042 .967 6 22 
Total amount of financing sources 3.944 1.017 7 27 
Total amount of acquisitions and disposals 3.903 1.020 8 30 
Analysis of net debt/funds 3.889 .977 9 31 
Cash flow figures for comparative interim period 3.875 .962 10 32 
Cash flow comparative figures for the previous full 3.847 1.063 11 34 
financial year 
Equity dividends paid 3.722 .983 12 40 
Analysis of financing sources figure into different types 3.722 1.015 12 40 
Breakdown of returns on investment and servicing finance 3.694 .902 13 41 
into the different categories 
Management of free liquid resources 3.625 .830 14 45 
Breakdown of capital expenditure and financial investment 3.444 1.108 15 53 
into different components 
Taxation paid 3.431 .945 16 54 
Breakdown of acquisitions and disposal figure into the 3.306 1.061 17 59 
relevant components 

The table indicates that the item 'net cash inflow/outflow from operating 

activities' was ranked as the most important in the cash flow statement (mean= 

4.569, overall ranking 5). The second most important item in the cash flow 

statement was the item 'total figure for return on investments and servicing 

finance' (mean of 4.236, overall rating 10). The other items that are perceived as 

important include 'increase/decrease in cash figure' (mean = 4.208, overall 

ranking 11 ), 'total capital expenditure and financing investment figure' (mean = 

4.125, overall ranking of 17). The item 'breakdown of acquisitions and disposal 

figure into the relevant components' (mean = 3.306, overall ranking 59) is 

perceived by investment analysts as the least important item to disclose in the 

cash flow statement of the interim report. No other disclosure item in the cash 

flow statement was rated less than a mean of 3 .000, suggesting that investment 
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analysts find most of the items of some importance in their investment decision

making. According to Leuz et al. (1998), cash flow information is important to 

capital market participants because it facilitates an assessment of the firm's cash 

generating capacity and the persistence of earnings in the future. 

8.3.1.5 Segmental Information Disclosure Items 

The investment analysts were also asked to indicate their perception of segmental 

information disclosure items in interim reports. Six items were included in this 

category and the results are presented in Table 8.9. 

Table 8.9: Analyst Rating of Disclosure Items in Se2:mental Information Section 
Disclosure Item Mean Std. 

Dev. 
Sect. j Over. 
Rank Rank 

Analysis of profit or loss by business segment 4.014 .953 1 24 
Analysis of turnover by business segment 3.917 .877 2 29 
Analysis of profit or loss by geographic location 3.542 1.060 3 49 
Analysis of turnover by geographic location I 3.472 .903 4 52 
Analysis of net assets by business segment 3.181 1.114 5 64 
Analysis of net assets by geographic location I 2.958 1.108 6 66 

Of the 6 items in this section, 'analysis of profit or loss by business segment' and 

'analysis of turnover by business segment' were rated as the first and second most 

important items to disclose in the interim report (mean= 4.014 and 3.917, overall 

ranking 24 and 29, respectively). One item, 'analysis of net assets by geographic 

location' was rated as of little importance, having a mean rating of 2.958 and 

overall ranking 66. Buzby (1975) and Atrill (1986) also found that an analysis of 

profit and loss and turnover into segments was perceived as important. McNally et 

al. (1982) reported high ratings of these items by investors. 
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8.3.1.6 Accounting Policies and Notes Disclosure Items 

The final section of the disclosure items on which the perceptions of investment 

analyst were sought on their importance is the accounting policies and notes. 

Table 8.10 below indicates the mean ranking attached to the items by the 

investment analysts. 

Table 8.10: Analyst Rating of Disclosure Items in Accounting Policies and Notes Section 
Disclosure Item Mean Std. 

Dev. 
Sect. 
Rank 

Over. 
Rank 

Effects of changes in accounting policy on current results 4.278 .763 1 8 
Description of the nature of any changes in accounting 
policy 

4.181 .849 2 13 

Statement to the effect that accounting policies are 
consistent with those in the annual accounts 

3.819 .929 3 36 

Statement of number of shares outstanding in the interim 
period 

3.556 1.096 4 48 

Date on which it is approved by the board of directors 3.528 1.011 5 50 
Extent to which the information has been audited or 
reviewed 

3.444 1.070 6 53 

Basis of the tax computation 3.403 1.105 7 55 
Extent of compliance with ASB statement on interim 
reports 

3.375 .988 8 56 

Other notes to the financial statements 3.236 .973 9 61 
Methods used in computing the basic earnings per share 3.014 1.160 10 65 
Methods used in computing the diluted earnings per share 2.708 1.145 10 71 
Auditor review report included with the interim accounts 2.514 1.048 11 72 
Company financial calendar 2.347 1.038 12 73 

The table shows that the item 'effects of changes in accounting policy on current 

results' was ranked as the most important item to disclose at the interim stage 

(mean = 4.278, overall ranking 8). 'Description of the nature of any changes in 

accounting policy' was rated as the second most important item in the accounting 

policies and other information section (mean = 4.181, overall ranking 13). The 
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least rated disclosure item is 'company financial calendar' (mean= 2.347). The 

same item is rated as the least important item (overall ranking 73)53 • 

8.3.2 Importance of Different Parts of Interim Reports 

Having established the perceived importance of the different items disclosed in 

the interim report, it is also interesting to know more about how investment 

analysts perceive the importance of its different parts. There have been consistent 

findings in the literature that the interim report is important to market participants 

(see Chapter 2 for a review of this literature). However, no studies have been 

directed specifically towards the perceived importance of the different parts of the 

interim reports or indeed the importance of the items disclosed. Therefore, this 

section seeks to provide preliminary evidence on the importance of the different 

parts of the interim reports for investment analysts. 

Most previous studies on the importance of different parts of the annual report 

have asked the respondents to indicate the extent to which they read the different 

sections in order to judge their importance (e.g., Vergoossen, 1993; Abu-Nasar 

and Rutherford, 1996; Ho and Wong, 2001). However, a different approach has 

been adopted in this study to examine the importance of the different parts of the 

interim reports. This approach involves the ag;gregation of the mean ratings of 

individual disclosure items to give a mean score for the relevant part of the 

interim report (e.g., McNally et al., 1982; Chang et al., 1983; Wallace, 1987). 

53 It should be noted that because of ties in ranking of a number of items, no item was ranked as 
number 113, and therefore company financial calendar received the lowest ranking of 73. 
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Table 8.11 shows the perceived importance of the different parts of the interim 

report based on an aggregation of ratings of the individual disclosure items. 

Table 8.11: Importance of Different Parts of Interim Report 
Section Mean Rank Standard 

deviation 
Management commentarv 3.653 3 .5092 
Profit and loss account 4.000 1 .5934 
Balance sheet 3.628 4 .7742 
Cash flow statement 3.885 2 .7213 
Segmental information 3.496 5 .8324 
Accounting policies and notes 3.321 6 .6593 

On the whole, the table indicates that all the parts of the interim report seem to 

have some importance to investment analysts, given that none of them received a 

perceived mean importance of less than 3.000. However, the table indicates that 

the profit and loss (mean = 4.000, ranked 1) and the cash flow statement (mean = 

3.885, ranked 2) are perceived as the two most important parts of the interim 

report. This finding is consistent with previous studies (e.g., Vergoossen, 1993; 

Eccles and Mavrinac, 1995; Abu-Nasar and Rutherford, 1996; Ho and Wong, 

2001 ), which indicate that the income statement and cash flow statement are the 

most read sections of the annual report. Horngren (1978) reviewed investment 

analyst reports and concluded that the income statement is the most important 

component of the annual report. Chang and Most (1985) also find that US analysts 

rank the income statement as the most important section of the annual report. A 

study funded by the Financial Executives Research Foundation (1987), found that 

financial analysts rank the income statement, balance sheet, footnotes, and sources 

and uses of funds statement as the most important items, in that order. 
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The investment analysts seem to express an interest in the management 

commentary section of the interim report (mean = 3.653, ranked 3), which is 

consistent with previous research. The importance of management commentary 

has been highlighted by a number of studies. For example, Lee and Tweedie 

(1975, 1977) concluded that the narrative sections of the annual report are the 

most heavily read by individual shareholders. According to Zarzeski and Robb 

(2001), financial analysts and investors need information about managers' long

term ability to manage effectively and efficiently. Management commentary 

provides qualitative information to analysts and investors about management 

progress in achieving company objectives. Day (1986) found that investment 

analysts looked at management commentary for hints about the future, statement 

of management's intentions, a description of the company's activities and 

explanations of significant fluctuations between successive periods. Rogers and 

Grant (1997) reveal that in investment analyst reports, the management 

commentary section of annual reports provided almost twice the amount of quoted 

information, as do the other sections. The AICPA (1994) suggests that users want 

more descriptive information both to help them understand the numbers in the 

financial statements, and to help them assess which items or events will materially 

impact on the firm in the future. Indeed studies that investigate management's 

prospective comments in annual reports ( e.g., Steele, 1982; Clarkson et al., 1994; 

Bryan, 1997; Boo and Simnett, 2002) have generally found that such comments 

are informative with respect to the future performance of the company. 
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While in this study the balance sheet was rated as of relatively low importance in 

the interim report (mean = 3.628, ranked 4) compared to the management 

commentary, profit and loss and cash flow statement, it is ranked as the second 

most important part of the annual report (e.g., Chang and Most, 198 5; Abu-N asar 

and Rutherford, 1996; Ho and Wong, 2001). Probably, this is due to the fact that 

the quality of balance sheet presented by companies in the interim report varies 

considerably, with some presenting a complete set of information and some a 

summarised format, making comparison among companies difficult. In addition, 

the information in the balance sheet may not be relied on to assess the financial 

position of the company, since the accounts are not audited.54 

The other parts that are perceived as of least importance are segmental 

information (mean= 3.496, ranked 5) and accounting policies and notes (mean= 

3.3 21, ranked 6). In theory, one would expect to find investment analysts being 

sensitive to how different accounting methods affect the financial statements, 

particularly given the discretion given to UK companies on interim reporting. A 

possible reason for such low mean rating of the accounting policies and other 

information section is that the incremental information content may be small 

because companies may not change their accounting policies very often. 

To determine whether the mean difference between the different parts of the interim 

reports is statistically significant, both the Wilcoxon t-test and paired samples t-tests 

54 This is also true for the profit and loss and cash flow statement information. 
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.358 

were undertaken. Table 8.12 presents the results of both tests for the different parts of 

the interim report. 

Table 8.12: Tests for Differences in Mean Ratings between Different Parts of the Report 

I 

Wilcoxon t- Paired 
test Samples t-test 

Z-value T-value 
Management commentary and profit and loss -5.208** -6.052** 
Management commentary and balance sheet -.743 
Management commentary and cash flow statement -3.111** -3.265** 
Management commentary and segmental information -1.977** 1.993** 
Management commentary and accounting policies and notes -5.528** 5.795** 
Profit and loss account and balance sheet -6.083** 6.661 ** 
Profit and loss account and cash flow statement -1.877* 2.266** 
Profit and loss account and segmental infom1ation -5.291 ** 6.163** 
Profit and loss account and accounting policies and notes -6.945** 9.746** 
Balance sheet and cash flow statement -4.467** -4.612** 
Balance sheet and segmental information -1.846* 1.667* 
Balance sheet and accounting policies and notes -4.247** 3.846** 
Cash flow statement and segmental information -3.962** 4.466** 
Cash flow statement and accounting policies and notes -6.084** 7.657** 
Segmental information and accounting policies and notes -1.773* 2.096** 
** Significant at 5% level 
* Significant at 10% level 

The table reveals that for both the Wilcoxon t-test and the Paired Samples t-tests, 

the perceived importance attached by investment analysts to the management 

commentary turned out not to be significantly different from the importance 

attributable to the balance sheet. Table 8.12 also shows that the differences 

between the mean ratings of the other parts are significant (at the 5% level). 

However, there also exist slight differences in the significant levels between the 

two statistical tests on the profit and loss and cash flow statement and on 

segmental information and accounting policies and other information. The 

Wilcoxon t-test shows a significant difference at the 10% level whilst the Paired 

Samples t-test indicates significance at the 5% level. 
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8.4 Determinants of Analyst Perception of Importance of Disclosure Items 

Having established the perceived importance of the different parts of the interim 

report and the specific disclosure items, it would be interesting to examine if the 

variability in the perceptions of investment analysts on the importance of the 

items of disclosure [as reflected by the standard deviations (Tables 8.5 to 8.11)] is 

a function of the characteristics of the respondents. In section 8.2.4, the profile of 

the respondents to the questionnaire was discussed according to qualification, 

experience, type of institution, and industry focus. 

8.4.1 Qualification, Experience and Industry of Investment Analysts 

In order to determine whether the perceptions of investment analysts on the 

importance of the information disclosed in the interim reports differ with 

qualification, experience and industry focus, the Kruskal-Wallis test (non

parametric statistic) was carried out. Table 8.13 reports the results of the tests on 

the importance of the different parts of the interim report. The results for the 

individual 113 disclosure items are shown in Appendix 6. 

Table 8.13: Kruskal-Wallis Tests Concerning Qualification, Experience and Industry 
Focus 

Part oflnterim Report Qualification Experience Industry 
Chi Square Chi Square Chi Square 

Management Commentary 4.901 3.094 9.121 
Profit and loss account 6.284 4.490 9.329 
Balance sheet 12.310** 1.880 9.305 
Cash flow statement 12.596** 5.405 5.820 
Segmental information 8.015** .887 4.892 
Accounting policies and notes 2.709 3.552 3.614 

**. Significant at 5% level 
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The results suggest that there are significant differences on ratings of items of 

disclosure on the basis of the qualifications of the investment analysts for balance 

sheet, cash flow statement, and segmental infom1ation (at the 5% level). However, 

there are no significant differences for the profit and loss, management 

commentary, and accounting policies and notes, suggesting that the level of 

qualification of the analyst does not lead to differences in the perception of these 

items. Appendix 6 shows that differences exist on the basis of qualification for 14 

items (48.3%) in the management commentary, 4 (14.3%) in the profit and loss, 

12 (63.2%) in the balance sheet, 10 (55.6%) in the cash flow statement, 2 (33.3%) 

in the segmental information, and 2 ( 15.4 % ) in the accounting policies and notes. 

It is difficult to speculate why the qualification of the analysts leads to differences 

in the perception of the importance on the balance sheet and cash flow statement 

of the interim report. However, a possible explanation could be the field in which 

an individual analyst qualified. For example, an investment analyst who holds a 

finance or accounting qualification could perceive information differently from 

one with an engineering qualification. Chang et al. (1983) grouped the 

respondents into those with training in finance and accounting and those with no 

such training, and found differences in the way the two groups perceived the 

annual report. 

With respect to experience and industry focus, no significant differences were 

found to exist concerning the importance of the different parts of the interim 

report. However, on the basis of items, differences were found in 14 items 
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(12.3%) for experience, and 34 items (30.1%) for industry focus. These results 

suggest that both experience and industry focus have little or no impact on the 

perceived importance of the items of disclosure in the interim reports. The results 

for the industry focus might have been affected by the large representation of 

investment analysts who focus on various industries (generalists). 

8.4.2 Analysis of Analyst Perception by Type of Institution 

It has been suggested (e.g., Chang et al., 1983; Mozier and Arnold, 1984; 

Vergoossen, 1993; Barker, 1998) that the perceived importance of financial 

reports may differ, based on the job the investment analysts perform. To 

determine if the job influenced the perception of disclosure items, the investment 

analysts were categorised into two main groups: the buy-side and sell-side 

analysts m order to compare the two groups. According to Schipper (1991 ), 

investment analysts working for stock-broking and investment management 

companies are sell-side analysts and those in insurance, banking and pension 

funds are buy-side analysts. The categorisation resulted in 51 sell-side and 28 

buy-side investment analysts. 

Table 8.14 compares the perception of the two main groups of investment analysts 

on the importance of the different parts ofthe interim report. 
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I Table 8.14: Tests for Differences in Mean Ranking of Disclosure Items by Buy-Side and Sell-
Side Investment Analysts 

Part of Interim Report Buy-side Sell-side M-WU- T-Test 
Anal"sts Anal"sts Test 

Mean Rank Mean Rank Z-score T-value 
Ratin2: Ratin2: 

Management Commentary 3.804 2 3.605 4 -2.316** -2.047** 
Profit and loss account 4.075 1 3.959 I -1.192 -1.241 
Balance sheet 3.648 4 3.635 3 -1.626 I -.591 
Cash flow statement 3.794 3 3.908 2 -.037 .195 
Segmental information 3.644 5 3.453 5 -1.366 -1.441 
Accounting policies and Notes 3.410 6 3.306 6 -1.209 -1.024 

**. Significant at 5% level 

As the table indicates, both buy-side and sell-side investment analysts perceive the 

profit and loss account as the most important part of the interim report, and 

segmental information and accounting policies and notes as the least important 

parts. However, the two groups of investment analysts differed in the importance 

they attribute to other three parts of the report. Whilst the buy-side investment 

analysts perceive the management commentary as the second most important part, 

sell-side investment analyst perceive the same section as the fourth important 

section. The cash flow statement is ranked by sell-side analysts as the second most 

important section, whilst the buy-side rank it as the third most important section 

of the report. 

In order to determine whether these differences were statistically significant, both 

the Mann-Whitney U-tests and the independent samples t-tests were conducted. 

The results indicated that there were no significant differences in the mean ratings 

of the two groups for the profit and loss, balance sheet, cash flow statement, 

segmental information, and accounting policies and notes. However, both tests 

indicate a significant difference in the mean ratings of the management 
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commentary. The results for the profit and loss and accounting policies and notes 

contradict previous studies. For example, Mozier and Arnold (1984) and 

V ergoossen (1993) report that there was a significant difference between the 

perceptions of the two groups on these parts of the annual report. However, they 

do confirm the findings of Chang and Most (1985) on the perception of the 

importance of the profit and loss account. The results for the other parts, which 

show no significant differences, are consistent with the findings of previous 

studies (e.g., Mozier and Arnold, 1984; Vergoossen, 1993). 

Tests were also carried out for the individual disclosure items (see Appendix 6) to 

determine if the two groups perceived the importance of the individual items 

differently. The results of these tests indicated that there are significant 

differences (at the 5% significance level) in only 12 items of information out of 

the 113 items (5, 3, 1, and 2 items for management commentary, profit and loss 

and accounting policies and notes, respectively). These results suggest that, on the 

whole, both buy-side and sell-side investment analysts perceive disclosure items 

in the interim reports in a similar manner. 

8.5 Summary and Conclusions 

The main objective of this chapter was to investigate the investment analysts' 

perceived importance of the various items of information disclosed in the interim 

reports of UK companies listed on the LSE. A mail questionnaire was forwarded to 

324 investment analysts selected from investment companies with a membership of 

the LSE and/or IFMA. Seventy-nine usable responses were received, representing a 
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response rate of 25 .2%. On the one hand, the results indicate that the most important 

ten items of disclosure in the interim reports are, in the order of their ranking, profit 

or loss on ordinary activities before tax, profit or loss for the period, operating profit 

or loss for the interim period, profit or loss on ordinary activities after tax, net cash 

inflow/outflow from operating activities, amount of turnover for the interim period, 

discussion of changes in capital structure, diluted earnings per share for the interim 

period, main factors influencing performance during the period, and finally, basic 

earnings per share for the interim period. Also rated as number ten are effects of 

changes in accounting policy on current results and discussion of balance sheet 

position. 

On the other hand, the least important ten items ofdisclosure were company financial 

calendar, auditor review included with the interim report, biography ofnew directors, 

methods for computing diluted earnings per share, disclosure ofjoint venture share of 

goodwill, reasons for changes in directors, disclosure of joint venture share of gross 

assets, changes in directors, disclosure of joint venture share of liabilities, and 

disclosure ofloans to joint venture companies. 

With respect to the different parts of the interim report, the results indicate that the 

profit and loss account is considered to be the most important part, followed by the 

cash flow statement and management commentary. The balance sheet, segmental 

information and accounting policies and notes have the least important rated parts, 

although they are still considered to be of some importance. Statistical tests 

conducted indicated that the experience and industry focus of the investment analyst 
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did not lead to differences in the perception of the importance of interim disclosure 

items. However, the level of qualification seems to cause differences in the perceived 

importance of items in the profit and loss, balance sheet, cash flow statement, and 

segmental sections of the interim report. With respect to the type of institution, 

analysts were classified into buy-side and sell-side investment analysts. Tests for 

differences in the perception of the two groups indicated that significant differences 

exist in the importance of information items in the management commentary section 

of the interim report. 

There are a number of conclusions that can be drawn from the results of the analysis 

in this chapter. First, investment analysts perceived most of the disclosure items as 

being important for their decision-making process. Secondly, the highly rated 

disclosure items are in the profit and loss account and cash flow statement. Third, the 

Accounting Standards Board could be providing economic benefits by encouraging 

greater disclosure in the interim reports, as the information is perceived as important 

for investment decision-making. This means that the initiatives being made to 

increase interim disclosures, both in the UK and international, are not misguided. 
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CHAPTER 9: ANALYSIS OF DISCLOSURE IN INTERIM REPORTS 

9.1 Introduction 

In Chapter 8, the results of the survey of investment analysts on the importance of 

information items disclosed in the interim reports were presented and discussed. The 

results revealed that the analysts perceive the information disclosed in the interim 

reports to be important for their investment decision-making. The main purpose of 

this chapter is to present and discuss the results of a survey of interim reports of 262 

UK companies listed on the LSE. The objective of the survey is to determine the 

extent of information disclosure in the interim reports, and also to establish the extent 

to which what companies disclose converges with what investment analysts perceive 

as important to disclose in the interim reports. 

The rest of the chapter is organised as follows. Section 9 .2 provides an analysis of the 

extent of mandatory disclosure in interim reports. In section 9.3, the extent of 

compliance with the disclosure recommendations of the ASB is examined. The basis 

of this examination is the Statement on Interim Reports, published in 1997. Section 

9.4 presents an analysis of the extent of voluntary disclosure in the interim reports. 

The extent of overall disclosure, as well as disclosure in the subcomponents 

(management commentary, financial statement, accounting policies and other 

information) is presented in Section 9.5. In this section, the analysis covers both the 
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unweighted and weighted disclosure levels. In Section 9.6, an analysis of the 

individual disclosure items and how their disclosure converges or agrees with user 

perception is provided. Finally, in section 9.7, a summary and conclusions of the 

chapter are presented. 

9.2 Extent of Compliance with Mandatory Disclosure in Interim Reports 

The analysis of the mandatory interim information items is important in order to 

determine the degree of compliance with mandatory disclosure requirements. In 

this study, mandatory interim disclosure was defined as the minimum disclosure 

requirements of the LSE as stipulated in The Listing Rules (1999). The LSE 

requires as a minimum that companies disclose certain profit and loss information 

items in interim reports and an explanatory note. 

The number of disclosure items identified as constituting mandatory interim 

disclosure was sixteen, and are shown in Appendix 7. Table 9.1 presents the 

descriptive statistics of the level of disclosure of the mandatory information. 

Table 9.1: Descriptive Statistics of Mandatory Disclosure Scores 

Index Min Max Mean Std. Dev. 
I 

CV 
% 

Mandatory disclosure index .44 1.00 .8098 .1111 I 13.72 

As the table indicates, the disclosure scores of mandatory disclosure items range 

from 0.44 to 1.00, with the mean disclosure score of 0.8098. This suggests that, on 

average, listed companies disclose 80.98% of the requirements of the LSE, with 

some companies disclosing all the information requirements. This shows 
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extensive disclosure of mandatory information, though not full compliance with 

the LSE requirements, as some companies disclosed less than 50% of the 

minimum requirements ( as indicated by the minimum disclosure index of 44%)55. 

The table also indicate that there are variations in the extent of mandatory 

disclosure among UK listed companies, as measured by the standard deviation or 

the coefficient of variation. 

To gam a clearer picture of the degree of compliance with the disclosure 

requirements, the disclosure scores were grouped into six categories, as shown in 

the frequency distribution, Table 9.2. 

Table 9.2 Distribution of Mandatory Interim Disclosure Scores 

Score Range No. of Cos (%) 
40 to under 50 2 0.8 
50 to under 60 8 3.0 
60 to under 70 43 16.4 
70 to under 80 59 22.5 
80 to under 90 91 34.8 
90 to 100 59 22.5 
Totals 262 100 

As the frequency distribution table indicates, only two companies (0.8%) 

disclosed less than 50% of the mandatory disclosure items, with 260 companies 

(99.2%) disclosing more than 50% of the LSE minimum requirements. 

Furthermore, the table reveals that 79.8% of the companies disclosed between 

70% and 100% of the items of information. These results are supported by an 

55 However, it is difficult to ascertain the extent of compliance with the LSE requirements with 
certainty because the LSE may authorise omissions of information where it considers that 
disclosure would be contrary to the public interest or seriously detrimental to the company (Listing 
Rules, 1999). There are no requirements for companies to disclose this fact in the interim report. 
Therefore, for the purpose of this study, if the item was not disclosed, it was considered as a failure 
by the company to disclose, and was awarded a score of zero. 
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analysis of individual items (Appendix 7), which also reveals that there were only 

two items that were disclosed by less than 50% of the companies. These were 

minority interests (39.7%) and description of the nature of accounting policy 

changes (40.9%). The results of the analysis also indicate that, although 

mandatory disclosure is high, only two (13.3%) of the fifteen items (i.e., amount 

of turnover for the interim period and comparative figures for the previous interim 

period) were disclosed by all the 262 companies. 

Generally, the results of the mandatory disclosure index, as well as the items 

analysis, suggest high compliance with mandatory requirements. This is 

consistent with other previous studies (Lunt, 1982; Cholmeley, 1982; Patient and 

Elwell, 1993; Hussey and Woolfe, 1994) that examined interim reports of UK 

listed companies and reported high to extensive compliance with the LSE 

minimum requirements (see Appendix 7). 57 However, whilst the current study 

accounted for the applicability of disclosure items to certain companies or 

industries, it is not clear how the previous studies treated non-applicable items. 58 

9.3 Extent of Compliance with ASB's (1997) Statement on Interim Reports 

In 1997, the ASB published the Statement on Interim Reports (ASB, 1997) which 

recommends the publication of all the primary statements (profit and loss account, 

balance sheet and cash flow statement), together with management commentary, 

57 Appendix 7 compares the results of the current study with only two studies, because the studies 
were the most comprehensive and included fairly large samples that contained both small and 
large companies. 
58 Not all the items were applicable to all companies and therefore in this study items that were not 
relevant to the particular company were excluded from the analysis to ensure that a company was 
not penalised for not disclosing items that were not relevant to it. 
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and accounting policies and notes. In this regard, the statement incorporates most 

of the LSE minimum disclosure requirements and additional voluntary disclosure 

items. 

The list of disclosure items consisted of 65 items of information (see Appendix 8), 

of which 52 were voluntary items and 13 were mandatory disclosure items. Table 

9.3 presents the descriptive statistics of the extent of compliance with the 

Statement on Interim Reports. 

Table 9.3: Descriptive Statistics of ASB Statement on Interim Report Disclosure Scores 

Index Min Max Mean Std. Dev. 
I 

CV 
% 

ASB interim disclosure index .39 .97 .8029 .1055 I 13.14 

Table 9.3 shows a mean disclosure index of 0.8029, with a range of 0.39 to 0.97. 

This suggests that, on average, 80.29% of the items in the ASB statement on 

interim reports were disclosed by companies, with the lowest disclosure 

companies scoring 39% of the items. The coefficient of variation of 13.14% 

shows that there are substantial variations in the extent of compliance with the 

ASB (1997) Statement on Interim Reports. However, considering that the 

Statement is not mandatory, it can be argued that there is wide acceptance of its 

objective by listed companies. 

Table 9.4 indicates the frequency distribution of the disclosure scores by the 

companies in the sample. 
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Table 9.4: Distribution of ASB Statement on Interim Report Disclosure Scores 

Range No. of Cos. % 
30 to under 40 6 2.3 
40 to under 50 1 0.4 
50 to under 60 4 1.5 
60 to under 70 18 6.8 
70 to under 80 79 30.2 
80 to under 90 I 119 45.4 
90 to 100 35 13.4 
Totals 262 100 

The frequency distribution (Table 9.4) reveals that only 7 companies (2.7%) 

disclosed less than 50% of the items in the list, and 255 companies (97.3%) 

disclosed more than 50% of the items. The table also shows that 233 companies 

(88.9%) disclosed between 70% and 100% of the disclosure items recommended 

by the Statement on Interim Reports. These results are supported by an analysis of 

items (see Appendix 8), which reveals that only 8 items were disclosed by less 

than 50% of the companies in the sample. A further analysis of Appendix 8 

indicated that 244 of the companies (93 .1 % ) provided management commentary 

information, 256 (99.2%) provided a balance sheet and cash flow statement in 

addition to the profit and loss account information, and 235 (89.7%) provided 

accounting policies and notes. 

These results suggest high compliance with the Statement on Interim Reports. A 

possible reason for this extensive compliance could be that companies anticipate 

that the ASB disclosure recommendations may in the future be made into a 

mandatory accounting standard. As Gray and Roberts (1989) found, proposals by 

the UK accounting profession were noted by finance directors as a major 

influential factor of voluntary disclosure because of the anticipation of 

forthcoming accounting standards. In addition, it is possible that companies may 
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also believe that the LSE may base an amendment to its listing rules on the 

Statement on Interim Reports as happened with the Cadbury Committee Report 

(1992) on Corporate Governance. In this regard, companies might find it in their 

interest to adopt the statement voluntarily, in order to avoid regulation. As the 

results indicate, the level of disclosure in the ASB disclosure index seems to 

mirror closely that of the mandatory disclosure level, suggesting that companies 

might be treating ASB (1997) as mandatory. Furthermore, there is also a 

noticeable similarity in the degree of disclosure variability between the two 

disclosure indexes. The disclosure variations for the mandatory and ASB 

disclosures, as measured by the co-efficient of variation (CV), were 13.72% and 

13.14%, respectively. 

However, the results are not consistent with Bagshaw (1999)59 who surveyed interim 

reports of 30 FTSEl 00 companies and concluded that compliance was low. A 

possible reason for this inconsistency could be that Bagshaw (1999)'s study was 

conducted on interim reports that were issued when the Statement on Interim Reports 

had just been published, and therefore companies were more unlikely to have fully 

prepared to implement the statement. 

9.4 Analysis of Extent of Voluntary Disclosure in Interim Reports 

According to Lunt (1982), voluntary disclosures in UK interim reports were 

limited in their extent and nature. Other disclosure studies ( e.g., Patient and 

59 Bagshaw (1999) is the only study that has examined compliance with the ASB (1997) Statement 
on Interim Reports. The study, however, did not examine the disclosure of specific disclosure 
items as in this study, but concentrated only on whether companies provided the primary 
statements as recommended by the ASB (1997). 
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Elwell, 1993; Hussey and W oolfe, 1994) also report limited voluntary disclosures 

in the interim reports of UK listed companies. Given the developments that have 

taken place since these studies were made (e.g., ASB statement on interim 

reports), it is interesting to determine the current willingness of UK listed 

companies to disclose information voluntarily. Voluntary interim disclosure in 

this study is defined as any information items that are not required by the LSE. 60 

Therefore included in the voluntary disclosure index are all the information items 

that are recommended in ASB Statement on Interim Reports that are not LSE 

requirements, and any other additional voluntary information disclosed in the 

interim reports. Ninety-seven items were identified as constituting voluntary 

disclosure in interim reports (see Appendix 9), of which 52 items are ASB 

statement disclosure items and 45 are non-ASB statement disclosure items. Table 

9.5 presents the descriptive statistics of voluntary interim disclosure. 

Table 9.5: Descriptive Statistics of Voluntary Interim Disclosure Scores 

Disclosure Index Min Max Mean Std. Dev. CV 
% 

Voluntary disclosure index .15 .88 .6864 .1127 16.42 

The table shows that the mean voluntary disclosure index is 0.6864, with a range 

of 0.15 to 0.88. This suggests that 68.64% of the voluntary items were disclosed, 

with some companies disclosing as few as 15% of the items. These disclosures are 

much lower than the mandatory and ASB disclosure indexes reported in the 

previous sections. There are differences in the extent of voluntary interim 

disclosure as shown by a coefficient of variation of 16.42%. 

60 The LSE is the only regulatory body in the UK that requires the publication of interim reports. 
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The frequency distributions of voluntary disclosure scores are presented in Table 

9.6. 

Table 9.6: Distribution of Voluntary Interim Disclosure Scores 

Range No. Cos % 

10 to under 20 2 .8 
20 to under 30 4 1.5 
30 to under 40 1 0.4 
40 to under 50 8 3.0 
50 to under 60 22 8.4 
60 to under 70 97 37.0 
70 to under 80 100 38.2 
80 to under 90 28 10.7 
Totals 262 100 

The table reveals that 15 companies (5.7%) disclosed less than 50% of the items, 

and 247 companies (94.3%) disclosed more than 50% of the items. These results 

demonstrate that voluntary disclosure in the interim reports of UK listed 

companies is high. 61 A further analysis of the voluntary disclosures into ASB 

statement disclosure items and non-ASB statement disclosure items shows that 

only 54.17% of non-ASB statement disclosure items were disclosed. This 

suggests that the ASB statement on interim reports could be an important 

influential factor of the interim disclosure practices of UK listed companies. 

9.5 Analysis of Extent of Overall Disclosure in Interim Reports 

As discussed in Chapter 7, two types of overall interim disclosure scores were 

computed: the unweighted and weighted, and these are discussed under following 

sections. 

61 According to Wallace (1988) disclosure indices above 50% are considered to be good. However, 
he acknowledged that such rating was judgemental. 
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9.5.1 Unweighted Interim Disclosure Indexes 

Table 9.7 provides the descriptive statistics for the overall interim report 

disclosure index, as well as for the three different subcomponent disclosure 

indexes. 

Table 9.7: Descriptive Statistics ofUnweiihted Interim Disclosure Index 
Panel A: Descriptive Statistics of Disclosure Scores 
Disclosure Index Min Max Mean Std CV 

Dev. % 
Overall interim disclosure .24 .92 .6948 .1151 16.57 
Management commentary .00 1.00 .5831 .2020 34.64 
Financial statements .31 .98 .7537 .1196 15.87 
Accounting policies and other information62 .15 1.00 .6040 .1968 32.75 

Panel B: Distribution of Interim Disclosure Scores 
Range Overall Management Financial Accounting 

Commentary Statements Policies and 
other 

information 
No. of % No. of % No.of % No. of % 
Cos. Cos. Cos. Cos. 

0 to under 10 0 0.0 4 1.5 0 0.0 0 0.0 
10 to under 20 0 0.0 4 1.5 0 0.0 8 3.0 
20 to under 30 2 0.8 9 3.4 0 0.0 5 1.9 
30 to under 40 4 1.5 28 10.7 6 2.3 39 14.9 
40 to under 50 7 2.7 43 16.4 I 0.4 33 12.2 
50 to under 60 35 13.4 49 18.7 21 8.0 30 11.5 
60 to under 70 72 27.5 46 17.6 30 11.5 71 27.l 
70 to under 80 97 37.0 36 13.7 103 39.3 31 11.8 
80 to under 90 43 16.4 26 9.9 87 33.2 27 10.3 
90 to 100 2 0.8 17 6.5 14 5.3 19 7.3 
Total 262 100 262 100 I 262 100 262 100 

Table 9.7 (Panel A) indicates that the overall interim disclosure index has a range 

of 0.24 to 0.92, with a mean disclosure score of 0.6948. This means that on 

average, 69.48% of the items in the disclosure index were disclosed by the 

companies in the sample, with some companies disclosing only 24% of the items 

in the index. The coefficient of variation of 16.57% shows that overall interim 

62 Included in this subcomponents are accounting policies and notes and segmental information. 
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disclosure varies significantly among companies. The possible determinants of the 

variations are examined in Chapter 10. 

The table also indicates the distribution of interim disclosure scores (Panel B). As 

the table reveals, only 13 companies (5%) had mean disclosure scores of less than 

50%. The majority of the companies (93%) scored between 50% and 90%, with 

only 2 (0.8%) disclosing between 90% and 100%. On the whole, 93.8% of the 

companies disclosed more than 50% of the items of information in the disclosure 

index. 

These statistics suggest that the disclosure of interim accounting information in 

the UK is high. Indeed, previous surveys of interim disclosure in the UK (e.g., 

Lunt, 1982; Patient and Elwell, 1993; Hussey and Woolfe, 1994) report extensive 

disclosure. However, because they describe the state of disclosure in terms of the 

number of companies disclosing a particular item, it is difficult to compare with 

the results reported in this study, which are based on disclosure indexes.63 

In respect of the three disclosure categories, companies appear to provide more 

disclosures in the financial statements than in the other parts of the interim report. 

The mean disclosure score for the financial statement disclosure index was 

75.37%, which is higher than the mean disclosure scores for the other two 

categories. As the table indicates, only 7 companies (2.7%) disclosed less than 

50% of the items in the financial statement disclosure list, with 97.3% of the 

63 Comparisons are, however, made in the next section where an analysis of items is undertaken. 
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companies disclosing more than 50%. Of these companies, 77.8% disclosed more 

than 70% of the items of disclosure, suggesting that companies were concerned 

with providing information in the traditional statements. 

With respect to variations in disclosure in the different subcomponents, 

management commentary has the highest coefficient of variation (34.64%), 

followed by the accounting policies and notes with a 32.75% variation. This 

suggest that different companies are driven by varying incentives and pressures to 

disclose information in these parts of the interim report. Financial statement has 

the least disclosure variation (15.87%). This is expected, given the numerous 

accounting standards in this area dealing with annual reports. Companies are 

therefore more likely to be accustomed to providing such information in much 

detail in the annual reports, therefore making it easier to also include more 

information in the interim report. 

A further analysis of the financial statement disclosure index indicates that more 

information is provided in the balance sheet than in other parts. The mean 

disclosure index for the balance sheet was 84%, which is higher than the profit 

and loss index (72.53%), and cash flow statement index (76.99%). According to 

Chen et al. (2002), managers are more likely to provide balance sheet information 

when interim earnings are low to guide market participants in understanding why 

the earnings are lower than expectations. They argue that balance sheet 
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disclosures can provide this guidance because balance sheet data can be useful in 

interpreting reported earnings. 64 

The result for profit and loss information is surprising, since half of the items in 

this category are required by the LSE. A further analysis indicates that the reason 

for this low profit and loss disclosure index is that the voluntary items included 

were not commonly disclosed by companies (see Table 9.12). For the cash flow 

disclosure index, Patient and Elwell (1993) suggested that UK companies are 

more interested in assuring the capital market about the strength of their liquidity. 

Cash flow information facilitates an assessment of the firm's cash-generating 

capacity and the persistence of earnings in the future ( e.g., Leuz, 1998). 

The results reveal that the companies seem to downplay the role of management 

commentary for users of interim reports. The mean disclosure score obtained for 

the management commentary is 58.31 %, which is significantly lower than the 

mean disclosure for the overall disclosure score. As Table 9.7 (Panel A) indicates, 

there were companies that did not provide any commentary on their interim 

operations and results, as indicated by the minimum disclosure index of 0.00. 

The low disclosure in the management commentary is also reflected in the 

distribution of the disclosure scores among the companies (Table 9.7, Panel B), 

which shows that 33.6% (88) of the companies disclosed less than 50% of the 

items in the disclosure list. Thus, the companies appear to emphasise quantitative 

64 The influence of profitability on interim disclosure is examined in the next chapter. 
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rather than qualitative disclosures. This is contrary to prev10us studies (e.g., 

Rutherford, 2002) which indicate that companies provide more qualitative 

disclosures to help investors understand the company's performance better. 

Furthermore, the AICP A (1994) suggests that users want more descriptive 

information both to help them understand the numbers in the financial statements 

and to help them assess which items or events will materially impact on the firm 

in the future. 

Finally, the mean score for accounting policies and other information of 60.4% is 

also lower than the overall mean disclosure score. As with management 

commentary, a significantly large number of companies (32.3%) disclosed less 

than 50% of the items in the disclosure list. One explanation for this is that there 

may have been no or little change to the accounting policies during the interim 

period. As noted by one company responding to the ASB Exposure Draft: Interim 

Reports (1996), "Our experience suggests that boards of directors do not review 

accounting policies until towards the end of the financial year end" (ASB, I 997 a, 

p. 40). Therefore, companies may believe that since there were no changes to their 

accounting policies, there is no reason to repeat them in the interim reports. 

Indeed, it has been suggested that the objective of interim reports is to report on 

changes that have occurred since the last set of annual accounts, and should be 

used in conjunction with the previous year's annual results (e.g., Holmes, 1971; 

Atrill, 1986; ASB, 1997). 
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The preceding analysis suggests that the different subcomponents of the interim 

report are quite different in the extent of disclosure. In order to examine whether 

statistical significant differences exist between the mean disclosure scores of the 

different indexes, paired samples t-tests were conducted and the results are shown 

in Table 9.8. 

Table 9.8: T-tests for Differences in Mean Scores of Different Subcomponents of 
Unweighted Interim Disclosure 

Index I Mean I Std I t-valueISE Idf I Sig
Dev. Mean 

(1.) Management Commentarv and Financial Statements 
Management commentary I .5831 I .2020 I .01248 I -14.289 I 261 I .000 

1Financial Statements I .7537 I .1196 I .00739 • I I 

(2.) Mana2:ement Commentary and Accountin2 Policies and Other Information 
Management commentary I .5831 I .2020 I .01248 I -1.367 I 261 I .173 
Accounting policies and other I .6040 I .1978 I .01222 I I I 

(3.) Financial Statements and Accountine: Policies and Notes 
Financial statements I .7537 I .1196 I .00739 : 12.219 I 261 I .000 
Accounting policies and other I .6040 I .1978 I .01222 I I I 

As Table 9.8 indicates, financial statement mean disclosures are significantly 

different from the mean disclosure score of management commentary and 

accounting policies and other information (p=0.000). These results suggest that 

companies behave differently, depending on the nature of the information to be 

disclosed. However, there are no significant differences between management 

commentary and accounting policies and other information mean disclosure 

scores. 

279 



9.5.2 Weighted Interim Disclosure Indexes 

The weighted disclosure scores were computed using investment analysts' mean 

ranking of disclosure items (based on questionnaire survey results reported in 

Chapter 8). Table 9.9 presents the descriptive statistics for the weighted disclosure 

index. 

Table 9.9: Descriptive Statistics ofWei2:hte
Index 

d Interim 
Min I 

Disclosure 
Max 

Inde
Mean 

xes 
Standard 
Deviation 

CV 
% 

Overall interim disclosure .25 .91 .7082 .1088 15.36 
Management commentary .00 1.00 .5825 .2129 36.55 
Financial Statements .37 .98 .7915 .0797 10.07 
Accounting policies and other information .11 1.00 .5771 .1811 31.38 

The results indicate that the weighted disclosure mean scores for overall and 

financial statement disclosure indexes are higher than mean scores for the 

unweighted disclosure indexes. The weighted mean disclosure score for the 

overall disclosure index is 70.82%, with a range of 25% to 91 %, whilst the mean 

score for the financial statement disclosure index is 79.15%, with a range of 37% 

to 98%. However, the weighted mean disclosure scores for management 

commentary (58.25%) and accounting policies and other information (57.71 %) 

are lower than the unweighted disclosure scores. 

These results suggest that there are differences in the weighted and unweighted 

disclosure scores. Indeed, there have been suggestions by a number ofresearchers, 

that weighted disclosure scores present a more useful measure of the extent of 

disclosure (e.g., Coy et al., 1993; Clarkson et al., 1999). In order to examine 

whether there is any significant difference in the mean scores of the unweighted 
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and weighted disclosure items, a paired samples t-test was carried out, and the 

results are shown in Table 9 .10. 

Table 9.10: T-Tests for Differences in Mean Scores: Unwei!rhted vs. Weighted Indexes 
IIndex I Mean I Std Dev. I SE Mean I t-value df I Sig 

(1.) Overall disclosure scores 
Un weighted I .6948 I .1151 I .00711 I -5.152 I 261 I .000 
Weighted I .7082 I .1087 I .00672 I I I 
(2.) Management commentary disclosure scores 
Unweighted I .5831 I .2020 I .01248 I -0.100 1 261 I .920 
Weighted I .5825 I .2129 I .01316 I I I 
(3.) Financial statements disclosure scores 
Un weighted T .7537 T .1196 I .00739 I -8.314 i 261 I .000 
Weighted I .7915 I .0997 I .00616 I I I 
(4.) Accounting policies and other disclosure scores 
Unweighted I .6040 I .1811 I .00711 I 3.136 I 261 I .002 
Weighted I .5771 I .1087 I .00672 I I I 

As the results of the t-tests show, there are significant differences between the 

unweighted and weighted mean score across all but management commentary 

disclosure indexes at the 5% level or better. These results are consistent with 

previous studies that indicate differences in weighted and unweighted disclosure 

indexes (e.g., Adhikari and Tondlar, 1992; Coy et al., 1993; Zarzeski, 1996). 

9.6 Disclosure of Individual Items and Investment Analyst Perception 

The analysis presented in the previous sections provided an understanding of the 

level of disclosures in the interim reports of UK listed companies. However, in order 

to gain more insight into the interim disclosure practices adopted, a detailed analysis 

of items was conducted. The detailed analysis also helps to compare what companies 

disclose with the analysts' rating of disclosure items. This comparison is important in 

order to determine whether there is agreement between the disclosure of individual 

items by companies, and what users perceived as the most important items. In this 
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respect, the items are ranked on the basis of the number of companies disclosing an 

item and compared with the mean ranking of investment analysts. The expectation is 

that companies will commonly disclose the items that are highly rated by investment 

analysts, assuming that there is agreement between the two.65 The results of this 

analysis are presented in the following sections. 

9.6.1 Management Commentary Disclosure Items 

The management commentary section of the disclosure list contained 29 items as 

shown in Table 9.11. These items were classified for the purpose of this analysis into 

operations and financial condition information items, acquisition and disposals, 

research and development, information about directors, and future prospects. 

9.6.1.1 Information about Operations and Financial Position 

The first seven items of disclosure (Table 9 .11, Panel A) in the management 

commentary section of the interim report were classified as constituting operations 

and financial position. From the table, it can be seen that the most disclosed item was 

'brief description of business activities of the company' (87.8%). This is not 

surprising, because the reader of the company's interim report woul<l want to know 

what business the company is involved in, in order to understand the accounts and 

make an assessment of the company. The second and third most popularly disclosed 

items were the 'perceived trends within the business" and 'main factors influencing 

performance during the interim period', which were disclosed by 81.3% and 71.8% 

of the companies in the sample, respectively. 

65 McNally et al. (I 982) and Wallace ( 1987) also employed this approach to determine whether 
companies disclosed what professional users perceive to be useful disclosure itt!tnS in New 
Zealand and Nigerian annual reports, respectively. 
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'Financial highlight statements' were also widely disclosed by companies (65.6%). 

The highlight statement is important because it shows a summary of the salient 

features of the company's results of operation. Furthermore, it facilitates users to see 

at a glance the most important items of information, which are often obscured in the 

mass of details in the financial statements (e.g., Ng, 1991). Other items commonly 

disclosed were 'discussion of balance sheet position and 'cash flow position', which 

were disclosed by 60.3% and 57.6%, respectively. 

These items were ranked highly by investment analysts. For example, 'main factors 

influencing performance during the period' was ranked as the second most important 

item and 'discussion of balance sheet position' and 'cash flow position' were ranked 

as 3 and 5 in terms of importance, in the management commentary section. 

'Discussion of balance sheet position' was rated as being in the 10 most important 

items to disclose in the interim reports. The least popular disclosure item for 

companies is 'discussion of changes in capital structure or financing', which was 

disclosed by 46.9%. This is surprising, because investment analysts ranked this item 

as the most important item in the management commentary section of the interim 

reports, and also as the seventh most important item to include in interim reports 

overall. 
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Table 9.11: Frequency Distribution of Management Commentary Disclosure Items 
Item of Disclosure No. of %. Rank Analyst 

Cos. No.66 Ratings 
Yes No Yes Mean Rank 

Panel A: Operations and Financial Position Information 
Brief description of business activities 230 32 87.8 1 (4) 3.375 
Perceived trends within the business 213 49 81.3 2 (6) 3.806 
Main factors influencing performance during the 188 74 71.8 3 (8) 4.264 
interim period 
Financial highlight statement 172 90 65.6 4 (9) 3.931 
Discussion of balance sheet position 158 104 60.3 5(11) 4.236 
Discussion of cash flow position 151 111 57.6 6 (12) 4.139 
Discussion of changes in capital structure 122 138 46.9 7 (19) 4.375 
Panel B: Information on Acquisitions and Disposals 
Acquisitions of subsidiaries or other major 101 12 89.4 1 (3) 3.875 
investments 
Disposals of subsidiaries or other major 72 22 76.6 2 (7) 3.597 
investments 
Reasons for the acquisitions of subsidiaries or 68 43 61.3 3 (11) 3.806 
other investments 
Impact of acquisitions on current interim results 64 45 58.7 4 (13) 4.000 
Acquisitions of fixed assets 97 98 49.7 5 (16) 3.431 
Expected impact of acquisitions on future results 54 56 49.l 6 (17) 4.014 
Reasons for the disposals of subsidiaries or other 43 52 45.3 7 (20) 3.306 
investments 
Impact of the disposals on current interim results 40 51 44.0 8 (21) 3.931 
Amount realised from the disposals 35 58 37.6 9 (23) 3.444 
Amount of goodwill on acquisition of a 11 98 10.1 10 (27) 3.542 
subsidiary 
Panel C: Research and Development Information 
Description of current research and development 32 44 42.1 1 (22) 3.431 
projects 
Current research and development expenditure 23 53 30.3 2 (25) 3.569 
Planned research and development expenditure 15 62 19.5 3 (26) 3.194 
Panel D: Directors on Information 
Changes in directors 73 2 97.3 1 (1) 2.875 
Reasons for changes in directors 63 12 84.0 2 (5) 2.764 
Biography of the new directors 37 37 50.0 3 (15) 2.583 
Particulars of transactions involving directors 1 75 1.3 4 (28) 3.222 
Panel E: Information on Future Prospects 
Discussion of outlook for the remainder of the 244 18 93.1 1 (2) 4.153 
operating year 
Sales forecast for the second half or the year 133 129 50.8 2 (14) 3.931 
Profit or loss forecast for the second half of the 131 131 50.0 3 (15) 3.889 
year 
Assumptions underlying the sales and profit 125 136 47.9 4 (18) 3.861 
forecasts 
Order book or backlog information 71 141 33.5 4 (24) 3.833 
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66 The number in parenthesis indicates the overall position in the management commentary 
section, whilst the non-bracketed number indicates the subsection number. 

284 



9.6.1.2 Acquisitions and Disposal Information 

There were ten items of information disclosure that were classified under the heading 

acquisitions and disposals in the present study. Table 9 .11 (Panel B) indicates that the 

most disclosed item is 'acquisition of subsidiaries or other investments' (89.4%), 

followed by 'disposals of subsidiaries or other investments' (76.6%). These two 

items were ranked by investment analysts as 10 and 14, respectively, in the 

management commentary section. 

Information about the impact of acquisitions and impact of disposals on the results of 

the company was not as popularly disclosed by companies as they were rated by 

vestment analysts. The items 'impact of acquisitions on current interim results', 

'expected impact of acquisitions on future results' and 'impact of the disposals on 

current results' were rated by investment analysts as in the top ten disclosure items to 

discuss in the management commentary section of the interim report. However, these 

items were disclosed by 58.7%, 49.1% and 44.0% of the companies, respectively, 

suggesting that there was no agreement between what companies disclose and what 

users perceive as important disclosure items. 

9.6.1.3 Research and Development Information 

Table 9.11 (Panel C) indicates the distribution of the three items included under 

research and development information. The most disclosed item is 'description of 

current research and development projects', which was disclosed by 42.1 % of the 

companies involved in research and development activities, whilst the least disclosed 

item was 'planned research and development expenditure' (19.5%). The investment 
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analysts perceived these disclosure items as important, suggesting that there could be 

a divergence between what companies disclose and what users perceive as important. 

A further analysis indicated that most of the companies reporting research and 

development (R&D) disclosures were in the pharmaceutical industry. By contrast, a 

very small number of companies in other industries provided information on R&D. A 

possible reason why companies do not disclose information on such activities is that 

disclosure could create competition from other companies. R&D activities often lead 

to new and improved products ( e.g., Gelb, 2000; Chen et al., 2002) and therefore 

companies may be concerned about disclosing information on new product 

developments for fear ofcompetitors developing similar products. 

9.6.1.4 Information on Directors 

There were four items that constituted information on directors (Table 9.11, Panel D). 

Of the 75 companies that changed directors in the interim period, 97.3% disclosed 

the fact, 84.0% indicated the reasons for the changes, and 50% included biographical 

details of the directors. The table also indicates that the majority of companies 

(98.7%) did not disclose information relating to particulars of transactions involving 

the new directors. All these items, except for particulars of transactions involving the 

new directors, were rated by investment analysts as unimportant, having been rated 

below the mean of 3.00. 'Particulars of transactions involving the new directors' was 

rated as important, but this item was only disclosed by 1.3% of the companies. This 

seems to indicate that there is no agreement between companies and users on this 

aspect of disclosure. 
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9.6.1.5 Information on Future Prospects 

This section was made up of five items of information, and Table 9.11 (Panel E) 

indicates that the most disclosed item is 'discussion of outlook for the remainder of 

the operating year', which was disclosed by 93.1 % of the companies in the sample. 

The items 'sales forecast and profit or loss forecast for the second half or year' were 

disclosed by 50.8% and 50%, respectively. Only 47.9% disclosed information 

regarding the 'assumptions underlying the sales and profit forecasts'. The least 

disclosed item was 'order book or backlog information', which was disclosed by 

33.5% of the companies. It would seem that whilst companies are willing to disclose 

forecast information, they are unwilling to provide information on order books or 

backlog information. 

In regard to their rating by investment analysts, the items 'discussion of outlook for 

the remainder of the operating year', 'sales forecast for the second half or year' and 

'profit or loss forecast for the second half or the year' were ranked in the top 10 

important items. It may be argued that insofar as these items are concerned there 

seems to be agreement between users and companies because they were disclosed by 

at least 50% of the companies. However, for the other two items ('assumptions 

underlying the sales and profit forecasts' and 'order book or backlog information'), 

there is no agreement, because a smaller number of companies (47.9% and 33.5%, 

respectively) disclosed the items, whilst investment analysts rated them as important. 
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In conclusion, the preceding five sections suggest that there is no agreement between 

what companies disclose and what investment analysts perceive as important 

disclosure in the management commentary section of the interim report. To establish 

whether there is an association between the rating of items by investment analysts 

and the disclosure of items by companies, parametric tests and non-parametric tests 

were conducted. The items were ranked according to their popularity ofdisclosure by 

companies, and also according to their importance rating by investment analysts. 

Using the ranks, the Pearson product-moment correlations and the Spearman rank 

order correlations were computed. The results indicated that there was no statistically 

significant correlation between investment analysts' rating of disclosure items and 

disclosure of items by the companies. These results seem to suggest that companies 

do not address the issues that investment analysts want to see explained in the 

management section of the interim report. According to Clarkson et al. (1999), 

although the management section is considered a useful source of information, it is 

too formalised and, therefore the costs of misrepresentations are higher. Companies 

may, therefore prefer to make the disclosures through less formal channels, such as 

the press, where they are likely to held less accountable. 

9.6.2 Financial Statement Disclosure Items 

There were sixty-five items in the disclosure list that were classified as fmancial 

statement information disclosure. The items were grouped into three categories: 

profit and loss information, balance sheet information, and cash flow statement 

information. 
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9.6.2.1 Profit and Loss Information Items 

A total of 28 items of infom1ation were included in the profit and loss section of the 

interim report. Table 9.12 shows the list of items included in this section, together 

with the number of companies disclosing or not disclosing them and the analyst 

rating of the disclosure items, and ranks 

Table 9.12: Frequency Distribution of Profit and Loss Disclosure Items 
Item of Disclosure No. of % Analyst 

Cos. Cos. Ratin!!s 
Yes No Yes Rank Mean Rank 

Amount of turnover for the interim period 262 0 100.0 1 4.486 5 
Comparative figures for previous interim period 262 0 100.0 1 4.194 8 
Profit or loss on ordinary activities before tax 261 1 99.6 2 4.708 1 
Basic earnings per share for the interim period 261 1 99.6 2 4.236 7 
Operating profit or loss for the interim period 259 2 99.2 3 4.639 3 
Interest payable less interest receivable (net) 259 3 98.9 4 3.861 17 
Profit or loss on ordinary activities after tax 258 4 98.5 5 4.611 4 
Tax on profit or loss on ordinary activities 257 5 98.1 6 4.153 9 
Profit or loss for the period 256 6 97.7 7 4.653 2 
Comparative figures for the previous full 256 6 97.7 7 4.083 12 
financial year 
Share of joint venture companies' operating 63 3 95.5 8 3.514 24 
profit 
Share of associated companies' operating profit 56 5 91.8 9 3.542 23 
Diluted earnings per share for the interim period 236 26 90.1 10 4.278 6 
Statement of total recognised gains and losses 189 73 72.l 11 3.292 27 
Dividend paid and proposed 179 70 71.9 12 4.139 10 
Disclosure of turnover of discontinued 56 22 70.3 13 3.681 20 
operations 
Disclosure of operating profit of discontinued 56 22 70.3 13 3.847 18 
operations 
Disclosure of gains or losses on disposal of 103 67 60.6 14 3.597 22 
assets 
Dividend per share for the period 149 100 59.8 15 4.069 13 
Exceptional items 133 104 56.1 16 3.986 15 
Disclosure of amount of goodwill amortised in 112 111 50.2 17 3.750 19 
the interim period 
Disclosure of total administrative expenses for 121 141 46.2 18 3.889 16 
the period 
Disclosure of cost of sales or gross profit for the 103 155 39.9 19 4.097 11 
interim period 
Minority interests 98 149 39.7 20 3.361 25 
Disclosure of turnover of acquisitions 36 64 36.0 21 4.028 14 
Disclosure of operating profit of acquisitions 36 64 36.0 21 4.194 8 
Results of operations in the process of being 4 14 22.2 22 3.333 26 
discontinued 
Depreciation charge for fixed assets for the 32 230 12.2 22 3.667 21 
period 
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Of all the items in the profit and loss account list, two items were disclosed by 

100% of the companies in the sample: 'amount of turnover for the interim period' 

and 'comparative figures for the previous interim period'. Other items that were 

popularly disclosed by companies are 'basic earnings per share' (99.6%), 'profit 

or loss on ordinary activities before tax' (99.6%), 'operating profit or loss for the 

interim period' (99.2%), 'interest payable less interest receivable' (98.9%), 'profit 

or loss on ordinary activities after tax' (98.5%) and 'tax on profit or loss on 

ordinary activities' (98.1 %). An analysis of these items indicates that all, except 

'operating profit or loss for the interim period', are a requirement of the LSE. The 

results on these items are consistent with other previous studies ( e.g., Lunt, 1982; 

Cholmeley, 1982; Hussey and Woolfe, 1994), which have reported high 

compliance with the LSE minimum requirements (see Appendix 7). 

Other disclosure items that were disclosed by at least 90% of the companies 

include 'share of associated companies' operating profit' (91.8%), 'share of joint 

venture companies' operating profit' (95.5%), 'profit or loss for the period' 

(97.7%), 'comparative figures for the previous full financial year' (97.7%) and 

'diluted earnings per share' (90.1 %). Investment analysts rated all these items as 

important, each with a mean rating above 3.000. 

The least disclosed items were 'depreciation charge for fixed assets for the period' 

(12.2%), 'results of operations in the process of being discontinued' (22.2%), 

'disclosure of turnover of acquisitions' (36%) and 'disclosure of operating profit 
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of acquisitions' (36.5%). Other items that were not popular are 'minority interests' 

(39.7% ), 'disclosure of cost of sales or gross profit for the interim period' (3 9.9%) 

and 'disclosure of total administrative expenses for the period' (46.2%). Although 

these items were disclosed by less than 50% of the companies, the investment 

analysts rated them as important to disclose at the interim period stage. 

The results reveal the existence of congruence between what companies disclose 

and what investment analysts perceive as important disclosure items. The Pearson 

product-moment correlation was computed to establish whether there is a 

significant relationship. The results indicate that the relationship was significant 

(r=0.565, P=0.002), suggesting that companies disclose what investment analysts 

perceive as important disclosure items. 

9.6.2.2 Balance Sheet Information Items 

There are no requirements in the UK for companies to include balance sheet 

information with their interim reports. However, the Cadbury Committee Report 

(1992) recommended the inclusion of the balance sheet information, and 

subsequently, ASB (1997) also recommended disclosure of balance sheet 

information. Nineteen items of information were included in the balance sheet 

section, and these are shown in Table 9.13. 
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Table 9.13: Freuuencv Distribution of Balance Sheet Disclosure Items 
Item of Disclosure No. of % Analysts 

Cos. Cos. 
Yes No Yes Rank Mean Rank 

No 
Total amount of fixed assets 256 6 97.7 1 3.917 8 
Analysis of total current assets into components 256 6 97.7 1 3.764 10 
Net current assets or liabilities 256 6 97.7 1 4.125 4 
Total assets less current liabilities 256 6 97.7 1 4.208 1 
Comparative figures for previous interim period 256 6 97.7 1 3.806 9 
Comparative figures for the previous full 256 6 97.7 1 3.806 9 
financial year 
Creditors: amounts falling due within one year 255 7 97.3 2 4.167 2 
Total capital and reserves 254 8 96.9 3 4.083 5 
Total amount of current assets 248 14 94.7 4 4.139 3 
Analysis of total fixed assets into components 244 18 93.1 I 5 3.292 13 
parts 
Creditors: amounts falling due after more than 241 19 92.7 5 4.014 6 
one year 
Analysis of capital and reserves into components 243 19 92.7 5 3.653 11 
Provision for liabilities and charges 218 42 83.8 6 3.944 7 
Disclosure ofioint venture share ofliabilities 39 20 66.l 7 2.958 16 
Reconciliation of movements in shareholders' 165 97 63.0 8 3.528 12 
funds 
Disclosure ofioint venture share of gross assets 37 22 62.7 9 2.778 17 
Minority interests in equity 103 154 40.1 10 3.194 14 
Disclosure ofloans to joint venture companies 8 47 14.5 11 3.014 15 
Disclosure ofjoint venture share of goodwill 5 55 8.3 12 2.736 I 18 

From the table, it is clear that the most disclosed items were 'total amount of fixed 

assets', 'analysis of current assets into component parts', 'net current assets or 

liabilities', 'total assets less current liabilities' and 'comparative figures for the 

previous interim period'. These items were disclosed by 97.7% of the companies. 

Other popular items were 'creditors-amounts falling due within one year' 

(97.3%), 'comparative figures for the previous full financial year' (97.3%), 'total 

capital and reserves' (96.9%), 'total current assets' (94.7%), 'creditors-amounts 

falling due after more than one year' and 'analysis of capital and reserves into 

components parts' (92.7%). The investment analysts also perceived these 

disclosure items as important for their investment decision-making process. 
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The table also shows that 91.7% of the companies did not disclose any 

information regarding joint venture share of goodwill and 85.5% did not disclose 

any information relating to loans to joint venture companies. The item 'minority 

interest' was also not popularly disclosed, with 59.9% of the companies failing to 

disclose any information on minority interests. However, investment analysts 

considered the item as important (mean rating of 3.194). Another item that 

investment analysts perceived as important, and was disclosed by 63% of the 

companies, is the reconciliation of movement in shareholders' funds. 

To determine whether there is congruence between companies and investment 

analysts in the disclosure of balance sheet information items, the Pearson 

correlation test was run. The results revealed that there is an association between 

what companies disclose and what investment analysts perceive to be useful 

disclosures. The correlation coefficient (r) of 0.678 was significant (P=0.001) at 

the 0.01 level. 

9.6.2.3 Cash Flow Statement Information Items 

ASB (1997) recommended the inclusion of cash flow statement information to help 

investors assess the company. The total number of disclosure items was 18, and these 

are presented in Table 9.14. 

The table shows that of the 262 companies in the sample, 256 companies (97.7%) 

provided a cash flow statement. Thus there has been a strikingly marked 

improvement since the survey by Hussey and Woolfe (1994) and Bagshaw (1999). 
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These two studies found, respectively, that only 3.6% and 60% of the companies in 

their sample provided some sort of a cash flow statement in the interim reports. The 

grov,th in the publication ofthe cash flow statement can be attributed to ASB (1997). 

Table 9.14: Frequency Distribution of Cash Flow Statement Disclosure Items 
Item of Disclosure No. of % I Rank Analyst 

Cos. Cos. I No. Ratinir 
Yes 1 No Yes I Mean RankI 

Net cash inflow/outflow from operating 2561 6 97.7 I l 4.569 1 
activities I I 

Increase/decrease in cash figure 256 6 97.7 1 4.208 3 
Cash flow figures for comparative interim 256 6 97.7 1 3.875 10 
period 
Total capital expenditure and financial 252 9 96.6 2 4.125 4 
investment figure 
Cash flow comparative figures for the previous 251 11 95.8 3 3.847 11 
full financial year 
Total figure for return 011 investments and 248 14 94.7 4 4.236 2 
servicing finance 
Taxation paid 245 16 93.9 I 5 3.431 16 

I Total amount of acquisitions and disposals 150 11 I 93.2 6 3.903 8 
Total amount of financing sources 227 35 86.6 I 7 3.944 7 
Reconciliation of operating profit to operating 220 42 84.0 8 4.042 6 
cash flow 
Equity dividends paid 192 65 74.7 9 3.722 I 12 
Reconciliation of movements m cash to 187 75 1 71.4 10 4.111 5 
movement in net debt 
Analysis of financing sources figure into 183 79 69.8 11 3.722 12 
different types 
Breakdown of capital expenditure and financial 162 99 62.1 12 3.444 15 
investment into different components 
Breakdown of acquisitions and disposal figure 98 63 60.9 13 3.306 17 
into the relevant components 
Breakdown of returns on investment and 158 104 60.3 14 3.694 13 
servicing finance into the different categories 
Management of free liquid resources 152 104 59.4 15 I 3.625 14 I 

Analysis of net debt/funds 120 142 45.8 16 3.889 91 

In terms of the disclosure of individual items in the cash flow statement, the most 

disclosed items were 'net cash inflow/outflow from operating activities', 

'increase/decrease in cash figure', and 'cash flow figures for comparative interim 

period', which were all disclosed by 97.7% of the companies. Other disclosure 

items that were popularly disclosed were 'total capital expenditure and financial 
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investment figure' (96.6%), 'cash flow comparative figures for the previous full 

financial year' (95.8%), 'total figure for return on investments and servicing 

finance' (94.7%), 'taxation paid' (93.9%), 'total amount of financing sources' 

(86.6%) and 'reconciliation of operating profit to operating cash flow' (84%). A 

further analysis of these items reveals that they are recommended in ASB (1997) 

Statement ofInterim Reports, suggesting that this is an influential factor. 

Other popularly disclosed items were 'management of free liquid resources' 

(59.4%), 'break.down of returns on investment and servicing into different 

categories' (60.3%), 'break.down of capital expenditure and financial investment 

into different components' (62.l %) and 'breakdown of acquisitions and disposals 

figure into relevant components' (60.9%). All these items, except for 

'management of free liquid resources' are not recommended by the ASB (1997). 

Only one item, 'analysis of net debt/funds', was disclosed by less than 50% of the 

companies in the sample, at 45.8%. 

A comparison with the mean ranking of these items by investment analysts 

indicates that they were rated as important items to include in the cash flow 

statement. As shown above, all the items, except for 'analysis of net debt/funds', 

were disclosed by at least 50% of the companies. These results suggest that 

companies do respond to the needs of the investment analysts in providing cash 

flow information. The results were confirmed by the Pearson product-moment 

correlation test, which shows a correlation coefficient of 0.589 (P=0.010). The 

implication of this is that companies may be under pressure from the capital 
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market to provide such information, and failure to disclose the information could 

result in a lower share price, and subsequently lower market value for the 

company. This could eventually lead to higher cost of capital to the company 

(e.g., Botosan, 1997; Sengupta, 1998). However, there is no agreement between 

investment analysts' mean rating and disclosure by companies on the item 

'analysis of net debt/funds'. This item received a mean analyst rating of 3.889, 

indicating that the item is important. Therefore there is no agreement between 

investment analysts and companies on this particular item. 

9.6.3 Accounting Policies and Other Information Items 

A total of 18 items were classified under the accounting policies and other 

information disclosure, and fall into two categories: segmental information and 

accounting policies and notes. 

9.6.3.1 Segmental Information Items 

Six items were classified as segmental information in the present study, and are 

presented in Table 9.15. The first four are recommended in ASB (1997). The 

other two items are additional voluntary information that companies disclose in 

the interim period. As the table reveals, 74% of the companies provided an 

analysis of turnover by business segment and 71.8% provided an analysis of profit 

or loss by business segment. The items 'analysis of turnover by geographic 

location' and 'analysis of profit or loss by geographic location', were disclosed by 

67.3% and 60.4% of the companies, respectively. The investment analysts rated 

these four items as important items to disclose in the interim period. 
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Table 9.15: Frequency Distribution of See;mental Disclosure Items 
Item of Disclosure No. of % Rank Analyst 

Cos. Cos. No. Ratin2s 
Yes No Yes Mean Rank 

Analysis of turnover by business segment 134 47 74.0 1 3.917 2 
Analysis of profit or loss by business se!?:ffient 130 51 71.8 2 4.014 1 
Analysis of turnover by geographic location 115 56 67.3 3 3.472 4 
Analysis of profit or loss by geographic location 102 67 60.4 4 3.542 3 
Analysis of net assets by business segment 34 129 20.9 5 3.181 5 
Analysis of net assets by geographic location 23 133 14.7 6 2.958 6 

As far as information on net assets is concerned, only 20.9% and 14.7% presented 

an analysis of net assets by business segment and by geographic location, 

respectively. This suggests that companies do not find it necessary to provide this 

information at the interim stage. Whilst 'analysis of net assets' was rated as 

important (mean rating = 3.181 ), 'an analysis of net assets by geographic location' 

was rated by analysts as of less importance (mean rating = 2.958). Again, this 

analysis suggests that there could be some congruence between what companies 

disclose and what users perceive as important disclosure items. This is also 

confirmed by the results of the Pearson correlations, which indicate that there is a 

statistically significant association (r=0.886, P=0.019) between what companies 

disclose and what investment analysts perceive as important disclosure items. 

9.6.3.2 Accounting Policies and Notes Disclosure Items 

There were thirteen disclosure items relating to accounting policies and notes. 

Table 9.16 reveals the items included and the number of companies disclosing 

such items. 
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Table 9.16: Frequency of Accounting Policies and Notes Disclosure Items 
Item of Disclosure No.of % Analyst 

Cos. Cos. Ratine:s 
Yes No Yes No Mean Rank 

Statement to the effect that accounting policies 235 27 89.7 1 3.819 
,, 
.) 

are consistent with those in the annual accounts 
Methods used in computing the basic earnings 225 37 85.9 2 3.014 10 
per share 
Statement of number of shares outstanding in 196 64 75.4 

,., 
3.556 4.) 

the interim period 
Methods used in computing the diluted earnings 197 65 75.2 4 2.708 10 
per share 
Extent to which the information has been 186 76 71.0 5 3.444 6 
audited or reviewed 
Auditor review report included with the interim 169 89 65.5 6 2.514 11 
accounts 
Other notes to the financial statements 165 97 63.0 7 3.236 9 
Date on which it is approved by the board of 141 121 53.8 8 3.528 5 
directors 
Description of the nature of any changes in 105 152 40.9 9 4.181 2 
accounting policy 
Effects of changes in accounting policy on 98 159 38.1 10 4.278 1 
current results 
Basis of the tax computation 99 163 37.8 11 3.403 7 
Extent of compliance with ASB statement on 92 170 35.l 12 3.375 8 
interim reports 
Company financial calendar 43 219 16.4 13 2.347 12 

The table indicates that 89.7% provided a statement to the effect that accounting 

policies are consistent with those in the previous annual accounts. This may be 

due to the fact that companies want to comply with the LSE requirements as 

stipulated in The Listing Rules (1999). However, the LSE does not say whether 

this fact must be stated in the interim reports. Another popular item disclosed by 

companies is 'method used in computing the basic earnings per share' (85.9%). 

Only 16.4% of the companies included a company financial calendar, thus 

suggesting that companies believe the item is of little use. 

The conclusion that can be drawn from the results in Table 9.16 is that there is no 

agreement between what investment analysts perceive as important and what 

companies popularly disclose. Indeed, the results of the Pearson correlation also 
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indicate that there is no association between the ranking of analyst rating of 

disclosure items and what companies disclose. This suggests a divergence 

between companies and analysts on the importance of disclosure items. 

9.7 Summary and Conclusions 

This chapter was concerned with analysing and describing the extent of disclosure 

in the interim reports of UK listed companies. The analysis of the extent of 

disclosure was divided into four stages. The first stage was concerned with an 

analysis of mandatory disclosure (LSE minimum disclosure requirements) in order 

to determine the degree of compliance with statutory requirements. The second 

stage examined compliance with the ASB (1997) non-mandatory statement on 

interim reports. The next stage examined the level of voluntary disclosures in UK 

interim reports. The rationale for this was to determine the willingness of 

companies to provide additional information. The last stage exan1ined the extent of 

both weighted and unweighted overall interim disclosure, including the disclosure 

of individual items. 

The major :findings of the analysis are as follows. First, the analysis revealed that 

the extent of both mandatory and ASB disclosures in UK interim reports was 

extensive, as represented by a disclosure index of 80.98% and 80.29% 

respectively. However, full compliance with mandato1y disclosure or ASB 

Statement on Interim Reports was not attained. Secondly, voluntary disclosure and 

overall disclosure levels were significantly lower than for mandatory and ASB 

disclosures, but were generally high. The voluntary disclosure index was 68.64%, 
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and the overall interim disclosure index was 69.48%. The results also revealed that 

there have been significant evident improvements in disclosure in the interim 

reports compared to findings of previous studies. Companies have shifted from the 

publication of the income statement only as required by the LSE to the publication 

of all the primary financial statements. The results indicated that 97. 7% of the 

companies provided all the financial statements, including a management 

commentary, and accounting policies and notes. 

On the disclosure of individual items, the results also suggest extensive disclosure 

in the interim reports, thus providing support for the results in the overall 

disclosure indexes. The analysis suggested that there was some congruence 

between what companies disclose and what investment analysts perceived as 

important items to disclose in the financial statements. In other words, companies 

seem to provide information that users find useful. However, there seems to a 

divergence with respect to the management commentary and accounting policies 

and notes disclosures. 
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CHAPTER 10: CROSS-SECTIONAL DETERMINANTS OF INTERIM 

DISCLOSURES 

10.1 Introduction 

In the previous chapter, an analysis of the extent of interim disclosure was carried 

out on the basis of both weighted and unweighted disclosures. The results of the 

analysis indicated that there are differences in the mean scores of the weighted and 

unweighted disclosures. The results also indicated that there are variations in the 

extent of both weighted and unweighted interim disclosure by companies (as 

measured by the standard deviations or coefficient of variation). Evidence from 

previous research conducted on corporate disclosure indicates that the variations in 

disclosure could be explained by the corporate attributes that differentiate one 

company from another. 

The hypotheses concerning the relationship between interim disclosure and a 

number of such corporate attributes were developed in Chapter 6. The objective of 

this chapter is to test the hypotheses on the association between interim disclosure 

and the various corporate attributes. The hypotheses are tested for both the 

unweighted and weighted overall disclosure, as well as for the three 

subcomponents (management commentary, financial statements, and accounting 

policies and other information). There are two reasons for this approach. First, it 

301 



has been suggested (e.g., Adhikari and Tondlar, 1992; Coy et al., 1993; Zarzeski, 

1996; Clarkson et al., 1999; Ho and Wong, 2001) that there may be differences in 

the factors that explain weighted and unweighted disclosure levels. The second 

reason is to determine whether each of the three subcomponents is subject to the 

influence of the same set of factors as the overall interim disclosure. As Dye 

(1985) and Gray et al. (1995) suggested, company disclosure behaviour may differ 

depending on the nature and type of disclosure. 

The rest of the chapter is organised as follows. First, in section 10.2, the data sets 

used in the study are described. This includes a description of the disclosure indexes 

and the sample characteristics. In the next section, the bivariate relationship between 

interim disclosure indexes and corporate attributes is investigated for the overall 

disclosure index, as well as for the subcomponents indexes. In section 10.4, the 

multivariate results are reported. A discussion of the findings is presented in section 

10.5, and finally, in section 10.6, a summary and conclusions are presented. 

10.2 Data Sets 

This section presents the data set employed in the regression analysis. The 

rationale for presenting and discussing the data set is to provide an overall picture 

of the data, and to examine the distributions to ensure that they are appropriate for 

further analysis. In the previous chapter, the analysis of interim disclosure was 

based on the total sample of 262 companies. However, six of the companies did 

not provide balance sheet and cash flow information in their interim reports, and 

therefore data on other variables [ company size (measured in terms of total 
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assets), liquidity and gearing ratios] could not be ascertained. Hence the analysis 

conducted in this chapter was based on 256 companies. 

10.2.1 Descriptive Statistics of Interim Disclosure Indexes 

Table 10.1 presents the descriptive statistics ·of the overall interim disclosure 

indexes as well as the disclosure indexes of the three categories of information. 

The disclosure scores for each of the 256 companies in the sample are provided in 

Appendix 4. 

Table 10.1: Descriptive Statistics of Disclosure Indexes - Untransformed Scores 
Unweighted Disclosure Weighted Disclosure 

Statistic OVEDI MCDI FSDI APODI OVEDI MCDI FSDI APODI 

Mean .704 .590 .764 .609 .7172 .5896 .8022 .5768 
Median .726 .589 .776 .615 .7300 .6000 .8085 .5900 
Std Dev. .100 .196 .100 .1971 .0921 .2079 .0718 .1820 
SE Mean .006 .012 .006 .012 .0058 .0130 .0045 .0114 
Minimum .440 .070 .480 .150 .450 .070 .520 .110 
Maximum .920 1.000 .980 1.000 .910 1.000 .980 1.00 
Skewness -.477 -.100 -.695 -.241 -.473 -.227 -.650 -.265 
Kurtosis -.304 -.455 .183 -.513 -.200 -.411 1.090 -.285 
SE skew. .152 .152 .152 .152 .152 .152 .152 .152 
SE kurt. .303 .303 .303 .303 .303 .303 .303 .303 
Z-test 
skew. 

-3.138 -.658 -4.572 -1.586 -3.112 -1.493 -4.276 -1.743 

Z-test 
kurt. 

1.002 1.225 .777 1.301 1.147 1.644 2.678 1.320 

KSLillie. .066 .046 .098 .062 .073 .035 .059 .071 
K-S sig .029 .200 .013 .200 .022 .200 .036 .200 
Key: 
OVEDI = Overall Disclosure Index 
MCDI = Management Commentary Disclosure Index 
FSDI = Financial Statement Disclosure Index 
APODI = Accounting Policies and Other Information Disclosure Index 

The table reveals that both the u.nweighted and weighted overall disclosure indexes 

(OVEDI) are not normally distributed, as indicated by the standard tests on 

~kewness and kurtosis. The rule of thumb for normality test based on skewness 

and kurtosis is that the z-score values should be ± 1.96 (see Field, 2000). Table 
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10.1 shows z-score values for skewness of -3 .13 8 and - 3 .112 for the unweighted 

and weighted overall disclosure indexes, respectively, suggesting that the data are 

negatively skewed. An examination of the normal probability plots (i.e., detrended 

normal Q-Q plots and normal Q-Q plots) also indicates data that deviate from 

normality (see Appendix 10). These results are supported by the non-parametric 

Kolmogorov-Smirnov (K-S Lilliefors) normality statistic test.57 

For the subcomponents, the table shows that management commentary disclosure 

index (MCDI) and accounting policies and other disclosure index (APODI) are 

normally distributed as indicated by the standard tests on skewness and kurtosis of 

-0.658 and 1.225 for unweighted and -1.586 and 1.301 for weighted disclosure 

index. All the normality plots also suggest normal distributed data (see Appendix 

10). These are further supported by the K-S (Lilliefors) significance value of 

0.200, which indicates a normal distribution. However, for the financial statement 

index (FSDI), the standard tests on skewness and kurtosis indicate that data are not 

normally distributed. The K-S (Lilliefors) significance tests and the normal 

probability plots (see Appendix 10) also indicate that data deviate from a normal 

distribution 

In Chapter 7, it was noted that when the variables are found to reveal non

normality, data are transformeJ. Since the dependent variables OVEDI and FSDI 

57 The K-S test evaluates statistically whether the difference between the observed distribution and 
a theoretical normal distribution is small enough to be just due to chance (Coakes and Steed, 2001; 
de Vaus, 2002). If the K-S (Lilliefors) significance level is greater than 0.05, then normality is 
assumed. However, Tabachnik and Fidell (1996) and de Vaus (2002) suggest that in large samples 
(as in this study), a very small deviation from normality can yield low significance levels, and thus 
the K-S tests may be disregarded if other tests indicate normality. 
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were found to deviate from the assumptions of normality, they were transformed 

using natural logarithmic transformation (e.g., Wallace and Naser, 1995; Cooke, 

1998). The MCDI and APODI did not deviate from the assumptions of normality 

and were not transformed. Table 10.2 shows the descriptive statistics of OVEDI 

and FSDI after the natural logarithmic transformations. 

Table 10.2: Descriptive Statistics of Disclosure Indexes - Natural Log Transformations 
Unwei2hted Disclosure Weighted Disclosure 

Statistic OVEDI FSDI OVEDI FSDI 
Mean -.3463 -.2447 -.3157 -.2174 
Median -.3531 -.2562 -.3147 -.2125 
StdDev. .1538 .1492 .1006 .0795 
SE Mean .0064 .0054 .0063 .0050 
Minimum -.80 -.74 -.76 -.74 
Maximum -.10 -.02 -.09 -.02 
Skewness -.198 -.019 -.262 -.297 
Kurtosis -.239 .049 -.536 -.044 
SE skewness. .152 .152 .152 .152 
SE kurtosis. .303 .303 .303 .303 
Z-test skewness. -1.303 -.125 -1.724 -1.954 
Z-test kurtosis. -.888 0.402 1.330 .3811 
K-S (Lilliefors). .089 .069 .074 .050 
K-S sienificance .046 .200 .049 .200 
Key: 
OVEDI =Overall Disclosure Index 
FSDI = Financial Statement Disclosure Index 

It is apparent from Table 10.2 that the natural logarithmic transformations were 

appropriate because the distributions of both OVEDI and FSDI are now normal. 

The standard tests of normality based on skewness and kurtosis reveal that data are 

normal after transformation, although the K-S (Lilliefors) significance for OVEDI 

still indicates that there is a slight problem. The normal Q-Q plot and detrended 

normal Q-Q plot were therefore examined and the results indicated that both 

disclosure indexes are normally distributed as a result of the transformations 

(Appendix 11). Given that all the other normality diagnostics, except the K-S 

(Lilliefors) significance, suggest that there were no serious deviations from the 
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assumption of normality, it was concluded that there was no cause to worry (e.g., 

Tabachnik and Fidell, 1996; Field, 2000; Coakes and Steed, 200 I; Pallant, 2001; 

de Vaus, 2002). 

10.2.2 Descriptive Statistics of the Corporate Attributes 

The corporate attributes (independent variables) for this study are classified into 

eleven continuous and five categorical independent variables 

10.2.2.1 Continuous Independent Variables 

The descriptive statistics of the continuous variables are presented in Table 10.3. 

Table 10.3:Descriptive Statistics of Continuous Independent Variables. - Untransformed 
Variables Min Max Mean Median Std Dev Skew. Kurt. 
Assets (£m) 1.22 20363.3 823.62 123.62 1985.19 5.21 39.40 
Sales (fm) 0.02 6472.60 333.84 63.85 727.56 4.23 24.12 
Gear(%) 0.00 97.00 34.69 37.00 .25 -0.013 -1.08 
Profit(%) -138.00 99.00 -1.01 5.70 .36 -1.47 4.18 
Liquid(%) 8.00 2494.00 219.48 134.80 3.16 4.53 23.26 
Dshares (%) 0.00 86.00 13.00 4.00 0.18 1.69 2.41 
Inshares (%) 0.00 97.00 23.94 20.00 0.19 0.75 0.13 
Propout (%) 18.00 83.00 48.72 50.00 0.14 -0.41 0.75 
CEOage (yrs) 30.00 69.0 50.57 51.00 7.81 -0.08 -0.26 
Audcosh (%) 0.00 62.00 3.56 1.00 0.19 3.99 18.61 

i ComAge (days) 198.0 29815.0 6646.71 3981.00 6483.48 1.13 0.227 

Table 10.3 shows that the average company size, measured in terms of total assets, 

is about £823.62 million, with the largest and smallest company having total assets 

of £20,363.3 million and £1.22 million, respectively. The median is much smaller, 

at £123.62 million, suggesting that the sample also includes some medium-sized 

companies. When measured in terms of total sales, the average company size is 

£333.84 million, with the smallest and largest company attaining sales of £0.02 

million and £6,472.6 million, respectively. Again, the median sales figure of 
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£63.85 million is much smaller than the mean sales figure. The mean gearing ratio 

for the sample companies is 34.69%, with the highest geared company having a 

gearing of 97%. However, the median gearing ratio is much smaller at 37%, 

suggesting that the sample included low and medium-geared companies. Table 

10.3 indicates that the mean profitability ratio is -1.01 %, with a minimum of -

138% and a maximum of 99%. It is possible that the low profitability may be a 

result of seasonality of business as opposed to poor performance, in many 

companies in the sample. In terms of liquidity, the mean ratio is 219.48%, with the 

minimum and maximum liquidity ratios being 8% and 2494%, respectively. The 

median liquidity ratio is 134.80%, and this is much lower than the mean liquidity 

ratio, suggesting that the sample also included companies with low and medium 

liquidity. 

The table also provides the descriptive statistics concerning share ownership of the 

companies in the sample. The mean percentage of executive· directors' 

shareholding is 13%. In some companies, the executive directors held as much as 

86% of the company's shares.68 Substantial institutional investors69 owned an 

average of 23.94% of the sample companies' ordinary shares, with some 

companies having 97% of their shares held by institutional investors. The mean 

shareholding by the audit committee members is 3.56%. In some companies, 

however, audit committee members owned as much as 62% of the ordinary shares. 

There are cases where the executive directors held some shares in the companies, but because 
the proportion was very small (less than 0.0001, these were reported as 0.00 in Table 10.3. 
69 Substantial institutional investors are defined as those institutional investors owning at least 3% 
or more of the company's ordini..i.ry shares. 
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The percentage of outside directors on the board of directors ranges from 18% to 

83%, with the average being 48.72% and the median 50%. The age of the CEO 

ranges from 30 years to 69 years, with a mean of 50 years and median of 51 years. 

The company age ranges from 198 days to 29,815 days, suggesting that the sample 

comprised both newly listed companies and companies with a very long history of 

stock exchange listing. The mean company age is 6,647 days, with a median of 

3,981 days. 

Table 10.3 indicates that all the continuous independent variables, except for the 

age of the CEO, are not normally distributed. In order to reduce the potential size 

effect of these variables on the regression equations, their original numbers were 

transformed using natural logarithmic transformations. Such transformation was 

employed in other previous studies (e.g., Ashton et al., 1989; Charles et al., 1991; 

Ahmed and Nicholls, 1994; Wallace and Naser, 1995; Tauringana, 1997; Depoers, 

2000, Watson et al., 2002). 

Table 10.4 presents the results of the transformations that indicate minimal 

deviations from normality as reflected in the skewness and kurtosis values. 

Table 10.4:Descriptive Statistics of Continuous Independent Variables - transformed 
Variables Min Max Mean Median Std Dev 7 Skewness Kurtosis 
Assets 0.19 9.92 5.29 5.27 1.88 0.05 -0.32 
Sales -1.13 8.78 4.52 4.49 1.90 -0.28 0.04 
Gear -3.91 3.33 -0.36 -0.34 1.09 -0.29 0.35 
Profit -6.21 -0.08 -2.57 -2.54 0.88 -0.17 0.21 
Liquid -2.58 3.22 0.21 0.23 0.63 -0.l 1 0.48 
Dshares -4.61 -0.15 -2.47 -2.46 1.12 -0.26 -0.33 
lnshares -3.50 -0.03 -1.61 -1.54 0.79 -0.59 -0.35 
Propout -1.39 -0.18 -0.73 -0.69 0.27 -0.41 -0.29 
Audcosh -6.59 -0.48 -4.50 -4.45 1.45 0.56 0.15 
ComAge 5.33 10.13 8.39 8.46 1.07 -0.29 -0.66 
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10.2.2.2 Categorical Independent Variables 

The categorical variables included in. this study as possible determinants of the 

extent of interim disclosure are listing status, auditor involvement, acquisition 

transactions, payment of interim dividend, and techMARK. listing. Table I0.5 

shows the descriptive statistics of the categorical variables. 

Table 10.5: Descriptive Statistics of Cate2orical Independent Variables 
No. of Cos. % 

Listin2 status 
Domestic listed only 209 81.6 
Multiple listed 47 18.4 

Auditor involvement 
No auditor involvement 130 50.8 
Auditor involvement 126 49.2 

Acquisition transactions 
No acquisition transactions 152 59.4 
Acquisition transactions 104 40.6 

Payment of interim dividend 
No dividend 86 33.6 
Dividend 170 66.4 

TechMARK Iistin2 
Non-techMARK listed 197 77.0 
TechMARK listed 59 23.0 

As the table indicates, 47 companies (18.4%) were listed on the LSE and on at 

least one foreign exchange. The table also indicates that 126 companies (49.2%) 

had their interim accounts reviewed by external auditors. This is consistent with 

the trend of increasing auditor involvement with interim reports, when compared 

with previous interim disclosure studies. Hussey and Woolfe (1994) found that 

only 1.8% of their sample companies involved auditors. In a follow-up study, 

Hussey and Woolfe (I 998) found that 29% of the companies in their sample had 

their interim reports reviewed by auditors. Arthur Andersen and Co (1994) showed 
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that 35% of the FTSE250 companies involved auditors. The results are somewhat 

less than the 73% cited by Bagshaw (1999) in a survey of 30 FTSElO0 companies. 

However, the Bagshaw (1999) study included only the largest companies, and 

cannot be compared with the results of this study, which includes small, medium 

and large companies. The companies that reported that they acquired other 

companies or other major investments number 104 (40.6%), and those that paid an 

interim dividend number 170 (66.4%). Finally, 59 (23%) have a techMARK 

listing. 

10.3 Results of Bivariate Analysis 

As discussed in Chapter 6, the extent of accounting disclosure in the interim 

reports could be systematically related to a number of corporate attributes. The 

analysis of the relationships made in this study begins by investigating whether at 

the bivariate level, interim disclosure varies with the corporate attributes selected. 

The analysis then proceeds in the next section to the multivariate level to 

determine the incremental power of the corporate attributes in explaining 

variations in interim disclosures. 

10.3.1 Continuous Independent Variables and Interim Disclosure 

As mentioned in Chapter 7, to determine the relationship between the interim 

disclosure indexes and the cor~tinuous independent variables, the Pearson product 

moment-correlation coefficients (r) were computed. Table 10.6 shows the results 

of the bivariate tests of the hypotheses concerning the relationship between the 

variables and both the unweighted and weighted interim disclosure indexes. 
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Table 10.6: Relationship Between Continuous lndeoendent Variables and Disclosure Indexes 
Unwei!!hted Disclosure Wei2hted Disclosure 

Variabl OVEDI MCDI FSDI APODI OVEDI MCDI FSDI APODI 
e 

1 2 3 4 1 2 3 4 
Assets .473** .365** .327** .317** .492** .395** .385** .339** 
Sales .371 ** .274** .250** .285** .415** .326** .348** .274** 
Gear .004 .094 -.019 -.066 .014 .090 -.008 -.034 
Profit .112 .106 .054 .106 .067 .077 .103 .007 
Liquid -.081 -.092 -.010 -.141* -.151 * -.140* -.154* -.104 
Dshares -.328** -.166** -.380** .019 -.287** -.139* .001 -.173** 
Inshares .140* .017 .204** -.035 .145* .019 -.033 .081 
Prooout .154* .130* .116 .106 .141 * .111 .226** .050 
CEOage -.308** -.135* -.295** -.187** -.282** -.139* -.174** -.161 ** 
Audcos -.467** -.189** -.502** -.111 -.367** -.172** -.027 -.119 
h 
Comage -.001 -.050 .068 -.087 -.005 -.044 -.126* .076 

* * Significant at 0.01 level (2-tailed) 
* Significant at 0.05 level (2-tailed) 

The bivariate statistical results demonstrate that both the unweighted and 

weighted overall interim disclosure scores are significantly and positively related 

to three corporate attributes [ company size (total assets, total sales), substantial 

institutional investors, and proportion of outside directors] at the 0.05 level or 

better. The relationship between overall disclosure and three other corporate 

attributes (executive directors' shareholding, CEO age, and shareholding of audit 

committee members) was negative and statistically significant at the 0.05 level or 

better. Liquidity ratio was significantly (p<0.05) and negatively related to the 

weighted, and not to unweighted disclosure scores. All the remaining variables 

(gearing ratio, profitability ratio, and company age) were statistically insignificant 

in both cases. The results for gearing and profitability are surprising, as other 

studies (e.g., Bradbury, 1991; Tan and Tower, 1997; Schadewitz and Blevins, 

1998) have all reported a relationship between interim aisclosure and these two 

variables. 

311 



Table 10.6 also provides the results of bivariate tests concerning the relationship 

between corporate attributes and the three categories of disclosure (management 

commentary, financial statements, and accounting policies and other information). 

The results show that both unweighted and weighted management commentary 

disclosure scores are significantly associated with company size (total assets and 

total sales), executive directors' shareholdings, CEO age and shareholding of 

audit committee members at the 0.05 level or better. As in the overall disclosure 

indexes, liquidity was significantly associated with the weighted, but not the 

unweighted management commentary disclosure scores. On the other hand, the 

proportion of outside directors was significantly associated with the unweighted 

and not the weighted disclosure scores. Finally, in both the weighted and 

unweighted indexes, there was no indication that gearing ratio, profitability ratio, 

substantial institutional investors and company age are related to management 

commentary disclosure scores. 

As for the relationship between financial statement disclosure index (FSDI) and 

corporate attributes, the results indicate that both the weighted and unweighted 

scores are associated with company size, and CEO age. Executive directors' 

shareholdings, substantial institutional investors, and shareholding of audit 

committee members are significantly related to unweighted and not to weighted 

FSDI. The results also show that liquidity ratio, proportion of outside directors 

and company age are related to weighted, but not to unweighted FSDI. No 

evidence of a statistically significant association was detected between FSDI (both 

weighted and unweighted) and gearing ratio and profitability. 
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Finally, the table. also shows that both unweighted and weighted accounting 

policies and other information disclosure index (APODI) are significantly and 

positively associated with company size and negatively related to CEO age. Tests 

for liquidity indicate a significant negative association with unweighted APODI, 

suggesting that interim disclosure is higher for companies with low liquidity 

ratios. Liquidity was not found to be statistically related to weighted APODI, 

whilst executive directors' shareholding showed a significant association with the 

weighted APODI and not the unweighted. All the remaining variables (gearing, 

profitability, substantial institutional investors, proportion of outside directors, 

shareholding of audit committee members, and company age) were not significant 

in both cases. 

10.3.2 Categorical Independent Variables and Interim Disclosure 

For each of the categorical variables included in this study, sample ·companies 

were split into two groups, and tests for significance differences in the mean scores 

of the groups were conducted for each category of interim disclosure. The two 

independent samples t-test (parametric) and the Mann-Whitney U-test (non

parametric) results indicate that the five corporate attributes show significant 

differences in interim disclosure between groups 7°. Tables 10.7 to 10.10 show the 

results of the tests conducted to examine the relationship between interim 

disclosure and the categorical or nominal variables. 

70 The reasons for adopting both parametric and non-parametric tests have been advanced in 
Chapter 7. 
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Table 10. 7: Tests for Differences in Overall Disclosure Scores for Catworical Variables 
Unweighted Disclosure Weie:hted Disclosure 

t-test M-WUtest t-test M-WUtest 
Index Mean t-value Mean Z-value Mean t-value Mean Z-value 

Rank Rank 
Listing status 
Domestic only .682 -7.81** 111.72 -7.64** .698 -7.89** 111.88 -7.58** 
Multiple listed .796 203.10 .803 202.41 

Auditor 
No .664 -7.12** 99.61 -6.34** .682 -6.68** 100.13 -6.23** 
Yes .745 158.31 .753 157.77 

Acquisition 
No .664 -8.48** 98.65 -7.79** .682 -8.48** 99.46 -7.59** 
Yes .762 172.13 .769 170.94 

Dividend 
No .669 -4.04** 100.80 -4.26** .680 -4.78** 97.30 -4.80** 
Yes .721 142.51 .736 144.29 

TechMARK 
No .691 -3.99** 118.04 -4.13** .706 -3.53** 119.29 -3.64** 
Yes .748 163.43 .754 159.24 

Table 10.8: Tests for Differences in Management Commentary Disclosure Scores for 
Catee:orical Variables 

Unweighted Disclosure Weighted Disclosure 
t-test M-WUtest t-test M-W U test 

Index Mean t-value Mean 
Rank 

Z-value Mean t-value Mean 
Rank 

Z-value 

Listin2 status 
Domestic only .558 -5.85** 116.11 -5.65** .556 -5.72** 116.42 -5.51 ** 
Multiple listed .733 183.60 .737 182.22 

Auditor 
No .554 -3.07** 115.13 -2.94** .550 -3.17** 115.25 -2.91 ** 
Yes .628 142.30 .631 142.17 

Acquisition 
No .536 -5.68** 108.43 -5.24** .533 -5.53** 109.20 -5.04** 
Yes .669 157.83 .672 156.71 

Dividend 
No .530 -3.56** 104.90 -3.63** .516 -4.17** 100.94 -4.24** 
Yes .621 140.44 .627 142.44 

TechMARK 
No .556 -5.49** 115.28 -5.22** .559 -4.41 ** 117.65 -4.29** 
Yes .707 172.64 .691 164.73 
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Table 10.9: Tests for Differences in Financial Statement Disclosure Scores for Categorical 
Variables 

Unweighted Disclosure Wehi:hted Disclosure 
t-test M-WU test t-test M-WUtest 

Index Mean t-value Mean Z-value Mean t-value Mean Z-value 
Rank Rank 

Listing status 
Domestic only .748 -5.70** 115.28 -6.03** .791 -5.42** 116.86 -5.31 ** 
Multiple listed .835 187.30 .851 180.28 

Auditor 
No .734 -5.16** 107.65 -4.58** .791 -2.61 ** 117.38 -2.44** 
Yes .795 150.01 .814 139.98 

Acquisition 
No .729 -7.30** 102.75 -6.73** .786 -4.99** 110.51 -4.70** 
Yes .814 166.14 .828 154.80 

Dividend 
No .738 -3.05** 104.83 -3.64** .778 -4.34** 99.04 -4.53** 
Yes .777 140.47 .816 143.40 

TechMARK 
No .756 -2.48** 122.85 -2.23** .799 -1.09 125.95 -1.01 
Yes .792 ; 147.37 .811 137.02 

Table 10.10: Tests for Differences in Accounting Policies and Other Disclosure Scores for 
Categorical Independent Variables 

Unwei2hted Disclosure Indexes Wei2hted Disclosure Indexes 
t-test M-W U test t-test M-WUtest 

Index Mean t-value Mean 
Rank 

Z-value Mean t-value Mean 
Rank 

Z-value 

Listing status 
Domestic only .586 -4.06** 119.20 -4.27** .550 -5.32** 116.58 -5.44** 
Multiple listed .712 169.86 .698 181.51 

Auditor 
No .528 -7.33** 98.11 -6.71 ** .488 -9.15** 91.89 -8.04** 
Yes .693 159.86 .669 166.27 

Acquisition 
No .572 -3.77** 113.89 -3.84** .539 -4.18** 111.27 -4.32** 
Yes .664 149.86 .633 152.66 

Dividend 
No .589 -1.20 120.55 -1.23 .538 -2.43** 112.92 -2.40** 
Yes .620 132.52 .596 136.38 

TechMARK 
No .603 -.901 123.51 -.94 .565 -1.91 ** 123.51 -1.97** 
Yes .629 145.17 .616 145.17 
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These results suggest that the extent of interim disclosure is higher for companies 

that are multiple listed. This is consistent with other previous studies (e.g., Firth, 

1979; Cooke, 1989; Depoers, 2000) that also reported a strong association between 

disclosure and foreign listing. Tests for differences between disclosure and auditor 

involvement were also conducted. The results in all the tables provide evidence of 

a relationship between auditor involvement and the extent of interim disclosure, 

with companies that have their interim accounts reviewed seemingly disclosing 

more information. This is consistent with Hussey and Woolfe (1998) who also 

reported an association between auditor involvement and the extent of interim 

disclosure by UK listed companies. 

The relationship between interim disclosure and three other categorical variables 

(acquisition transactions, payment of an interim dividend, and techMARK. listing) 

is supported for OVEDI, MCDI and FSDI. However, for the weighted FSDI, there 

are no significant differences between techMARK and non-techMARK. 

companies. Table 10.10 also indicates that for unweighted accounting policies and 

notes disclosures, there are no statistically significant differences between 

companies that paid an interim dividend and those that did not, and also between 

those with a techMAR.K listing and those without. However, significant 

differences exist between dividend and non-dividend paying companies, and also 

between techMARK and non-.echMARK companies for the weighted disclosure 

scores. 
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10.4 MULTIVARIATE ANALYSIS 

The bivariate analysis above distinguishes between variables that are or not 

significantly associated with the extent of accounting information disclosure in 

interim reports. The analysis, however, lacks determination of the collective 

impact of independent variables when examined simultaneously. Therefore 

multivariate analysis was undertaken to investigate further the significance of 

variables selected as likely determinants of interim disclosure. As noted in Chapter 

7, to examine the association between interim disclosure and the independent 

variables selected, the ordinary least square (OLS) multiple regression model was 

estimated (using the SPSS for Windows) for the overall disclosure index, as well 

as for each of the three disclosure index subcomponents. The OLS was run, first 

with all the independent variables selected in the study (full regression model), and 

secondly, with variables that are found to be significant in the bivariate and 

multivariate analyses (reduced regression model). 

10.4.1 Assumption testing 

Multiple regression analysis requires the data set to comply with certain 

assumptions regarding measurement level, characteristics of the error term, model 

specification, and collinearity between the explanatory variables. Therefore, before 

the multiple regression analysis can be undertaken, the assumptions of no 

significant multicollinearity between explanatory variables, homoscedasticity, no 

errors related to measurement and specification, and conditions of normality of the 

error terms must first be satisfied (e.g., Field, 2000; Coakes and Steed, 2001; 

Pallant, 2001). 
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As already defined, multicollinearity refers to high correlations among the 

explanatory variables in a regression model. The problem of multicollinearity 

affects how the relationships between the explanatory variables and the dependent 

variable (disclosure) are interpreted. High levels of collinearity increase the 

probability that a good predictor of the outcome will be found non-significant and 

rejected from the model (e.g., Wright, 1997; Field, 2000; Pallant, 2001). As 

discussed in Chapter 7, m order to test for multicollinearity, a number of 

diagnostics were conducted. 

First, an analysis of the pair-wise correlations among the independent variables 

was carried out to determine whether there are any multicollinearity problems. 

Table I0.11 indicates the Pearson product-moment correlation coefficient between 

the independent variables. The highest correlation of 0.850 was between total 

assets and total sales, both proxies of company size. Another high, but milder 

correlation, is between total sales and payment of an interim dividend (0.549). It 

has been suggested ( e.g., Judge et al., 1985; Myers, 1990; Field, 2000; Pallant, 

2001) that multicollinearity problems in multiple regression analysis are 

considered harmful only when they exceed 0.8 or 0.9. Thus, the correlation 

between total assets and total sales pose a serious multicollinearity problem. 

However the correlation between total sales and payment of an interim dividend 
' 

does not pose a serious multicollinearity problem 
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T~ble W.l 1: Pearson Product Moment Correlations Amon!! Independent Variables 
Variabie Listing Auditor Acquir Ceo Divid Tech Asset Sales Gear Profit Liquid Dshare Inshares Prop Aud Corr 

A!!e mark out Cosh A2:e 
Listing 1.000 
Auditor .260** l.000 
Acquire .368** .283** 1.000 
CeoA2e -.212** -.159* -.163** 1.000 
rnvid .188** .022 .252** .051 1.000 
Techmark .148* .203** .171 ** -.040 -.102 1.000 
Asset .436** .282** .434** -.128* .480** .009 1.000 
Saies .386** .204** .396** -.047 .549** -.062 .850** 1.000 
Gear -.011 .071 .064 .041 .023 -.067 .075 .120 1.000 
:Prom .011 .166** .087 -.098 .165** -.029 .205** -.100 -.133* 1.000 
Liquid -.032 -.009 -.100 .071 -.160* .204** -.202** -.377** -.210** .010 l.000 
]!}shares -.069 -.195** -.224** .008 .044 -.076 -.158* -.125* -.047 .018 -.003 l.000 
Inshares -.149* .093 -.049 -.075 -.005 -.002 -.104 -.074 -.054 .012 .017 -.291 ** 1.000 
Pror,oull .139* .149* .119 -.149* .034 .110 .292** .202** .049 .074 -.075 -.186** .085 l.000 
Audcosh -.030 -.238** -.22 l ** .177** .010 -.117 -.084 -.079 -.062 .093 -.037 .452** -.245** .006 1.000 

Comage -.026 -.110 .001 .059 .352** -.307** .308** .339** .049 .109 -.169** -.068 .041 .087 .005 1.000 
** Correlation significant at 1 % level (2-tailed) 
* Correlation significant at 5% level (2-tailed) 
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Secondly, Field (2000) points out that the absence of high pair-wise correlations 

among the explanatory variables . does not rule out the presence of 

multicollinearity. Therefore, further multicollinearity diagnostics involving 

variance inflation factor (VIF) and tolerance values were conducted. A VIF value 

of 10 is considered a large enough value at which to worry ( e.g., Myers, 1990; 

Bowerman and O'Connell, 1990). Related to the VIF is the tolerance statistic ( e.g., 

Pallant, 2001). Tolerance values below 0.1 indicate serious problems (e.g., Field, 

2000, Pallant, 2001), although Menard (1998) suggests that values below 0.2 are 

worthy of concern. The diagnostics carried out suggest that in each case, 

multicollinearity did not appear to affect the results of this study meaningfully. As 

Appendix 12 (12-1 to 12-8) indicate, the highest VIF and lowest Tolerance values 

are 2.510 and 0.398, respectively. 

With regard to the potential problems related to homoscedasticity, linearity, 

normality and outliers, an examination of the residuals that are generated as part 

of the multiple regression procedure was conducted (see Appendix 13).71 An 

inspection of the Normal Probability Plots of the regression standardised residuals 

indicates that the observations lie or cluster around a reasonably straight diagonal 

line. This indicates that there are no major deviations from normality ( e.g., 

Pallant, 2001). In the Scatterplots of the standardised residuals, the residuals are 

roughly rectangularly distributed, with most of the scores concentrated in the 

centre. There are no clear or systematic patterns to the residuals, thus suggesting 

that no major violations of the assumptions exist. 

71 Residuals are what is left over after the model is fitted and represents the difference between the 
observed value of the dependent variable and the value predicted by the regression line (e.g., Field, 
2000; Coakes and Steed, 7.001; Pallant, 2001). 
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The presence of outliers was also checked using the Scatterplot of the 

standardised residuals and the residual statistics (Pallant, 2001). Outliers are 

defined by Tabachnik and Fidell (1996) as cases that have standardised residuals 

of more than 3.3 or less than -3.3. An inspection of the Scatterplots suggests that 

there are very few outliers. This is further supported by the statistics of the 

standardised residuals also produced by SPSS. As a general rule, Field (2000) 

suggests that not more than 1% of the sample should have standardised residuals 

with an absolute value greater than 3 or less than -3. The statistics indicate that 

only 2 cases (0.8%) lie outside these limits. These diagnostics suggest that there is 

no cause for worry (e.g., Field, 2000; Pallant, 2001). 

10.4.2 Results of Full Multiple Regression Analysis 

In this section, the results of empirical analyses designed to provide insight into 

the potential determinants of interim disclosure variations at the overall and 

subcomponent levels are presented. It was reported that total assets and total sales, 

both proxies of company size, were highly correlated, and therefore, given the high 

collinearity between these independent variables, two separate regression runs 

were conducted for each of the disclosure indexes ( e.g., Tabachnik and Fidell, 

1996: Pallant, 2001 ). The first run incorporates total assets as the proxy for 

company size, and the second run incorporates total sales as a proxy for company 

size. The structural equations employed to explain the variations in interim 

disclosure were specified in Chapter 7. 
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10.4.2.1 Overall Interim Disclosure Models 

Table 10.12 presents the results of the multiple regression models for both the 

unweighted and weighted overall interim disclosure. 

Table 10.12: Regression Results for Overall Interim Disclosure Scores 

Unweie;hted Disclosure Index Weighted Disclosure Index 
Model 1 Model2 Model 3 Model4 

R .758 .749 .728 .714 
R' .575 .561 .530 .510 
Adjusted R2 .549 .531 .499 .478 
Standard error .067 .068 .065 .067 
F-ratio 21.662 19.075 16.849 15.571 
F Significance .000 .000 .000 .000 
Durbin-Watson 2.122 2.140 2.092 2.084 

Variables 
Assets .019 (3.307**) X .012 (3.639**) X 
Sales X .005 (1.664*) X .006 (1.761*) 
Listing .053 (4.058**) .059 (4.476**) .047 (3.716**) .054 (4.182**) 
Gear -.003 (-.732) -.003 (-.582) -.003 (-.771) -.003 (-.606) 
Profit .005 (.990) .010 (1.851 *) -.002 (-.441) .003 (.579) 
Liquid -.006 (-1.103) -.005 (-.786) -.013 (-2.292**) -.011 (-1.880*) 
Auditor .021 (2.209**) .023 (2.341 **) .021 (2.245**) .023 (2.397**) 
Acquire .027 (2.569**) .029 (2.812**) .024 (2.430**) .028 (2.707**) 
CEOage -.002 (-2.802**) -.002 (-2.872**) -.001 (-2.533**) -.002 (-2.607**) 
Divid .022 (1.987**) .025 (2.115**) .027 (2.520**) .031 (2.655**) 
TechMARK .029 (2.678**) .030 (2.663**) .027 (2.469**) .027 (2.449**) 
Dshares -.006 (-1.3 78) -.007 (-1.519) -.006 (-1.328) -.007 (-1.484) 
Inshares .Oll (1.859*) .009 (1.511) .015 (2.599**) .013 (2.195**) 
Propout -.008 (-.415) .004 (.212) -.015 (-.796) -.002 (-.096) 
Audcosh -.021 (-5.977**) -.021 (-5.899**) -.012 (-3.484**) -.012 (-3.435**) 
ComAge -.005 (-1.087) -.003 (-.727) -. 006 ( -1.407) -.004 (-.986) 

** Significant at 0.05 level 
Significant at 0.10 level * 

X Not included in model 
Non-bracketed figures for each variable are coefficients and figures in brackets are t-statistics. 

Models 1 and 3 incorporate total assets as a measure of company size, whilst 

Models 2 and 4 incorporate total sales. All the regression models have significant 

explanatory power. In the unweighted disclosure index regression, model 1 and 2 
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R2),72explain 54.9% and 53.1% (Adjusted of the overall interim disclosure 

variance, respectively. The results obtained using the weighted disclosure index as 

the dependent variable indicate that models 3 and 4 explain 49.9% and 47.8%, 

respectively. These results indicate that the explanatory powers of the unweighted 

and weighted disclosure models are similar, tlms supporting previous research 

using annual data (e.g., Adhikari and Tondlar, 1992; Zarzeski, 1996). However, 

the Adjusted R2 values are higher for the unweighted disclosure indexes than the 

weighted disclosure indexes. 

In the first unweighted disclosure model (Model 1 ), six independent variables 

[company size (total assets), listing status, auditor involvement, acquisition 

transactions, payment of an interim dividend, and techMARK listing] are all 

positive and statistically significant explanatory variables at the 5% level or better. 

The CEO age and shareholding of audit committee members are negative and 

statistically significant explanatory variables also at the 5% level or better, 

suggesting that the extent of interim disclosure decreases with an increase in these 

two variables. The variable, substantial institutional investors, was found to be 

marginally significant at the 10% level. The remaining variables (gearing, 

profitability, liquidity, executive directors' shareholdings, proportion of outside 

directors, and company age) are not statistically significant variables of the 

variation in overall interim disclosure. 

72 Tabachnick and Fidell (1996) suggest that the Adjusted R2 statistic provides a better estimate of 
the true population value than the R2 and therefore should be preferred. They suggest that R2 tends 
to be a rather optimistic over estimation of the true value in the population, particularly for smaller 
samples. 
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The second unweighted disclosure model (Model 2) shows results similar to 

Model 1 for the independent variables listing status, auditor involvement, 

acquisition transactions, payment of an interim dividend, techMARK. listing, CEO 

age, and shareholding of audit committee members. However, company size 

becomes a weak explanatory variable of the extent of overall interim disclosure. 

Substantial institutional investors, which showed a weak association is no longer a 

statistically significant explanatory factor. Profitability, which was not statistically 

significant in Model 1 becomes a weak explanatory factor in Model 2. In both 

models, shareholding of audit committee members is the most important 

explanatory variable, followed by listing status and company size (total assets) 

(see Appendix 12-1).73 

The results for the weighted disclosure models (Models 3 and 4) are similar to the 

unweighted disclosure models (Models 1 and 2). However, liquidity ratio, which 

in both Models 1 and 2 is not significant, becomes marginally significant in 

Models 3 and 4, whilst substantial institutional investors, marginally significant in 

Models 1 and 2, becomes significantly associated with disclosure in Models 3 and 

4. These results seem, therefore, to suggest that the explanatory variables of the 

variance in unweighted and weighted disclosure scores are similar, thus supporting 

other previous studies (e.g., Adhikari and Tondlar, 1992; Zarzeski, 1996). 

73 The importance of each variable was assessed based on the value of Beta (under standardised 
coefficient). Pallant (2001) suggests that the standardised Beta value represents the values of each 
variable converted to the same scale so as to enable comparison. 
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10.4.2.2 Management Commentary Disclosure Models 

Table 10.13 presents the results of the multiple regression models explaining the 

extent of management commentary disclosure. 

Table 10.13: Regression Results for Management Commentary Interim Disclosure Scores 

Unweighted Disclosure Index Weiirhted Disclosure Index 
Model I Model2 Model3 Model 4 

R .569 .561 .558 .541 
Rl .324 .315 .311 .293 
Adjusted R2 .282 .269 .265 .245 
Standard error .166 .168 .178 .181 
F-ratio 7.664 6.865 6.739 6.183 
F Significance .000 .000 .000 .000 
Durbin-Watson 2.041 2.029 2.180 2.136 

Variables 
Assets .019 (2.284**) X -.027 (3.070**) X 
Sales X .008 (1.052) X .015 (1.748*) 
Listing .087 (2.692**) .098 (3.031 **) .081 (2.337**) .094 (2.703**) 
Gear .019 (1.743*) .020 (1.824*) .Q15 (1.295) .017 (1.410) 
Profit .021 (1.624) .029 (2.144**) -.010 (.718) .025 (1.599) 
Liquid -.021 (-1.477) -.019 (-1.254) -.031 (-2.012**) -.026 (-1.586) 
Auditor -.028 (-1.159) -.024 (-.995) -.017 (-.659) -.013 (-.514) 
Acquire .027 (1.049) .033 (1.261) -.023 (.849) .030 (l.067) 
CEOage -.001 (-.475) -.001 (-.549) -.001 (-.651) -.001 (-.757) 
Divid .048 (l.784*) .056 (1.906*) .061 (2.107**) .067 (2.119**) 
TechMARK .136 ( 4.933**) .136 (4.907**) .116 (3.953**) .118 (3.935**) 
Dshares -.008 (-.763) -.010 (-.877) -.005 (-.439) -.007 (-.571) 
Inshares .011 (.751) .007 (.509) .015 (.948) .010 (.655) 
Propout .011 (.227) .032 (.689) -.021 (-.429) .006 (118) 
Audcosh -.013 (-1.461) -.013 (-1.462) -.012 (-1.308) -.012 (-1.315) 
ComAge -.016 (-1.433) -.013 (-1.152) -.023 (-1.933*) -.020 (-1.634) 

** Significant at 0.05 level 
* Significant at 0.10 level 
X Not included in model 
Non-bracketed figures for each variable are coefficients and figures in brackets are t-statistics. 

The results for the unweighted models (Models 1 and 2) and the weighted 

disclosure models (Models 3 and 4) are as in the overall disclosure models, 

qualitatively identical. All the regression models have significant explanatory 

power. Models 1 and 2 explain 28.2% and 26.9%, respectively, whilst Models 3 

and 4 explain 31.1 % and 24.5%, respectively, of the variation in management 
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commentary disclosures. Again the unweighted disclosure models' explanatory 

power is stronger than the weighted disclosure models. However, the differences 

do not seem to be too large. 

In the first unweighted disclosure model (Model 1), three independent variables 

[company size (total assets), listing status, and techMARK listing] are all positive 

and statistically significant explanatory variables at the 5% level or better. Gearing 

ratio and payment of an interim dividend are found to be marginally significant at 

the 10% level. The remaining independent variables are not statistically 

significant. In Model 2, listing status, gearing, payment of an interim dividend, and 

techMARK. listing are still significant at the 10% level or better. However, 

company size is no longer significant, whilst profitability, which was statistically 

insignificant in Model 1, becomes significant at the 5% level or better. The most 

important explanatory variables in both models are techMARK listing, listing 

status, and company size (see Appendix 12-2). All the other variables are not 

significant. 

The results for the weighted management commentary disclosure models (Models 

3 and 4) are similar to Models 1 and 2. As in Model 1, company size, listing status, 

payment of an interim dividend, and techMARK. listing are significant at the 10% 

level or better in Model 3. However, gearing ratio, which in Model 1 was 

marginally significant becomes insignificant in Model 3. Two other variables, 

profitability and company age, become significant at the 10% level or better. The 

rest of the variables are insignificant. 
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10.4.2.3 Financial Statement Disclosure Models 

Table I 0.14 presents the results for financial statement disclosure models. The 

results for the unweighted and weighted disclosure models are virtually identical. 

Table 10.14: Regression Results for Financial Statement Interim Disclosure Scores 

Unwei2hted Disclosure Index Wei!!hted Disclosure Index 
Model I Model2 Model 3 Model4 

R .689 .688 .673 .670 
R2 .474 .474 .452 .449 
Adjusted R2 .439 .438 .418 .415 
Standard error .075 .075 .070 .070 
F-ratio 13.478 13.435 13.216 13.052 
F Significance .000 .000 .000 .000 
Durbin-Watson l.778 1.802 1.871 1.887 

Variables 
Assets .003 (.732 X .004 (1.164) X 
Sales X -.001 (-.418) X .0001 (.029) 
Listing .046 (3.185**) .051 (3.494**) .042 (3.075**) .046 (3.414**) 
Gear -.004 (-.885) -.004 (-.863) -.006 (-1.368) -.006 (-1.336) 
Profit .001 (.202) .001 (.145) -.003 (-.558) -.002 (-.389) 
Liquid .003 (.429) .001 (.188) .005 (.754) .004 (.604) 
Auditor .012 (1.076) .014 (1.259) .011 (1.051) .013 (1.232) 
Acquire .033 (2.826**) .035 (3.042**) .026 (2.3 77* *) .028 (2.597**) 
CEOage -.020 (-3.003**) -.020 (-3.003**) -.002 (-2.830**) -.002 (-2.859**) 
Divid .020 ( 1.660*) .026 (1.999**) .022 (1.907*) .026 (2.150**) 
TechMARK .012 (.985) .012 (.964) .011 (.939) .011 (.932) 
Dshares -.012 (-2.346**) -.012 (-2.437**) -.012 (-2.674**) -.013 (-2.773**) 
Inshares .013 (2.030**) .012 (1.889*) .013 (2.034**) .011 (1.861*) 
Propout -.004 (-.209) .002 (.073) -.008 (-.451) -.003 (-.190) 
Audcosh -.022 (-5.708**) -.022 (-5.693**) -.018 (-5.051 **) -.018 (-5.057**) 
ComAge .004 (.887) .006 (1.156) .005 (1.061) .006 (1.311) 

** Significant at 0.05 level 

* Significant at 0.10 level 
X Not included in model 
Non-bracketed figures for each variable are coefficients and figures in brackets are t-statistics. 

All the models have significant explanatory power. Again the explanatory power 

of the unweighted disclosure models is slightly higher than for the weighted 

disclosure models. The Adjusted R2 are 43.9% and 43.8% for Models 1 and 2, 

respectively, and 41.8% and 41.5% for Models 3 and 4, respectively. 
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In Model 1, it can be seen that listing status, acquisition transactions and 

substantial institutional investors are all positive and statistically significant 

explanatory variables at the 5% level or better. The variables CEO age, executive 

directors' shareholdings, and shareholding of audit committee members are found 

to be negative and statistically significant explanatory variables at the 5% level or 

better. Payment of interim dividend is found to be a weak explanatory factor. The 

remaining variables, including company size (total assets), are not statistically 

significant explanatory variables of the extent of financial statement disclosure. 

In Model 2, the results are similar to Model 1. However, the variable payment of 

an interim dividend, which was only a weak explanatory factor becomes strongly 

significant, whilst substantial institutional investors, significant at the 5% level or 

better in Model 1, becomes significant at the 10% level. Again, company size 

remains a non-significant explanatory variable of financial statement disclosures. 

The shareholding of audit committee members and listing status are the most 

important explanatory factors of financial statement disclosures (Appendix 12-3) 

The results for the weighted financial statement disclosure models (Models 3 and 

4) are similar to the unweighted disclosure models. The only exception is payment 

of an interim dividend, which :3 statistically significant at the 5% level or better in 

Model 3, but only marginally significant at 10% level in Model 1. 
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10.4.2.4 Accounting Policies and Other Information Disclosure Models 

Table 10.15 presents the results of the multiple regression models explaining the 

variations in both unweighted and weighted accounting policies and other 

information disclosure scores. 

Table 10.15: Regression Results for Accountine: Policies and Other Disclosure Scores 
Unwei2hted Disclosure Index Weighted Disclosure Index 
Modell Model2 Model3 Model4 

R .541 .543 .631 .632 
R2 .293 .295 .399 .399 
Adjusted R2 .245 .247 .359 .359 
Standard error .171 .171 .146 .146 
F-ratio 6.176 6.237 9.907 9.926 
F Si2nificance .000 .000 .000 .000 
Durbin-Watson 1.802 1.830 1.968 1.987 

Variables 
Assets .026 (3.062**) X .004 (1.164) X 
Sales X .026 (3.178**) X .021 (3 .096**) 
Listing .023 (.688) .025 (.744) .042 (3.075**) .033 (I.I 94) 
Gear -.026 (-2.308**) -.025 (-2.165**) -.006 (-1.368) -.011 (-1.181) 
Profit .0001 (.004) .019 (1.392) -.003 (-.558) -.011 (.853) 
Liquid -.032 (-2.176**) -.020 (-1.282) .005 (.754) -.018 (-1.394) 
Auditor .133 (5.365**) .129 (5.207**) .011 (1.051) .145 (6.838**) 
Acquire .015 (.582) .014 (.536) .026 (2.377**) .0004 (.018) 
CEOage -.001 (-.875) -.002 (-1.033) -.002 (-2.830**) -.001 (-.809) 
Divid -.019 (-.676) -.034 (-1.141) .022 (I .907*) .012 (.478) 
TechMARK -.027 (-.938) -.024 (-.856) .011 (.939) -.004 (-.154) 
Dshares .026 (2.278**) .025 (2.241 **) .012 (2.674**) .016 (1.698*) 
Inshares -.004 (-.249) -.006 (-.402) .013 (2.034**) -.002 (-.134) 
Propout .001 (.028) .015 (.327) -.008 (-.451) .101 (2.537**) 
Audcosh .012 (-1.313) -.012 (-1.365) -.018 (-5.051 **) .006 (.758) 
ComAge -.024 (-2.159**) -.025 (-2.237**) .005 (1.061) -.032 (-3.261 **) 

** Significant at 0.05 level 

* Significant at 0.10 level 
X Not included in model 
Non-bracketed figures for each variable are coefficients and figures in brackets are t-statistics. 

The cross-sectional models show results that are different between the weighted 

and unweighted accounting policies and notes disclosures. The results for Models 

1 and 2 explain 24.5% and 24.7%, respectively of the variance. The explanatory 

329 



power of models 3 and 4 is the same at 35.9% each. These results suggest that the 

variables explaining these disclosures are different. 

For Model 1, the table indicates that accounting policies and other information 

disclosure level is significantly and positively related to company size, auditor 

involvement, and executive directors' shareholdings at the 5% level or better. 

Gearing ratio, liquidity ratio, listing, and company age are negative and 

statistically significant at the 5% level or better. These results suggest that 

companies are less likely to disclose high levels of accounting policies and other 

information disclosures if they are highly geared, or if they have high liquidity 

ratios, or if they have been listed on the stock exchange for a longer period 

(company age). The remaining variables are all insignificant influences of 

accounting policies and other information disclosure scores. Model 2 indicates 

similar results. The major difference between the two models is that liquidity ratio, 

which is significant at the 5% level in Model 1, is no longer statistically significant 

in Model 2. The most important explanatory variables are auditor involvement and 

company size (total assets) (see Appendix 12-4). 

Using weighted accounting policies and other information as the dependent 

variable, Model 3, indicates that listing status, acquisition transactions, CEO age, 

executive directors' shareholdings, substantial institutional investors, and 

shareholding of audit committee members are all significant variables at the 5% 

level or better. Payment of an interim dividend is marginally significant and the 

remaining variables are not significant. In Model 4, company size, auditor 
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power of models 3 and 4 is the same at 35.9% each. These results suggest that the 

variables explaining these disclosures are different. 

For Model 1, the table indicates that accounting policies and other information 

disclosure level is significantly and positively related to company size, auditor 

involvement, and executive directors' shareholdings at the 5% level or better. 

Gearing ratio, liquidity ratio, listing, and company age are negative and 

statistically significant at the 5% level or better. These results suggest that 

companies are less likely to disclose high levels of accounting policies and other 

information disclosures if they are highly geared, or if they have high liquidity 

ratios, or if they have been listed on the stock exchange for a longer period 

(company age). The remaining variables are all insignificant influences of 

accounting policies and other information disclosure scores. Model 2 indicates 

similar results. The major difference between the two models is that liquidity ratio, 

which is significant at the 5% level in Model 1, is no longer statistically significant 

in Model 2. The most important explanatory variables are auditor involvement and 

company size (total assets) (see Appendix 12-4). 

Using weighted accounting policies and other information as the dependent 

variable, Model 3, indicates that listing status, acquisition transactions, CEO age, 

executive directors' shareholdings, substantial institutional investors, and 

shareholding of audit committee members are all significant variables at the 5% 

level or better. Payment of an interim dividend is marginally significant and the 

remaining variables are not significant. In Model 4, company size, auditor 

330 



involvement, proportion of outside directors, and company age, which are not 

significant in Model 3 are now significant at the 5% level or better. Executive 

directors' shareholdings, significant at the 5% level or better in Model 3, is now 

significant at the 10% level in Model 4. However, listing, status, acquisition 

transactions, CEO age, payment of an interim dividend, and substantial 

institutional investors, significant in Model 3 are no longer significant. 

10.4.3 Results of Reduced Multiple Regression Analysis 

In the previous section, the results of the full regression model were presented for 

the overall interim disclosures, as well as the disclosures in the three main 

subcomponents of the interim report. One problem with the full regression 

procedure is the inclusion of too many variables in the model, some of which may 

not be important (e.g., Wallace et al., 1994; Wallace and Naser, 1995; Haniffa, 

1999). Therefore a reduced regression model was also conducted to assess the 

significant variables in explaining the variability in interim disclosure. The 

selection of the variables to include in the model was based on the variables found 

to be significant in the bivariate and multivariate analysis. 74 Employing the same 

multivariate procedure, the results of the reduced regression are presented in 

Table 10.16.75 

74 Wallace et al. (1994) and Wallace and Naser (1995) selected the variables to include in the 
reduced model on the basis of their popularity in previous disclosure studies, where popularity was 
defined as those found to be significant predictors of disclosure in four or more countries. Given 
the limited number of studies on interim disclosure, this approach was considered inappropriate for 
this study. 
75 The results reported are those of the reduced regression analysis run with the model 
incorporating total assets as the measure for company size. The reason is that the model with assets 
seems to be producing stronger results. In addition, the results have been consistent in both cases. 
Also, because of the similarity between weighted and unweighted results, the reduced models were 
run with the unweighted disclosure scores only. 
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Table 10. 16: Results of Reduced Re: ression Models 
Overall Management Financial Accounting 

Disclosure Commentarv Statements Policies & Other 
R .754 .552 .685 .519 
Rl .569 .305 .469 .269 
Ad_justed R2 .549 .274 .448 .246 
Standard error .067 .167 .074 .171 
F-ratio 29.259 9.753 21.669 11.390 
F Significance .000 .000 .000 .000 
Durbin-Watson 2.107 2.on 1.819 1.848 

Variables 
Assets .011 (1.908*) .019 (2.517**) .003 (.929) .024 (3.186**) 
Listing .053 (4.108**) .082 (2.592**) .046 (3.258**) .017 (.513) 
Gear X .018 (1.687*) X -.024 (-2.189**) 

1 Liquid X X X -.033 (-2.292**) 
Auditor .024 (2.540**) -.014 (-.597) .010 (.986) .134 (5.718**) 
Acquire .028 (2.752**) .033 (1.287) .031 (2.753**) .014 (.536) 
CEOage -.002 (-3.124**) -.001 (-.929) -.002 (-3.074**) -.002 (-1.255) 
Divid .021 (l.971**) .047 (l.786*) .023 (1.954*) X 
TechMARK .031 (2.955**) .137 (5.228**) .0ll (.953) X 
Dshares -.006 (-1.303) -.009 (-.876) -.012 (-2.410**) .020 (2.063**) 
lnshares .011 ( 1.908*) X .014 (2.137**) X 
Propout -.009 (-.553) -.007 (-.162) X X 
Audcosh -.020 (-5.858**) -.011 (-1.347) -.022 (-5.969**) X 
ComAge X X X -.023 (-2.206**) 

** Significant at 0.05 level 

* Significant at 0.10 level 
X Not included in model 
Non-bracketed figures for each variable are coefficients and figures in brackets are t-statistics 

In the overall interim disclosure model, eleven variables were included. As the 

results indicate, for the overall disclosure index, the explanatory power of the 

reduced regression model (0.549) is exactly the same as for the full regression 

model. In terms of the explanatory factors of overall interim disclosure, again the 

results indicate that the eight variables (total assets, listing status, auditor 

involvement, acquisition transactions, CEO age, payment of interim dividend, 

techMARK listing, substantial institutional investors, and shareholding of audit 

committee members) are significant explanatory variables of overall interim 

disclosure variations at the 5% level or better. 

332 



In the management commentary reduced disclosure model, eleven variables were 

also included. Whilst the explanatory power of the full management commentary 

disclosure model is 0.282, the explanatory power of the reduced model is 0.274, 

which is slightly lower than for the full regression model. However, the 

explanatory variables are the same in both full and reduced regression models. 

Three variables (listing status, total assets, and techMARK listing) are significant 

explanatory factors at the 5% significance level or better. Gearing ratio and 

payment of an interim dividend are weak explanatory variables of management 

commentary disclosure variation. 

The reduced regression model for the financial statement disclosure index explains 

44.8%, which is slightly higher than the 43.9% for the full regression model. In 

terms of the explanatory factors, the same variables (listing status, acquisition 

transactions, CEO age, executive directors' shareholdings, substantial institutional 

investors, and shareholdings of audit committee members) are significant at the 

5% level or better. Payment of an interim dividend was again is a weak 

explanatory variable of the level of disclosure in the financial statements variation. 

Finally, the results indicate that six variables (auditor involvement, total assets, 

gearing ratio, liquidity ratio, executive directors' shareholdings, and company age) 

are significant explanatory factors of accounting policies and other information 

disclosures. The same variables were also significant in the full regression model. 

The explanatory powers of the two regression models are slightly different. The 
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reduced regression model's explanatory power of 0.257 is higher than the 0.245 

for the full regression model. 

10.4.4 Comparison of Determinants of Disclosure in Subcomponents76 

The preceding sections presented the results of the determinants of the overall, as 

well as the three different types of interim disclosures. Table 10.17 shows the 

results of the comparative analysis, based on the full regression model. 

Table 10. 17: Comparative Analysis of Determinants of Disclosure Subcomponents 
Variable Overall Disclosure Management Financial Accounting 

Commentary Statements Policies and 
Other 

1 2 1 2 1 2 1 2 
Assets +** NA +** NA X NA +** NA 
Sales NA +* NA X NA X NA +** 
Listing +** +** +** +** +** +** X X 
Gear X X +* +* X X -** -** 
Profit X +* X +** X X X X 
Liquid X X X X X X -** X 
Auditor +** +** X X X X +** +** 
Acquire +** +** X X +** +** X X 
CEOage -** -** X X -** -** X X 
Divid +** +** +* +* +* +** X X 
TechMARK +** +** +** +** X X X X 
Dshares X X X X -** -** +** +** 
Inshares +* X X X +** +* X X 
Propout X X X X X X X X 
Audcosh -** -** X X -** -** X X 
ComAge X X X X X X ·** -** 
+** Significant at 0.05 level; ** Significant at 0.05 level;+* Significant at 0.10 level 
-* Significant at 0.10 level; X- Not significant; NA- Not applicable 

Table 10.1 7 seems to suggest that different explanatory factors influence 

information disclosed in the G:fferent subcomponents of the interim report, thus 

supporting prior studies (e.g., Dye, 1985, 1986; Gray et al., 1995). Company size 

has explanatory significance in management commentary disclosures and 

76 Because the results ofthe unweighted and weighted disclosure models are similar, only the 
unweighted model results ,are used in this discussion. 
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accounting policies and other information disclosures, suggesting that larger 

companies disclose more than smaller companies in these categories of the interim 

reports. However, the variable is not a significant explanatory factor of financial 

statement disclosures. Listing status and payment of interim dividend are also 

significant for all, except for accounting · policies and other infom1ation 

disclosures. 

Gearing ratio, liquidity ratio, auditor involvement and company age are significant 

at the 5% level, only for accounting policies and other information disclosures. 

Profitability is only significant for management commentary when the total sales 

figure is used as a measure of company size. The variables acquisition 

transactions, CEO age, executive directors' shareholdings, substantial institutional 

investors, and shareholding of audit committee members are significant for the 

financial statement disclosures only. Finally, techMARK listing seems to be an 

explanatory factor of management commentary disclosures only, and not of the 

other disclosure categories. 

10.5 Discussion of Findings 

The results of multivariate analysis provide evidence that the explanatory variables 

included in this study explain a significant amount of variability in the levels of 

disclosure in the interim reports of UK listed companies, for the overall disclosure 

as well as the different types of disclosure. These are discussed under the following 

sections. 
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10.5.1 Company Size 

The results of the multivariate analysis indicate that company size, measured in 

terms of total assets, is a significant positive explanatory factor of variations in the 

extent of overall interim disclosure, as well as management commentary and 

accounting policies and other information disclosures. This is largely consistent 

with previous studies of both interim disclosure (e.g., Bradbury, 1991; Tan and 

Tower, 1997; Schadewitz and Blevins, 1998) and annual disclosure (e.g., Cooke, 

1989; Tauringana, 1997; Depoers, 2000; Ho and Wong, 2001b) that reported a 

strong association between overall disclosures and company size. The results for 

management commentary disclosures and accounting policies and other 

information disclosures are also consistent with Tauringana (2002) who found that 

narrative disclosure in annual reports was significantly explained by company size. 

Clarkson et al. (I 998, 1999) also found a relationship between management 

commentary disclosures and company size. 

The insignificant association between company size and financial statement 

disclosures could be a reflection of the standard nature of the disclosures in this 

section. Most of the disclosures in the financial statement index are required by 

accounting standards in annual reports and the influence of accounting standards 

could be spilling over to interim reporting. Furthermore, most of the items are also 

recommended in the ASB (1997) Statement on Interim Reports. It is therefore 

possible that this may influence disclosures by the listed companies. 
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A somewhat weak association with overall interim disclosure was established 

when the variable, total sales, was used as a proxy for company size. The probable 

reason is that total sales at the interim period may not be a good proxy for 

company size because of seasonality. It is highly likely that because of seasonality 

some large companies may have lower total ·sales in the first half and would 

therefore be treated as small in the analysis if total sales were used as a measure of 

size. Likewise, smaller companies may also be classified as large, thus affecting 

the results. However, company size (total sales) remains a significant explanatory 

factor of accounting policies and notes disclosures. 

The results, however, would seem to be consistent with the various theoretical 

explanations that have been suggested in the literature (see Chapter 5) and 

previous studies, which suggest that larger companies may disclose more 

information because they are confronted with different pressures (e.g., agency 

costs, capital market pressures). For example, it has been suggested (e.g:, Hussain, 

2000), that UK large companies have a larger analyst following which may 

demand more information in the interim reports. The demand for information by 

analysts presents a strong argument for the disclosure in the management 

commentary section. These disclosures assist investors to judge the quality of 

earnings and the likelihood that past performance is indicative of future 

performance (e.g., Morse, 1980; Bryan, 1997; Clarkson et al., 1999). Furthermore, 

the cost of disclosing information is relatively less for larger companies (Ball and 

Foster, 1982; Cooke, 1992; Hossain et al., 1994). The cost of collecting 

information at the interim reporting stage has been a key argument by companies 
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against increased disclosures (e.g., McEwen and Schwartz, 1992; ASB, 1997a; 

Ettredge et al., 2000). 

10.5.2 Listing Status 

The postulated association between listing status and the extent of interim 

disclosure was supported for all but accounting policies and other information 

disclosures. Multiple listed companies were found to provide more information 

overall, as well as in the management commentary and financial statements, than 

companies that are listed on the LSE only. This is consistent with previous annual 

disclosure studies ( e.g., Cooke, 1989, I 992; Depoers, 2000, Haniffa, 2002) that 

have consistently found foreign listing to be a significant explanatory factor of 

overall disclosure. Robb et al. (2001) specifically provided evidence indicating 

that multiple listed companies disclose more information in the management 

commentary of the annual report than domestic-only listed companies. 

There are two possible reasons for this relationship between interim disclosure 

and listing status. First, the disclosure requirements of the foreign stock exchanges 

are likely to be greater than the requirements of the LSE. The LSE only requires 

companies to publish a summary income statement and an explanatory note, 

whilst in the US for example, companies are required to provide all the primary 

financial statements (e.g., McEwen and Schwarz, 1992; Butler et al., 2002). This 

implies that a UK company that has a listing on the NYSE is likely to disclose 

more information than a company that has a listing on the LSE only. The second 

explanation may be related to the desire by multiple listed companies to raise 
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finance at the lowest possible cost. Botosan (1997) provides evidence suggesting 

that there is a relationship between the level of disclosure and the cost of capital. 

Therefore multiple listed companies may be responding to greater demands for 

more information at the interim period stage from investors in different countries 

in order to lower the cost of capital. 

10.5.3 External Auditor Involvement 

The results indicate that external auditor involvement is a positive and statistically 

significant explanatory factor of variations in overall interim disclosure, as well as 

for accounting policies and other information disclosures. These results are 

interesting because previous studies have examined whether there are differences 

in annual disclosure between companies that are audited by the Big-6 audit firms 

and those audited by smaller audit firms. The reason for this approach by previous 

studies is that in annual financial reporting, all companies are required by law or 

accounting standards to engage external auditors. In testing the hypothesis on the 

association between the extent of interim disclosure and auditor involvement, the 

intent was to determine whether external auditors may have a role in the 

improvement of interim disclosure practices. The reason for this is that audit firms 

are generally in a better position to encourage or enforce good disclosure 

practices. Interim reports provide an opportunity to establish this link because 

there are no requirements (at least in the UK) for involving auditors at the interim 

period. 
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The results are consistent with the claim that external auditors may play an 

important role in reducing information asymmetry between managers and 

shareholders. Companies which had their interim accounts reviewed by external 

auditors were found to disclose more information than those companies that did 

not involve auditors. This supports the claim that involving external auditors at 

the interim period is a useful device for improving the quality of disclosure in the 

interim reports (e.g., Atrill, 1986; Bagshaw, 1999, 2000). These results can be 

explained in terms of the signalling theory ( e.g., Ross, 1979). In this regard, 

higher expected value companies may signal the quality of their interim 

information by engaging external auditors (e.g., Bar-Yosef and Livnat, 1984), and 

disclosing a high level of interim information. External auditors, keen to maintain 

their reputation to the capital market, may also encourage companies to increase 

the level of disclosure. 

The findings of this study are important, since there are no requirements in the 

UK for companies to have their interim accounts reviewed by auditors before 

publication. The results indicate that auditor involvement with interim accounts 

may lead to more interim disclosures, thus suggesting that external auditors have 

an important role in improving the quality of interim disclosure.77 Therefore the 

results support calls for regulation requiring all listed companies to have their 

interim accounts reviewed before publication (e.g., Bagshaw, 2000). Currently, 

the ASB only recommends that the interim reports should be reviewed and the 

77 However, there could be other factors that lead companies to increase interim disclosure other 
than auditor involvement. For example, companies with good news may engage auditors at the 
interim stage to signal the quality of their results (e.g., Ross, 1979). As Table 10.10 indicates, there 
is a positive statistical significant association between interim profitability and auditor 
involvement. 
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LSE only requires publication of the auditors' review report where such a review 

has been conducted. 

10.5.4 Shareholding of Audit Committee Members 

The hypothesis of a positive association between the extent of interim disclosure 

and the shareholdings of audit committee members was supported for overall and 

financial statement disclosures. These results suggest that the extent of interim 

disclosure decreases with increases in the relative amount of shares held by audit 

committee members. This is an important result because previous studies have not 

operationalised and tested the association between disclosure and the shares 

owned by the audit committee members. Therefore, this is the first study to 

examine the impact of shareholding of audit committee members on disclosure. 

However, there have been some studies (e.g., Forker, 1992; Ho and Wong, 2001b) 

that have examined the influence of audit committees on annual disclosures. 

These studies have reported a positive association between the presence of an 

audit committee and the extent of annual disclosures, suggesting that the audit 

committee has an influence on financial reporting issues. 

The finding of this study is also interesting because the audit committee is usually 

assumed to make board monitoring more effective by improving the quality of 

financial reporting and control systems in order to mitigate the problems of 

asymmetric information between managers and shareholders. However, the results 

suggest that the effectiveness of the audit committee members to improve the quality 

of financial reporting is likely to be impaired if the members of the audit committee 
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have significant shareholding in the company. In the light of the Enron debacle, 

accounting standards setters and regulators may need to review the composition of 

the audit committee to ensure improvements in the quality of financial reporting. In 

this regard, the results suggest that directors who hold substantial shares in the 

company may be precluded from being members ofthe audit committee. 

10.5.5 Age of Chief Executive Officer 

The hypothesis that CEO age is negatively associated with the extent of interim 

disclosure was supported for overall and financial statement disclosures. Thus 

suggesting that interim disclosure decreases with a relative increase in the age of 

the CEO. This suggests that younger CEOs are more likely than older CEOs to 

disclose more information in the interim reports. The results are consistent with 

Tasker (1998) who found that younger CEOs were more likely to hold conference 

calls, another medium of information disclosure. However, the suggestion by 

Tasker (1998) that the CEO's age would not have an impact on other disclosures, 

other than conference calls, is disputed by the results of this study. A possible 

reason is that younger CEOs may have incentives to make themselves known in 

the market (Trueman, 1986), thereby improving their chances of moving to 

manage larger companies. Disclosing high levels of information in the interim 

reports improves the ability of investors to forecast future cash flows, and is 

therefore likely to lead to higher share prices and higher market value for the 

company. 
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10.5.6 Acquisition Transactions 

The postulated association of acquisition transactions and the extent of interim 

disclosure was supported for overall and financial statement disclosures. The 

relationship between the extent of interim disclosure and acquisition transactions 

was positive and statistically significant. Th.Is indicates that companies that 

engage in acquisition transactions would provide more interim information, 

perhaps to reveal to shareholders the impact of the acquired business on the 

results of the company, and allay fears that the acquisitions were made for the 

interest of managers instead of shareholders. This finding supports Chen et al. 

(2002) who also found that firms engaging in acquisition transactions or merger 

activities were more likely to include balance sheet information with their 

quarterly earnings announcements. Botosan and Harris (2000) also report that 

companies making an acquisition were more likely to include segmental data with 

their quarterly earnings announcements. These results are also consistent with 

Bushee et al. (2002) who found that companies that participate in substantial 

financial transactions, such as acquisitions and mergers, hold conference calls at 

the company's quarterly earnings announcements. The reason is that such 

companies are more likely to have more complex information to communicate to 

the capital market. 

10.5.7 Payment of Interim Dividend 

The results of the regression tests support the proposition that companies that pay 

or propose to pay a dividend at the interim period are more likely to disclose more 

information in the interim reports. The payment of an interim dividend is 
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positively associated with overall, management commentary and financial 

statement disclosures. A possible reason for this is that managers may find it 

necessary to provide more information, perhaps to reveal to creditors and 

shareholders that there are adequate resources to pay the dividend and to allay 

fears that they may be paying dividends out of the capital of the company. The 

results are consistent with Bradbury (1991) who also found a relationship between 

interim dividend payment and interim disclosure levels. However, the results are 

somewhat inconsistent with Leftwich et al. (1981) who found no significant 

association between the payment of an interim dividend and the frequency of 

interim reporting. 

10.5.8 Profitability Ratio 

The regression results indicated weak support for a relationship between overall 

interim disclosure and profitability ratio only when the model incorporating total 

sales as a proxy for company size is used.78 A possible reason for the low 

significance of the profitability ratio in this study is likely to be due to the fact that 

that some of the businesses may be seasonal. Therefore the level of profit at the 

interim period end may not reflect the outcome for the year.79 However, 

consistent with Clarkson et al. (1998), the results indicate that the profitability 

ratio is a positive statistically significant explanatory variable of management 

commentary disclosures (again only in the model incorporating total sales). The 

78 Profitability is not statistically significant in the regression model incorporating total assets as 
the measure of company. 
79 However, when the multiple regression model was re-estimated using the previous year's profit 
margin, the results indicated that profitability was not related to interim disclosure. This is 
consistent with Roberts and Gray (I 988) and Tauringana ( 1997) who also found that profitability 
ratio is not a significant explanatory variable of voluntary disclosure in UK corporate reports. 
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coefficient in both cases is positive, suggesting that companies enjoying high 

profitability provide more interim information, perhaps to signal to the capital 

market the good news (Ross, 1979; Lang and Lundholm, 1993; Wallace and 

Naser, 1995). 

These results are not consistent with other previous interim disclosure studies. For 

example, Schadewitz and Blevins (1998) found a negative statistically significant 

relationship between profitability and interim disclosure (at the 5% level or better) 

in Finland. Chen et al. (2002) also found that companies reporting losses at the 

interim stage disclosed more balance sheet information than companies reporting a 

profit, suggesting a negative relationship. 

10.5.9 Gearing Ratio 

The results provided no support for the hypothesis that there is an association 

between gearing ratio and the extent of overall, management commentary, and 

financial statement disclosures. However, there is a negative significant 

association between gearing ratio and accounting policies and other information 

disclosures, thus supporting the hypothesis. These results for overall interim 

disclosures are not consistent with previous studies (e.g., Bradbury, 1991; Tan and 

Tower, 1997; Schadewitz and Blevins, 1998) that found a significant negative 

relationship with overall interim disclosure. Also, the results for management 

commentary are inconsistent with Clarkson et al. (1998,1999) who found that 

gearing was a significant and positive explanatory factor of variations in 

management discussion and analysis disclosures. 
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The results are, however, consistent with Schipper's (1981) argument that gearing 

may not affect interim disclosure because financial restrictions are normally 

contracted in terms of annual reports. Day and Taylor (1995) also provide 

evidence indicating that banks usually rely on annual audited accounts when 

monitoring compliance with debt contracts. In this respect, it is possible that 

interim reports are not used for monitoring debt contracts. It is also possible that 

UK listed companies rely more heavily on equity than on debt financing (Gray et 

al., 1995), to the extent that gearing ratio may not be a significant factor in the 

disclosure policy. The results of this study indicated that on average the gearing 

ratio for the sample companies is 34.69% (Table 10.3), thus supporting the 

argument that UK listed companies may be relying on equity than debt financing. 

10.5.10 Liquidity Ratio 

The postulated hypothesis that there is an association between interim disclosure 

and liquidity was not supported for all disclosure indexes, except accounting 

policies and notes. According to Patient and Elwell (1993), UK companies 

disclose more interim information to 'show-off their strong liquidity positions. 

The results in Table 10.3 indicate that liquidity is high (a mean of 219.5%), thus if 

the suggestion by Patient and Elwell (1993) holds, it would be expected that a 

positive association would be d~tected. However, the results indicate no significant 

association with overall, management commentary and financial statement 

disclosures. A probable reason why the liquidity ratio is not significant is that 

managers of companies might not be worried about liquidity problems because the 
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business could be seasonal, and therefore having a low liquidity ratio may not 

necessarily signal liquidity problems. The results are however, consistent with 

other previous studies based on UK annual data (e.g., Gray et al., 1995; 

Tauringana, 1997). 

For the accounting policies and other information, the results show a negative 

significant association, suggesting that low liquidity companies provide more 

information in this subcomponent. This is consistent with Wallace et al. ( 1994) 

and Wallace and Naser (1995). Wallace and Naser (1995) suggested that low 

liquidity companies disclose more information to signal that the liquidity problems 

could be temporary. 

10.5.11 TechMARK Listing 

The association between the dummy variable techMARK listing and interim 

disclosure was supported for overall and management commentary disclosures. 

The regression results provide evidence indicating that techMARK listing is a 

statistically significant explanatory factor of interim disclosure variations. These 

results are consistent with Chen et al. (2002) who also reported that companies in 

high technology industries were more likely to provide balance sheet information 

with their quarterly earnings announcements. The results are consistent with the 

proposition that companies that wish to raise finance from the capital market 

would disclose more information in order to lower their cost of capital. Companies 

that are listed on techMARK are high technology companies that operate in a 

highly changing environment. Therefore, such companies may need to go into the 
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market more frequently to raise funds to finance the development of new products. 

High levels of disclosure would assist in raising the needed funds at a lower cost 

of capital (Botosan, 1997; Botosan and Plumlee, 2002). 

10.5.12 Substantial Institutional Investors 

The results provided weak support for the hypothesised relationship between 

overall interim disclosure and the percentage of shares held by substantial 

institutional investors. This is surprising, because Sarkar and Sarkar (2000) find 

that institutional investors monitor companies effectively if they have a large 

equity stake in the company. Indeed, the expectation was that there would be a 

significant relationship, because substantial institutional investors are more likely 

to act in their long-term interest by pressuring managers to provide more interim 

disclosures. The reason for this is that substantial institutional investors cannot 

easily dispose of their shareholdings quickly for short-term gains (Shores, 1990). 

The results are not consistent with Schadewitz and Blevins ( 1998) who report a 

significant negative relationship between institutional shareholdings and interim 

disclosure. The weak relationship between overall interim disclosure and 

substantial institutional investors in this study may be because institutional 

investors have alternative sources of information other than the interim financial 

reports. As Holland (1997, 1998) found out, institutional investors communicate 

privately with company management, and therefore may not have to depend on 

interim financial reports to find out about the future prospects of companies. 
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Hence their demand for more information in interim reports may be less because 

they have most of the information disclosed in the reports. 

However, consistent with Sarkar and Sarkar (2000), the existence of substantial 

institutional investors is found to be a significant explanatory factor of financial 

statement disclosures. There is no relationship between institutional investors and 

the extent of disclosure in the management commentary and accounting policies 

and other information. Tauringana (1997) also found no relationship between 

voluntary disclosure and substantial institutional shareholders. 

10.5.13 Executive Directors' Shareholdings 

The regression results provided no support for the hypothesis that an association 

between interim disclosures and the percentage of shares held by executive 

directors exists for overall disclosure and management commentary disclosure. 

The percentage of shares held by the executive directors was found not to be an 

explanatory factor of the variability in these disclosures. These results are 

consistent with Tauringana (1997, 2002) who did not find this variable to have a 

significant influence on voluntary disclosure. Abrahamson and Park (1994) also 

found no association between executive directors' shares and disclosure in the 

chairman's statement. They argued that share ownership by executive directors 

creates countervailing pressures on them. On one hand, as shareholders, they may 

be inclined to disclose more information. On the other hand, as insiders, they may 

be inclined to disclose less information, particularly if the information could 

reduce the value of their shareholdings. Where these countervailing pressures tend 
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to cancel each other, shareholding by executive directors may have little influence 

on the extent of interim disclosures ( e.g., Abrahamson and Park, 1994). 

The results, however, indicate that the percentage of shares held by executive 

directors is a positive explanatory factor of variations in accounting policies and 

other information disclosure and a negative factor of financial statement 

disclosures. The results of financial statement disclosures suggest that executive 

directors holding a high proportion of shares of the company are more likely to 

disclose less interim information. This is not consistent with theory (e.g., Watts, 

1977, Craswell and Taylor, 1992) which suggests that higher share ownership by 

executive directors translates into higher levels of disclosure. 

10.5.14 Proportion of Outside Directors 

The relationship between the proportion of outside directors and the extent of interim 

disclosure was also investigated. Consistent with previous disclosure studies ( e.g., 

Abrahamson and Clark, 1994; Ho and Wong, 2001 b; Haniffa, 1999; Tauringana, 

2002), the proportion of outside directors is not a significant explanatory factor of 

interim disclosure. This result is important because outside directors are usually 

assumed to make board monitoring more effective by aligning the directors' interests 

with the interests of the shareholders (e.g., Kosnik, 1990). There are two possible 

reasons for this finding. The first reason is that the role of outside directors may be 

limited to other corporate governance issues than interim disclosure issues. It has 

been suggested by respondents to the Exposure Draft (ASB, 1997a, p. 40) that the 

board of directors does not review accounting policies until at the year-end. On this 
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basis, it is also possible that the board of directors does not review interim accounts. 

The outside directors would not therefore be able to influence disclosure in the 

interim reports. Secondly, outside directors may have high share ownership, which 

may bias their relationship with the managers, and thus weaken their capacity to 

enforce higher levels of disclosure in the interim reports. The other possible reason 

advanced by Bhagat and Black (2002), which could also apply in interim reporting, is 

that outside directors are relatively uninformed about the operations of the company. 

Therefore, their influence on financial reporting issues may be minimal. 

10.5.15 Company Age 

The relationship between company age and interim disclosure was not supported 

for overall interim disclosure as well as for management commentary and financial 

statement disclosures, suggesting that the period of listing on the stock exchange 

does not influence the level of disclosure. These results are inconsistent with prior 

studies. Owusu-Ansah (2000) found a significant positive association between 

company age and the timeliness of financial reporting. However, Chen et al. 

(2002) found that younger companies were more likely to provide balance sheet 

information with their quarterly earnings announcements, suggesting a negative 

relationship. The findings of Chen et al. (2002) are supported by the results of this 

study for accounting policies and other information disclosure. The regression 

results indicate that company age is a significant negative explanatory variable of 

accounting policies and other information disclosures. These results imply that 

younger companies disclose more information about their accounting policies and 

other information than older companies. 
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10.6 Summary and Conclusions 

This chapter was concerned with investigating the determinants of cross-sectional 

differences in the extent of accounting information disclosure in the interim 

reports of UK listed companies. The central thesis of the chapter was that by 

studying the impact of a number of corporate attributes on interim disclosure, it 

would be possible to establish situations where full interim disclosure was likely 

and unlikely to prevail. The data set used for this chapter relates to 256 UK 

companies listed on the LSE. The dependent variables used were overall interim 

disclosure, management commentary disclosure, financial statement disclosure, 

and accounting policies and other information disclosures. The analysis involved 

both weighted and unweighted disclosure scores. Fifteen corporate attributes or 

independent variables [ company size (total assets or total sales), listing status, 

gearing ratio, profitability ratio, liquidity ratio, auditor involvement, acquisition 

transactions, CEO age, payment of an interim dividend, techMARK listing, 

executive directors' shareholdings, substantial institutional investors, proportion 

of outside directors, shareholding of audit committee members, and company age] 

were examined. 

In investigating the influence of the independent variables on the extent of interim 

disclosure, two modes of analysis were conducted: bivariate and multivariate 

analyses. The bivariate analysis involved statistical tests based on the Pearson 

product-moment correlation coefficient for all the continuous independent 

variables. For the categorical or nominal independent variables, the two 
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independent samples t-test and the Mann-Whitney U test were undertaken to 

reduce the probability of incorrectly rejecting the null hypothesis. The 

multivariate analysis was based on multiple regressions, and for each of the 

dependent variables, the ordinary least square (OLS) regression model was 

estimated. 

The bivariate analysis results indicated that the extent of overall disclosure in the 

interim reports is positively and significantly (at 5% level or better) associated 

with total assets, total sales, auditor involvement, acquisition transactions, 

payment of interim dividend, and techMARK listing. The results indicated a 

negative and significant (p<0.05) association between overall disclosure and 

executive directors' shareholdings, CEO age, and shareholding of audit committee 

members. A weak positive significant association (at the 10% level) was reported 

between overall disclosure and substantial institutional investors and proportion of 

outside directors. No evidence of an association between overall disclosure and 

gearing, profitability, liquidity and company age was established. 

For interim disclosure subcomponents, management commentary disclosure had 

significant association (p~O. l 0) with total assets, total sales, listing status, 

payment of an interim dividend, techMARK listing, executive directors' 

shareholdings, proportion of outside directors, CEO age, and shareholding of 

audit committee members. Eleven independent variables (total assets, total sales, 

listing status, auditor involvement, acquisition transactions, payment of interim 

dividend, techMARK. listing, executive directors' shareholdings, substantial 
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institutional investors, CEO age, and shareholding of the audit committee 

members) were found to be significantly associated with financial statement 

disclosures at the 10% level or better. Finally, accounting policies and other 

information disclosures were significantly associated (at 10% or better) with total 

assets, total sales, listing status, auditor involvement, acquisition transactions, 

liquidity ratio, and CEO age. 

In the multivariate analysis, two unweighted and weighted regression models 

were estimated for the overall disclosure index, as well as for the three different 

disclosure categories, because of high collinearity between total assets and total 

sales. The explanatory power of the models ranged from 24.5% to 54.9%. The 

explanatory powers of the weighted and unweighted models were similar for all, 

except the accounting policies and other information models. Besides conducting 

the regression analysis with all variables included in this study, a reduced 

regression model was also conducted to overcome the problem associated with 

too many variables. The reduced regression model included variables that were 

found to be significant in the bivariate and multivariate analysis. The results of the 

reduced models confirmed the results of the full regression models. 

The results provide evidence that total assets, total sales, listing status, 

profitability, auditor involvement, acquisition transactions, CEO age, payment of 

interim dividend, techMARK listing, substantial institutional investors, and 

shareholding of audit committee members are all significant (at 10% or better) 

explanatory factors of the overall interim disclosures. Except for profitability, 
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these independent variables were also found to be significant in the bivariate 

analysis. In addition, contrary to the results of the bivariate analysis, executive 

directors' shareholdings and the proportion of outside directors were found to be 

non-significant explanatory factors of overall interim disclosure. 

On disclosure subcomponents, the results suggest that different disclosure types 

are explained by different corporate attributes. This implies that investigating total 

disclosure only, as in previous studies, may be misleading. The results indicated 

that total assets, listing status, gearing ratio, profitability ratio, payment of an 

interim dividend and techMARK listing are significantly associated with 

management commentary disclosures. Gearing ratio and profitability ratio were 

not significant in the bivariate analysis. Executive directors' shareholdings, 

proportion of outside directors, CEO age and shareholding of audit committee 

members, significant in the bivariate analysis, are not significant in the 

multivariate analysis. The results of the multivariate analysis also indicate that 

variations in the extent of financial statement disclosures may be explained by 

listing status, acquisition transactions, CEO age, payment of an interim dividend, 

executive directors' shareholdings, substantial institutional investors, and 

shareholdings of the audit committee members. Surprisingly, company size 

(measured in both total assets and total sales) is not a significant determinant of 

financial statement disclosures. Disclosure of accounting policies and other 

~· 

information seems to .be explained by total sales, total assets, gearing ratio, 

liquidity ratio, auditor involvement, executive directors' shareholdings, and 

company age. 
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CHAPTER 11: SUMMARY OF RESEARCH AND CONCLUSIONS 

11.1 Introduction 

This chapter presents a summary of the major findings of the research and draws 

conclusions to the research. The chapter is organised as follows. Section 11.2 is a 

summary of the problem and scope of the research. In section 11.3, a summary of 

the literature is presented, followed in section 11.4 by the methodology employed 

in the study. Section 11.5 presents a summary of the major findings of the 

research. The implications of the findings, and limitations of the research are 

presented in sections 11.6 and 11.7, respectively. Section 11.8 presents 

recommendations for possible further research, and finally in section 11.9, the 

concluding remarks are provided. 

11.2 Research Problem and Scope 

Previous disclosure studies have suggested that disclosure practices behaviour may 

vary with the type and nature of disclosure (e.g., Dye, 1985; Gray et al., 1995). 

However, studies investigating disclosure practices have tended to focus almost 

exclusively on annual disclosures. One important aspect of disclosure that seems to 

have been neglected in previous research is the interim report despite its importance. 

A plethora of studies (e.g., Opong, 1995; Rippington and Taffler, 1995; Barker, 

1998; Schadewitz and Blevins, 2002) indicate that interim reports are a source of 
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specific and corporate governance attributes that differentiate one company from 

another. The study also examines the perceptions of investment analysts regarding 

the importance of the information items disclosed in interim reports, and seeks to 

establish the extent to which there is agreement between what companies disclose 

and what investment analysts perceive as important items. 

Interim disclosure in this research was restricted to the information provided in 

corporate interim reports and defined as the publication of any type of information, 

both financial and non-financial, including notes to the accounts, management 

commentary on the operations for the current and forthcoming interim periods, and 

any other supplementary information. On the basis of this definition, a scoring 

sheet consisting of 113 items was developed, and completed for each of the 

randomly selected 262 UK companies listed on the LSE. 

To analyse the extent of interim accounting disclosure by UK listed companies, a 

number of disclosure indexes were created: mandatory disclosure index, ASB 

(1997) Statement on Interim Reports disclosure index, voluntary disclosure index 

and overall disclosure index. The rationale for this approach was to establish 

compliance with LSE minimum disclosure requirements, ASB Statement on 

Interim Reports, and the willingness of companies to provjde additional 

information. 

For the overall interim accounting disclosure, two types of disclosure indexes were 

created: weighted and unweighted disclosure indexes. On the one hand, the 

358 



weighted disclosure index assumes that different infonnation items have varying 

degrees of importance to investment analysts. Therefore weights were attached to 

items as determined by investment analysts. On the other hand, the unweighted 

disclosure index assumes that the items are equally important to all investment 

analysts. Each of the two disclosure indexes was then analysed into three 

subcomponents of the interim report: management commentary, financial 

statements and accounting policies and other information indexes. 

On the basis of the previous empirical research and theoretical considerations, ten 

company-specific and five corporate governance attributes were identified as possible 

determinants of interim disclosure. The main hypothesis developed for the research 

was as follows; 

H: There is a significant association between the extent of information 

disclosed in the interim reports and certain corporate attributes [ company 

size (total assets, total sales), gearing, listing status, techMARK listing, 

payment of an interim dividend, CEO age, acquisition transactions, 

company age, substantial institutional investors, executive directors' 

shareholdings, shareholdings of audit committee members, profitability, 

liquidity, auditor involvement, and proportion of outside directors]. 

This hypothesis was tested for both the unweighted and weighted overall 

disclosure indexes as well as for the subcomponents disclosure indexes. The 

rationale for this was to establish whether the same attributes explain variations in 
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the two types of indexes, and also to establish whether variations in interim 

disclosure subcomponents may be explained by the same attributes. To keep the 

analysis within manageable limits, the hypothesis was not tested for mandatory 

disclosure, ASB Statement on Interim Reports disclosure and voluntary disclosure. 

11.3 Literature Review 

This research is an empirical investigation of accounting information disclosure. 

However, before undertaking the investigation, it is important to first provide the 

theoretical underpinning for the research problem. Hence, in Chapter 2, the nature 

of disclosure was discussed. It was argued that the primary objective of interim 

disclosure was to provide 'decision usefulness' information. In conformity with 

this objective, it was suggested that interim information serves a number of 

purposes: to predict annual income, to supplement annual reports, to evaluate 

management stewardship, and to determine business turning points. The principal 

users were identified as the investment analysts. It was argued that they have the 

skills to interpret the information, and are also advisors to the unsophisticated 

investors. 

In Chapter 3, the development of interim reporting in the UK was discussed. It was 

revealed that the growth of interim disclosure was mainly a result of progressive 

management and the stock exchange, with the accounting profession tending to 

take the back seat. However, in the 1990s, the accounting profession took a strong 

interest in all aspects of financial reporting, mainly as a result of the financial 

scandals that arose in the late 1980s. 
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Chapter 6 drew on the empirical literature in Chapter 4 and theoretical literature in 

Chapter 5 to develop testable hypotheses of the relationship between fifteen 

corporate attributes and the extent of disclosure in the interim reports. 

11.4 Research Methodology 

In Chapter 7, the methodology for the research was discussed. The research 

process consisted of a number of steps. The first step was to undertake a literature 

review in order to identify the theories of financial disclosure available and to 

select the appropriate methodology to help address the specified objective. The 

second stage involved two issues. The first issue concerned the design of the 

theoretical framework appropriate to address the research objectives. This 

involved the selection of a set of theoretical frameworks appropriate for the study, 

since there is no single theory to explain the disclosure phenomenon completely. 

Hypotheses were then developed on the basis of the set of theoretical frameworks. 

The second issue involved the development of the list of disclosure items that 

appear or could appear in the interim reports of UK listed companies. The 

development of a comprehensive list of items involved a number of stages. The 

first stage was the identification of the items to include in the disclosure list, 

which was based on previous research and applicability to the UK interim 

reporting environment. After consultations with other researchers in the 

accounting field, including the research supervisory team, the list was evaluated 

by five practising chartered accountants, as content experts. A pilot study was 

then undertaken on a sample of 30 published interim reports to validate the list of 
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items. The list was modified, a further evaluation by three practising accountants 

undertaken and a final disclosure list consisting of 113 items was produced. 

The disclosure list was then transformed into a questionnaire, which was used to 

investigate the perception of 79 investment analysts on the importance of the 

items of disclosure. From the responses, the weights for each disclosure item, 

based on the mean rating of individual analysts, were computed. To analyse 

disclosure, a sample of interim reports covering the period 2001-2002 were 

collected from 262 non-financial companies listed on the LSE and disclosure 

indexes were computed, including weighted disclosure indexes. 

The final step involved data analysis. First, descriptive analysis was used to 

examine the extent of disclosure in the interim reports. The descriptive analysis 

involved looking at means and ranges of disclosure indexes for both weighted and 

unweighted disclosure. Second, regression analysis was used to investigate the 

hypotheses of the relationship between interim disclosure and corporate attributes. 

11.5 Summary of Research Findings 

In this section, the main findings of this research are summarised under the 

following three sections. 

11.5.1 Findings of Survey of Investment Analysts 

This study provides an insight into the importance of disclosure items to users of 

interim reports of UK companies listed on the London Stock Exchange. It was 
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observed that on most of the 113 disclosure items examined, the investment analysts 

attached high rating of importance. The level of importance attached to the disclosure 

items, in terms of the mean response, ranged from 2.347 to 4.708 on a five-point 

scale, with only ten items rated below 3.000. On the one hand, the five most 

important items of disclosure in the interim reports are, in the order of their ranking, 

profit or loss on ordinary activities before tax, profit or loss for the period, operating 

profit or loss for the interim period, profit or loss on ordinary activities after tax, and 

net cash inflow/outflow from operating activities. On the other hand, the least 

important five items of disclosure were company financial calendar, auditor review 

included with the interim report, biography of new directors, methods for computing 

diluted earnings per share, and disclosure ofjoint venture share of goodwill. 

The results also indicate that the most important sections of the interim report are the 

profit and loss account, cash flow statement, and management commentary. The 

balance sheet, segmental information, and accounting policies and notes were rated 

as the least important items by investment analysts. However, the results indicate that 

these sections are ofsome importance to investment analysts. 

11.5.2 Findings on Extent of Interim Accounting Disclosure 

The study was also concerned with analysing and describing the extent of disclosure 

in the interim reports of UK lis·l~d companies. The major findings of the analysis are 

as follows. First, the analysis revealed that the extent of both mandatory and ASB 

recommended disclosures was extensive, as represented by disclosure indexes of 

364 



80.9% and 80.3%, respectively. However, full compliance with mandatory disclosure 

or ASB disclosure was not attained. 

Second, voluntary disclosure and the unweighted overall disclosure levels were 

significantly lower than for mandatory and ASB disclosures, although generally high. 

The voluntary disclosure index was 68.6%, and the overall interim disclosure index 

was 69.5%. The results also revealed that there have been significant improvements 

in disclosure in the interim reports compared to other previous studies ( e.g., Lunt, 

1982; Hussey and Woolfe, 1994). Companies have shifted from the publication of 

the profit and loss account only as required by the LSE to the publication of all the 

primary financial statements. As the results indicate 99.2% of the companies 

provided all the financial statements, including a management commentary, and 

accounting policies and notes. These results suggest the ASB's (1997) Statement on 

Interim Reports has had a significant impact on interim financial reporting. 

Third, the results indicate that the weighted disclosure indexes were slightly higher 

than the unweighted disclosure indexes. Both non-parametric tests (Mann-Whitney) 

and parametric tests (t-test) for differences between the unweighted and the weighted 

disclosure indexes suggest that there are significant differences between the two. This 

finding is consistent with Coy et al. (1993) and Zarzesk.i (1996) who also found 

differences between weighted and unweighted scores. The results suggest that capital 

market pressures have an important role to play in financial reporting ( e.g., Gray et 

al., 1995), as companies seem to provide more investor-oriented information. 

365 



With regard to the disclosure of individual items, the results also suggest high 

disclosure in the interim reports, thus providing support for the results in the overall 

disclosure indexes. A comparison of the ranking of items according to disclosure by 

companies and the perception of investment analysts indicate that there is congruence 

between what companies disclose and what · investment analysts perceived as 

important items to disclose in all but management commentary and accounting 

policies and notes. The results of the Spearman correlations indicated that the ranking 

of items by investment analysts, and the ranking of items on the basis of item 

disclosure popularity were significantly associated for profit and loss account, 

balance sheet, cash flow statement and segmental information items. These results 

suggest that there could indeed be agreement between what companies disclose and 

what analysts perceive as important items to disclose in these parts of the interim 

reports. However, for management commentary and accounting policies and notes, 

the results show that there is no significant association between the perceived rating 

by analysts and the popularity of disclosure by companies. The implication of these 

results is that there could be differences between companies and investment analysts 

in the perceived importance ofdisclosure items in these parts ofthe interim report. 

11.5.3 Findings on Cross-Sectional Determinants of Interim Disclosure 

This research established that the extent of interim disclosure in the interim 

reports of UK listed companies varies, both at the overall disclosure level as well 

as at the subcomponent level. The results indicate that both company-specific and 

corporate governance attributes explain some of the variations in overall interim 

disclosure. These results are similar for both weighted and unweighted disclosure 
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scores with respect to overall, management commentary and financial statement 

disclosure. The finding that weighted and unweighted disclosure variations are 

associated with similar variables is consistent with previous annual disclosure 

studies ( e.g., Wallace, 1988; Zarzeski, 1996). However, there are differences in 

respect of accounting policies and other information. 

Table 11.1 and 11.2 present a summary of results based on both bivariate and 

multivariate analysis for the unweighted and weighted interim disclosure indexes 

respectively. In terms of company-specific attributes, six variables (company size, 

listing status, acquisition transactions, payment of interim dividend and 

techMARK listing) were found to be significantly and positively associated with 

overall interim disclosure. Another variable, CEO age was found to be 

significantly and negatively associated with the extent of interim disclosure. 

Liquidity ratio was found to a positive and significant variable for the weighted 

disclosure scores only. 

Two corporate governance variables ( external auditor involvement and substantial 

institutional investors) were found to be positive and significant explanatory 

factors of variations in interim disclosure. Shareholding of audit committee 

members was found to be a negative and significant explanatory variable of the 

variations in interim disclosure. This finding suggests that interim disclosure 

decreases as the shareholding of audit committee members increases. 
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Table 11.1: Summ

Variable 

ary results of analysis of determina

Overall Disclosure 

nts of unweighted interim disclosure 

Management Commentary Financial Statements Accounting Policies and Other 

Bivariate Multivariate Bivariate Multivariate Bivariate Multivariate Bivariate Multivariate 

Assets .473** 3.307** .365** 2.284** .327** .732 .317** 3.062** 
Sales .37 I** 1.664* .274** l.052 .250** -.418 .285** 3.178** 
Listing t=-7.81 ** 4.058** t=-5.85** 2.692** t=-5.70** 3.185** t=-4.06** .688 
Gear .004 -.732 .094 1.743* -.019 -.885 -.066 -2.308** 
Profit .112 .990 .106 1.624 .054 .202 .106 .004 
Liquid -.081 -1.103 -.092 -1.477 -.010 .429 -.141 * -2.176** 
Auditor t=-7.12** 2.209** t=-3.07** -1.159 t=-5. 16** 1.076 t=-7.33 ** 5.365** 
Acquire t=-8.48** 2.569** t=-5.68** 1.049 t=-7.30** 2.826** t=-3.77** .582 
CEOage -.308** -2.802** -.135* -.475 -.295** -3.003** -. 187** ~.875 
Divid t=-4.04** 1.987** t=-3.56** 1.784* t=-3.05** 1.660* t=-1.20 -.676 
TechMARK t=-3.99** 2.678** t=-5.49** 4.933** t=-2.48** .985 t=-0.901 -.938 
Dshares -.328** -1.378 -.166** -.763 -.380** -2.346** ..019 2.278** 
Inshares .140* 1.859* .017 .751 .204** 2.030** -.035 -.249 
Propout .154* -.415 .130* .227 .116 -.209 .106 .028 
Audcosh -.467** -5.977** -.189** -1.461 -.502** -5.708** -. l 11 -1.313 
ComAge -.00 I -l.087 -.050 -1.433 .068 .887 -.087 -2.159** 
Bivariate Results 
** Significant at0.01 level 
* Significant at 0.05 level 
The 't' indicates the t-statistics for the Two independent samples t-test. For the other independent 
variables, the Pearson product moment correlation (r) is given. 

Multivariate Results 
** Significant at 0.05 level 
* Significant at 0.10 level 
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Table 11.2: Summary results of analysis of determinants of weighted interim disclosure 

VariaMe Overall Disclosure Management Commentary Financial Statements Accounting Policies and Other 

Bivariate Multivariate Bivariate Multivariate Bivariate Multivariate Bivariate Multivariate 

Assets .492** 3.639** .395** 3.070** .385** 1.164 .339** l.164 
Sales .415** 1.761 * .326** 1.748* .348** .029 .274** 3.096** 
Listing t=-7.89** 3.716** t=-5.72** 2.337** t=-5.42** 3.075** t=-5.32** 3.075** 
Gear .014 -.771 .090 1.295 -.008 -1.368 -.034 -1.368 
Profit .067 -.441 .077 .718 .103 -.558 .007 -.558 
Liquid -.151 * -2.292** -.140* -2.012** -.154* .754 -.104 .754 
Auditor t=-6.68** 2.245** t=-3.17** -.659 t=-2.6 I** 1.051 t=-9.15** 1.051 
Acquire t=-8.48** 2.430** t=-5.53** .849 t=-4.99** 2.377** t=-4.18** 2.377** 
CEOag,e -.282** -2.533** -.139* -.651 -.174** -2.830** -.161** -2.830** 
Divid t=-4.78** 2.520** t=-4.17** 2. 107** t=-4.34** 1.907* t=-2.43** 1.907* 
TechMARK t=-3.53** 2.469** t=-4.41 ** 3.953** t=-1.09 .939 t=-1.91 ** .939 
Dshares -.287** -1.328 -.139* -.439 .001 -2.674** -.173** 2.674** 
Inshares .145* 2.599** .019 .948 -.033 2.034** .081 2.034** 
Propout .141 * -.796 .111 -.429 .226** -.451 .050 -.451 
Audcosh -.367** -3.484** -.172** -1.308 -.027 -5.05 I** -.119 -5.051 ** 
ComAge -.005 -1.407 -.044 -1.933* -.126* 1.061 .076 1.061 

Bivariate Results 
** Significant at 0.0 I level 

Significant at 0.05 level * 
The 't' indicates the t-statistics for the Two independent samples t-test. For the other independent 
variables, the Pearson product moment correlation (r) is given. 

Multivariate Results 
** Significant at 0.05 level 

* Significant at 0.10 level 
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The results of the analysis for each of the three disclosure subcomponents in the 

interim reports suggest that different disclosure subcomponents are explained by 

different corporate attributes. This may imply that investigating total disclosure 

only, as in previous studies, may be misleading. These results are consistent with 

Clarkson et al. (1999) who found that disclosure in the subcomponents of the 

management discussion and analysis are influenced by different factors. Dye 

( 19 8 5) and Gray et al. (199 5) suggest that company disclosure behaviour is likely 

to vary depending on the nature of disclosures under consideration. 

The multivariate analysis results indicate that company size, listing status, gearing 

ratio, profitability ratio, payment of an interim dividend, and techMARK listing 

are significantly associated with management commentary disclosures. Gearing 

ratio and profitability ratio were not significant in the bivariate analysis. Executive 

directors' shareholdings, proportion of outside directors, CEO age, and 

shareholding of audit committee members, significant in the bivariate analysis, are 

not significant in the multivariate analysis. 

The results also indicate that variations in the extent of financial statement 

disclosures may be explained by listing status, acquisition transactions, CEO age, 

executive directors' shareholding, substantial institutional investors, and 

shareholding of audit committee members. Surprisingly, company size (measured 

in both total assets and total sales) is not a significant determinant of financial 

statement disclosures. 
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The results indicate that the variations in weighted and unweighted accounting 

policies and other information disclosures are explained by different attributes. 

The unweighted accounting policies and other information index is significantly 

and positive associated with company size (measured in both total assets and total 

sales), auditor involvement and executive directors' shareholdings. However, the 

association between weighted accounting policies and other information 

disclosures and three other attributes (gearing ratio, liquidity ratio, and company 

age) is negative. The weighted index is positively related to listing status, 

acquisition transactions, payment of interim dividend, executive directors' 

shareholdings, and substantial institutional investors. The association between 

weighted accounting policies and other information disclosures and CEO age and 

shareholding of audit committee members is negative and significant. 

11.6 Implications of Findings 

The implications of this research are wide ranging for the development of interim 

disclosure in the United Kingdom, and indeed in other countries. 

(1.) The findings in the survey of investment analysts should be of interest to 

accounting regulatory authorities. The regulatory authorities may have to 

detem1ine whether the mandatory disclosure requirements are adequate in 

meeting the needs of the investment analysts. They may want to increase 

disclosure requirements to ensure that investment analysts get the necessary 

information they need for their investment decision-making. 
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(2.) Although the study documents that compliance with the LSE listing 

requirements and the ASB disclosure is high, the results suggest that full 

compliance is not attained. Given that the LSE requirements are incorporated in 

the ASB Statement on Interim Reports, both regulatory authorities may want to 

consider the adoption of the ASB Statement on Interim Reports by all listed 

companies to ensure full compliance. In this respect, the LSE may make the 

statement a listing requirement, or the ASB may consider making it an 

accounting standard. 

(3.) This study demonstrates that there are systematic differences in interim 

disclosure between companies that involve auditors and those that do not, with 

companies that involve auditors seemingly providing more information. The 

LSE and/or ASB may consider the issue of a review of interim accounts before 

they are published. The involvement of auditors might improve the extent and 

reliability of interim disclosure to the capital market and therefore increase 

public confidence in the published interim financial reports. External auditor 

involvement is already a requirement of the SEC in the US (e.g., Young, 2000; 

Manry et al., 2003). 

( 4.) The results also indicated that the shareholding of audit committee members is 

a negative explanatory factor of interim disclosure, suggesting that interim 

disclosure decreases with an increase in the shares held by the audit committee 

members. This negative association may imply that audit committee members 

may not be effective ~onitors of the quality of financial reporting when they 

have high levels of shareholding in the company. If these results were 

confirmed by future research, the finding of this study would have raised 
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important implications for corporate governance policy fommlation and also for 

users of financial reports. The implication is that the effectiveness of the audit 

committee on ensuring the quality of financial reporting needs greater attention 

from the regulatory authorities. Policy makers may want to consider 

formulating regulations regarding the maximum shares that audit committee 

members should hold in the company. Investors could also use the shareholding 

of audit committee members as a basis for increasing scrutiny of a company's 

report. 

(5.) The study shows that there is a positive association between interim financial 

reporting and techMARK listing. Regulatory authorities may want to examine 

the disclosures that companies with a techMARK listing make in order to 

determine whether such disclosures can be incorporated into existing 

requirements. It is possible that these companies disclose information that is 

relevant for investment decision-making given that the companies operate in 

high technology industries and seek to raise funds at lower cost of capital to 

finance their research and development activities. Therefore regulators may 

consider requiring other listed companies to disclose similar information. 

11.7 Limitations of Research 

There are a number of limitations of the current research, and therefore the findings 

reported and the conclusions to be drawn must be interpreted in the light of these. 

(1.) The research used a questionnaire survey to determine the perceived 

importance of disclosure items, and therefore suffers from the usual problems 

associated with mail questionnaire surveys. The main problem is related to the 
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response rate. However, concerted efforts were made in order to improve the 

response rate and, as a result, the response rate of 25.2% compares favourably 

with other similar studies. 

(2.) The questionnaire survey investigated only one user group, yet there are many 

users of interim reports who may have different needs from those of the 

analysts. However, interim reports are mainly focused to supply information 

for the investors (e.g., Schadewitz et al., 2001, 2002) and therefore the content 

of the interim reports can be evaluated with the investors' view in mind. It has 

been suggested that investment analysts are the principal users of financial 

reports (e.g., Schipper, 1991), and are more knowledgeable. 

(3.) As in other previous studies this study was cross-sectional in nature. As 

Hossain et al. (1994) argue, this approach may bias the results because 

disclosure changes over time. A longitudinal design might have been more 

fruitful in uncovering more stable relationships and drawing stronger 

conclusions from the study. However, even though disclosure changes over 

time, the extent of disclosure may not necessarily change unless there are some 

special events ( e.g., the introduction of a new accounting standard or stock 

exchange regulations). 

(4.) This research examined interim disclosure in half-yearly reports. Half-year 

reports are not the only source of interim information available to investors. 

Other sources, such as quru i.erly reports, and press releases, are also important 

sources of interim information. However, in the UK, the practice of publishing 

quarterly reports is not prevalent. Furthermore, in the UK, the half-year report 
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is the most widely distributed of all interim reports because of the LSE 

requirements. 

(5.) The items contained in the disclosure list may not be exhaustive of all the 

information disclosed by companies. However, since the list was developed 

from other previous research and evaluated by practising accountants, it may 

be argued that the list may be reliable. 

(6.) The use of a disclosure index to measure interim disclosure has its limitations. 

Although every effort was made to ensure a uniform coding of company 

disclosure scores, this process was inevitably subjective. However, the 

disclosure index satisfies the requirements of reliability and validity, and has 

extensively been employed in other previous studies (see Marston and Shrives, 

1991). Furthermore, Cooke and Wallace (1989) suggest that it is a suitable 

proxy to gain insight into the level of information disclosed by companies. 

(7.) One other limitation of this study is that it is based on companies that are 

listed on the LSE only rather than on all listed companies, including those 

listed on the Alternative Investment Market (AIM). Whilst the LSE approach 

allows one to focus on a relatively homogeneous set of companies, thus 

providing a better control for correlated omitted variables, any attempt to 

generalise the results to firms on the AIM should be made cautiously. 

Investigating the association between interim disclosure and corporate 

attributes in settings other than the one examined here is one potential avenue 

for future research. 
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(8.) There may be other factors influencing interim disclosure for which the study 

failed to control. For instance, . corporate culture and the level of IT 

development may be potential factors that could influence interim disclosure. 

(9.) Finally, in testing the hypotheses, the independent variables were extracted 

from different sources. First, for example, tlie shareholding of audit committee 

members, executive directors' shareholding and substantial institutional 

investors were extracted from the previous annual statements. It is possible that 

significant changes in shareholding could have happened, which may affect the 

results of this study. Second, the use of interim data could introduce a problem 

of seasonality in the variables. For example, having a large loss at the interim 

period may not suggest that the company is loss making, it could be a result of 

seasonal business, with more business in the second half of the year. This may 

also affect the results. To address this problem, the results were re-run with the 

previous annual results, and there were no differences. 

11.8 Recommendations for Further Research 

The findings of this research raise a number of avenues that can be explored in the 

future regarding interim disclosure practices. 

(1.) The current research is cross-sectional in nature, and therefore future studies 

can take a longitudinal approach covering a number of years of the same 

companies to determine the trend in disclosure policy adopted by them. It 

may be interesting for example to look at the period from the Cadbury 

Committee Report of 1992 to the present, so as to discover possible changes 
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to interim reporting in the UK.80 This type of research could . provide a 

necessary input for policy action in the future development of interim 

disclosure. This should also provide an interesting dimension to the literature 

on interim disclosure. 

(2.) This research has investigated the extent of disclosure and corporate 

attributes. Further research might look at the consequences of high levels of 

interim disclosure to the capital market. There are studies that have already 

investigated the information content of interim reports. Research may 

examine whether the information content of interim reports is enhanced with 

the high levels of disclosure contained in them. Empirical evidence that such 

disclosures affect investors' decisions to buy or sell shares could bolster 

justification for further enhancing the scope of disclosure in interim reports. 

Schadewitz et al. (2001, 2002) provides evidence of the effect of varying 

levels of interim disclosure on share price returns in a Finnish environment. 

However, it is possible that the results may not be applicable to a highly 

developed capital market environment such as the UK. 

(3.) The current study has only looked at companies listed on the LSE. Future 

research may also extend the study to include companies listed on the AIM. 

This would help to determine the disclosure behaviour of companies that are 

trying to qualify for entrance into the main LSE. 

( 4.) The results suggest that audit committee shareholding may be detrimental to 

high levels of disclosure. Future research could investigate the effect of this 

variable on disclosure of negative outcomes. This could be useful to 

80 The Cadbury Committee Report (1992) seems to have been instrumental in the changes that 
have occurred in interim reporting in the UK. 
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determine whether the audit committee is capable of acting in the best interest 

of shareholders whilst members are significant holders of shares. This may 

also be extended to annual reports and other media of disclosure to determine 

if the results obtained in this study may also obtain in others. 

(5.) This study examined the relationship between overall interim disclosure and 

corporate attributes. It would be interesting to find out the impact of the 

corporate attributes on mandatory disclosure, ASB disclosures, and voluntary 

disclosures. 

(6.) Another recommendation for further research may be to examme what 

determines a company's decision to involve its auditors at the interim report 

stage. 

(7.) Finally, this study investigated the perception of investment analysts on the 

importance of information items in interim reports. The results provide useful 

insights into the type of information used by investment analysts for their 

investment decision-making process. However, the study does not provide 

insight into how the analysts use the interim information items. Thus, future 

research may need to address the issue of how the information is used in 

order to provide a better understanding of the needs of users at the interim 

period. In this respect, future research may seek to find out if investment 

analysts do produce additional reports when interim reports are released, and 

which information items are mostly quoted in such reports. 
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11.9 Concluding Remarks 

Despite the limitations noted in section 11.7, this research makes some unique 

contributions to the disclosure literature. First, it examines interim financial 

reporting, an area of accounting disclosures required by investors for their 

investment decision-making process, but which previous research has tended to 

neglect. In this respect, it provides the first large-scale evidence about not only the 

association between both company-specific characteristics and interim disclosure, 

but also between corporate governance characteristics and the extent of interim 

disclosure. Previous interim disclosure studies have not examined the influence of 

corporate governance attributes on interim reporting. This is important because 

the board of directors has responsibility over the quality of both annual and 

interim financial reporting. Furthermore, the study also contributes by being the 

first to examine the association between disclosure and the shareholding of audit 

committee members. Audit committee effectiveness in financial reporting is a 

subject of great attention in the wake of corporate scandals in a number of 

countries. The study also contributes by investigating the association between 

external auditor involvement and the extent of interim disclosure. Whilst calls 

have been made for the involvement of auditors with interim financial reports, it is 

not clear whether involving auditors improves the quality of interim financial 

reporting. These findings provide possible avenues for further research in interim 

financial reporting. Finally, this research has suggested a number points for future 

research in the area of disclosure practices. 
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APPENDICES 

APPENDIX 1: DISCLOSURE OF INFORMATION BY UK LISTED 
COMPANIES:INTERIM REPORT SCORING SHEET 

A. CORPORATE ATTRIBUTES 
I. Identification Number 
2. Company Name 
3. Listing Status : 0.= Listed on LSE only 

: I. =Multiple listing 

Interim Figures Annual Figures 
4. Total Assets 
5. Turnover 
6. Total Debt 
7. Equity 
8. Operating profit 
9. Current assets 
10. Current liabilities 
11. Auditor Involvement 

0.= No auditor involvement 
1.= Auditor Involvement 

13. Executive directors' shareholding 
14. Substantial institutional shareholdings 
15. Proportion of non-executive directors 
16. Acquisition Transactions 

0.=No 
1.=Yes 

17. Period oflisting (company age) 
18. CEO Age 
19. TechMARK Listing 

l= Yes 
0=No 

1. Interim dividend 
I= Yes 
0=No 

21. Shareholding of audit committee members 

B: INFORMATION ITEMS IN INTERIM REPORTS 

1. MANAGEMENT COMMENTARY 
Unweighted Weighted 

Score Score 
1. Brief description of business activities of company 
2. Financial highlight statement 
3. Discussion ofbalance sheet position 
4. Discussion of changes in ca_µital structure or financing 
5. Discussion of cash flow position 
6. Perceived trends within the business 
7. Main factors influencing perfom1ance during the period 
8. Acquisitions of fixed assets 
9. Acquisitions of subsidiaries or other major investments 
10. Reasons for acquisitions of subsidiaries or other investments 
11. Amount of goodwill on acquisition of a subsidiary 
12. Impact of acquisitions on current interim period results 
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Unweighted Weighted 
Score Score 

13. Expected impact of acquisitions of future results 
14. Disposals of subsidiaries or other major investments 
15. Reasons for the disposals of subsidiaries or other investments 
16. Amount realised from the disposals 
17. Impact of the disposals on current interim period results 
18. Description of current research and development projects 
19. Current research and development expenditure 
20. Planned research and development expenditure 
21. Changes in directors 
22. Reasons for changes in directors 
23. Biography of the new directors 
24. Particulars of transactions involving directors 
25. Discussion of outlook for the remainder ofthe operating year 
26. Sales forecast for the second half or the year 
27. Profit or loss forecast for the second half or the year 
28. Assumptions underlying the sales and profit forecasts 
29. Order book or backlog information 

Total score 

2. FINANCIAL STATEMENTS 
2.1 PROFIT AND LOSS ACCOUNT INFORMATION 
30. Amount of turnover for the interim period 
31. Disclosure of turnover of acquisitions 
32. Disclosure of turnover of discontinued operations 
33. Results of operations in the process of being discontinued 
34. Disclosure of cost of sales or gross profit for interim period 
35. Disclosure of total administrative expenses for the period 
36. Depreciation charge for fixed assets for the period 
37. Disclosure of amount of goodwill amortised in the period 
38. Operating profit or loss for the interim period 
39. Disclosure of operating profit of acquisitions 
40. Disclosure of operating profit of discontinued operations 
41. Share of associated companies' operating profit 
42. Share ofjoint venture companies' operating profit 
43. Disclosure of gains or losses on disposal ofassets 
44. Exceptional items 
45. Interest payable less interest receivable (net) 
46. Profit or loss on ordinary activities before tax 
47. Tax on profit or loss on ordinary activities 
48. Profit or loss on ordinary activities after tax 
49. Minority interests 
50. Profit or loss for the period 
51. Dividends paid and proposed 
52. Comparative figures for previous interim period 
53. Comparative figures for the previous full financial year 
54. Dividend per share for the period 
55. Basic earnings per share for the interim period 
56. Diluted earnings per share for the interim period 
57. Statement of total recognised gains and losses 

Total Score 

2.2 BALANCE SHEET INFORMATION 
58. Total amount of fixed assets 
59. Analysis of total fixed assets into component parts 
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Unweighted Weighted 
Score Score 

60. Total amountof current assets 
61. Analysis of total current assets into component parts 
62. Creditors: amounts falling due within one year 
63. Net current assets or liabilities 
64. Total assets less current liabilities 
65. Creditors: amounts falling due after more than one year 
66. Provision for liabilities and charges 
67. Total capital and reserves 
68. Analysis of capital and reserves into component parts 
69. Minority interests in equity 
70. Disclosure ofjoint venture share of goodwill 
71. Disclosure ofjoint vent11re share of gross assets 
72. Disclosure of loans to joint venture companies 
73. Disclosure ofjoint venture share ofliabilities 
74. Comparative figures for previous interim period 
75. Comparative figures for the previous full financial year 
76. Reconciliation of movements in shareholders' funds 

Total Score 

2.3 CASH FLOW STATEMENT INFORMATION 
77. Net cash inflow/outflow from operating activities 
78. Total figure for return on investments and servicing finance 
79. Breakdown ofreturns on investment and servicing finance 

into the different categories 
80. Taxation paid 
81. Total capital expenditure and financial investment figure 
82. Breakdown of capital expenditure and financial investment 

into different components 
83. Total amount of acquisitions and disposals 
84. Breakdown of acquisitions and disposal figure 

into the relevant components 
85. Equity dividends paid 
86. Management of free liquid resources 
87. Total amount of financing sources 
88. Analysis of financing sources figure into different types 
89. Increase/decrease in cash figure 
90. Reconciliation of operating profit to operating cash flow 
91. Reconciliation of movements in cash to movement in net debt 
92. Analysis ofnet debt/funds 
93. Cash flow figures for comparative interim period 
94. Cash flow comparative figures for the previous full 

financial year 
Total Score 

3. ACCOUNTING POLICIES AND OTHER INFORMATION 

3.1 SEGMENTAL INFORMATION 
95. Analysis of turnover by business segment 
96. Analysis of turnover by geographic location 
97. Analysis of profit or loss by geographic location 
98. Analysis of profit or loss by business segment 
99. Analysis ofnet assets by business segment 
100. Analysis of net assets by geographic location 

Total Score 
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3.2 ACCOUNTING POLICIES AND OTHER INFORMATION 
Unweighted Weighted 

Score Score 

101. Statement to the effect that accounting policies are consistent 

102. 
with those in the annual accounts 
Description of the nature of any changes in accounting policy = 

103. Effects of changes in accounting policy on current results 
104. Extent of compliance with ASB statement on interim reports 
105. Basis of the tax computation 
106. Date on which it is approved by the board of directors 
107. Extent to which the infonnation has been audited or reviewed 
108. Auditor review report included with the interim accounts 
109. Statement of number of shares outstanding in interim period 
110. Methods used in computing the basic earnings per share 
111. Methods used in computing the diluted earnings per share 
112. Other notes to the financial statements 
113. Company financial calendar 

Total Score 

GRAND TOTAL 
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APPENDIX2-1: QUESTIONNAIRE SURVEY-COVERING LETTER 

06 November, 2002 

Dear Respondent 

Questionnaire Survey: Disclosure of Accounting Information in Interim Reports 
of UK Companies1 

I am currently undertaking PhD research concening disclosure of accounting information in 
interim reports. The main focus of the research is to assess the extent of interim disclosure 
based on the perception of users of the information. You will know that interim reports are 
regarded as one of the most important sources of information for investors for their 
investment decision making process. They assist in understanding a firm's performance in the 
first half of the year and indeed in predicting the likely results of the entire financial year. 

However, less is known about the importance of the information disclosed in the interim 
reports to the users. Thus as part of this research, I am conducting a study to ascertain the 
usefulness of information disclosed in the interim reports. As such, the objective of this 
questionnaire survey is to discover the perception of users of the importance of the 
information that appears in the interim reports of UK listed companies. Investment analysts 
have been identified as the principal users of interim report information and therefore, their 
views are crucial in understanding the importance of the information in the interim reports. 
The results of this survey are likely to be useful to the Accounting Standards Board and 
London Stock Exchange in the development of interim financial reporting in the United 
Kingdom. 

The questionnaire is designed so that the questions can be answered by ticking the appropriate 
box and should take only about 20 minutes of your time to complete. The returned 
questionnaire will be dealt with in the strictest confidence and only summarised data will be 
used in any publication of the research findings. The questionnaire has an identification 
number to ensure that you do not receive further correspondence from me when the 
questionnaire is returned. In order that the results truly represent the perception of analysts, it 
is important that each questionnaire be completed and returned. A stamped and addressed 
envelope is enclosed for your reply. 

May I take this opportunity to thank you in advance for your time and effort in completing the 
questionnaire. A summary of the results of the survey will be sent to you on request. 

Yours faithfully, 

liJA,i.-...,ti 
............... ~'................................. . 
Musa Ma gena 
Department of Law, Finance and Accounting 

Enclosures 

1 This research is under the supervision of Russell Kinman and Professor Steve Clarke, Luton 
Business School, University of Luton, Luton and Professor David Bernard Citron, City 
Business School, City University, London 

U1•µ:ii-,tt•r(·(l OITie.-. as ahovf" 

: \ in• Chan<'dior Dr Dai John 
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APPENDIX 2-2: QUESTIONNAIRE SURVEY: SUPPORTING LETTER BY 
RESEARCH SUPERVISOR 

06 November, 2002 

To Whom It May Concern: 

RE: Musa Mangena 

This is to confirm that Musa Mangena is a PhD student under my supervision in the 
Department of Law, Finance and Accounting. The enclosed questionnaire is part of 
his study on "The extent and determinants of disclosure in interim financial reports: 
An empirical study of UK listed companies". It is very important to the success of this 
research project that your response be included to make the results of the study valid. 

I appreciate your co-operation in responding to this questionnaire. I believe that the 
study would make a significant contribution to knowledge and I strongly support that 
Musa be given the necessary assistance to enable him to pursue his endeavour. 

Yours faithfully 
r'·. 

Russell Kinman 
Deputy Dean 
Luton Business School 

R,•1,.-i•t••rNI Offi«• as nbov<' 
\i,·1• Chan<'•·llor !Jr lbi Joh11 
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APPENDIX 2-3: QUESTIONNAIRE SURVEY: FOLLOW-UP LETTER 

09 December, 2002 

Dear Respondent 

Questionnaire Survev: Disclosure of Accounting Information in Interim Reports 
of UK Companies 1 

I recently sent you a questionnaire concerning research on disclosure of accounting 
information in interim financial reports. As I do not appear to have received a reply, I enclose 
a duplicate questionnaire. I recognise that the research places demands on your time and I 
much appreciate your efforts on my behalf. The main focus of the research is to assess the 
extent of interim disclosure based on the perception of users of the information. You will 
know that interim reports are regarded as one of the most important sources of information for 
investors. They assist in understanding a firm's performance in the first half of the year and 
indeed in predicting the likely results of the entire financial year. 

However, less is known about the importance of the information disclosed in the interim 
reports to the users. Thus as part of this research, I am conducting a study to ascertain the 
usefulness of information disclosed in the interim reports. As such, the objective of this 
questionnaire survey is to discover the perception of users of the importance of the 
information that appears in the interim reports of UK listed companies. Investment analysts 
have been identified as the principal users of interim report information and therefore, their 
views are crucial in understanding the importance of the information. The results of this 
survey are likely to be useful to the Accounting Standards Board and London Stock Exchange 
in their endeavour to improve the quality of interim financial reporting. 

The questionnaire is designed so that the questions can be answered by ticking the appropriate 
box and should take only about 20 minutes of your time to complete. The returned 
questionnaire will be dealt with in the strictest confidence and only summarised data will be 
used in any publication of the research findings. The questionnaire has an identification 
number to ensure that you do not receive further correspondence from me when the 
questionnaire is returned. A stamped and addressed envelope is enclosed for your reply. 

If you have already completed the questionnaire and it has yet to reach me, my apologies for 
troubling you further. If you feel unable to complete the questionnaire, I would be grateful if 
you could return it to me with your reasons for non-completion. 

Yours faithfully, 

Musa na 
PhD Re h Student 

Enclosures 

1 This research is under the supervision of Russell Kinman and Professor Steve Clarke, Luton 
Business School, University of Luton, Luton and Professor David Bernard Citron, City 
Business School, City University, London 

He,.-iHler<'d Offict· "" above 
\ici, Char,eellor Ur Dai John 
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APPENDIX 2-4: 

QUESTIONNAIRE SURVEY 
PERCEPTION OF INTERIM FINANCIAL DISCLOSURE INFORMATION 

Instructions 
This questionnaire presents a list of infonnation items that are (a) presently mandatory items, and 
(b) voluntary disclosure items that appear and/or could appear in the interim reports of listed UK 
industrial companies. You are requested to indicate the importance of the items in five categories. 
Each category represents a varying degree of importance to you of having the items of information 
appear in the interim reports of listed companies. Your frame of reference for judging each item 
should be that of a person using the interim report as a major input to his/her investment decision
making about a company. For each item, please tick in the appropriate box to indicate: 

l. Not at all important 
2. Less important 
3. Important 
4. Very important 
5. Extremely important 

PART I: INTERIM INFORMATION DISCLOSURE ITEMS 

SECTION 1: MANAGEMENT COMMENTARY 
Not at all Extremely 
important important 

1. Brief description ofbusiness activities of company l 2 
,., 
.) 4 5 

□ □ □ □ □ 
2. Financial highlights statement 1 2 3 4 5 

□ □ □ □ □ 
3. Discussion of balance sheet position 1 2 3 4 5 

□ [j □ □ □ 
4. Discussion of cash flow position 1 2 3 4 5 

□ D □ D □ 
5. Discussion of changes in capital structure or financing 

in the period 2 
,., 
.) 4 5 

□ □ □ D □ 
6. Discussion of business trend within the industry I 2 3 4 5 

□ 0 □ □ □ 
7. Main factors influencing performance during interim period 1 2 3 4 5 

□ □ □ □ □ 
8. Acquisitions of fixed assets 1 2 3 4 5 

9. Acquisition of subsidiaries or other major investments 
□ 
1 

□ 
2 

□,., 
.) 

IJ 
4 

D 
5 

□ D □ D □ 
10. Reasons for the acquisition of subsidiaries or other 

major investments 2 3 4 5 

0 □ 0 D □ 
11. Amount of goodwill on acquisition of subsidiary 1 2 3 4 5 

□ □ D D D 
12. Impact of acquisitions on current interim period results l 2 3 4 5 

□ □ 0 □ D 
13. Expected impact of acquisitions on future results l 2 3 4 5 

14. Disposal of subsidiaries or other major investments 
□ 
I 

□ 
2 

□,., 
.) 

□ 
4 

□ 
5 

D □ □ D D 
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Not at all Extremely 
important important 

15. Reasons for the disposal of subsidiaries or other 
major investments 1 2 3 4 5 

16. Amount realised from the disposals 
□ 
l 

D 
2 

□..,., □ 
4 

□ 
5 

□ □ D □ □ 
17. Impact of the disposals on current interim period results 1 2 3 4 5 

□ D 0 D 0 
18. Description of current research and development projects 1 2 3 4 5 

□ 0 [j 0 0 
19. Current research and development expenditure 1 2 3 4 5 

0 0 i□ □ □ 
20. Planned research and development expenditure 1 2 3 4 5 

□ □ □ □ D 
21. Changes in directors 1 2 3 4 5 

□ □ □ □ □ 
22. Reasons for changes in directors 1 2 3 4 5 

□ □ □ □ □ 
23. Biography of the new directors 1 2 3 4 5 

D □ D □ □ 
24. Particulars of transactions involving directors 1 2 3 4 5 

□ □ D D □ 
25. Discussion of outlook for the remainder of the operating year 1 2 3 4 5 

Q C D □ D 
26. Sales forecast for the second half or the full financial year 1 2 3 4 5 

D □ D □ D 
27. Profit or loss forecast for the second half or the full 

financial year 1 2 3 4 5 

□ □ D D □ 
28. Assumptions underlying the sales and profit forecasts 1 2 3 4 5 

29. Order book or backlog information 
D 
l 

□ 
2 

□..,., □ 
4 

□ 
5 

□ □ □ 0 D 

SECTION 2: PROFIT AND LOSS ACCOUNT INFORMATION 
1. Amount of turnover/sales for the interim period 1 2 3 4 5 

□ □ □ □ □ 
2. Disclosure of turnover of acquisitions 1 2 3 4 5 

□ D □ u D 
3. Disclosure of turnover of discontinued operations 1 2 3 4 5 

□ D □ D □ 
4. Results of operations in the process of being discontinued 1 2 3 4 5 

□ □ □ □ □ 
5. Disclosure of cost of sales or gross profit for the interim period l 2 3 4 5 

□ □ □ D D 
6. Disclosure of total administrative expenses for the period I 2 3 4 5 

□ D □ D D 
7. Depreciation charge for fixed assets for the period 1 2 3 4 5 

□ D □ □ □ 
8. Disclosure of amount of goodwill amortised in the interim period 1 2 3 4 5 

□ D □ D □ 
9. Operating profit or loss for the interim period 1 2 3 4 5 

10. Disclosure of operating profit of acquisitions 
D 
1 

D 
2 

□..,., 
D 
4 

D 
5 

D D 0 □ D 
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Not at all Extremely 
important important 

11. Disclosure of operating profit of discontinued operations 1 2 3 4 5 
D D □ D D 

12. Share of associated companies operating profit 1 2 3 4 5 

13. Share ofjoint venture companies operating profit 
D 
1 

D 
2 

□..,., 
D 
4 

□ 
5 

D □ □ □ D 
14. Disclosure of gains or losses on disposal of fixed assets 1 2 3 4 5 

15. Exceptional items in the interim period 
□ 
1 

□ 
2 

D ..,., □ 
4 

□ 
5 

□ □ C 0 D 
16. Interest payable less interest receivable (net) I 2 3 4 5 

□ D □ □ □ 
17. Profit or loss on ordinary activities before tax 1 2 3 4 5 

□ □ D D D 
18. Tax on profit or loss on ordinary activities 1 2 3 4 5 

□ D D D D 
19. Profit or loss on ordinary activities after tax l 2 3 4 5 

□ D D □ D 
20. Minority interests l 2 3 4 5 

□ 0 0 □ D 
21. Profit or loss for the period l 2 3 4 5 

22. Dividends paid and proposed 
D 
1 

□ 
2 

D ..,., □ 
4 

D 
5 

D 0 D □ D 
23. Comparative figures for previous interim period 1 2 3 4 5 

D 0 □ □ 0 
24. Comparative figures for the previous full financial year 1 2 3 4 5 

□ □ □ □ □ 
25. Dividend per share for the period 1 2 3 4 5 

D D D D D 
26. Basic earnings per share for the period 1 2 3 4 5 

D D □ D D 
27. Diluted earnings per share for the period 1 2 3 4 5 

□ □ D □ D 
28. Statement of total recognised gains and losses 1 2 3 4 5 

D □ □ □ □ 
SECTION 3: BALANCE SHEET INFORMATION 

1. Total amount of fixed assets 2 3 4 5 
D □ □ C D 

2. Analysis of total fixed assets into component parts l 2 3 4 5 

.., 

.). Total amount of current assets 
□ 
1 

□ 
2 

□ 
3 

□ 
4 

□ 
5 

□ □ □ □ □ 
4. Analysis of total current assets into component parts 1 2 3 4 5 

D D D D □ 
5. Creditors: amounts falling due within one year l 2 3 4 5 

□ □ D D □ 
6. Creditors: amounts falling due after more than one year 1 2 3 4 5 

D D D D □ 
7. Net current assets or liabilities 1 2 3 4 5 

D D □ D D 

435 



Not at all Extremely 
important important 

8. Total assets less current liabilities 1 2 3 4 5 

□ □ □ D □ 
9. Provision for liabilities and charges 1 2 3 4 5 

10. Total capital and reserves 
□ 
I 

□ 
2 

□,, 
.J 

D 
4 

□ 
5 

11. Analysis of capital and reserves into component parts 
□ 
1 

□ 
2 

D ,, 
.J 

□ 
4 

□ 
5 

12. Minority interests in equity 
□ 
1 

□ 
2 

□,, 
.J 

□ 
4 

D 
5 

D D D □ □ 
13. Disclosure ofjoint venture share of goodwill 1 2 3 4 5 

□ □ D D D 
14. Disclosure ofjoint venture share of gross assets l 2 3 4 5 

□ D □ D □ 
15. Disclosure of loans to joint venture companies 1 2 3 4 5 

□ D D D D 
16. Disclosure ofjoint venture share of liabilities I 2 3 4 5 

D □ D □ D 
17. Comparative figures for previous interim period 1 2 3 4 5 

18. Comparative figures for the previous full financial year 
□ 
1 

□ 
2 

□ ,, 
.:, 

□ 
4 

D 
5 

□ □ □ D D 
19. Reconciliation of movements in shareholders' funds 1 2 3 4 5 

D D D □ □ 
SECTION 4: CASH FLOW STATEMENT INFORMATION 

1. Net cash inflow/outflow from operating activities 2 3 4 5 
D D D D D 

2. Total figure for return on investments and servicing finance 1 2 3 4 5 

,, 
.:,. Breakdown of returns on investment and servicing finance into 

D □ D D D 

the different categories l 2 3 4 5 
D D D D D 

4. Taxation paid 1 2 3 4 5 

□ □ □ D D 
5. Total capital expenditure and financial investment 1 2 3 4 5 

□ □ D D 0 
6. Breakdown of capital expenditure and financial investment 

into components 1 2 3 4 5 

7. Total amount of acquisitions and disposals 
D 
1 

□ 
2 

D ,., 
.J 

□ 
4 

□ 
5 

□ □ D □ □ 
8. Breakdown of acquisitions and disposal into the relevant 

components 2 3 4 5 

□ □ □ □ □ 
9. Equity dividends paid 1 2 3 4 5 

D D □ D □ 
10. Management of free liquid resources 1 2 3 4 5 

□ □ D □ □ 
11. Total amount of financing sources I 2 3 4 5 

D D D D D 
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Not at all Extremely 
important important 

12. Analysis of financing sources into different types I 2 3 4 5 

□ □ □ □ □...,
13. Increase/decrease in cash figure 1 2 .) 4 5 

□ □ □ □ □ 
14. Reconciliation of operating profit to operating cash flow 1 2 3 4 5 

□ □ □ □ □ 
15. Reconciliation of movement in cash to movement in 

...,
net debt/funds 1 2 .) 4 5 

□ □ □ □ □ ...,
16. Analysis of net debt/funds 1 2 .) 4 5 

D D□ □ □ 
17. Cash flow figures for comparative interim period 1 2 3 4 5 

□ □D D D 
18. Cash flow comparative figures for the previous full financial year 1 2 3 4 5 

D D□ □ □ 

SECTIONS: SEGMENTAL INFORMATION 

l. Analysis of turnover by business segment 2 3 4 5 

□ □ □0 D 
2. Analysis of turnover by geographic location 1 2 3 4 5 

D□ □ □ □ 
3. Analysis of profit or loss by geographic location 1 2 3 4 5 

□ □D D D 
4. Analysis of profit or loss by business segment I 2 3 4 5 

□ □ □ □ □ 
5. Analysis of net assets by business segment 1 2 3 4 5 

□ □ □D D 
6. Analysis of net assets by geographic location 1 2 3 4 5 

□ □ □ □ D 
SECTION 6: ACCOUNTING POLICIES AND OTHER INFORMATION 

I. Statement to the effect that accounting policies are consistent 
with those in the previous annual accounts 2 3 4 5 

□ □D D D 
2. Description of the nature of any changes in accounting policy l 2 3 4 5 

□ □ □ □D 
3. Effects of changes in accounting policy on current results 1 2 3 4 5 

□ □ □ □ □ 
4. Statement of the basis for computing interim period tax charge I 2 3 4 5 

□ □ □ □ □ 
5. Statement of number of shares outstanding in the interim period 1 2 3 4 5 

□ □D D D 
6. Methods used in computing the basic earnings per share 1 2 3 4 5 

r:J D□ □ □ 
7. Methods used in computing the diluted earnings per share 1 2 3 4 5 

□ □D D D 
8. Date on which it is approved by the board ofdirectors 1 2 3 4 5 

□ □D D D 
9. Extent to which the information has been audited or reviewed 1 2 3 4 5 

□ □ □ □D 
...,

10. Auditor review report included I 2 .) 4 5 

□ □D D D 
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Not at all Extremely 
important important 

11. Extent of compliance with ASB statement on interim reports 2 3 4 5 

□ D □ □ D 
12. Any other additional notes to the financial statements 1 2 3 4 5 

□ □,., □D D 
13. Company financial calendar 1 2 :, 4 5 

□ □ □ □ □ 
PART II: GENERAL INFORMATION 

In order to help analyse the returned questionnaires, please provide information about the 
following. 

1. The title of your current position ________________ 

2. Highest educational qualifications (Please tick the appropriate box) 

PhD First degree □ □ 
Masters degree □ Professional qualification D 
Other (specify)....................... D 

3. Your experience in investment analysis (Please tick the appropriate box) 

Less than I year 6-10 years□ □ 
1-5 years Above I O years D□ 

4. Type of firm you are associated with (Please tick the appropriate box) 

Stockbrokers Bank D□ 
Insurance company □ Pension fund D 
Investment management company D Other (Please specify) ............... D 

5. Your primary industry focus _____________________ 

6. Ifyou would like a summary of the survey results, please tick in the box 0 

THANK YOU FOR TAKING YOUR TIME TO COMPLETE THIS QUESTIONNAIRE 
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Appendix 3: Sample Size for a Given Population 
N s N s N s 

10 10 220 140 1200 291 
15 14 230 144 1300 297 
20 19 240 148 1400 302 
25 24 250 152 1500 306 
30 28 260 155 1600 310 
35 32 270 159 1700 313 
40 36 280 162 1800 317 
45 40 290 165 1900 320 
50 44 300 169 2000 322 
55 48 320 175 2200 327 
60 52 340 181 2400 331 
65 56 360 186 2600 335 
70 59 380 191 2800 338 
75 63 400 196 3000 341 
80 66 420 201 3500 346 
85 70 440 205 4000 351 
90 73 460 210 4500 354 
95 76 480 214 5000 357 

100 80 500 217 6000 361 
110 86 550 226 7000 364 
120 92 600 234 8000 367 
130 97 650 242 9000 368 
140 103 700 248 10000 370 
150 108 750 254 15000 375 
160 113 800 260 20000 377 
170 118 850 265 30000 379 
180 123 900 269 40000 380 
190 127 950 274 50000 381 
200 132 1000 278 75000 382 
210 136 1100 285 1000000 384 

Source: Sekaran (2000), p. 295 
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Appendix 4: Weighted and Unweighted Interim Disclosure Scores for UK Listed Companies I 
Companv Name MC Index FS Index APO Index Overall Index i 

Unweighted Weighted Un weighted Weighted Un weighted Weighted Un weighted Weighted 
1. Abacus Polar Pk 0.61 0.63 0.76 0.78 0.85 0.38 0.74 0.70 
2. Acambis PLC 0.53 0.57 0.75 0.77 0.54 0.59 0.68 0.70 
3. Actinic PLC 0.40 0.43 0.65 0.54 0.62 0.59 0.60 0.52 
4. Advanced Medical Solutions Group PLC 0.56 0.58 0.73 0.76 0.77 0.51 0.70 0.69 
5. AEA Technology PLC 0.83 0.84 0.77 0.79 0.85 0.84 0.79 0.73 
6. Aggrcko PLC 0.75 0.77 0.84 0.86 0.77 0.73 0.82 0.83 
7. Airflow Streamlines PLC 0.75 0.73 0.78 0.81 0.54 0.50 0.74 0.75 
8. Air Partner PLC 0.36 0.35 0.76 0.79 0.46 0.46 0.65 0.68 
9. Airtours PLC 0.86 0.89 0.81 0.82 0.92 0.73 0.83 0.83 
10. Alexandra PLC 0.67 0.66 0.82 0.83 0.39 0.38 0.72 0.74 
11. Alexon Group PLC 0.42 0.46 0.80 0.83 0.46 0.44 0.68 0.71 
12. Alkane Energy PLC 0.47 0.46 0.76 0.77 0.46 0.44 0.66 0.67 
13. Alldavs PLC 0.56 0.66 0.55 0.82 0.54 0.59 0.55 0.61 
14. Alterian PLC 0.45 0.49 0.58 0.91 0.46 0.49 0.53 0.57 
15. Alumasc Group PLC 0.55 0.57 0.83 0.84 0.69 0.65 0.75 0.76 
16. Amee PLC 0.65 0.68 0.77 0.77 0.62 0.63 0.72 0.74 
17. Amersham pie 0.79 0.69 0.83 0.84 0.77 0.65 0.81 0.76 
18. Anglo American PLC 0.75 0.67 0.70 0.77 0.85 0.82 0.73 0.64 
19. Ann Street Group Ltd 0.53 0.64 0.79 0.85 0.54 0.58 0.70 0.74 
20. API Group PLC 0.50 0.69 0.64 0.82 0.54 0.48 0.59 0.63 
21. Arriva PLC 0.79 0.79 0.80 0.80 0.77 0.79 0.79 0.79 
22. Arthur Wood & Son (Longport) PLC 0.35 0.38 0.84 0.87 0.39 0.39 0.69 0.72 
23. Associated British Foods pie 0.66 0.74 0.86 0.87 0.39 0.42 0.75 0.79 
24. Axis-Shield PLC 0.90 0.90 0.87 0.88 0.31 0.29 0.79 0.81 
25. Babcock International Group Pie 0.52 0.49 0.75 0.76 0.77 0.79 0.70 0.71 
26. Baldwins Industrial Services PLC 0.65 0.66 0.78 0.80 1.00 0.73 0.79 0.76 
27. Barr (A.G.) PLC 0.62 0.61 0.87 0.87 0.39 0.38 0.74 0.75 
28. Baynes (Charles) PLC (FCX International ) 0.82 0.81 0.90 0.90 0.46 0.51 0.83 0.84 
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Company Name MC Index FS Index APO Index Overall Index 
Unwei!!hted Wei!!hted Unweie:hted Weie:hted Unwei2hted Wei2hted Unweie;hted Weie;hted 

29. BBA Group PLC 0.68 0.68 0.91 0.91 0.31 0.30 0.77 0.78 
30. Beattie (James) PLC 0.92 0.93 0.88 0.89 0.85 0.60 0.88 0.85 
31. Ben Bailey PLC 0.39 0.15 0.63 0.69 0.31 0.33 0.46 0.53 
32. Berkeley Group (The) PLC 0.65 0.63 0.77 0.79 0.62 0.66 0.73 0.74 
33. Bett Bros PLC 0.64 0.62 0.53 0.79 0.46 0.44 0.53 0.57 
34. Bidcorp PLC 0.47 0.47 0.84 0.85 0.54 0.51 0.73 0.74 
35. BG Group PLC 0.75 0.75 0.70 0.73 0.85 0.84 0.73 0.75 
36. Body Shop International (The) PLC 0.59 0.48 0.58 0.86 0.46 0.59 0.57 0.71 
37. Bodycote International PLC 0.82 0.84 0.79 0.81 0.54 0.52 0.76 0.78 
38. Bookham Technology PLC 0.94 0.95 0.69 0.71 0.54 0.54 0.71 0.73 
39. BPB PLC 0.47 0.46 0.80 0.83 0.92 0.92 0.76 0.78 
40. Brake Bros PLC 0.41 0.60 0.56 0.82 0.39 0.48 0.51 0.67 
41. Brammer PLC 0.77 0.78 0.91 0.91 0.15 0.15 0.77 0.80 
42. British Energy PLC 0.60 0.60 0.72 0.76 0.69 0.71 0.69 0.72 
43. Bristol Water PLC 0.75 0.81 0.77 0.79 0.62 0.66 0.74 0.80 
44. British Plovthene Industries PLC 0.53 0.53 0.79 0.79 0.54 0.54 0.70 0.70 
45. British Sky Broadcasting Group PLC 0.46 0.48 0.74 0.76 0.62 0.62 0.66 0.68 

46. British Vita PLC 0.46 0.46 0.78 0.79 0.62 0.59 0.69 0.69 
47. Brown & Jackson PLC 0.31 0.31 0.83 0.83 0.69 0.69 0.70 0.71 
48. Burtonwood Brewery PLC 0.65 0.66 0.74 0.79 0.92 0.58 0.75 0.74 
49. Cafl:vns PLC 0.46 0.46 0.82 0.84 0.85 0.92 0.77 0.78 
50. Caldwell Investments PLC 0.31 0.30 0.78 0.78 0.39 0.35 0.64 0.65 
51. Cambridge Antibody Technology Group PLC 0.80 0.79 0.80 0.81 0.62 0.65 0.77 0.78 
52. Capital Radio PLC 0.65 0.63 0.93 0.94 0.77 0.79 0.85 0.86 
53. Carclo PLC 0.50 0.50 0.80 0.81 0.69 0.73 0.72 0.73 
54. Cardiff Property (The) PLC 0.35 0.37 0.75 0.79 0.54 0.51 0.64 0.67 

55. Carlton Communications PLC 0.48 0.48 0.84 0.85 0.46 0.43 0.72 0.73 

56. Celtic PLC 0.50 0.50 0.52 0.76 0.39 0.65 0.49 0.51 

57. Chemring Group PLC 0.71 0.73 0.82 0.85 0.46 0.49 0.75 0.78 

58. Chime Communications PLC 0.40 0.39 0.84 0.85 0.62 0.63 0.70 0.72 
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Company Name MC Index FS Index APO Index Overall Index 
Unweie.hted Weie.hted Unwei!!hted Wei2hted Un weighted Weighted Un weighted Weighted 

59. Christie Group PLC 0.30 0.30 0.66 0.68 0.54 0.61 0.57 0.59 
60. Clarke (T) PLC 0.78 0.79 0.75 0.75 0.31 0.32 0.69 0.71 
61. Clydeport PLC 0.63 0.63 0.84 0.85 0.69 0.65 0.78 0.78 
62. Coats Patons Ltd 0.54 0.57 0.83 0.87 0.69 0.73 0.74 0.78 
63. Coburg Group PLC 0.11 0.11 0.61 0.60 0.15 0.16 0.44 0.47 
64. Costain Group PLC 0.73 0.76 0.68 0.73 0.62 0.63 0.68 0.72 
65. Courts PLC 0.57 0.59 0.83 0.84 0.46 0.47 0.72 0.74 
66. Cropper (James) PLC 0.25 0.25 0.65 0.76 0.92 0.43 0.60 0.61 
67. Daniels (S) PLC 0.75 0.77 0.73 0.76 0.54 0.58 0.70 0.74 
68. DCS Group PLC 0.48 0.49 0.75 0.77 0.77 0.79 0.70 0.71 
69. De La Rue PLC 0.36 0.39 0.89 0.91 0.77 0.81 0.75 0.78 
70. De Vere Group PLC 0.86 0.87 0.86 0.84 0.69 0.67 0.84 0.83 
71. Diagonal PLC 0.10 0.09 0.80 0.81 0.62 0.59 0.62 0.63 

72. Dicom Group PLC 0.72 0.80 0.8 l 0.82 0.54 0.61 0.75 0.79 

73. Donatantonio PLC 0.42 0.37 0.77 0.79 0.54 0.54 0.67 0.68 

74. Druck Holdings PLC 0.56 0.69 0.54 0.67 0.31 0.35 0.51 0.63 
75. Dyson Group PLC 0.86 0.87 0.80 0.81 0.54 0.54 0.78 0.79 

76. Easyjet Airline Company Ltd 0.69 0.73 0.79 0.81 0.85 0.92 0.78 0.81 
77. EasyScreen PLC 0.75 0.78 0.68 0.70 0.46 0.46 0.66 0.68 
78. Ecsoft Group PLC 0.50 0.50 0.74 0.75 0.39 0.39 0.64 0.65 
79. Electrocomponents PLC 0.88 0.88 0.77 0.78 0.69 0.71 0.79 0.80 
80. Emap PLC 0.55 0.54 0.77 0.77 0.77 0.73 0.72 0.72 
81. Emerald Energy PLC 0.35 0.34 0.79 0.80 0.46 0.47 0.65 0.66 
82. Energy Technique PLC 0.50 0.49 0.69 0.72 0.23 0.23 0.58 0.61 
83. Ensor Holdings PLC 0.64 0.62 0.77 0.77 1.00 0.46 0.77 0.70 

84. Esporta PLC 0.94 0.95 0.78 0.90 0.69 0.65 0.80 0.83 

85. Eurocopy PLC 0.65 0.62 0.73 0.74 0.62 0.63 0.69 0.70 

86. European Colour PLC 0.62 0.61 0.76 0.78 0.39 0.37 0.68 0.70 

87. European Motor Holdings PLC 0.80 0.80 0.81 0.83 0.69 0.71 0.79 0.80 

88. Express Dairies PLC 0.71 0.71 0.84 0.83 0.85 0.92 0.81 0.82 

89. Fibemet Group PLC 1.00 1.00 0.74 0.74 0.77 0.79 0.79 0.79 
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90. Filtronic PLC 0.69 0.62 0.91 0.92 0.39 0.47 0.78 0.80 
91. Fitness First PLC 0.47 0.46 0.73 0.75 0.69 0.67 0.68 0.69 
92. FKIPLC 0.96 0.95 0.86 0.87 0.46 0.46 0.83 0.84 
93. Gallaher Group PLC 0.78 0.79 0.75 0.76 0.62 0.59 0.74 0.74 
94. Gaming International PLC 0.40 0.40 0.79 0.79 0.46 0.44 0.66 0.67 
95. Gaskell PLC 0.47 0.70 0.57 0.84 0.46 0.47 0,53 0.56 
96. GKN Pie 0.86 0.88 0.83 0.84 0.77 0.75 0.83 0.84 
97. Go-Ahead Group (The) PLC 0.94 0.94 0.91 0.92 0.85 0.86 0.90 0.91 
98. Goodwin PLC 0.23 0.22 0.79 0.80 0.23 0.23 0.60 0.60 
99. Great Portland Estates PLC 0.81 0.81 0.84 0.85 1.00 1.00 0.86 0.86 
100. Greene King PLC 0.64 0.64 0.82 0.83 0.77 0.79 0.77 0.78 
101. Gresham Computing PLC 0.46 0.59 0.61 0.76 0.46 0.46 0.56 0.61 
102. Gus PLC 0.52 0.54 0.79 0.80 0.77 0.75 0.73 0.74 
103. Hammerson PLC 1.00 1.00 0.95 0.92 0.69 0.65 0.92 0.89 
104. Hanson Group PLC 0.69 0.68 0.80 0.81 0.62 0.59 0.75 0.76 
105. Hartstone Group (The) PLC 0.83 0.83 0.77 0.78 0.39 0.37 0.71 0.73 
106. Harvey Nichols Group PLC 0.75 0.75 0.51 0.81 0.69 0.79 0.56 0.80 
107. Haynes Publishing Group PLC 0.46 0.56 0.59 0.82 0.62 0.60 0.56 0.61 
108. Helphire Group PLC 0.40 0.45 0.64 0.68 0.62 0.59 0.61 0.64 
109. High-Point Rendel Group PLC 0.39 0.38 0.78 0.79 0.62 0.66 0.69 0.71 
I 10. Howard Holdings PLC 0.25 0.26 0.50 0.86 0.39 0.38 0.45 0.51 
11 l. Hydro International PLC 0.58 0.58 0.75 0.87 0.39 0.37 0.67 0.69 
112. ICM Computer Group PLC 0.75 0.77 0.83 0.84 0.62 0.59 0.78 0.79 
l 13. Imperial Chemical Industries PLC 0.55 0.56 0.84 0.85 0.69 0.72 0.76 0.77 
114. Imperial Tobacco Group PLC 0.44 0.45 0.81 0.82 0.85 0.84 0.74 0.74 
115. Isotron PLC 0.64 0.69 0.72 0.83 0.54 0.58 0.67 0.71 
116. ITNETPLC 0.92 0.93 0.89 0.90 0.54 0.57 0.84 0.86 
I 17. Jazz FM PLC 0.42 0.41 0.64 0.66 0.39 0.37 0.56 0.58 
118. Johnson Service Group PLC 0.69 0.70 0.84 0.85 0.62 0.62 0.78 0.79 
119. Johnston Press PLC 0.68 0.69 0.83 0.85 0.85 0.87 0.80 0.81 

120. Jourdan PLC 0.46 0.46 0.72 0.83 0.62 0.62 0.66 0.69 
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121. Kelda Group PLC 0.50 0.49 0.73 0.75 0.77 0.73 0.69 0.69 
122. Keller Group PLC 0.59 0.59 0.74 0.74 0.69 0.71 0.70 0.70 
123. Kleeneze PLC 0.38 0.38 0.63 0.86 0.46 0.57 0.57 0.62 
124. Knowledge Management Software PLC 0.50 0.51 0.65 0.69 0.69 0.67 0.62 0.65 
125. Knowledge Support Systems Group PLC 0.47 0.45 0.83 0.84 0.69 0.67 0.73 0.73 
126. LA Fitness PLC 0.85 0.84 0.85 0.87 0.77 0.79 0.84 0.85 
127. Latham (James) PLC 0.12 0.11 0.84 0.86 0.3 l 0.30 0.61 0.63 
128. Leicester City PLC 0.42 0.66 0.48 0.72 0.46 0.59 0.46 0.50 
129. Lendu Holdings PLC 0.58 0.56 0.86 0.85 0.15 0.14 0.69 0.70 
130. Lex Service PLC 0.86 0.86 0.93 0.93 0.15 0.16 0.81 0.83 
131. Liberty International PLC 0.88 0.94 0.90 0.85 0.69 0.67 0.86 0.85 
132. Lincat Group PLC 0.62 0.62 0.78 0.80 0.39 0.40 0.69 0.71 
133. Linx Printing Technologies PLC 0.88 0.87 0.84 0.84 0.46 0.43 0.79 0.79 
134. Litho Supplies PLC 0.39 0.55 0.75 0.77 0.39 0.35 0.63 0.67 
135. LogicaPLC 0.95 0.96 0.86 0.86 0.77 0.79 0.87 0.87 
136. London Clubs International PLC 0.91 0.91 0.70 0.72 0.62 0.59 0.71 0.73 
137. London Merchant Securities PLC 0.67 0.68 0.80 0.81 0.62 0.65 0.74 0.76 
138. Lookers PLC 0.71 0.73 0.61 0.65 0.23 0.24 0.58 0.62 
139. LorienPLC 0.71 0.72 0.73 0.80 0.54 0.52 0.70 0.75 
140. Mallett PLC 0.83 0.07 0.61 0.71 0.39 0.37 0.61 0.51 
141. Manpower Software PLC 0.44 0.42 0.70 0.74 0.62 0.59 0.64 0.66 
142. Marks and Spencer PLC 0.40 0.40 0.89 0.90 0.85 0.86 0.80 0.81 

143. Mayhorn Group PLC 0.57 0.58 0.72 0.73 0.62 0.57 0.68 0.68 
144. Mayflower Corporation (The) Pie 1.00 1.00 0.86 0.87 0.69 0.65 0.86 0.87 
145. McAlphine (Alfred) PLC 0.53 0.48 0.78 0.8 I 0.54 0.51 0.70 0.71 
146. Mackay Securities PLC 0.75 0.83 0.63 0.84 0.15 0. 15 0.58 0.64 

147. Melrose Resources PLC 0.62 0.65 0.73 0.75 0.85 0.40 0.73 0.68 
148. Menzies (John) PLC 0.46 0.68 0.53 0.77 0.46 0.67 0.51 0.54 

149. MerantPLC 0.32 0.31 0.65 0.65 0.92 0.46 0.61 0.55 

150. Merchant Retail Group PLC 0.46 0.45 0.68 0.70 0.39 0.44 0.60 0.62 

151. Merivale Moore PLC 0.85 0.85 0.91 0.92 0.69 0.73 0.86 0.88 
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152. Mersey Docks and Harbour Company (The) 0.94 0.95 0.79 0.81 0.92 0.53 0.84 0.80 
153. Metalrax Group PLC 0.44 0.45 0.80 0.82 0.54 0.51 0.69 0.71 
154. Middlesex Holdings PLC 0.33 0.33 0.98 0.98 0.77 0.77 0.85 0.85 
155. Molins PLC 0.69 0.69 0.80 0.81 0.31 0.31 0.71 0.73 
156. Moss Brothers Group Pie 0.35 0.34 0.74 0.73 l.00 0.37 0.70 0.61 
157. Motion Media PLC 0.47 0.48 0.71 0.72 0.39 0.37 0.61 0.62 
158. Mucklow (A & J) Group PLC 0.23 0.22 0.89 0.89 0.69 0.71 0.74 0.75 
159. Nationwide Accident Repair Services PLC 0.57 0.57 0.89 0.88 0.62 0.59 0.78 0.78 
160. New Look Group PLC 0.58 0.58 0.50 0.73 0.46 0.58 0.51 0.59 
161. Nichols PLC 0.14 0.13 0.61 0.63 0.31 0.29 0.46 0.47 
162. Northern Foods PLC 0.72 0.69 0.89 0.89 0.69 0.69 0.82 0.82 
163. NovarPLC 0.40 0.62 0.89 0.90 0.62 0.59 0.74 0.82 
164. NXTPLC 0.30 0.30 0.77 0.78 0.46 0.42 0.63 0.64 
165. Onemonday Group PLC 0.24 0.24 0.81 0.82 0.46 0.42 0.64 0.65 
166. Osmetech PLC 0.25 0.28 0.58 0.71 0.46 0.48 0.50 0.60 
167. Oxford BioMedica PLC 0.53 0.50 0.76 0.77 0.23 0.25 0.63 0.64 
168. Pace Micro Technology PLC 0.67 0.69 0.79 0.79 0.77 0.79 0.76 0.77 
169. Parity Group PLC 0.29 0,29 0.86 0.86 0.54 0.63 0.70 0.72 

170. Parkwood Holdings PLC 0.44 0.44 0.77 0.78 0.62 0.59 0.67 0.67 

171. Patsystems PLC 0.38 0.39 0.76 0.77 0.46 0.46 0.64 0.65 

172. Pennon Group Pie 0.92 0.92 0.81 0.82 0.69 0.73 0.81 0.83 
173. Photo-Me International PLC 0.56 0.77 0.54 0.83 0.46 0.53 0.54 0.63 
174. PNC Tele.corn PLC 0.62 0.61 0.78 0.79 0.85 0.87 0.76 0.77 

175. PPL Therapeutics PLC 0.50 0.52 0.75 0.77 0.46 0.46 0.65 0.68 

176. Precoat International PLC 0.41 0.42 0.89 0.90 0.54 0.57 0.74 0.76 

177. Profile Therapeutics 0.85 0.84 0.77 0.80 0.85 0.73 0.80 0.80 

178. Project Telecom PLC 0.83 0.84 0.86 0.89 0.77 0.79 0.84 0.87 

179. Provalis PLC 0.81 0.82 0.77 0.78 0.62 0.59 0.76 0.77 

180. Psion PLC 0.56 0.57 0.82 0.85 0.46 0.46 0.72 0.75 

181. QS Group PLC 0.35 0.48 0.57 0.81 0.69 0.72 0.53 0.61 

182. Queens Moat Houses PLC 0.60 0.60 0.82 0.84 0.54 0.51 0.73 0.75 
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183. Quintain Estates & Development PLC 0.43 0.42 0.93 0.94 0.77 0.79 0.79 0.80 
184. Radamec Group PLC 0.52 0.30 0.60 0.67 0.31 0.43 0.48 0.53 
185. Radstone Technology PLC 0.73 0.73 0.70 0.72 0.62 0.65 0.69 0.72 
186. Rage Software PLC 0.28 0.26 0.73 0.74 0.69 0.71 0.61 0.62 
187. Rank Group (The) PLC 0.91 0.91 0.76 0.78 0.92 0.65 0.81 0.79 
188. Renishaw PLC 0.56 0.79 0.56 0.83 0.39 0.41 0.54 0.59 
189. Reuters Group PLC 0.76 0.78 0.70 0.74 0.54 0.59 0.70 0.74 
190. Rexam PLC 0.64 0.64 0.89 0.89 0.62 0.59 0.80 0.80 
191. Ricardo PLC 0.75 0.74 0.74 0.77 0.54 0.54 0.71 0.74 
192. RMC Group Plc 0.94 0.95 0.77 0.79 0.77 0.73 0.80 0.81 
193. RPC Group PLC 0.65 0.70 0.71 0.75 0.69 0.71 0.70 0.74 
194. Safeland PLC 0.19 0.19 0.86 0.87 0.39 0.38 0.67 0.69 
195. Salvesen (Christian) PLC 0.36 0.37 0.78 0.80 0.77 0.79 0.69 0.71 
196. Scapa Group PLC 0.60 0.62 0.74 0.77 0.46 0.50 0.67 0.71 
197. Sci Entertainment Group PLC 0.33 0.32 0.71 0.72 0.77 0.79 0.65 0.66 
198. Scottish & Newcastle PLC 0.86 0.87 0.86 0.87 0.62 0.63 0.83 0.84 
199. SDL Pie 0.56 0.92 0.79 0.80 0.85 0.74 0.74 0.77 
200. Semple Cochrane PLC 0.07 0.07 0.76 0.78 0.77 0.79 0.64 0.65 
201. Shanks Group PLC 0.64 0.66 0.86 0.87 0.92 0.92 0.81 0.82 
202. Shoprite Group PLC 0.31 0.30 0.61 0.67 0.85 0.11 0.60 0.52 
203. SIG PLC 0.71 0.73 0.71 0.72 0.85 0.71 0.73 0.72 
204. Silk Industries PLC 0.3 I 0.26 0.50 0.52 0.92 0.36 0.53 0.45 
205. Sirdar PLC 0.38 0.52 0.59 0.87 0.39 0.57 0.52 0.59 

206. Six Continents PLC 0.52 0,52 0.79 0.80 0.92 0.38 0.75 0.69 

207. SkyePhanna PLC 0.88 0.89 0.83 0.84 0.69 0.71 0.81 0.83 

208. Slough Estates PLC 0.56 0.59 0.84 0.85 0.31 0.32 0.72 0.74 

209. Smart (J) & Co (Contractors) PLC 0.46 0.45 0.65 0.66 0.15 0.16 0.54 0.56 

210. Smith & Nephew PLC 0.39 0.42 0.60 0.62 0.46 0.46 0.54 0.56 

211. Somerfield PLC 0.94 0.95 0.83 0.84 0.92 0.92 0.86 0.87 

212. Soectris PLC 0.72 0.48 0.60 0.62 0.69 0.64 0.64 0.59 

213. Sportech PLC 0.39 0.39 0.81 0.82 0.92 0.55 0.76 0.71 
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214. St Ives PLC 0.77 0.77 0.84 0.86 0.77 0.86 0.82 0.84 
215. Spirent PLC 0.74 0.75 0.76 0.77 0.54 0.58 0.73 0.75 

216. Superscape VR PLC 0.80 0.61 0.74 0.75 0.46 0.31 0.71 0.67 
217. Sygen International Group PLC 0.50 0.46 0.75 0.78 0.85 0.87 0.72 0.73 
218. Syltone PLC 0.56 0.56 0.70 0.72 0.15 0.16 0.60 0.62 
219. Synstar PLC 0.67 0.68 0.86 0.86 0.62 0.60 0.78 0.79 
220. Stagecoach Holdings PLC 0.72 0.85 0.83 0.84 0.85 0.71 0.81 0.83 
221. Tarsus Group PLC 0.50 0.50 0.61 0.89 0.62 0.59 0.59 0.78 
222. Ted Baker PLC 0.44 0.38 0.68 0.70 0.46 0.46 0.61 0.61 
223. Telemetrix PLC 0.60 0.62 0.88 0.87 0.92 0.58 0.84 0.79 
224. Telspec PLC 0.74 0.18 0.73 0.67 0.62 0.59 0.66 0.57 
225. The Terence Chapman Group PLC 0.53 0.53 0.89 0.88 0.77 0.79 0.80 0.63 
226. Thomtons PLC 0.46 0.49 0.69 0.85 0.77 0.76 0.67 0.77 
227. Toad PLC 0.40 0.39 0.84 0.84 0.15 0.17 0.64 0.66 
228. Torotrak PLC 0.68 0.30 0.83 0.85 0.85 0.57 0.80 0.68 
229. Toye&Co PLC 0.33 0.53 0.69 0.75 0.54 0.53 0.54 0.68 
230. Travis Perkins PLC 0.59 0.58 0.89 0.89 0.69 0.84 0.79 0.81 
23 l. TTP Communications PLC 0.69 0.67 0.85 0.86 0.85 0.87 0.82 0.83 
232. UCM Group PLC 0.50 0.50 0.73 0.75 0.77 0.43 0.67 0.66 
233. Ulster Television PLC 0.53 0.53 0.81 0.82 0.54 0.51 0.72 0.72 
234. Ultra Electronics Holdings PLC 0.44 0.44 0.77 0.71 0.62 0.51 0.62 0.62 
235. UMECOPLC 0.76 0.57 0.89 0.91 0.85 0.58 0.86 0.78 
236. Uniq PLC 0.62 0.62 0.88 0.89 0.92 0.81 0.83 0.82 

237. United Utilities PLC 0.50 0.51 0.75 0.79 0.77 0.79 0.71 0.73 

238. Universal Salvage PLC 0.71 0.71 0.90 0.91 0.69 0.71 0.83 0.84 

239. Victoria PLC 0.57 0.34 0.73 0.80 0.23 0.23 0.53 0.57 

240. Viridian Group PLC 0.62 0.62 0.81 0.83 0.77 0.79 0.78 0.79 

241. VislinkPLC 0.52· 0.53 0.73 0.74 0.62 0.59 0.66 0.67 
242. Vitec Grouo PLC 0.58 0.59 0.79 0.81 0.69 0.45 0.73 0.72 

243. Wagon PLC 0.75 0.74 0.74 0.76 0.62 0.65 0.72 0.74 

244. Waste Recycling Group PLC 0.68 0.67 0.93 0.93 0.69 0.71 0.83 0.84 
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245. Weir Group PLC 0.26 0.26 0.74 0.77 0.62 0.23 0.63 0.61 
246. Westbury PLC 0.69 0.69 0.86 0.87 0.54 0.58 0.77 0.79 
247. Wetherspoon (J D) PLC 0.85 0.70 0.82 0.84 0.77 0.79 0.82 0.81 
248. Whitbread PLC 0.69 0.68 0.91 0.91 0.92 0.95 0.88 0.88 
249. Whitehead Mann Group PLC 0.80 0.80 0.77 0.78 0.69 0.73 0.76 0.78 
250. Whittard of Chelsea PLC 0.60 0.12 0.75 0.67 0.85 0.42 0.56 0.53 
251. Wiggins Group PLC 0.61 0.22 0.95 0.84 0.54 0.53 0.82 0.69 
252. Wilson Connolly Holdings PLC 0.65 0.65 0.88 0.84 0.85 0.63 0.80 0.78 
253. Xenova Group PLC 0.75 0.55 0.79 0.78 0.62 0.55 0.74 0.70 

254. Yates Group PLC 0.59 0.59 0.74 0.75 0.85 0.84 0.72 0.80 
255. Young & Co's Brewery PLC 0.75 0.74 0.85 0.77 0.85 0.69 0.78 0.76 
256. Yule Catto & Co PLC 0.48 0.47 0.75 0.77 0.39 0.38 0.64 0.65 
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Appendix 5: Tests for Differences in Mean Rating of Disclosure Items 
Between Early and Late Respondents 

Item of Disclosure M-WU- lndep. 
test T-test 

1. Management Discussion and Analysis 
Z-Value T-Value 

1. Brief description of business activities of compariv -.248 -.347
2. Financial highlight statement -.826 .853
3. Discussion ofbalance sheet position -.513 -.420 
4. Discussion of changes in capital structure or financing -2.127** -2.366** 
5. Discussion of cash flow position -.699 -.630 
6. Perceived trends within the business -.669 .183 
7.' Main factors influencing performance during the interim period -.467 .403 
8. Acquisitions of fixed assets -.057 .000 
9. Acquisitions of subsidiaries or other major investments -1.214 -1.009 
I0. Reasons for the acquisitions of subsidiaries or other investments -.449 .191 
11. Amount of goodwill on acquisition of a subsidiarv -1.361 -1.135 
12. Impact of acquisitions on current interim period results -.556 .804 
13. Expected impact of acquisitions of future results -.669 .679 
14. Disposals ofsubsidiaries or other major investments -.060 .462 
15. Reasons for the disposals of subsidiaries or other investments -.889 1.206 
16. Amount realised from the disposals -1.872* -1.414 
17. Impact of the disposals on current interim period results -.444 .447 
18. Description of current research and development projects -l.014 .873 
19. Current research and development expenditure -.397 .335 
20. Planned research and development expenditure -.171 .000 
21. Changes in directors -.915 .796 
22. Reasons for changes in directors -1.081 1.234 
23. Bibliography of the new directors -1.059 1.071 
24. Particulars of transactions involving directors -1.747 1.710 
25. Discussion of outlook for the remainder of the operating year -1.463 1.251 
26. Sales forecast for the second half or the year -.782 .873 
27. Profit or loss forecast for the second half or the year -.904 .946 
28. Assumptions underlying the sales and profit forecasts -1.163 1.252 
29. Order book or backlog information -.967 1.176 

2. Profit and loss account information items 

1. Amount of turnover for the interim period -.059 .337 

2. Disclosure of turnover of acquisitions -.212 .424 

3. Disclosure of turnover of discontinued operations -.397 .273 

4. Results of operations in the process of being discontinued -.892 -.927 

5. Disclosure of cost of sales or gross profit for the interim period -.230 .000 

6. Disclosure of total administrative expenses for the period -.230 -.172 

7. Depreciation charge for fixed assets for the period -.086 .157 

8. Disclosure of amount of ~oodwill amortised -.350 .797 

9. Operating profit or loss for the interim period -.855 1.086 

10. Disclosure of operating profit of acquisitions -.246 .000 

11. Disclosure of operating profit of discontinued operations -.028 -.144 

12. Share of associated companies' operating profit -.449 .164 

13. Share ofjoint venture companies' operating profit -.449 .164 

14. Disclosure ofgains or losses on disposal of assets -.532 -.387 
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Item of Disclosure M-WU- Indep. 
test T-test 

Z-Value T-Value 
Exceptional items 15. -.118 .182 
Interest payable less interest receivable (net) 16. -1.406 -.919 
Profit or loss on ordinary activities before tax 17. -1.768 -1.823 
Tax on profit or loss on ordinary activities 18. -1.123 -1.138 
Profit or loss on ordinary activities after tax 19. -1.114 -1.233 

20. Minority interests -.522 -.611 
Profit or loss for the period21. -.260 .000 
Dividends paid and proposed22. -.435 -.515 
Comparative figures for previous interim period 23. -.504 .347 

24. Comparative figures for the previous full financial year -.597 .623 
25. Dividend per share for the period -1.815* -2.122** 
26. Basic earnings per share for the interim period -1.161 -1.073 
27. Diluted earnings per share for the interim period -.267 -.208 
28. Statement of total recomised _gains and losses -1.207 -1.424 

3. Balance sheet information items 

Total amount of fixed assets1. -.057 .303 
Analysis of total fixed assets into component parts 2. -.860 .856 
Total amount of current assets -.0733. .000 

4. Analysis of total current assets into component parts -.014 .143 
5. Creditors: amounts falling due within one year -.178 .443 
6. Net current assets or liabilities -.178 .443 
7. -.640Total assets less current liabilities .846 
8. Creditors: amounts falling due after more than one year -1.906* 2.058** 
9. Provision for liabilities and charges -1.426 -1.023 
10. Total capital and reserves -1.413 1.645 
11. Analysis of capital and reserves into component parts -.056 .141 
12. -.416Minority interests in equity .688 
13. -.454Disclosure ofjoint venture share of goodwill .000 
14. .000Disclosure ofjoint venture share of gross assets -.438 
15. -.616Disclosure ofloans to joint venture companies -1.115 
16. -.550 -.161Disclosure ofjoint venture share of liabilities 
17. Comparative figures for previous interim period -1.219 1.522 
18. Comparative figures for the previous full financial year -1.065 1.388 
19. Reconciliation of movements in shareholders' funds -.140 .128 

4. Cash flow statement information items 

I. -2.070**Net cash inflow/outflow from operating activities -1.843* 
2. Total figure for return on investments and servicing finance -2.345** -2.259** 
3. -2.278**Breakdown of returns on investment and servicing finance into -2.337** 

the different categories 
4. Taxation paid -1.218 -1.378 
5. Total capital expenditure and financial investment figure -.370 .496 
6. -.403Breakdown of capital expenditure and financial investment into -.438 

different components 
7. Total amount of acquisitions and disposals -.542 .636 
8. Breakdown of acquisitions and disposal figure into the relevant -.838 -.797 

components 
9. Equity dividends paid -.086 .350 
10. Management of free liquid resources -.877 -.737 
11. Total amount of financing sources -.697 .811 
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Item of Disclosure M-WU-
test 

Indep. 
T-test 

Z-Value T-Value 
12. Analysis of financing sources figure into different types -.524 .769 
13. Increase/decrease in cash figure -1.585 -1.064 
14. Reconciliation of operating profit to operating cash flow -.919 .832 
15. Reconciliation ofmovements in cash to movement in net debt -.605 -.158 
16. Analysis of net debt/funds -1.193 -.834 
17. Cash flow figures for comparative interim period -.609 .465 
18. . Cash flow comparative figures for the previou's full financial 

year 
-1.281 1.116 

5. Segmental information items 

1. Analysis of turnover by business segment -.325 .380 
2. Analysis of turnover by geographic location -.216 .178 
,, 
.J. Analysis of profit or loss by geographic location -1.317 1.297 
4. Analysis of profit or loss by business segment -.454 .497 
5. Analysis of net assets by business segment -.620 .440 
6. Analysis of net assets by geographic location -1.218 1.145 

6. Accountin2 policies and other information items 

1. Statement to the effect that accounting policies are consistent 
with those in the annual accounts 

-1.263 1.300 

2. Description of the nature of any changes in accounting policy -1.015 -1.045 
3. Effects of changes in accounting policy on current results -.787 -.777 
4. Extent of compliance with ASB statement on interim reports -1.900* 1.933 
5. Basis of the tax computation -1.035 1.069 
6. Date on which it is approved by the board of directors -1.406 1.424 
7. Extent to which the information has been audited or reviewed -1.628 1.680 
8. Auditor review report included with the interim accounts -1.201 1.197 
9. Statement of number ofshares outstanding in the interim period -.254 .146 
10. Methods used in computing the basic earnings per share -1.564 1.493 
11. Methods used in computing the diluted earnings per share -.443 -.445 
12. Other notes to the financial statements -1.850* 1.846* 
13. Company financial calendar -.240 .097 

** Significant at the 5% level 
* Significant at the l 0% level 
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Appendix 6: Tests for Differences in the Perceived Importance of Items of Disclosure 
Qualification Experience Industry focus Type of institution 

Item of Disclosure Buy-side Vs Sell-side 

(Kruskal- (Kruskal- {Kruskal- M-WU- Independent 
Wallis test) Wallis test) Wallis test) test t-test 

Chi sq. Chi SQ. Chi sq. Z-Value T-Value 
I. Management Discussion and Analysis 

I. Brief description of business activities of company 4.21 l 6.568* 8.438* -2.392** -2.285** 
2. Financial highlight statement 20.447** .965 4.178 -1.318 1.321 
3. Discussion of balance sheet position 1.904 2.870 1.763 -.293 -0.457 
4. Discussion of changes in capital structure or financing 3.313 2.527 4.208 -.155 -0.416~ 

5. Discussion of cash flow position 10.815** 2.259 4.324 -1.171 -0.855-

6. Perceived trends within the business .508 2.195 5.319 -.846 -0.370 
7. Main factors influencing performance during the interim period .721 .425 6.938 -3.029** -3.700** 
8. Acquisitions of fixed assets 5.453 l.743 1 l.508** -1.217 -0.549 
9. Acquisitions of subsidiaries or other major investments 8.950** 1.763 6.621 -2.843** -2.332** 

10. Reasons for the acquisitions of subsidiaries or other investments 1.182 3.798 2.582 -2.512** -2.423** 

11. Amount of goodwill on acquisition of a subsidiary 10.601** 3.634 3.651 -.895 -0.654 

12. Impact of acquisitions on current interim period results 15.774** 1.979 10.348** -1.175 -0.868 

13. Expected impact of acquisitions of future results 1.085 8.345** 2.757 -2.820** -2.896** 

14. Disposals of subsidiaries or other major investments 10.194** 11.971** 5.844 -1.711* -1.273 

15. Reasons for the disposals of subsidiaries or other investments 13.892** 5.145 1.892 -1.522 -1.317 

16. Amount realised from the disoosals 7.901 ** 4.153 4.191 -1.159 -1.120 

17. Impact of the disposals on current interim period results 9.343** 3.220 17.485** -.697 -0.655 

I8. Description of current research and development projects .767 5.644 5.856 -.924 -0.540 

19. Current research and development expenditure .384 9.904** 11.149** -.258 0.023 

20. Planned research and develooment expenditure 1.198 10.877** 7.344 -.225 0.630 
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Item of Disclosure 

Qualification Experience Industry focus Type of institution 
Buy-side Vs Sell-side 

(Kruskal-
Wallis test) 

(Kruskal-
Wallis test) 

(Kruskal-
Wallis test) 

M-WU-
test 

Independent 
t-test 

Chi sa. Chi SQ. Chi sq. Z-Value T-Value 
21. Changes in directors 1.400 9.268** 4.048 -.052 0.377 
22. Reasons for changes in directors 1.129 4.146 6.805 

4.918 
-.497 0.157 

-1.724* -1.35923. Bibliography of the new directors 3.595 7.339* 
24. Particulars of transactions involving directors 5.498 2.105 

7.167* 
1.193 
2.989 

-.579 -0.435 
-0.45825. Discussion of outlook for the remainder of the operating year 12.023** -.396 

26. Sales forecast for the second half or the year 8.577** 1.789 4.404 -1.097 -0.967 
27. Profit d'r loss forecast for the second half or the year 11.050** l.205 4.534 -1.393 -1.456 
28. Assumptions underlying the sales and profit forecasts 8.693** 1.039 10.991 ** -1.371 -l.021 
29. Order book or backlog information 10.925** 2.240 11.840** -1.847* -0.840 

2. Profit and loss account information items 

30. Amount of turnover for the interim period 4.783 1.784 19.522** -2.495** -1.950* 
31. Disclosure of turnover of acquisitions 6.268* 3.336 18.347** -1.778* -1.354 
32. Disclosure of turnover of discontinued operations 12.220** 1.266 10.685** -1.591 -1.473 
33. Results ofoperations in the process of being discontinued 7.490* 1.730 .348 -1.204 -0.722 
34. 
35. 

Disclosure of cost of sales or gross profit for the interim period 12.692** 1.548 7.249 -2.117** -1.571 
Disclosure of total administrative expenses for the period 2.874 .987 10.137** -2.408** -2.038** 

36. Depreciation charge for fixed assets for the period 11.177** 3.751 12.285** -.556 0.076 

37. Disclosure of amount of goodwill amortised in the interim period 
Operating profit or loss for the interim oeriod 

6.588* 2.131 12.516** -.876 -0.438 

38. 5.034 1.854 6.330 -.815 -0.396 

39. Disclosure of operating profit of acquisitions 7.620* 3.374 13.980** -1.626 -l.355 
40. Disclosure of operating profit of discontinued operations 1.380 l.952 9.196* -1.365 -l.095 

41. Share of associated companies' operating profit 4.334 7.987** 1.653 -.763 -0.153 

42. Share ofioint venture companies' ooerating profit 9.378** 5.489 l.198 -.727 0.050 

43. Disclosure of gains or losses on disposal of assets 3.577 9.742** 9.816** -.714 -0.075 

44. Exceptional items 1.941 5.849 5.253 -.416 0.202 
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Qualification Experience industry focus Type of institution 

Item of Disclosure Buy-side Vs Sell-side 

(Kruskal- (Kruskal- (Kruskal- M-WU- Independent 
Wallis test) Wallis test) Wallis test) test t-test 

Chi so. Chi sq. Chi sq. Z-Value T-Value 
45. Interest payable less interest receivable (net) 2.269 2.180 3.715 -1.024 -0.697 
46. Profit or loss on ordinary activities before tax 1.042 3.865 5.367 -, 151 -0.652 
47. Tax on profit or loss on ordinary activities .319 14.779** 6.784 -605 -0.784 
48. Profit or loss on ordinary activities after tax l.015 10.021 ** 4.076 -.447 -0.717 
49. Minority interests 5.217 4.613 7.901 * -1.130 -1.176 
50. Profit or loss for the period 5.608 6.528* 7.797* -.125 -0.356 
51. Dividends paid and proposed 6,692* 6.296* l.329 -l.143 l.692* 
52. Comparative figures for previous interim period 4.116 1.641 9.995** -.861 -0.781 
53. Comparative figures for the previous full financial year 4.085 2.567 21.886** -1.602 -1.438 
54. Dividend per share for the period 5.681 4.531 2.352 -.977 1.551 
55. Basic earnings per share for the interim period 3.456 3.292 6.299 -.461 0.874 
56. Diluted earnings per share for the interim period .744 l.219 5.100 -.958 1.038 
57. Statement of total recognised gains and losses 1.962 1.005 6.018 -.704 0.631 

3. Balance sheet information items 

58. Total amount of fixed assets 6.809* 1.413 26.761 ** -1 .466 -0.722 

59. Analysis of total fixed assets into component parts 8.985** 3.675 19.044** -1.702* -1.255 

60. Total amount of current assets 14.891** .455 9.172* -l.109 -0.455 

61. Analysis of total current assets into component parts 13.755** 5.835 15.879** -.166 0.863 

62. Creditors: amounts falling due within one year 13.187** .262 6.576 -.620 0.458 

63. Net current assets or liabilities 11.353** .515 5.039 -.322 0.700 
64. Total assets less current liabilities 9.698** 6.291 * 3.246 -1.024 -0.064 
65. Creditors: amounts falling due after more than one vear 12.029** 5.973 2.671 -.011 0.919 
66. Provision for liabilities and charges 8.387** 4.392 1.868 -1.251 -0.587 

67. Total capital and reserves 6.912* 6.343* l l.434** -2.819** -1.504 
68. Analysis of capital and reserves into component parts 5.869 1.606 13.518** -1.951 * -0.971 
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Wallis test) Wallis test) Wallis test) test t-test 
Chi SQ. Chi sq. Chi sq. Z-Value T-Value 

69. Minority interests in equity 6.398* 1.079 13.280** -.919 -0.363 
70. Disclosure ofjoint venture share of goodwill 5.377 l.681 5.114 -.078 0.520 
71. Disclosure of joint venture share of gross assets 6.277* 1.565 5.658 -.326 0.776 
72. Disclosure of loans to joint venture companies 10.013** 1.424 7.298 -1.031 1.249 
73. Disclosure of joint venture share of liabilities 6.242* 5.232 11.698** -1.l 17 1.281 
74. Comparative figures for previous interim period 11.582** 3.444 2.078 -1.157 -0.621 
75. Comparative figures for the previous full financial year 12.705** 3.578 3.525 -l.188 -0.630 
76. Reconciliation of movements in shareholders' funds 13.802** 1.670 7.101 -.553 -0.182 

4. Cash flow statement information items 

77. Net cash inflow/outflow from operating activities 4.222 7.669* .600 -1.289 0.631 
78. Total figure for return on investments and servicing finance .640 9.323** 6.673 -1.425 -l.295 
79. Breakdown of returns on investment and servicing finance into the 11.167** 9.808** 3.528 -1.077 1.082 

different categories 
80. Taxation paid 7.324* 6.347* 7.272 -.201 0.785 
81. Total capital expenditure and financial investment figure 13.013** 4.533 8.172* -.485 -0.033 
82. Breakdown of capital expenditure and financial investment into 9.142** 7.221 * 8.870* -.224 0.739 

different components 
83. Total amount of acquisitions and disposals 10.840** 6.030 6.495 -.342 0.439 

84. Breakdown of acquisitions and disposal figure into the relevant 19.620** 5.431 .537 -.961 1.453 
components 

85. Equity dividends paid 3.159 4.999 3.044 -2.065** 2.560** 

86. Management of free liquid resources 6.661 * 2.616 3.265 -.761 0.707 

87. Total amount of financing sources 15.120** 2.878 11.306** -.022 0.616 

88. Analysis of financing sources figure into different types 13.384** .387 5.140 -1.146 -0.603 

89. Increase/decrease in cash figure 13.992** 3.150 2.967 -.654 1.159 
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Item of Disclosure 
Qualification Experience Industry focus Type of institution 

Buy-side Vs Sell-side 

(Kruskal-
Wallis test) 

(Kruskal-
Wallis test) 

(Kruskal-
Wallis test) 

M-WU-
test 

Independent 
t-test 

Chi SQ. Chi sq. Chi sq. Z-Value T-Value 
llO. Methods used in computing the basic earnings per share 2.129 7.801 ** 6.384 -l .895* -l.682* 
111. Methods used in computing the diluted earnings per share 1.375 8.426** 6.442 -.875 -0.589 
112. Other notes to the financial statements .321 5.542 5.957 -.011 0.113 
113. Company financial calendar 2.324 5.122 7.374 -.827 0.726 

**. Significant at the 5% level 

*. Significant at the I0% level 
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Appendix 7: Compliance with Mandatory (LSE) Disclosure Requirements 
Item Number of companies Previous studies 

Number Disclosure Item Disclosed Not Non- Disclose Not Non- Lunt, Hussey & 
I Disclosed applicable Disclose applicable 1982 Woolfe, 

1994 
1. Amount of turnover for the interim period 262 0 0 100.0% 0.0% 0.0% 94.0% 99.6% 

2. Exceptional items 133 104 25 56.1% 43.9% 9.8% 2.0% 34.5% 

3. Profit or loss on ordinary activities before tax 261 l 0 99.6% 0.4% 0.0% 95% 98.2% 

4. Tax on profit or loss on ordinary activities 257 5 0 98.1% 1.9% 0.0% 95% 100.0% 

5. Profit or loss on ordinary activities after tax 258 4 0 98.5% 1.5% 0.0% NA Na 

6. Minority interests 98 149 15 39.7% 60.3% 5.9% 42% 34.5% 

7. Profit or loss for the period 256 6 0 97.7% 2.3% 0.0% Na 29.6% 

8. Dividends paid and proposed 179 70 13 71.9% 28.1% 5.1% 99% 95.1% 

9. Comparative figures for previous interim period 262 0 0 100.0% 0.0% 0.0% 99% 99.1% 

10. Basic earnings per share for the interim period 261 1 0 99.6% 0.4% 0.0% 54% 99.1% 

11. Statement to the effect that accounting policies are 235 27 0 89.7% 10.3% 0.0% Na Na 
consistent with those in the annual accounts 

12. Description of the nature of any changes in 105 152 5 40.9% 59.1% 2.0% Na Na 
accounting policy 

13. Mafo factors influencing performance during the 179 74 9 70.8% 29.2% 3.5% Na Na 
interim period 

14. Discussion of outlook for the remainder of the 244 18 0 93.1% 6.9% 0.0% Na Na 

operating year 
15. Auditor review report included with the interim 169 89 4 65.5% 34.5% 1.6% Na Na 

accounts 
16. Other notes to the financial statements 165 97 0 63.0% 37.0% 0.0% Na Na 
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Appendix 8: Compliance with Accounting Standards Board (ASB, 1997) Statement on Interim Reports 
Item Number of companies % 
Number Item of disclosure Disclosed Not Non- Disclose Not Non-

Disclosed applicable Disclose aoolicable 
I. Management Discussion and Analysis 

1. Brief description of business activities of company 230 32 0 87.8% 12.2% 0.0% 

2. Discussion of balance sheet position 158 104 0 60.3% 39.7% 0.0% 

3. Discussion of changes in capital structure or financing 122 138 2 46.9% 53.1% 0.8% 
4. Discussion of cash flow position 151 111 0 57.6% 42.4% 0.0% 
5. Perceived trends within the business 213 49 0 81.3% 18.7% 0.0% 
6. Main factors influencing performance during the interim period 179 74 9 70.8% 29.2% 3.5% 
7. Acquisitions of fixed assets 97 98 67 49.7% 50.3% 26.2% 
8. Acquisitions of subsidiaries or other maior investments 101 12 149 89.4% 10.6% 58.2% 
9. Disposals of subsidiaries or other major investments 72 22 168 76.6% 23.4% 65.6% 
10. Discussion of outlook for the remainder of the operating year 244 18 0 93.1% 6.9% 0.0% 

2. Financial statements disclosure items 
2.1 Profit and Loss Account items 

11. Amount of turnover for the interim period 262 0 0 100.0% 0.0% 0.0% 

12. Disclosure of turnover of acquisitions 36 64 162 36.0% 64.0% 63.3% 

13. Disclosure of turnover of discontinued operations 56 22 184 71.8% 28.2% 71.9% 

14. Operating profit or loss for the interim period 259 2 I 99.2% 0.8% 0.4% 

15. Disclosure of operating profit of acquisitions 35 61 166 36.5% 63.5% 64.8% 

16. Disclosure of operating profit of discontinued operations 55 21 186 72.4% 27.6% 72.7% 

17. Exceptional items 133 104 25 56.1% 43.9% 9.8% 

18. Interest payable less interest receivable (net) 259 3 0 98.9% l.1% 0.0% 

19. Profit or loss on ordinary activities before tax 261 1 0 99.6% 0.4% 0.0% 

20. Tax on profit or loss on ordinary activities 257 5 0 98.1% 1.9% 0.0% 
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Item 
Number 

21. 
22. 
23. 
24. 
25. 

Item of disclosure 

Profit or loss on ordinary activities after tax 
Minority interests 
Profit or loss for the period 
Dividends paid and proposed 
Comparative figures for previous interim period 262 

Number of companies 
Disclosed Not 

Disclosed 
258 4 

98 149 
256 6 
179 70 

0 

Non-
annlicable 

0 
15 
0 

13 
0 

Disclose 

98.5% 
39.7% 
97.7% 
71.9% 

100.0% 

% 
Not 

Disclose 
1.5% 

60.3% 
2.3% 

28.1% 
0.0% 

Non-
applicable 

0.0% 
5.9% 
0.0% 
5.1% 
0.0% 

26. Comparative figures for the previous full financial year 256 6 0 97.7% 2.3% 0.0% 
27. 

29. 
30. 
31. 
32. 
33. 
34. 
35. 

Basic earnings per share for the interim period 261 1 0 99.6% 0.4% 0.0% 
28. 

2.2 Balance sheet items 

Total amount of fixed assets 
Total amount of current assets 

Net current assets or liabilities 
Total assets less current liabilities 

Statement of total recognized gains and losses 

Analysis of total current assets into component parts 
Creditors: amounts falling due within one year 

189 

260 
248 
256 
255 
256 
256 
241 

73 

2 
14 
6 
7 
6 
6 

19 

0 

0 
0 
0 
0 
0 
0 
2 

72.1% 

99.2% 
94.7% 
97.7% 
97.3% 
97.7% 
97.7% 
92.7% 

27.9% 

0.8% 
5.3% 
2.3% 
2.7% 
2.3% 
2.3% 
7.3% 

0.0% 

0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.8% 

36. 
37. 
38. 
39. 
40. 
41. 

Creditors: amounts falling due after more than one year 
Provision for liabilities and charges 
Total capital and reserves 
Minority interests in equity 
Comparative figures for previous interim period 
Comparative figures for the previous full financial year 
Reconciliation of movements in shareholders' funds 

218 
254 
103 
256 
261 
165 

42 
8 

154 
6 
1 

97 

2 
0 
5 
0 
0 
0 

83.8% 
96.9% 
72.7% 
97.7% 
99.6% 

·63.0% 

16.2% 
3.1% 

27.3% 
2.3% 
0.4% 

37.0% 

0.8% 
0.0% 
0.8% 
0.0% 
0.0% 
0.0% 

2.3 Cash flow statement items 

42. 
43. 
44. Taxation paid 

Net cash inflow/outflow from operating activities 
Total figure for return on investments and servicing finance 

262 
248 
245 

0 
14 
16 

0 
0 
l 

100.0% 
94.7% 
93.9% 

0.0% 
5.3% 
6.1% 

0.0% 
0.0% 
0.4% 
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Item Number of companies % 
Number Item of disclosure 

Disclosed Not Non- Disclose Not Non-
Disclosed applicable Disclose applicable 

45. Total amount ofacquisitions and disposals 150 11 101 93.2% 6.8% 39.5% 
46. Equity dividends paid 192 65 5 74.7% 25.3% 2.0% 
47. Management of free liquid resources 152 104 6 59.4% 40.6% 2.3% 
48. Total amount of financing sour~es 227 35 0 86.6% 13.4% 0.0% 
49. Increase/decrease in cash figure 260 2 0 99.2% 0.8% 0.0% 
50. Reconciliation of operating profit to operating cash flow 220 42 0 84.0% 16.0% 0.0% 
51. Reconciliation of movements in cash to movement in net debt 187 75 0 71.4% 28.6% 0.0% 
52. Analysis ofnet debt/funds 120 142 0 45.8% 54.2% 0.0% 
53. Cash flow figures for comparative interim period 262 0 0 100.0% 0.0% 0.0% 
54. Cash flow comparative figures for the previous full financial year 251 11 0 95.8% 4.2% 0.0% 

3. Accounting Policies and Other Jnformation 
3.1 Se2:mental information items 

55. Analysis of turnover by business segment 134 47 81 74.0% 26.0% 31.6% 
56. Analysis of turnover by geographic location 115 56 91 67.3% 32.7% 35.5% 
57. Analysis of profit or loss by geographic location 102 67 93 60.4% 39.6% 36.3% 
58. Analysis of profit or loss by business segment 130 51 81 71.8% 28.2% 31.6% 

3.2 Accountin2 policies and notes disclosure items 

59. Statement to the effect that accounting policies are consistent with 235 27 0 89.7% 10.3% 0.0% 
those in the annual accounts 

60. Description of the nature of any changes in accounting oolicv 105 152 5 40.9% 59.1% 2.0% 

61. Effects of changes in accounting policy on current results 98 159 5 38.1% 61.9% 2.0% 

62. Date on which it is approved by the board of directors 141 121 0 53.8% 46.2% 0.0% 

63. Extent to which the information has been audited or reviewed 186 76 0 71.0% 29.0% 0.0% 

64. Other notes to the financial statements 165 97 0 63.0% 37.0% 0.0% 

65. Company financial calendar 43 219 0 16.4% 83.6% 0.0% 
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Appendix 9: Voluntary Disclosure oflndividual Items in Interim Reports 
Item Number of companies % 

Number Item of disclosure Disclosed Not Non- Disclose Not Non-
Disclosed applicable Disclose applicable 

1. Manae:ement Discussion and Analysis 

I. Brief description of business activities of company 230 32 0 87.8% 12.2% 0.0% 
2. Financial highlight statement 172 90 0 65.6% 34.4% 0.0% 
3. Discussion of balance sheet position 158 104 0 60.3% 39.7% 0.0% 
4. Discussion of changes in capital structure or financing 122 138 2 46.9% 53.1% 0.8% 
5. Discussion of cash flow position 151 111 0 57.6% 42.4% 0.0% 
6. Perceived trends within the business 213 49 0 81.3% 18.7% 0.0% 
7. Acquisitions of fixed assets 97 98 67 49.7% 50.3% 26.2% 
8. Acquisitions ofsubsidiaries or other major investments 101 l2 149 89.4% 10.6% 58.2% 
9. Reasons for the acquisitions ofsubsidiaries or other investments 68 43 151 61.3% 38.7% 59.0% 
10. Amount of goodwill on acquisition of a subsidiary 11 98 153 10.1% 89.9% 59.8% 
11. Impact of acquisitions on current interim period results 64 45 153 58.7% 41.3% 59.8% 
12. Expected impact of acquisitions of future results 54 56 152 49.1% 50.9% 59.4% 
13. Disposals of subsidiaries or other maior investments 72 22 168 76.6% 23.4% 65.6% 
14. Reasons for the disposals of subsidiaries or other investments 43 52 167 45.3% 54.7% 65.2% 
15. Amount realised from the disposals 35 58 169 37.6% 62.4% 66.0% 

16. Impact of the disposals on current interim period results 40 51 171 44.0% 56.0% 66.8% 

17. Description of current research and development projects 32 44 186 42.1% 57.9% 72.7% 

18. Current research and development expenditure 23 53 186 30.3% 69.7% 72.7% 

19. Planned research and development expenditure 15 62 185 19.5% 80.5% 72.3% 

20. Changes in directors 73 2 187 97.3% 2.7% 73.0% 

21. Reasons for changes in directors 63 12 187 84.0% 16.0% 73.0% 
22. Biography of new directors 37 37 188 50% 50% 73.4% 

23. Particulars of transactions involving directors I 75 186 1.3% 98.7% 72.7% 
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Item Number of companies % 
Number Item of disclosure Disclosed Not Non- Disclose Not Non-

Disclosed applicable Disclose applicable 
24. Sales forecast for the second half or the year 133 129 0 50.8% 49.2% 0.0% 
25. Profit or loss forecast for the second half or the year 13 l 131 0 50.0% 50.0% 0.0% 
26. Assumptions underlying the sales and profit forecasts 125 136 l 47.9% 52.1% 0.4% 
27. Order book or backlog information 71 141 50 33.5% 66.5% 19.5% 

2. Financial statements disclosure items 
2.1 Profit and Loss Account items 

28. Disclosure of turnover of acquisitions 36 64 162 36.0% 64.0% 63.3% 
29. Disclosure of turnover of discontinued operations 56 22 184 70.3% 29.7% 73.4% 
30. Results of operations in the process of being discontinued 4 14 244 22.2% 77.8% 95.3% 
31. Disclosure of cost of sales or gross profit for the interim period 103 155 4 39.9% 60.1% 1.6% 
32. Disclosure of total administrative expenses for the oeriod 121 141 0 46.2% 53.8% 0.0% 
33. Depreciation charge for fixed assets for the period 32 230 0 12.2% 87.8% 0.0% 
34. Disclosure of amount of goodwill amortised in the interim period 112 111 39 50.2% 49.8% 15.2% 

35. Operating profit or loss for the interim period 259 2 I 99.2% 0.8% 0.4% 
36. Disclosure of operating profit of acquisitions 35 61 166 36.5% 63.5% 64.8% 

37. Disclosure of operating profit of discontinued operations 55 21 186 70.4% 29.6% 74.6% 

38. Share of associated companies' operating profit 56 5 201 91.8% 8.2% 78.5% 

39. Share ofjoint venture companies' operating profit 63 3 196 95.5% 4.5% 76.6% 

40. Disclosure ofgains or losses on disposal of assets 103 67 92 60.6% 39.4% 35.9% 

41. Interest payable less interest receivable (net) 259 3 0 98.9% 1.1% 0.0% 

42. Comparative figures for the previous full financial year 256 6 0 97.7% 2.3% 0.0% 

43. Dividend per share for the period 149 100 13 59.8% 40.2% 5.1% 

44. Diluted earnings per share for the interim period 236 26 0 90.1% 9.9% 0.0% 

45. Statement of total recognised gains and losses 189 73 0 72.1% 27.9% 0.0% 

2.2 Balance sheet items 

46. Total amount of fixed assets 260 2 0 99.2% 0.8% 0.0% 
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Item Number of companies % 
Number Item of disclosure Disclosed Not Non- Disclose Not Non-

Disclosed applicable Disclose annlicable 
47. Analysis of total fixed assets into component parts 244 18 0 93.1% 6.9% 0.0% 
48. Total amount of current assets 248 14 0 94.7% 5.3% 0.0% 
49. Analysis of total current assets into component oarts 256 6 0 97.7% 2.3% 0.0% 
50. Creditors: amounts falling due within one year 255 7 0 97.3% 2.7% 0.0% 
51. Net current assets or liabilities 256 6 0 97.7% 2.3% 0.0% 
52. Total assets less current liabilities 256 6 0 97.7% 2.3% 0.0% 
53. Creditors: amounts falling due after more than one year 241 19 2 92.7% 7.3% 0.8% 

54. Provision for liabilities and charges 218 42 2 83.8% 16.2% 0.8% 

55. Total capital and reserves 254 8 0 96.9% 3.1% 0.0% 

56. Analysis of capital and reserves into component parts 243 19 0 92.7% 7.3% 0.0% 

57. Minority interests in equity 103 154 5 40.1% 59.9% 2.0% 

58. Disclosure of joint venture share of goodwill 5 55 202 8.3% 91.7% 78.9% 
59. Disclosure ofjoint venture share of gross assets 37 22 203 62.7% 37.3% 79.3% 
60. Disclosure of loans to joint venture companies 8 47 207 14.5% 85.5% 80.9% 
61. Disclosure ofioint venture share of liabilities 39 20 203 66.1% 33.9% 79.3% 
62. Comparative figures for previous interim period 256 6 0 97.7% 2.3% 0.0% 
63. Comparative figures for the previous full financial year 261 I 0 99.6% 0.4% 0.0% 
64. Reconciliation of movements in shareholders' funds 165 97 0 63.0% 37.0% 0.0% 

2.3 Cash flow statement items 

65. Net cash inflow/outflow from operating activities 262 0 0 100.0% 0.0% 0.0% 

66. Total -figure for return on investments and servicing finance 248 14 0 94.7% 5.3% 0.0% 

67. Breakdown of returns on investment and servicing finance into 158 104 0 60.3% 39.7% 0.0% 

the different categories 
68. Taxation paid 245 16 I 93.9% 6.1% 0.4% 

69. Total capital exoenditure and financial investment figure 252 9 1 96.6% 3.4% 0.4% 

70. Breakdown of capital expenditure and financial investment into 162 99 I 62.1% 37.9% 0.4% 

different components 

71. Total amount of acquisitions and disposals 150 11 101 93.2% 6.8% 39.5% 
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Item Number of companies % 
Number Item of disclosure 

Disclosed Not Non- Disclose Not Non-
Disclosed applicable Disclose applicable 

72. Breakdown of acquisitions and disposal figure into the relevant 98 63 101 60.9% 39.1% 39.5% 
components 

73. Equity dividends paid 192 65 5 74.7% 25.3% 2.0% 
74. Management of free liquid resources 152 104 6 59.4% 40.6% 2.3% 
75. Total amount of financing sources 227 35 0 86.6% 13.4% 0.0% 
76. Analysis of financing sources figure into different types 183 79 0 69.8% 30.2% 0.0% 
77. Increase/decrease in cash figure 260 2 0 99.2% 0.8% 0.0% 
78. Reconciliation of operating profit to operating cash flow 220 42 0 84.0% 16.0% 0.0% 
79. Reconciliation of movements in cash to movement in net debt 187 75 0 71.4% 28.6% 0.0% 
80. Analysis of net debt/funds 120 142 0 45.8% 54.2% 0.0% 
81. Cash flow figures for comparative interim period 262 0 0 100.0% 0.0% 0.0% 
82. Cash flow comparative figures for the previous full financial year 251 11 0 95.8% 4.2% 0.0% 

3. Accounting Policies and Other Information 

3.1 Se2mental information items 

83. Analysis of turnover by business segment 134 47 81 74.0% 26.0% 31.6% 
84. Analysis of turnover by geographic location 115 56 91 67.3% 32.7% 35.5% 
85. Analysis of profit or loss by geographic location 102 67 93 60.4% 39.6% 36.3% 
86. Analysis of profit or loss by business segment 130 51 81 71.8% 28.2% 31.6% 
87. Analysis of net assets by business segment 34 129 99 20.9% 79.1% 38.7% 
88. Analysis of net assets by geographic location 23 133 106 14.7% 85.3% 41.4% 

3.2 Accountin2 policies and notes disclosure items 

89. Effects of changes in accounting policy on current results 98 159 5 38.1% 61.9% 2.0% 
90. Extent of compliance with ASB statement on interim reports 92 170 0 35.1% 64.9% 0.0% 

91. Basis of the tax computation 99 163 0 37.8% 62.2% 0.0% 
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Item 
Number Item of disclosure 

Number of companies % 
Disclosed Not 

Disclosed 
Non-

applicable 
Disclose Not 

Disclose 
Non-

aoolicable 
92. Date on which it is approved by the board of directors 141 12 l 0 53.8% 46.2% 0.0% 
93. Extent to which the information has been audited or reviewed 186 76 0 71.0% 29.0% 0.0% 
94. Statement of number of shares outstanding in the interim period 196 64 2 75.4% 24.6% 0.8% 
95. Methods used in computing the basic earnings per share 225 37 0 85.9% 14.1% 0.0% 
96. Methods used in computing the diluted earnings per share 197 65 0 75.2% 24.8% 0.0% 
97. Company financial calendar 43 219 0 16.4% 83.6% 0.0% 
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APPENDIX 10-1: NORMALITY ASSUMPTION ASSESSMENT: -

UNTRANSFORMED DATA: Unweighted Overall Disclosure 

Index 
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APPENDIX 10-2: NORMALITY ASSUMPTION ASSESSMENT: -

UNTRANSFORMED DATA: Unweighted Management 

Commentary Disclosure Index 
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APPENDIX 10-3: NORMALITY ASSUMPTION ASSESSMENT: -
UNTRANSFORMED DATA: Unweighted Financial Statement Disclosure 
Index 

Normal Q-Q Plot of FSINDEX 
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APPENDIX 10-4: NORMALITY ASSUMPTION ASSESSMENT: -

UNTRANSFORMED DATA: Unweighted Accounting Policies 

and Notes Disclosure Index 

Normal Q-Q Plot of APOINDEX 
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APPENDIX 10-5: NORMALITY ASSUMPTION ASSESSMENT: 
UNTRANSFORMED DATA: Weighted Management 
Commentary Disclosure Index 

Normal Q-Q Plot of WMCINDEX 
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APPENDIX 10-6: NORMALITY ASSUMPTION ASSESSMENT: -
UNTRANSFORMED DATA: Weighted Financial Statements Disclosure 
Index 

Normal Q-Q Plot of WFSINDEX 
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APPENDIX 10-7: NORMALITY ASSUMPTION ASSESSMENT: -
UNTRANSFORMED DATA: Weighted Accounting 
Policies and Notes Disclosure Index 

Normal Q-Q Plot of WAPOINDE 
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APPENDIX 10-8: NORMALITY ASSUMPTION ASSESSMENT: -
UNTRANSFORMED DATA: Weighted Overall Disclosure 
Index 

Normal Q-Q Plot of WOVEINDE 
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APPENDIX 11-1: NORMALITY ASSUMPTION ASSESSMENT: -

TRANSFORMED DATA: Unweighted Overall Disclosure 

Index 

Normal Q-Q Plot of LNOVEIND 
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APPENDIX 11-2: NORMALITY ASSUMPTION ASSESSMENT: -
TRANSFORMED DATA: Unweighted Financial 
Statement Disclosure Index 

Normal Q-Q Plot of LNFSINDE 
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APPENDIX 11-3: NORMALITY ASSUMPTION ASSESSMENT: -
TRANSFORMED DATA: Weighted Financial Statement 
Disclosure Index 
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APPENDIX 11-4: NORMALITY ASSUMPTION ASSESSMENT: -
TRANSFORMED DATA: Weighted Overall Disclosure 
Index 
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APPENDIX 12: MULTICOLLINEARITY: VARIATION INFLATION 
FACTOR AND TOLERANCE 

12-1: Regression Results for Overall Interim Disclosure Scores 
Panel A: Total assets as measure of company size 

R .758 F-ratio 21.662 
R2 .575 F Significance .000 
Ad_justed R2 .549 Durbin-Watson 2.122 
Standard error .067 

~ Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .637 .052 12.207 .000 
Total assets .019 .003 .206 3.307 .001 .458 2.112 
Listing status .053 .013 .206 4.058 .000 .688 1.444 
Gearing -.003 .004 -.032 -.732 .465 .906 1.104 
Profitability .005 .005 .045 .990 .323 .864 1.158 
Liquidity -.006 .006 -.050 -1.103 .271 .863 1.153 
Auditor involvement .021 .010 .107 2.209 .028 .751 1.332 
Acquisition .027 .010 .131 2.569 .011 .682 1.466 
CEO age -.002 .001 -.129 -2.802 .005 .843 1.186 
Dividend .022 .011 .103 1.987 .048 .656 1.525 
TechMARK .029 .011 .126 2.678 .008 .806 1.240 
Directors' shares -.006 .004 -.071 -1.378 .169 .674 1.483 
Institutional investors .011 .006 .087 1.859 .064 .815 1.226 
Prop. Of outside -.008 .019 -.021 -.415 .678 .678 1.475 
directors 
Audit Committee shares -021 .003 -.306 -5.977 .000 .677 1.477 
Company age -.005 .004 -.054 -1.087 .278 .720 1.388 

Panel B: Total sales as measure of company size 
R .749 F-ratio 19.075 
R2 .561 F Significance .000 
Adjusted R2 .531 Durbin-Watson 2.140 
Standard error .068 

~ Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .667 .053 12.514 .000 
Total sales .005 .003 .113 1.664 .097 .398 2.510 
Listing status .059 .013 .230 4.476 .000 .696 1.436 
Gearing -.003 .005 -.026 -.582 .561 .907 1.102 
Profitability .010 .006 .089 1.851 .065 .786 1.272 
Liquidity -.005 .006 -.038 -.786 .433 .771 1.297 
Auditor involvement .023 .010 .117 2.341 .020 .741 1.349 
Acquisition .029 .011 .146 2.812 .005 .680 1.471 
CEO age -.002 .001 -.134 -2.872 .004 .843 1.187 
Dividend .025 .012 .119 2.115 .035 .577 1.732 
TechMARK .030 .011 .127 2.663 ,008 .805 l.242 
Directors' shareholdings -.007 .005 -.079 -1.519 .130 .676 1.479 
Institutional investors .009 .006 .071 1.511 .132 .826 1.210 
Prop. Of outside .004 .019 .011 .212 .832 .711 1.406 
directors 
Audit Committee shares -.021 .004 -.307 -5.899 .000 .677 l.478 
Company age -.003 .005 -.037 -.727 .468 .714 1.386 
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12-2: Re!!:ression Results for Mana!!ement Commentarv Interim Disclosure Scores 

R 
Panel A: Total assets as measure of company size 

.569 F-ratio 7.664R2 .324 F Si!!nificance .000
Adiusted R2 .282 Durbin-Watson 2.041
Standard error .166 

p Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .572 .129 4.430 .000 
Total assets .019 .008 .179 2.284 .023 .458 2.182 
Listing status .087 .032 .182 2.692 .008 .688 1.454 
Gearing .019 .011 .097 1.743 .083 .906 1.104 
Profitability .021 .013 .093 1.624 .106 .864 1.158 
Liquidity -.021 .014 -.084 -1.477 .141 .863 1.158 
Auditor involvement -.028 .024 -.071 -1.159 .248 .751 1.332 
Acquisition .027 .026 .067 1.049 .295 .682 1.466 
CEO age -.001 .001 -.027 -.475 .635 .843 1.186 
Dividend .048 .027 .117 1.784 .076 .656 1.525 
TechMARK .136 .027 .292 4.933 .000 .806 1.240 
Directors' shares -.008 .011 -.049 -.763 .446 .674 1.483 
Institutional investors .011 .015 .044 .751 .453 .815 1.226 
Proo. of outside directors .011 .047 .015 .227 .821 .678 1.475 
Audit Committee shares -.013 .009 -.094 -1.461 .145 .677 1.477 
Comoanv ae:e -.016 .011 -.090 -1.433 .153 .720 1.388 

Panel B: Total sales as measure of comoanv size 
R .561 F-ratio 6.865 
R2 .315 F Si!mificance .000 
Adiusted R2 .269 Durbin-Watson 2.029 

Standard error .168 
p Std. Beta t-value Sig. Toler. VIF 

Error 
Variables 
(Constant) .620 .131 4.747 .000 

Total sales .008 .008 .089 1.052 .294 .398 2.510 

Listing status .098 .032 .194 3.031 .003 .696 1.436 

Gearing .020 .OJ1 .103 1.824 .069 .907 1.102 

Profitabilitv .029 .014 .129 2.144 .033 .786 1.272 

Liquidity -.019 .015 -.076 -1.254 .211 .771 1.297 

Auditor involvement -.024 .024 -.062 -.995 :321 .741 1.349 

Acquisition .033 .026 .082 1.261 .208 .680 1.471 

CEO age -.001 .001 -.032 -.549 .584 .843 1.187 

Dividend .056 .029 .134 1.906 .058 .577 1.732 

TechMARK .136 .028 .293 4.907 .000 .805 1.242 

Directors' shares -.010 .011 -.057 -.877 .381 .676 1.479 

Institutional investors .007 .015 .030 .509 .611 .826 1.210 

Prop. of outside directors .032 .046 .044 .689 .491 .711 1.406 

Audit Committee shares -.013 .009 -.095 -1.462 .145 .677 1.478 

Company age -.013 .011 -.073 -1.152 .250 .714 1.400 
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12-3· Reere · R l p· · I· ss,on esu ts for manc1a Statement Interim Disclosure Scores 
Panel A: Total assets as measure of company size 

R .689 F-ratio 13.478R" .474 F Si1111 ificance .000Adiusted R2 .439 Durbin-Watson 1.778
Standard error .675 

~ Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .658 .058 11.314 .000 
Total assets .003 .004 .051 .732 .465 .458 2.182 
Listing status .046 .015 .180 3.185 .002 .688 1.454 
Gearing -.004 .005 -.044 -.885 .377 .906 1.104 
Profitabilitv .001 .006 .010 .202 .840 .864 1.158 
Liquidity .003 .006 .022 .429 .668 .863 1.158 
Auditor involvement .012 .Oll .058 1.076 .283 .751 1.332 
Acquisition .033 .012 .160 2.826 .005 .682 1.466 
CEO age -.020 .001 -.153 -3.003 .003 .843 1.186 
Dividend .020 .012 .096 1.660 .098 .656 1.525 
TechMARK. .012 .012 .051 .985 .326 .806 1.240 
Directors' shares -.012 .005 -.134 -2.346 .020 .674 1.483 
Institutional investors .013 .007 .105 2.030 .043 .815 1.226 
Prop. Of outside -.004 .021 -.012 -.209 .835 .678 1.475 
directors 
Audit Committee shares -.022 .004 -.325 -5.708 .000 .677 1.477 
Company age .004 .005 .049 .887 .376 .720 1.388 

Panel B: Total sales as measure of company size 
R .688 F-ratio 13.435 
R2 .474 F Si1mificance .000 
Adjusted R2 .438 Durbin-Watson 1.802 
Standard error .075 

~ Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .659 .058 11.282 .000 
Total sales -.001 .004 -.031 -.418 .677 .398 2.510 
Listing status .051 .015 .197 3.494 .001 .696 1.436 
Gearing -.004 .005 -.043 -.863 .389 .907 1.102 

Profitability .001 .006 .008 .145 .885 .786 1.272 

Liquidity .001 .007 .010 .188 .851 .771 1.297 

Auditor involvement .014 .011 .069 1.259 .209 .741 1.349 

Acquisition .035 .012 .173 3.042 .003 .680 1.471 

CEO age -.020 .001 -.154 -3.003 .003 .843 1.187 

Dividend .026 .013 .123 1.999 .047 .577 1.732 

TechMARK .012 .012 .050 .964 .336 .805 1.242 

Directors' shareholdings -.01: .005 -.139 -2.437 .016 .676 1.479 

Institutional investors .012 .007 .098 1.889 .060 .826 1.210 

Prop. Of outside .002 .021 .004 .073 .942 .711 1.406 

directors 
Audit Committee shares -.022 .004 -.325 -5.693 .000 .677 1.478 

Company age .006 .005 .064 1.156 .249 .714 1.400 
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12-4: Re!!ression Results for Accountin!! Policies and Notes Interim Disclosure Scores 
Panel A: Total assets as measure of company size 

R .541 F-ratio 6.176 
Rl .293 F Sie:nificance .000 
Adjusted R2 .245 Durbin-Watson 1.802 
Standard error .171 

13 Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .716 .133 5.388 .000 
Total assets .026 .008 .246 3.062 .002 .458 2.182 
Listing status .023 .033 .045 .688 .492 .688 1.454 
Gearing -.026 .011 -.132 -2.308 .022 .906 1.104 
Profitability .0001 .013 .000 .004 .997 .864 1.158 
Liquidity -.032 .015 -.127 -2.176 .031 .863 1.158 
Auditor involvement .133 .025 .337 5.365 .000 .751 1.332 
Acquisition .015 .026 .038 .582 .561 .682 1.466 
CEO age -.001 .001 -.052 -.875 .383 .843 1.186 
Dividend -.019 .028 -.045 -.676 .500 .656 1.525 
TechMARK -.027 .028 -.057 -.938 .349 .806 1.240 
Directors' shares .026 .011 .151 2.278 .024 .674 1.483 
Institutional investors -.004 .015 -.015 -.249 .804 .815 1.226 
Prop. Of outside .001 .048 .002 .028 .978 .678 1.475 
directors 
Audit Committee shares .012 .009 -.087 -1.313 .190 .677 1.477 
Company age -.024 .011 -.138 -2.159 .032 .720 1.388 

Panel B: Total sales as measure ofcompanv size 
R .543 F-ratio 6.237 
R2 .295 F Significance .000 
Adjusted R2 .247 Durbin-Watson 1.830 
Standard error .171 

p Std. Beta t-value Sig. Toler. VIF 
Error 

Variables 
(Constant) .814 .133 6.112 .000 
Total Sales .026 .008 .274 3.178 .002 .398 2.510 
Listing status .025 .033 .048 .744 .457 .696 1.436 
Gearing -.025 .011 -.124 -2.165 .031 .907 1.102 
Profitability .019 .014 .085 1.392 .165 .786 1.272 
Liquidity -.020 .015 -.079 -1.282 .201 .771 1.297 
Auditor involvement .129 .025 .329 5.207 .000 .741 1.349 
Acquisition .014 .026 .035 .536 .592 .680 1.471 
CEO age -.002 .001 -.061 -1.033 .303 .843 1.187 
Dividend -.034 .030 -.082 -1.141 .255 .577 1.732 
TechMARK -.024 .028 -.052 -.856 .393 .805 1.242 
Directors' shares .025 .011 .148 2.241 .026 .676 1.479 
Institutional investors -.006 .015 -.024 -.402 .688 .826 1.210 

, Prop. of outside directors .015 .047 .021 .327 .744 .711 . 1.406 
Audit Committee shares -.012 .009 -.090 -1.365 .174 .677 1.478 
Company age -.025 .011 -.144 -2.237 .026 .714 1.400 
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12-5: Regression Results for Overall Weighted Interim Disclosure Scores 
Panel A: Total assets as measure of com11an, size 
R .728 F-ratio 16.849 
Rl .530 F Significance .000 
Adjusted R2 .499 Durbin-Watson 2.092 
Standard error .065 
Variables s SE Beta t-value Sig. Toler. VIF 
(Constant) .671 .051 13.213 .000 
Total assets .012 .003 .238 3.639 .000 .458 2.182 
Listing status .047 .013 .199 3.716 .000 .688 1.454 
Gearing -.003 .004 -.036 -.771 .441 .906 1.104 
Profitability -.002 .005 -.021 -.441 .660 .864 1.158 
Liquidity -.013 .006 -.109 -2.292 .023 .863 1.158 
Auditor involvement .021 .009 .115 2.245 .026 .751 1.332 
Acquisition .024 .010 .131 2.430 .016 .682 1.466 
CEO age -.001 .001 -.122 -2.533 .012 .843 1.186 
Dividend .027 .011 .138 2.520 .012 .656 1.525 
TechMARK .027 .011 .122 2.469 .014 .806 1.240 
Directors' shares -.006 .004 -.072 -1.328 .185 .674 1.483 
Institutional investors .015 .006 .128 2.599 .010 .815 1.226 
Prop. of outside directors -.015 .018 -.043 -.796 .427 .678 1.475 
Audit Committee shares -.012 .003 -.188 -3.484 .001 .677 1.477 
Company age -.006 .004 -.073 -1.407 .161 .720 1.388 

Panel B: Total sales as measure of company size 
R .714 F-ratio 15.571 
Rl .510 F Significance .000 
Adiusted R2 .478 Durbin-Watson 2.084 
Standard error .067 
Variables B SE Beta t-value Sig. Toler. VIF 
(Constant) .702 .052 13.499 .000 
Total sales .006 .003 .126 1.761 .079 .398 2.510 
Listing status .054 .013 .227 4.182 .000 .696 1.436 
Gearin_g -.003 .004 -.029 -.606 .545 .907 1.102 
Profitability .003 .006 .030 .579 .563 .786 1.272 
Liquidity -.011 .006 -.097 -1.880 .061 .771 1.297 
Auditor involvement .023 .010 .126 2.397 .017 .741 1.349 
Acquisition .028 .010 .149 2.707 .007 .680 1.471 
CEO age -.002 .001 -.129 -2.607 .010 .843 1.187 
Dividend .031 .012 .158 2.655 .008 .577 1.732 
TechMARK .027 .011 .123 2.449 .015 .805 1.242 
Directors' shares -.007 .004 -.082 -1.484 .139 .676 1.479 
Institutional investors .013 .006 .109 2.195 .029 .826 1.210 
Prop. of outside directors -.002 .018 -.005 -.096 .924 .711 1.406 
Audit Committee shares -.012 .003 -.189 -3.435 .001 .677 1.478 
Company age -.004 .004 -.053 -.986 .325 .714 1.400 
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12-6: Re2ression Results for Weighted Mana2:ement Commentary Disclosure Scores I 

Panel A: Total assets as measure of company size ' 
R .558 F-ratio 6.739 · R2 .311 F Si2:nificance .000'
Adjusted R2 .265 Durbin-Watson 2.180
Standard error .178 
Variables B SE Beta t-value Sig. Toler. VIF 
(Constant) .587 .139 4.235 .000 
Total assets -.027 .009 .244 3.070 .002 .458 2.182 
Listing status .081 .035 .151 2.337 .020 .688 l.454 
Gearing .015 .012 .073 1.295 .196 .906 1.104 . 
Profitability -.010 .015 .042 .718 .473 .864 1.158 
Liquidity -.031 .015 -.116 -2.012 .045 .863 1.158 
Auditor involvement -.017 .026 -.041 -.659 .511 .751 1.332 
Acquisition -.023 .027 .055 .849 .397 .682 1.466 
CEO age -.001 .002 -,038 -.651 .515 .843 1.186 
Dividend -.061 .029 .140 2.107 .036 .656 l.525 
TechMARK .116 .029 .236 3.953 .000 .806 1.240 
Directors' shares -.005 .012 -.029 -.439 .661 .674 1.483 
Institutional investors .015 .016 .056 .948 .344 .815 1.226 
Prop. of outside directors -.021 .050 -.028 -.429 .668 .678 1.475 
Audit Committee shares -.012 .009 -.085 -1.308 .192 .677 1.477 
Prop of audit committee -.008 .038 -.013 -.215 .830 .742 1.347 
Company age -.023 .012 -.122 -1.933 .054 .720 1.388 

Panel B: Total sales as measure of company size 
R .541 F-ratio 6.183 
R2 .293 F Significance .000 
Adiusted R2 .245 Durbin-Watson 2.136 

Standard error .181 
Variables 13 SE Beta t-value Sig. Toler. VIF 

(Constant) .665 .141 4.714 .000 

Total sales .015 .009 .151 1.748 .082 .398 2.510 

Listing status .094 .035 .176 2.703 .007 .696 1.436 

Gearing .017 .012 .081 1.410 .160 .907 1.102 

Profitability .025 .015 .098 1.599 .111 .786 1.272 

Liquidity -.026 .016 -.098 -1.586 .114 .771 1.297 

Auditor involvement -.013 .026 -.032 -.514 .608 .741 1.349 

Acquisition .030 .028 .070 1.067 .287 .680 1.471 

CEO age -.001 .002 -.045 -.757 .450 .843 l.187 

Dividend .067 .031 .152 2.119 .035 .577 1.732 

TechMARK .118 .030 .239 3.935 .000 .805 1.242 

Directors' shares -.007 .012 -.038 -.571 .569 .676 1.479 

Institutional investors .010 .016 .039 .655 .513 .826 1.210 

Prop. of outside directors .006 .049 .008 .118 .906 .711 1.406 

-.087 -1.315 .190 .677 1.478 
Audit Committee shares -.012 .009 

-.020 .012 -.105 -1.634 .104 .714 1.400 
Company age 
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12-7: Re!!ression Results for Wei!!hted Financial Statement Disclosure Scores 
Panel A: Total assets as measure of company size 
R .673 F-ratio 13.216 
R2 .452 F Si2nificance .000 
Adjusted R2 .418 Durbin-Watson 1.871 
Standard error .070 
Variables 13 SE Beta t-value Sig. Toler. VIF 
(Constant) .760 .051 15.011 .000 
Total assets .006 .003 .158 1.887 .060 .458 2.182 
Listing status .032 .013 .173 2.532 .012 .688 1.454 
Gearing -.005 .004 -.064 -1.079 .282 .906 1.104 
Profitability -.007 .005 -.076 -1.242 .215 .864 1.158 
Liquidity -.005 .006 -.054 -.876 .382 .863 1.158 
Auditor involvement .003 .009 .020 .302 .763 .751 1.332 
Acquisition .015 .010 .100 1.450 .148 .682 1.466 
CEO age -.001 .001 -.100 -1.617 .107 .843 1.186 
Dividend .023 .011 .153 2.179 .030 .656 1.525 
TechMARK .007 .011 .039 .609 .543 .806 1.240 
Directors' shares -.007 .004 -.112 -1.620 .107 .674 1.483 
Institutional investors .009 .006 .098 1.557 .121 .815 1.226 
Prop. of outside directors -.022 .018 -.085 -1.227 .221 .678 1.475 
Audit Committee shares .001 .003 .023 .329 .742 .677 1.477 
Company age -.0003 .004 -.005 -.072 .943 .720 1.388 

Panel B: Total sales as measure of company size 
R .670 F-ratio 13.052 
Rl .449 F Significance .000 
Adjusted R2 .415 Durbin-Watson 1.887 
Standard error .070 
Variables 13 SE Beta t..:value Sig. Toler. VIF 
(Constant) .666 .055 12.185 .000 
Total sales .0001 .003 .002 .029 .977 .403 2.479 
Listing status .046 .014 .195 3.414 .001 .704 1.420 
Gearin_g -.006 .005 -.067 -1.336 .183 .911 1.098 
Profitability -.002 .006 -.021 -.389 .698 .787 1.271 
Liquidity .004 .006 .033 .604 .546 .772 1.295 
Auditor involvement .013 .010 .068 1.232 .219 .746 1.340 
Acquisition .028 .011 .151 2.597 .010 .682 1.466 
CEO age -.002 .001 -.149 -2.859 .005 .845 1.183 
Dividend .026 .012 .135 2.150 .033 .579 1.728 
TechMARK .011 .012 .050 .932 .352 .806 1.241 
Directors' shares -.013 .005 -.161 -2.773 .006 .677 1.477 
Institutional investors .011 .006 .098 1.861 .064 .828 1.208 
Prop. of outside directors -.003 .018 -.010 -.190 .849 .858 1.165 
Audit Committee shares -.018 .004 -.293 -5.057 .000 .685 1.461 
Company age .006 .005 .074 1.311 .191 .715 1.399 
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12-8: Regression Results for Weighted Accounting Policies and Notes Disclosures 
Panel A: Total assets as measure of company size 
R .631 F-ratio 9.907 
R2 .399 F Si2nificance .000 
Adjusted R2 .359 Durbin-Watson 1.968 
Standard error .146 
Variables B SE Beta t-value Sig. 

.000 
Toler VIF 

(Constant) .659 .054 12.096 
Total assets .004 .003 .181 1.164 .246 .474 2.112 
Listing status .042 .014 .177 3.075 .002 .692 1.444 
Gearing -.006 .005 -.068 -1.368 .173 .911 1.098 
Profitability -.003 .005 -.029 -.558 .577 .865 1.156 
Liquidity .005 .006 .039 .754 .452 .864 1.158 
Auditor involvement .011 .010 .058 1.051 .294 .755 1.325 
Acquisition .026 .011 .137 2.377 .018 .683 1.463 
CEO age -.002 .001 -.147 -2.830 .005 .843 1.183 
Dividend .022 .011 .112 1.907 .058 .658 l.519 
TechMARK .011 .012 .050 .939 .349 .807 1.240 
Directors' shares -.012 .005 -.155 -2.674 .008 .675 1.482 
Institutional investors .013 .006 .108 2.034 .043 .816 1.226 
Prop. of outside directors -.008 .018 -.024 -.451 .653 .832 1.201 
Audit Committee shares -.018 .004 -.292 -5.051 .000 .684 1.461 
Company age .005 .005 .060 1.061 .290 .722 1.386 

Panel B: Total sales as measure of company size 
R .632 F-ratio 9.926 
R2 .399 F Significance .000 
Adjusted R 2 .359 Durbin-Watson 1.987 
Standard error .146 
Variables B SE Beta t-value Sig. Toler VIF 
(Constant) .859 .114 7.549 .000 
Total sales .021 .007 .246 3.096 .002 .398 2.510 
Listing status .033 .028 .172 1.194 .234 .696 1.436 
Gearing -.011 .010 -.062 -1.181 .239 .907 1.102 
Profitability -.011 .012 .048 .853 .394 .786 1.272 
Liquidity -.018 .013 -.080 -1.394 .165 .771 1.297 
Auditor involvement .145 .021 .398 6.838 .000 .741 1.349 
Acquisition .0004 .022 .001 .018 .985 .680 1.471 
CEO age -.001 .001 -.044 -.809 .419 .843 1.187 
Dividend .012 .025 .032 .478 .633 .577 1.732 
TechMARK -.004 .024 -.009 -.154 .878 .805 1.242 
Directors' shares .016 .010 .104 1.698 .091 .676 1.479 
Institutional investors 
Prop. of outside directors 
Audit Committee shares 
Company age 

-.002 .013 -.007 -.134 .894 .826 1.210 
.101 .040 .151 2.537 .012 .711 1.406 
.006 .008 .046 .758 .449 .677 1.478 

-.032 .010 -.193 -3.261 .001 .714 1.400 
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APPENDIX 13-1: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Unweighted Overall 
Disclosure Index 

Dependent Variable: OVEINDEX 
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APPENDIX 13-2: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Unweighted Management 
Commentary Disclosure Index 

Dependent Variable: MCINDEX 
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APPENDIX 13-3: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Unweighted Financial 
Statement Disclosure Index 

Dependent Variable: FSINDEX 
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APPENDIX 13-4: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Unweighted Accounting 
Policies and Notes Disclosure Index 

Dependent Variable: APOINDEX 
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APPENDIX 13-5: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Weighted Management 
Commentary Disclosure Index 

Normal P-P Plot of Regression Standardized Residue 
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APPENDIX 13-6: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Weighted Accounting 
Policies and Notes Disclosure Index 

Normal P-P Plot of Regression Standardized Resid1 
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APPENDIX 13-7: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Weighted Financial 
Statement Disclosure Index 
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APPENDIX 13-8: NORMAL P-P PLOT OF REGRESSION 
STANDARDISED RESIDUALS: Weighted Overall 
Disclosure Index 

Normal P-P Plot of Regression Standardized Residual 
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