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                                Presentation at SSE, May 15, 2014: "Financial Reporting – too little or too much?" 
 
Do we have a “disclosure problem” in financial reporting for listed entities? If so, is this a problem of information overload or inadequacy? 
 
During 2013 three researchers at the Stockholm School of Economics, initiated a study, supported by the Swedish Enterprise Accounting Group at the Confederation of Swedish Enterprise, in order to contribute to this debate. 40 in-depth interviews were conducted with a broad range of experienced users of financial information. Interviewees include buy-side and sell-side analysts working with both equity and credit side analyses. Geographically, the interviewees are active in Sweden, the UK and other European countries along with the US. 
 
The report Decision Usefulness Explored provides a short and timely report of the findings. Exploring what it is that makes financial reports useful, the report addresses what information in financial reports is used, when, how and for what. 
 
At a seminar at the Stockholm School of Economics the findings in the report will be discussed. The objective of the seminar is to contribute to the current debate on the “disclosure problem” and the future of financial reporting for listed entities. 
 
Agenda 
 
13.00–13.10, Welcome and Introduction 
 
- Dr Claes Norberg, Director Accountancy, Confederation of Swedish Enterprise and Adjunct Professor of Corporate Law, Uppsala University  
- Dr Ebba Sjögren, Assistant Professor and Docent, Stockholm School of Economics 
 
13.10–13.25, Setting the Scene 
 
- Dr Walter Schuster, Professor, Stockholm School of Economics 
 
13.25–13.40, The use of information by capital providers: The state of knowledge 
 
- Dr Stefano Cascino, Lecturer, London School of Economics 
 
13.40–14.30, Presentation and discussion of report 
 
- Dr Anja Hjelström, Assistant Professor, Stockholm School of Economics 
- Dr Tomas Hjelström, Assistant Professor, Stockholm School of Economics 
- Peter Malmqvist, Chairman, Valuation committee, The Association of Swedish Financial Analysts 
- Sigvard Heurlin, Visiting teacher Stockholm School of Economics, former PwC partner, IASC board member 
 
14.30–15.00, Coffee break 
 
15.00–15.20, Questions from the audience 
 
15.20–16.20, Panel discussion 
 
- Francoise Flores, Chairman, EFRAG 
- Jan Engström, Board Member, IASB 
- Mikael Hagström, Senior VP, AB Volvo 
- Sue Harding, Director, FRC Financial Reporting Lab 
- Moderator: Dr Ebba Sjögren 
 
16.20, Closing remarks 
 
- Dr Claes Norberg
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 Financial Reporting– too little or too much?
 The presentation is available on
 www.slideshare.net/SSE_Insights
 #sseinsights
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 Welcome
 Dr Claes Norberg
 Director Accountancy
 Confederation of Swedish Enterprise
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 Introduction
 Dr Ebba Sjögren
 Assistant Professor and Docent
 Stockholm School of Economics
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 Agenda
 13.00–13.10 Welcome and introduction
 13.10–13.25 Setting the scene
 13.25–13.40 The use of information by capital providers: The state of knowledge
 13.40–14.30 Presentation and discussion:Decision usefulness explored: An investigation of capital market actors’ use of financial reports
 14.30–15.00 Coffee break
 15.00–15.20 Questions from the audience
 15.20–16.20 Panel discussion
 16.20–16.30 Closing remarks
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 How would you
 categorise yourself?
 How would you categorise yourself?
 A. Preparer of financial
 reports
 B. Auditor
 C. Accounting specialist
 D. Communication
 consultant
 E. Investor
 F. User of financial report
 – intermediary
 G. Enforcement
 H. Other
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2014-05-15 │ 6Statement 1
 Statement 1
 A. Agree
 B. Indifferent
 C. Disagree
 D. Don’t know
 Current financial reporting
 practices give rise to
 information overload; too
 much irrelevant information
 is being provided.
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2014-05-15 │ 7Statement 2
 Statement 2
 A. Agree
 B. Indifferent
 C. Disagree
 D. Don’t know
 Current financial reporting
 practices do not provide
 users with sufficient
 relevant information.
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 Which report is the
 most important?
 Which report is the most important?
 A. Annual report
 B. Interim report (Q1-Q4)
 C. Other
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 Which part of a
 financial report is the
 most
 Which part of a financial report
 is the most important?
 A. Management commentary
 B. Statement of profit and loss
 and other comprehensive
 income
 C. Statement of cash flows
 D. Statement of financial
 position
 E. Statement of changes
 in equity
 F. Notes
 G. Other

Page 10
                        

2014-05-15 │ 10
 Setting the scene
 Dr Walter Schuster
 ProfessorStockholm School of Economics
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 Financial reporting issues
 Recognition
 Measurement
 Disclosure
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 A standard-setter’s choices
 Prescribe a certain reporting treatment
 Allow alternatives
 Do not regulate
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 User needs
 Capital providers primary users
 The investor is taken from financial
 economics
 Differences across users
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 Consequences for standard setting?
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 The use of information by capital providers: The state of knowledge
 Dr Stefano Cascino
 Lecturer in AccountingLondon School of Economics
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ICAS-EFRAG Academic literature review
 The use of information by capital providers
 Stefano Cascino, London School of EconomicsMark Clatworthy, University of Bristol
 Beatriz García Osma, Autonomous University of MadridJoachim Gassen, Humboldt University of Berlin
 Shahed Imam, Warwick Business SchoolThomas Jeanjean, ESSEC Business School, Paris
 Stockholm School of EconomicsStockholm, 15th May 2014
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Questions addressed by the review
 • Who are the key capital providers in the EU?
 • What decisions are capital providers making and what are the information needs for these decisions?
 • What information do these capital providers currently use to make financial decisions and assess stewardship?
 • How and for what purpose is this information accessed and used?
 • What is the ‘logic’ of models applied?
 • How important are financial statements for capital providers’ decision making and assessing stewardship?
 • How are financial statements used?
 • What additional information would capital providers consider to be useful?
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Principal findings from the review
 • While direct evidence on the information usage by capital providers is surprisingly sparse, the following main findings seem relevant
 – Heterogeneous users across Europe have heterogeneous demands of information
 – Decision problems with respect to stewardship/contracting questions sometime require different information than valuation-related decisions
 – Accounting is used in combination with many other information sources
 – Behavioral aspects influence the use of information and the role of information intermediaries
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Who are key capital providers in the EU?
 • The EU15 balance sheet (Source: ORBIS)– Publicly listed industrial firms, with consolidated data from 2011
 US Firms (N=3,689) EU15 Firms (N=3,418) DifferenceLiabilities and Equity Liabilities and Equity (p-val)
 Current Liabilities (24%)Current Liabilites (32%) +8%
 Non-Current Liabilities(22%)
 (<0.01)Non-Current Liabilities
 (19%)
 Shareholders' Equity (54%)
 -3%
 Shareholders' Equity(48%)
 (<0.01)
 -6%(<0.01)
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Who are key capital providers in the EU?
 • The EU15 balance sheet (Source: ORBIS)– A look at the extremes: What do Portugal and UK have in common?
 Portugal (N=33) UK (N=1,065) DifferenceLiabilities and Equity Liabilities and Equity (p-val)
 Current Liabilities(40%)
 Current Liabilites(27%)
 -13%(<0.01)
 Non-Current Liabilities(15%)
 -19%(<0.01)
 Non-Current Liabilities(34%)
 Shareholders' Equity(57%)
 +30%
 Shareholders' Equity (27%)
 (<0.01)
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Different users, different uses?
 • Debt holders and shareholders demand different information and use it in different ways (Davis et al. 1978, Ball et al. 2008a, Kothari et al. 2010)
 • Debt holders demand more timely accounting recognition, for contracting purposes, than shareholders. Debt differs from equity as:
 » Many post-issuance contractual rights are specified in terms of financial statements alone: other softer sources of information are less valuable
 » Value of debt claims is more sensitive to decreases in value. Debt contracts treat gains and losses asymmetrically. Covenants are triggered by decreases in value, and not by increases
 • Is there a place for conservatism in accounting? If so, what kind?
 • Accounting quality and capital structure, which one drives the other?
 • Evidence that accounting drives cost of debt and cost of capital, but also, that firms use equity, public or private debt to finance their operations depending on the quality of their accounting
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Organization of the review
 Capital Providers
 Equity Debt Trade Creditors
 OutsideProfessional
 Investors
 OutsideRetail
 Investors
 InsiderUsers
 (Family)
 PrivateDebt
 (Insider)
 PublicDebt
 (Outsider)
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Stewardship objective of accounting: IASB
 Stewardship/Contracting/Ex post role
 Decision Usefulness/Valuation/Ex Ante role
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Stewardship objective of accounting: Literature
 • Very little empirical ‘direct’ evidence on the stewardship role of accounting (O’Connell, 2007)
 • Research is a) theoretical (agency models) or b) focused on compensation
 Stewardship/Contracting/Ex post role
 Decision Usefulness/Valuation/Ex Ante role
 Disagreements on size of sets/extent of the intersection/definition of termsConsensus that ‘Stewardship’ is not a sub-set of ‘Decision Usefulness’ (e.g. Gjesdal, 1981; Bushman et al., 2006; Chen et al., 2010; Beyer et al, 2010; Kothari et al., 2010; Lambert, 2010)
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Stewardship objective of accounting: Literature
 • Lambert (2010): ‘Valuation: use info for estimating future cash flows but stewardship use it to affect future cash flows’
 • Stewardship and valuation are not independent roles (Lambert, 2010; Banker et al., 2009; Barker, 1998; Roberts et al., 2006)
 • Beyer et al. (2010) ‘The Financial Reporting Environment: Review of the Recent Literature’
 – Imagine firm value is a function only of managers’ effort and ‘luck’
 – Stewardship and valuation require different information
 • Valuation: need information on effort and luck combined (‘effort information’ is insufficient)
 • Stewardship: cannot observe managers’ effort directly, so accounting system needs to provide information on managers’ actions (information on ‘luck’ is a noisy measure of managers’ effort)
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Primary implications for standard setters
 • Evidence-based standard setting is (at least up to now) ambitious since suitable direct evidence is limited
 • One size does not fit all: General (framework) or ad-hoc (standard) decisions are needed
 • Financial accounting information becomes relevant only in combination with other sources: Standard setters should think about their competitive advantage when developing standards
 • Changing standards implies costly changes of contracts
 • Recognition versus disclosure matters
 • The behavioral biases of users and intermediaries matter

Page 27
                        

Limitations
 • Relatively limited research observing capital providers’ decisions directly
 • Existing work becoming outdated
 • Research on debt markets dwarfed by equity markets research despite the relative importance of the two sources of capital
 • Little known about what capital providers would find useful
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Future academic research
 • Step 1: Descriptive evidence on usage of financial reporting information by capital providers.
 • Step 2: Develop positive theories about determinants and consequences of FRI usage.
 • Step 3: Test these theories in suitable settings.
 • Step 4: Use gathered evidence to provide normative guidance on relevant financial reporting issues.
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Summary and conclusions
 ‘Despite the wide variety of alternative sources available, it should reassure standard setters that audited financial statements occupy a unique position in capital markets, despite their inherent limitations. They are unique in being regulated, recurring, standardized and independently verified and thus enhance the utility of other sources information, making them flourish.’
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To obtain the report
 The full report is available from ICAS and EFRAG at:
 http://icas.org.uk/clatworthy/
 http://www.efrag.org/files/Academic%20Research/EFRAG_ICAS_27-12-17.pdf
 http://icas.org.uk/clatworthy/
 http://www.efrag.org/files/Academic Research/EFRAG_ICAS_27-12-17.pdf
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 Authors:
 Dr Anja Hjelström
 Dr Tomas Hjelström
 Dr Ebba Sjögren
 Stockholm School of Economics
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 Why revisit decision usefulness?
 On-going debate about the decision usefulness of financial reporting information
 □ Information overload (too much)
 □ Information inadequacy (not enough)
 Initiatives by standard setters to re-examine presentation and disclosure requirements in standards and the conceptual framework
 Gaps in understanding of
 □ Scope of problem
 □ What makes financial reporting decision useful in practice
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 Our approach
 Talked to a broad range of actual users of financial
 reports about their use of specific financial reports
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 Findings
 4. The situated process of using financial reports
 5. Financial reports in the hands of capital market actors
 6. What financial reporting information is used?

Page 35
                        

2014-05-15 │ 35
 Neither information overload nor information inadequacy
 Strategies for navigating the information rich
 environment under time pressure
 “Company thesis”
 Focus on delimited data set
 Forming expectations (incl forecasts)
 Focusing on deviations
 Additional, complementary information sources
 Delegation of search and analysis
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 Information perceived as decision useful if it confirms /rejects the company thesis
 Which information is perceived as decision useful depends on
 Firm-specific circumstances
 User-specific circumstances
 Time-specific circumstances
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 1. Information about past performance is decision useful
 Primarily concerned with understanding income
 Focus was generally on the Statement of profit or loss
 Sales /Revenue
 Operating income
 Understanding the quality of sales/
 operating income by
 Segments
 Regions
 Items Affecting Comparability
 “Bridges”
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 1. Information about past performance is decision useful
 Primarily concerned with understanding income
 Focus was generally on the Statement of profit or loss
 Sales /Revenue
 Operating income
 ✗ Financial items
 ✗ Tax expense
 Statement of OCI
 Understanding the quality of sales/
 operating income by
 Segments
 Regions
 Items Affecting Comparability
 “Bridges”
 (✓) Operating expenses
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 3. Forecastability is an enhancing characteristicof decision useful information
 2. Information thatexplains the variability of outcomes is decision useful
 1. Information about past performance is decision useful
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2014-05-15 │ 41
 4. Information about past cash conversion is decision useful
 Interviewees also generally concerned with understandingthe cash conversion of income
 Interviewees often looked at the Statement of cash flows
 Changes in working capital
 Adjustments for non-cash items (depreciations & amortizations)
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 5. Disclosure (transparency) is moreimportant than presentation
 Interviewees generally sought and found relevant information
 On the first summary page(s)
 In the notes to the financial statements
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 Interim reports
 “Is the entity on track with expectations?”
 Annual reports
 Updated information not found in interim reports
 “Is it still the entity I have in mind?”
 “Reference book”
 When forming a company thesis
 Interim and annual reports serve different objectives
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 Authors:
 Dr Anja Hjelström
 Dr Tomas HjelströmDr Ebba Sjögren
 Stockholm School of Economics
 Discussants:
 Sigvard Heurlin
 Visiting teacher
 Stockholm School of Economics
 Peter Malmqvist
 Chairman, Valuation committee
 The Association of Swedish Financial Analysts
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 Agenda
 13.00–13.10 Welcome and introduction
 13.10–13.25 Setting the scene
 13.25–13.40 The use of information by capital providers: The state of knowledge
 13.40–14.30 Presentation and discussion of:Decision usefulness explored: An investigation of capital market actors’ use of financial reports
 14.30–15.00 Coffee break
 15.00–15.20 Questions from the audience
 15.20–16.20 Panel discussion
 16.20–16.30 Closing remarks
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 Agenda
 13.00–13.10 Welcome and introduction
 13.10–13.25 Setting the scene
 13.25–13.40 The use of information by capital providers: The state of knowledge
 13.40–14.30 Presentation and discussion :Decision usefulness explored: An investigation of capital market actors’ use of financial reports
 14.30–15.00 Coffee break
 15.00–15.20 Questions from the audience
 15.20–16.20 Panel discussion
 16.20–16.30 Closing remarks
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 Panel discussion
 Jan Engström Board Member, IASB
 Francoise Flores Chairman, EFRAG
 Mikael Hagström Senior VP, AB Volvo
 Sue Harding Director, FRC Financial Reporting Lab
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 Statement 1
 I agree with ...
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 Statement 2
 I question...
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 Statement 3
 I want to know more about...
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2014-05-15 │ 51
 Statement 4
 I recommend...
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 Panel discussion
 Jan Engström Board Member, IASB
 Francoise Flores Chairman, EFRAG
 Mikael Hagström Senior VP, AB Volvo
 Sue Harding Director, FRC Financial Reporting Lab
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2014-05-15 │ 53Statement 1
 Statement 1
 A. Agree
 B. Disagree
 C. Still thinking about it
 I have been given new
 perspectives on financial
 reporting.
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2014-05-15 │ 54Statement 2
 Statement 2
 A. Agree
 B. Disagree
 C. Still thinking about it
 I have changed my
 view(s) on capital
 market actors’ use of
 financial reporting information.
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 Closing remarks
 Dr Claes Norberg
 Director Accountancy
 Confederation of Swedish Enterprise
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 Thank you for participating today
 The presentation is available on
 www.slideshare.net/SSE_Insights
 #sseinsights
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