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CHAPTER' I 

INTRODUCTION AND PROBLEM STATEMENT 

I n t r o d u c t i o n

A c o n t r o v e r s i a l  t o p i c  o f  c u r r e n t  I n t e r e s t  i s  t he  

e x t e n s i o n  o f  t he  i n d e p e n d e n t  a u d i t o r ' s  a t t e s t  f u n c t i o n  to  

i n c l u d e  th e  c l i e n t  company ' s  system o f  i n t e r n a l  a c c o u n t i n g  

c o n t r o l .  Expans ion o f  t h e  p r e s e n t  a u d i t o r ' s  r e p o r t  a n d / o r  

i n c l u s i o n  i n  annual  f i n a n c i a l  s t a t e m e n t s  o f  s u p p le m e n t a l  

r e p o r t s  on i n t e r n a l  c o n t r o l  wou ld  e x p l i c i t l y  i n c r e a s e  

a u d i t o r  r e s p o n s i b i l i t y  ( U e c k e r ,  19771.

Of p a r t i c u l a r  i n t e r e s t ,  and t h e  s u b j e c t  o f  t h i s  s t u d y ,  

is. t h e  recommendat ion to  p u b l i s h  a u d i t o r s '  r e p o r t s  on 

i n t e r n a l  c o n t r o l .  Th i s  recommendat ion  was made i n i t i a l l y  

i n  t he  Re p o r t  0 f  T e n t a t i  ve Conc1us tons  , by th e  Commi s s i o n  

on A u d i t o r s '  R e s p o n s i b i l i t i e s .  (CAR), and a g a in  i n  t h a t  

g r o u p ' s  f i n a l  document ,  R e p o r t ,  C o n c l u s i o n s ,  and 

Recommenda t i  ons (A I CPA, 1 977;  1 9781,

Requests f o r  a c c o u n t i n g - r e l a t e d  data  e x p a n s io n  are 

n o t  a new phenomenon.. The v i e w  o f  more da ta  be in g  b e t t e r  

t han  l e s s  i s  he ld  by b o t h  a c c o u n t a n t s  and a c c o u n t i n g  

i n f o r m a t i o n  use rs  and suppor t s ;  the e ve n ts  t h e o r y  o f  

a c c o u n t i n g  espoused by S o r t e r  (1969)  and o t h e r s .

1
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A t  y a r i o u s  t i m e s  use rs  o f  f i n a n c i a l  s t a t e m e n t s  have 

c a l l e d  f o r  p u b l i c a t i o n  o f  d i f f e r e n t  t y p e s  o f  a c c o u n t i n g  

i n f o r m a t i o n  and even an e x t e n s i o n  o f  t he  a u d i t o r ' s  a t t e s t  

f u n c t i o n  t o  c o v e r  t h e  i n f o r m a t i o n  r e q u e s t e d .  F i n a n c i a l  

f o r e c a s t s ,  r e p l a c e m e n t  c o s t  d a t a ,  p r i c e  l e v e l  a d j u s t e d  

f i n a n c i a l  s t a t e m e n t s ,  and s o c i a l  r e s p o n s i b i l i t i e s  a re  

examples o f  r e c e n t  r e q u e s t s  f o r  da ta  e x p a n s io n .

The u n d e r l y i n g  as s u m p t i o n  o f  recommendat ions  

r e q u e s t i n g  more data  a n d / o r  d i s c l o s u r e  i s  t h a t  t h e  i n c r e a s e  

i n  da ta  i s  c o s t  e f f e c t i v e .  Tha t  i s ,  more b e n e f i t  t h a n  c o s t

w i l l  r e s u l t  f r om da ta  e x p a n s i o n .  I f  t h i s  as s u m p t io n  i s£
e r r o n e o u s ,  c o n s i d e r a b l e  r e s o u r c e s  f o r  data  p r o d u c t i o n  m i g h t  

be m i s a p p l i e d . Costs a re  t y p i c a l l y  f a r  e a s i e r  t o  d e t e r m i n e  

than  a re  b e n e f i t s ,  wh ich  a re  f r e q u e n t l y  a m a t t e r  o f  

s u b j e c t i v e  e s t i m a t e .  The p roposed r e s e a r c h  w i l l  n o t  

add ress  c o s t  i s s u e s  bu t  r a t h e r  w i l l  a t t e m p t  t o  assess th e  

more e l u s i v e  i s s u e  o f  b e n e f i t .  I n f e r e n c e s  r e g a r d i n g  t h e  

b e n e f i t s  o f  p roposed  da ta  e x p a n s io n  w i l l  be made based upon 

the  im pa c t  th- is e x p a n s i o n  has on ex p re ss e d  l e v e l s  o f  

c o n f i d e n c e .

Purpose o f  t h e  Research 

The purpose o f  t h i s  r e s e a r c h ,  t h e r e f o r e ,  i s  t o  

d e t e r m i n e  w h e th e r  th e  i n c l u s i o n  o f  e i t h e r  management ' s  

r e p o r t  on i n t e r n a l  c o n t r o l  o r  management ' s  r e p o r t  on 

i n t e r n a l  c o n t r o l  and t h e  i n d e p e n d e n t  a u d i t o r ' s  o p i n i o n  on

2
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t h a t  r e p o r t  a f f e c t s  an i n d i v i d u a l ' s  e v a l u a t i o n  o f  a company 

as exp res se d  by changes i n  l e v e l s  o f  c o n f i d e n c e  i n  

management 's  f i n a n c i a l  r e p r e s e n t a t i o n s .  Tha t  i s ,  wou ld  the  

i n c l u s i o n  o f  r e p o r t s  on i n t e r n a l  c o n t r o l  w i t h  the  

t r a d i t i o n a l  f i n a n c i a l  i n f o r m a t i o n  and a u d i t o r ' s  o p i n i o n  

cause i n d i v i d u a l s  to  make d i f f e r e n t  j ud gme n t s  ab o u t  a 

company than t h e y  would  make based o n l y  upon t h e i r  

e x a m i n a t i o n  o f  t he  usua l  a u d i t o r ' s  s h o r t  f o rm r e p o r t  and 

th e  company 's  f i n a n c i a l  s t a t e m e n t s ?

The s t u d y  w i l l  app roach  t h i s  q u e s t i o n  t h r o u g h  an 

e x p e r i m e n t  wh ich  uses i n v e s t m e n t  a n a l y s t s  as th e  s u b j e c t  

g r o u p .  These i n d i v i d u a l s  have been chosen p r i m a r i l y  

because o f  t h e i r  s o p h f s t i . c a t i . o n  i n  a c c o u n t i n g  i n f o r m a t i o n  

u t i l i z a t i o n  v i s - a - v i s  o t h e r  use r  g r o u p s ,  t h e i r  s u b s t a n t i a l  

r e l i a n c e  on a c c o u n t i n g  i n f o r m a t i o n ,  and th e  i n f l u e n t i a l  

r o l e  t h e y  p l a y  i n  economic r e s o u r c e  a l l o c a t i o n  v i a  t h e i r  

recommended i n v e s t m e n t  d e c i s i o n s .

I m p o r t a n c e  o f  t he  I ssue

The i s s u e  o f  p u b l i s h i n g  r e p o r t s  on i n t e r n a l  c o n t r o l

has r e c e i v e d  c o n s i d e r a b l e  a t t e n t i o n  r e c e n t l y  i n  the

p r o f e s s i o n a l  a c c o u n t i n g  l i t e r a t u r e .  The Commission on

A u d i t o r s '  R e s p o n s i b i l i t i e s  (CAR) has s t a t e d :

There i s  a g ro w in g  body o f  t h o u g h t  t h a t  use rs  
haye a need t o  be i n f o r m e d ,  as p a r t  o f  adequate 
d i s c l o s u r e ,  abo u t  t he  c o n d i t i o n  o f  t he  i n t e r n a l  
c o n t r o l s .  , . ( .American I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s  [AICPAJ, 1977,  p. 147)

3
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In an a t t e m p t  to  i n f o r m  f i n a n c i a l  s t a t e m e n t  use rs  b e t t e r ,

CAR sug g e s te d  t h a t  bo th  management and t h e  e x t e r n a l  a u d i t o r  

sh o u l d  i s s u e  r e p o r t s  s t a t i n g  c o n c l u s i o n s  as to  w h e t h e r  the  

a c c o u n t i n g  sys tem and th e  a c c o u n t i n g  c o n t r o l s  p r o v i d e  

r e a s o n a b l e  as su ra n ce  t h a t  t r a n s a c t i o n s  have been a u t h o r i z e d ,  

a s s e t s  a re  s a f e g u a r d e d ,  and th e  f i n a n c i a l  r e c o r d s  a re  

r e l i a b l e  f o r  t he  p r e p a r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s .

J u s t i f i c a t i o n  f o r  CAR's c o n c l u s i o n s  was based l a r g e l y
%

on a l i m i t e d  t e l e p h o n e  s u r v e y  con d u c t ed  by M, V .. Brown* 

C1977) t h a t  p r o v i d e s  l i t t l e  e m p i r i c a l  s u p p o r t  f o r  CAR's 

p o s i t i o n .  In her  paper  t o  CAR, Brown s t a t e d  t h a t  o n l y  two 

o f  27 i n t e r v i e w e e s  had on o c c a s i o n  g a i ne d  access t o  an 

a u d i t o r ' s  management l e t t e r  and t h e r e f o r e  to  comments on 

i n t e r n a l  c o n t r o l .  A l s o ,  many o t h e r  i n t e r v i e w e e s  d i s p l a y e d  

a v e r y  l i m i t e d  knowledge o f  t h e  c o n t e n t s  o f  t he  a u d i t o r ' s  

management l e t t e r .  As Lea (.1 977 , p.  5). p o i n t s  o u t ,  t h e se  

r e s u l t s  t e n d  t o  r e f u t e  r a t h e r  tha n  s u p p o r t  CAR's p o s i t i o n ,  

s i n c e

. . . i t  i s  d i f f i c u l t  t o  u n d e r s t a n d  how i n t e r v i e w e e s  
c o u l d  have a s t r o n g  need and demand f o r  t h i s  
i n f o r m a t i o n  when t h e y  know v e r y  l i t t l e  a b o u t  i t  i n  
te rms o f  i t s  mean in g ,  f o r m a t  and c o n t e n t ,

A q u e s t i o n  m i g h t  a l s o  be posed r e g a r d i n g  th e  p r o p r i e t y  o f

mak ing recommenda t ions  f o r  s i g n i f i c a n t  a u d i t i n g  r e fo r m s  on

t h e  b a s i s  o f  t h e  r e s u l t s  o f  such s u r v e y s .
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L e a ' s  c o n t e n t i o n  s u p p o r t s  th e  Amer i can I n s t i t u t e  o f

C e r t i f i e d  P u b l i c  A c c o u n t a n t s  (AICPA) p o s i t i o n  r e g a r d i n g

p u b l i s h e d  r e p o r t s  on i n t e r n a l  c o n t r o l .  U n t i l  r e c e n t l y ,  t he

AICPA opposed the  i s s u a n c e  o f  r e p o r t s  on i n t e r n a l  c o n t r o l

t o  t h e  p u b l i c ,  The A I C P A  (_1977a, p. 3 5 2 )  c l a i m e d :

. . an a u d i t o r ' s  r e p o r t  on h i s  e v a l u a t i o n  o f
i n t e r n a l  a c c o u n t i n g  c o n t r o l  wou ld  n o t  p r p y i d e  
any a d d i t i o n a l  c r e .d i . b v l i t y  t o  a u d i t e d  f i n a n c i a l  
s ta teme n t s . .

The AICPA has a l s o  q u e s t i o n e d  the  " u s e f u l  ness," o f

p u b l i s h e d  r e p o r t s  on i n t e r n a l  c o n t r o l  t o  the  g e n e ra l  p u b l i c .

In i t s  p u b l i c a t i o n .  Statements;  on A u d i t i n g  S tand ards  No. 1

(1977a ,  p.  350,  s e c t i o n  6 4 0 . 0 3 ) ,  t h e  AICPA i n d i c a t e d  t h a t :

Because o f  t he  t e c h n i c a l  n a t u r e  and c o m p l e x i t y  o f  
i n t e r n a l  a c c o u n t i n g  c o n t r o l  and the co ns equen t  
p rob lem o f  u n d e r s t a n d i n g  r e p o r t s  t h e r e o n ,  q u e s t i o n s  
have been r a i s e d  as t o  wh e th e r  such r e p o r t s  se rv e  a 
u s e f u l  pu rpose  f o r  a l l  persons f o r  whom th e y  m i g h t  
be i s s u e d .  The u s e f u l n e s s  o f  such r e p o r t s  depends 
on th e  u n d e r s t a n d i n g  o f  the r e p o r t s  and on the  
a c t i o n  t h a t  can be ta ken  by those t o  whom the  
r e p o r t s  a re  i s s u e d .

A l t h o u g h  n o t  p r o h i b i t i n g  th e  i s s u a n c e  o f  r e p o r t s  on 

i n t e r n a l  c o n t r o l  wi th,  a u d i t e d  f i n a n c i a l  s t a t e m e n t s ,  t h e  

AICPA has su gg es ted  t h a t  management and r e g u l a t o r y  age nc ies  

hay in g  j u r i s d i c t i o n  bea r  the  r e s p o n s i b i l i t y  o f  d e t e r m i n i n g  

t h e  " u s e f u l n e s s "  o f  such r e p o r t s  on a case by case bas i s . .

The i s s u a n c e  o f  an a u d i t o r ' s  r e p o r t  on i n t e r n a l  c o n t r o l  

w i t h  u n a u d i t e d  f i n a n c i a l  s t a t e m e n t s  i s  p r o h i b i t e d  under  the  

a ss um pt io n  t h a t  such r e p o r t s  m i g h t  r e s u l t  i n  u n w a r r a n te d  

r e l i a n c e  on t h e  u n a u d i t e d  s t a t e m e n t s ,  " U s e f u l n e s s , "

5
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however ,  has been i d e n t i f i e d  as a u s e r - r e l a t e d  

c h a r a c t e r i s t i c  o f  i n f o r m a t i o n  by s e v e r a l  a c c o u n t i n g  

r e s e a r c h  s t u d i e s  ( s e e ,  f o r  examp le ,  Mock, 1976;  and 

Amer i can A c c o u n t i n g  A s s o c i a t i o n  [AAA] ,  1966) .  AICPA 

s t a n d a r d s  i m p l y  t h a t  t he  p r e p a r e r  o f  i n f o r m a t i o n  i s  i n  a 

b e t t e r  p o s i t i o n  to  d e t e r m i n e  i t s  u s e f u l n e s s  than  i s  t h e  

u s e r .  A l t h o u g h  t h i s  i s  a r e a l i s t i c  p o s i t i o n  f rom a 

p r a g m a t i c  v i e w p o i n t ,  t h e r e  i s  a g r ow in g  body o f  l i t e r a t u r e  

and s e n t i m e n t  t h a t  s u g g e s t s  a need f o r  h i g h e r  l e v e l s  o f  

response to  u s e r s '  p e r c e p t i o n s  o f  t h e i r  i n f o r m a t i o n  

r e q u i r e m e n t s .

The l o n g - h e l d  AICPA p o s i t i o n  appeared t o  be somewhat 

c o n s e r v a t i v e  i n  l i g h t  o f  r e c e n t  r e s e a r c h  s t u d i e s  and 

u n d o u b t e d l y  c o n t r i b u t e d  t o  the  i n c r e a s e d  c r i t i c i s m  aimed a t  

t he  a c c o u n t i n g  p r o f e s s i o n  and to  i n t e r v e n t i o n  o f  g o v e r n ­

menta l  a g e n c i e s  conce rned wi th,  t he  p u b l i c ' s  p r o t e c t i o n .

The AICPA has responded  to  th e se  i n c r e a s e d  demands and has 

dev e lo pe d  s t a n d a r d s ' f o r  r e v i e w s  and r e p o r t s  on i n t e r n a l  

c o n t r o l  (see pages 11 and 1 2 ) .

Recent  P r o f e s s i o n a l  Pronouncements

Du r i ng  1977 t h e  AICPA i s s u e d  s e v e r a l  S ta te m e n t s  on 

A u d i t i n g  S tand ar ds  ( SAS) p e r t i n e n t  t o  the a u d i t o r ' s  

expanded r o l e  i n  the  sys tem o f  c o r p o r a t e  a c c o u n t a b i l i t y ,  

i n d i c a t i n g  g r e a t e r  p e r c e p t i o n  o f  t he  cha n g in g  e n v i r o n m e n t  

the  a u d i t o r  f a c e s .  The f i r s t  such'  SAS t o  be i s s u e d  i n  t h a t  

y e a r  was No. 1 6 , "The Ind e p en d e n t  A u d i t o r ' s  R e s p o n s i b i l i t y

6
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f o r  t h e  D e t e c t i o n  o f  Er ro rs ,  and I r r e g u l a r i t i e s , 11 T h i s  

S ta te m e n t  p r o v i d e s  g u i d e l i n e s  on th e  a u d i t o r ' s  

r e s p o n s i b i l i t y  f o r  d e t e c t i n g  e r r o r s  o r  i r r e g u l a r i t i e s  when 

e xa m in in g  f i n a n c i a l  s t a t e m e n t s .

I ssued  i n  the  same month  as SAS No. 1 6 , SAS No. 1 7 , 

" I l l e g a l  Ac ts  by C l i e n t s , "  p r o v i d e s  g u id a n ce  f o r  an a u d i t o r  

when c l i e n t  a c t s  t h a t  appear  t o  be i l l e g a l  come t o  the  

a u d i t o r ' s  a t t e n t i o n .

" C l i e n t  R e p r e s e n t a t i o n s , "  SAS No. 1 9 , e s t a b l i s h e s  a 

r e q u i r e m e n t  t h a t  t h e  a u d i t o r  o b t a i n  c e r t a i n  w r i t t e n  

r e p r e s e n t a t i o n s  f rom management as a p a r t  o f  t he  

e x a m i n a t i o n  o f  f i n a n c i a l  s t a t e m e n t s .

The i m p o r t a n c e  o f  co m mu n i ca t i ng  weakness i n  i n t e r n a l  

c o n t r o l  t o  s e n i o r  management was e x p l i c i t l y  add ressed in  

SAS No. 2 0 , " R e q u i r e d  Communica t ion  o f  M a t e r i a l  Weaknesses 

i n  I n t e r n a l  C o n t r o l . " Th i s  S ta t e m e n t  e s t a b l  i s h e s  a 

r e q u i r e m e n t  t h a t  t h e  a u d i t o r  communicate  any m a t e r i a l  

weakness i n  i n t e r n a l  a c c o u n t i n g  c o n t r o l  d i r e c t l y  t o  s e n i o r  

management and t h e  board  o f  d i r e c t o r s  o f  t h e  c l i e n t  

company,  o r  t o  the  a u d i t  c o m m i t t e e .

I d e n t i f y i n g  the  b o u n d a r i e s  o f  t he  a u d i t  f u n c t i o n  has 

p l ag ue d  the  p u b l i c  a c c o u n t i n g  p r o f e s s i o n  f o r  some t i m e .  

Q u e s t i o n s  r e g a r d i n g  the  degree o f  r e s p o n s i b i l i t y  a u d i t o r s  

sh o u ld  t a k e  w i t h  r e s p e c t  t o  such i s s u e s  as i n t e r i m  

f i n a n c i a l  s t a t e m e n t s  and management f o r e c a s t s  o f  e a r n i n g s  

have been approached In  i s o l a t i o n ,  and s o l u t i o n s  have been

7
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a r r i v e d  a t  on an ad hoc b a s i s  r a t h e r  than  by the

e x a m i na t i o n '  o f  an i s s u e r s  r e l a t i o n s h i p  to  the  r e p o r t i n g

p r o c e ss  and th e  a u d i t o r ' s  r e s p o n s i b i l i t i e s  tow ard  i t

CAICPA, 1978,  p. 5 6 ) .  T h i s  p r a c t i c e  has o b v i o u s l y  r e t a r d e d

the  e xp a n s io n  o f  t h e  i n d e p e n d e n t  a u d i t o r ' s  r o l e  i n

r e p o r t i n g  on i n t e r n a l  a c c o u n t i n g  c o n t r o l .

The Amer ican A c c o u n t i n g  A s s o c i a t i o n ' s  Commi t tee on

B a s ic  A u d i t i n g  Concepts  has s t a t e d :

In  th e  f i n a l  a n a l y s i s ,  any d e f i n i t i o n  o f  t h e  s u b j e c t  
m a t t e r  t o  wh ich  t h e  a u d i t i n g  p roc es s  m i g h t  be 
a p p l i e d  i s  a r b i t r a r y  and a r t i f i c i a l .  I t  i s  m o s t l y  
t r a d i t i o n  t h a t  has l e d  us to  th e  " e co n o m ic s "  f o cu s  
o f  a u d i t i n g .  In  p r a c t i c e ,  t he  a u d i t o r ' s  competence 
and t h e  e x i s t e n c e  o f  o p e r a t i o n a l  c r i t e r i a  d i c t a t e  
t h e  b o u n d a r i e s  o f  t he  s u b j e c t  m a t t e r  t o  be 
i n v e s t i g a t e d .  . , ( .1973, p.  5}

O th e rs  w i t h i n  th e  p u b l i c  a c c o u n t i n g  p r o f e s s i o n  have 

a l s o  exp res se d  conce rn  f o r  t he  needs o f  f i n a n c i a l  s t a t e m e n t  

us e rs  to  be p r o v i d e d  w i t h  i n f o r m a t i o n  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l s .  As e a r l y  as 1961,  Mautz and S h a r a f  

s t a t e d  t h a t :

I t  appears  e n t i r e l y  w i t h i n  reason  to  recommend t h a t  
an i n d e p e n d e n t  a u d i t o r  d i s c l o s e  t o  a l l  conce rned 
any weaknesses i n  i n t e r n a l  c o n t r o l  wh ich  i n  h i s  
o p i n i o n  a re  s u f f i c i e n t l y  i m p o r t a n t  t o  i n f l u e n c e  the  
j u d g m e n t  o f  one r e a d i n g  and a c t i n g  on the  f i n a n c i a l  
s t a t e m e n t s .  Cp, 153)

The AICPA's Commission on A u d i t o r s '  R e s p o n s i b i l i t i e s  

has g i v e n  c o n s i d e r a b l e  a t t e n t i o n  t o  the  r e s p o n s i b i l i t y  o f  

t h e  p u b l i c  a c c o u n t i n g  p r o f e s s i o n  t o  r e s po n d  more f u l l y  t o  

t h e  demands o f  t h e  b u s i n e s s  and i n v e s t m e n t  c o m m u n i t i e s .

The Commission su gg es ted  t h a t  a s i g n i f i c a n t  s tep  wou ld  be
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t o  e x t en d  t h e  b o u n d a r ie s  o f  t h e  a u d i t  f u n c t i o n  beyond the  

t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t s  by i n c l u d i n g  an a u d i t o r ' s  

r e p o r t  on management ' s  d e s c r i p t i o n  o f  t h e  i n t e r n a l  

a c c o u n t i n g  c o n t r o l  sys tem.  The Commission recommended t h a t  

management remain r e s p o n s i b l e  as " o r i g i n a t o r  and 

i n t e r p r e t e r "  o f  i n f o r m a t i o n  w h i l e  a u d i t o r s  s h o u ld  c o n t i n u e  

t o  p r o v i d e  o b j e c t i v e  e v a l u a t i o n  o f  management 's  r e p o r t i n g  

o b l i g a t i o n s  (AICPA, 1978,  pp.  5 6 - 5 7 ) .

T h i s  sug ge s te d  d i v i s i o n  o f  r e s p o n s i b i l i t y  between 

management and th e  a u d i t o r  was u n d e r s c o r e d  i n  a r u l i n g  by 

t he  S e c u r i t i e s  Exchange Commission (SEC) wh ich  d e a l t  more 

g e n e r a l l y  w i t h  t h e  r e s p o n s i b i l i t i e s  o f  management and the  

audi  t o r :

The f u n d a m e n ta l  and p r i m a r y  r e s p o n s i b i l i t y  f o r  t he  
a c c u ra c y  o f  i n f o r m a t i o n  f i l e d  w i t h  th e  Commission 
and d i s s e m i n a t e d  among t h e  i n v e s t o r s  r e s t s  upon 
management.  Management does no t  d i s c h a r g e  i t s  
o b l i g a t i o n s  i n  t h i s  r e s p e c t  by employment  o f  
i n d e p e n d e n t  p u b l i c  a c c o u n t a n t s ,  however  r e p u t a b l e .
. . . [an a u d i t o r ' s  o p i n i o n  i s ]  r e q u i r e d  n o t  as a 
s u b s t i t u t e  f o r  management ' s a c c o u n t i n g  o f  i t s  
s t e w a r d s h i p ,  b u t  as a check upon t h a t  a c c o u n t i n g .  
( S e c u r i t i e s  Exchange Commission [SEC] ,  1947)

C u r r e n t  R e p o r t i n g  E n v i r o n m e n t  

More r e c e n t l y ,  t h e  U n i t e d  S t a t e s  Co ngress ,  p rompted by 

i l l e g a l  a c t s  on th e  p a r t  o f  s e v e r a l  company managements,  

adopted th e  F o r e i g n  C o r r u p t  P r a c t i c e s  Ac t  o f  1977 (FCPA),  

now S e c t i o n  13 (b )  o f  t h e  S e c u r i t i e s  Exchange Ac t  o f  1934.  

The FCPA, i n  S e c t i o n  1 3 ( b ) (2 ) , d e a ls  d i r e c t l y  w i t h  the  

i s s u e  o f  r e c o r d  keep ing  and i n t e r n a l  a c c o u n t i n g  c o n t r o l .

9
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A l t h o u g h  n o t  e s t a b l i s h i n g  new s t a n d a r d s ,  t he  FCPA has 

p r o v i d e d  impe tus  t o  th e  d e ve lo pm en t  o f  s t a n d a r d s  i n  t h i s  

area by the  p u b l i c  a c c o u n t i n g  p r o f e s s i o n .

In  b r i e f ,  t h e  a c c o u n t i n g  p r o v i s i o n s  o f  t he  FCPA 

r e q u i r e  t h a t  i s s u e r s  o f  f i n a n c i a l  s t a t e m e n t s  under  the  

S e c u r i t i e s  and Exchange Ac t  o f  1934 must :

(A)  make and keep books ,  r e c o r d s ,  and a c c o u n t s ,  
w h i c h ,  i n  r e a s o n a b l e  d e t a i l ,  a c c u r a t e l y  and f a i r l y  
r e f l e c t  t h e  t r a n s a c t i o n s  and d i s p o s i t i o n s  o f  t h e  
a s s e t s  o f  t h e  i s s u e r ;  and

(B) d e v i s e  and m a i n t a i n  a system o f  i n t e r n a l  
a c c o u n t i n g  c o n t r o l s  s u f f i c i e n t  t o  p r o v i d e  
r e a s o n a b l e  a s su ran ce s  t h a t - -

( i )  t r a n s a c t i o n s  a re  e x e cu te d  i n  acco rdance  w i t h  
management ' s  g e n e ra l  o r  s p e c i f i c  a u t h o r i z a t i o n ;

( i i )  t r a n s a c t i o n s  are r e c o r d e d  as n e c e s s a ry  ( I )  t o  
p e r m i t  p r e p a r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  i n  
c o n f o r m i t y  w i t h  g e n e r a l l y  a c ce p te d  a c c o u n t i n g  
p r i n c i p l e s  o r  any o t h e r  c r i t e r i a  a p p l i c a b l e  to  such 
s t a t e m e n t s ,  and ( I I )  t o  m a i n t a i n  a c c o u n t a b i l i t y  f o r  
a s s e t s ;

( i i i )  access to  a s s e t s  i s  p e r m i t t e d  o n l y  i n  
acco rda nc e  w i t h  management ' s  g e n e ra l  o r  s p e c i f i c  
a u t h o r i z a t i o n ;  and

( i v )  t h e  r e c o r d e d  a c c o u n t a b i l i t y  f o r  a s s e t s  i s  
compared w i t h  t h e  e x i s t i n g  a s s e t s  a t  r e a s o n a b l e  
i n t e r v a l s  and a p p r o p r i a t e  a c t i o n  i s  t aken w i t h  
r e s p e c t  t o  any d i f f e r e n c e s .  ( n . p . )

To e n f o r c e  th e  FCPA, t h e  SEC i s s u e d  Release

No. 34-15772 on A p r i l  30,  1979.  T h i s  Release proposed

r u l e s  f o r  i n c l u s i o n  o f  a s t a t e m e n t  by management on

i n t e r n a l  a c c o u n t i n g  c o n t r o l s  i n  c e r t a i n  f i l i n g s  w i t h  the

SEC and i n  annual  r e p o r t s  to  s t o c k h o l d e r s .  The Release

10
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a l s o  s t a t e d  t h a t  i n d e p e n d e n t  a u d i t o r s  wou ld  be r e q u i r e d  to  

r e p o r t  on management. 's s t a t e m e n t s .

The SEC'.s r u l e  p r o p o s a l s  met w i t h  s u b s t a n t i a l  

o p p o s i t i o n  f rom bo th  management and i n d e p e n d e n t  

a c c o u n t a n t s .  Many b e l i e v e d  t h a t  t he  Re lease had t h e  e f f e c t  

o f  r e q u i r i n g  a r e p o r t  on c o m p l ia n c e  w i t h  th e  law ( t h e  FCPA) 

r a t h e r  than  p r o v i d i n g  a medium f o r  m e a n i n g f u l  d i s c l o s u r e  to  

i n v e s t o r s .  C o m p l a in t s  r e l a t i n g  t o  t h e  c o s t  o f  c o m p l ia n c e  

and the scope and c o n t e n t  o f  t h e  proposed management 

s t a t e m e n t  were a l s o  e x p r e s s e d .  S t i l l  o t h e r s  p o i n t e d  to  the  

s i g n i f i c a n t  v o l u n t a r y  and p r i v a t e  s e c t o r  i n i t i a t i v e s  wh ich  

were under  way c o n c e r n i n g  i n t e r n a l  c o n t r o l  r e p o r t i n g .

One such i n i t i a t i v e  was S t a t e m e n t  on A u d i t i n g  

S ta n d a r d s  No. 3 0 , " R e p o r t i n g  on I n t e r n a l  A c c o u n t i n g  

C o n t r o l , "  i s s u e d  i n  J u l y  o f  1980. .  Th i s  S t a t e m e n t  s u p e r ­

seded SAS No. 1 , S e c t i o n s  640,  " R e p o r t s  on I n t e r n a l  

C o n t r o l , "  and 641,  " R e p o r t s  on I n t e r n a l  C o n t r o l  Based on 

C r i t e r i a  E s t a b l i s h e d  by Governmenta l  A g e n c i e s . "

SAS No. 30 r e p r e s e n t e d  a s i g n i f i c a n t  m o d i f i c a t i o n  o f  

t h e  p o s i t i o n  p r o m u l g a t e d  i n  SAS No. 1 . SAS No, 30 p r o v i d e d  

g u id a n c e  f o r  i n d e p e n d e n t  a c c o u n t a n t s  engaged to  ex p re s s  an 

o p i n i o n  on an e n t i t y ' s  system o f  i n t e r n a l  a c c o u n t i n g  

c o n t r o l  and f o r  i n d e p e n d e n t  a c c o u n t a n t s  who a re  r e p o r t i n g  

on i n t e r n a l  a c c o u n t i n g  c o n t r o l  based s o l e l y  on a s t u d y  and 

e v a l u a t i o n  made as p a r t  o f  an a u d i t .  SAS No. 3 0 ,

11
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i m p o r t a n t l y ,  d i d  n o t  r e f l e c t  t h e  d i s t r i b u t i o n  o f  t h e  

r e p o r t s  as d i d  SAS No. 1 .

On June 6,  1980,  t h e  SEC bowed, a t  l e a s t  t e m p o r a r i l y ,  

t o  the  p r e s s u r e s  e x e r t e d  by groups and i n d i v i d u a l s  o p p o s i n g  

i t s  p o s i t i o n .  On the  f e a r  t h a t  i t  ( t h e  SEC) m i g h t  p reempt  

c o n t i n u e d  v o l u n t a r y  p r i v a t e - s e c t o r  i n i t i a t i v e s  by 

p r o m u l g a t i n g  f o r m a l  l e g a l  r e q u i r e m e n t s ,  t h e  Commission 

i s s u e d  Release  No. 3 4 - 1 6 8 7 7 . The Re lease suspends th e  

p r o p o s a l s  t o  r e q u i r e  r e p o r t i n g  on i n t e r n a l  a c c o u n t i n g  

c o n t r o l  u n t i l  t h e  SEC has had an o p p o r t u n i t y  t o  m o n i t o r  

c o n t i n u e d  v o l u n t a r y ,  p r i v a t e - s e c t o r  respon se  t h r o u g h  the  

S p r i n g  o f  1982.

Recommendat ions t o  p u b l i s h  r e p o r t s  on i n t e r n a l  c o n t r o l  

have been s u b j e c t e d  to  c r i t i c i s m  by bo th  a c a d e m ic ia n s  and 

p r o f e s s i o n a l  a c c o u n t a n t s .  Lea (19 7 7 ,  p. 6) c r i t i c i z e d  

CAR's recommenda t ions  t o  p u b l i s h  r e p o r t s  on i n t e r n a l  

c o n t r o l ,  c i t i n g  what  he r e f e r r e d  t o  as t h r e e  m a jo r  

deficiencies:
1. The recommended co mpr eh en s iv e  r e v i e w  o f  i n t e r n a l  

c o n t r o l  by th e  a u d i t o r  wou ld  s i g n i f i c a n t l y  i n c r e a s e  c o s t  

w i t h o u t  a p roven b e n e f i t  t o  t h e  u s e r .

2. The p r e c i s e  n a t u r e  and measurement  s t a n d a r d s  o f  

t h e  a u d i t o r ' s  co m pr eh en s iv e  r e v i e w  have n o t  y e t  been 

d e f i n e d .

12
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3. The recommended r e p o r t  does no t  appear  t o  c o n t a i n  

i n f o r m a t i o n  u s e f u l  t o  th e  e x t e r n a l  use rs  o f  f i n a n c i a l  

i n f o r m a t i  o n .

C l e a r l y ,  p u b l i c a t i o n  o f  a u d i t o r s '  r e p o r t s  on i n t e r n a l

c o n t r o l  i s  an emerg ing  area o f  conce rn  f o r  p r e p a r e r s ,

a t t e s t e r s ,  and use rs  o f  f i n a n c i a l  i n f o r m a t i o n .  The

q u e s t i o n  o f  w h e t h e r ,  i n  f a c t ,  t h ese  r e p o r t s  a re  o f  b e n e f i t

t o  e x t e r n a l  use rs  o f  f i n a n c i a l  i n f o r m a t i o n  rema ins

u n r e s o l v e d .  A s o l u t i o n ,  i n  p a r t ,  i s  app roached by the

e x p e r i m e n t  i n  t h i s  s t u d y  t h a t  i s o l a t e s  e f f e c t s  o f  p u b l i s h e d

r e p o r t s  on i n t e r n a l  c o n t r o l  on u s e r s '  l e v e l s  o f  c o n f i d e n c e

in  the  r e p o r t i n g  company ' s  f i n a n c i a l  s t a t e m e n t s .  The

b e n e f i t  o f  c o n d u c t i n g  such r e s e a r c h  p r i o r  t o  im p le m e n t in g

p o l i c y  d e c i s i o n s  a f f e c t i n g  f i n a n c i a l  r e p o r t i n g  r e q u i r e m e n t s

s h o u l d  be o b v io u s  and has i n  f a c t  been addressed  i n  s e v e r a l

r e c e n t  papers  ( s e e ,  f o r  examp le ,  A r n o l d ,  1976;  and May &

Sundem, 19 7 6 ) .  Diamond (1978)  a l s o  p o i n t e d  o u t  t h e

p r o c l i v i t y  o f  t he  SEC t o  i s s u e  r e l e a s e s  w i t h o u t  e x - a n t e

r e s e a r c h  upon wh ich  t o  base i t s  a c c o u n t i n g  p o l i c y  d e c i s i o n s .

T h i s  s t u d y  d i r e c t l y  t e s t s  th e  SEC's c l a i m  t h a t

. . . i n f o r m a t i o n  abo u t  t he  e f f e c t i v e n e s s  o f  
i n t e r n a l  a c c o u n t i n g  c o n t r o l  wou ld  enab le  
i n v e s t o r s  to  e v a l u a t e  b e t t e r  t h e  r e l i a b i l i t y  
o f  f i n a n c i a l  s t a t e m e n t s .  , . a s  w e l l  as 
management ' s  p e r f o r m a n c e  o f  i t s  r e s p o n s i b i l i t i e s ;  
t o  c o n t r o l  t he  a s s e t s  and t r a n s a c t i o n s  o f  t h e
b u s i n e s s .  (SEC, 1980,  p. 8 6 0 6 - 2 . 2 6 6 )

1 3
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O r g a n i z a t i o n  o f  t h e  D i s s e r t a t i o n  

Th is  c h a p t e r  has d i s c u s s e d  e v e n t s  t h a t  l e d  t o  th e  

SEC's. recommending r e q u i r e m e n t s  f o r  p u b l i s h i n g  r e p o r t s  on 

i n t e r n a l  c o n t r o l  , and the  need f o r  e m p i r i c a l  r e s e a r c h  i n  

t h i s  a r e a .  Ch ap te r  I I  p r e s e n t s  a model o f  i n f o r m a t i o n  

p r o c e s s i n g  and r e v i e w s  the  l i t e r a t u r e  r e l a t e d  to  th e  i s s u e s  

d i s c u s s e d  i n  t h i s  s t u d y .  A r e s e a r c h  m e th o d o lo g y  and 

o p e r a t i o n a l  hy po theses  a re  p r e s e n t e d  i n  Ch ap te r  I I I .

Ch ap te r  IV p r o v i d e s  an a n a l y s i s  o f  t h e  da ta  f rom the  

e x p e r i m e n t ,  w h i l e  Chapte r  V d i s c u s s e s  th e  r e s u l t s ,  draws 

i n f e r e n c e s  and o f f e r s  s u g g e s t i o n s  f o r  f u t u r e  r e s e a r c h .
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C H A P T E R  II

THEORETICAL DEVELOPMENT AND 

LITERATURE REVIEW

A Model  o f  Human I n f o r m a t i o n  P r o c e s s i n g

S ev er a l  models  t h a t  s p e c i f y  t h e  n a t u r e  o f  human

i n f o r m a t i o n  p r o c e s s i n g  CHIPS] have been s u g g e s te d  i n  both

a c c o u n t i n g  and b e h a v i o r a l  s c i e n c e  l i t e r a t u r e .  D r i s c o l l

and Mock (1976)  o u t l i n e  a h i e r a r c h y  o f  HIPS m o d e l s ,

c l a s s i f y i n g  them as e i t h e r  n o r m a t i v e  o r  d e s c r i p t i v e  i n

n a t u r e .  The a u t h o r s  i n d i c a t e ,  however ,  t h a t  t he

c l a s s i f i c a t i o n  c h a r a c t e r i s t i c s  ( I , , n o r m a l i t y  o r

d e s c r i p t i v i t y ) i s  n o t  I n t r i n s i c  t o  the  mode ls  t h e m se lv e s

bu t  i s  based on " t h e  manner i n  w h i c h  the  p a r t i c u l a r  model

I s  a p p l i e d "  ( . D r i s c o l l  & Mock,  1 976,  p. 7]..

One such model  t h a t  has p roven u s e f u l  i n  b e h a v i o r a l

r e s e a r c h  and,  more r e c e n t l y ,  i n  a c c o u n t i n g  r e s e a r c h ,  i s

Ba y e s ' s  theo rem.  The Bayes ia n  Paradigm i s  hased on a

s u b j e c t i v e  o r  p e r s o n a l i s t i c  v iew o f  p r o b a b i l i t y .

S t a t i s t i c a l  i n f e r e n c e  i s  m o d i f i c a t i o n  o f  an i n d i v i d u a l ' s

o p i n i o n s  i n  l i g h t  o f  new e v i d e n c e ,  and Bayes^s theorem

s p e c i f i e s  how such m o d i f i c a t i o n s  s h o u ld  be made. S i mp ly

s t a t e d ,  B a y e s ' s  theo rem p r o v i d e s  a s e t  o f  t e c h n i q u e s  f o r

o r d e r l y  e x p r e s s i o n  and r e v i s i o n  o f  o p in i o n s . .  The a p p roa ch  
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p r o v i d e s  a f ramework  f o r  e x p l i c i t l y  w o r k i n g  w i th ,  p a y o f f s  o f  

a l t e r n a t i v e  co u rs e s  o f  a c t i o n ,  t he  p r i o r  knowledge o f  t he  

d e c i s i o n  maker ,  and f o r m a l  m o d i f i c a t i o n  o f  t h i s  knowledge 

as a d d i t i o n a l  i n f o r m a t i o n  becomes a v a i l a b l e ,

A s u b j e c t i v e  i n t e r p r e t a t i o n  o f  p r o b a b i l i t y  i s  t he  

main d i s t i n c t i v e  f e a t u r e  o f  Bayes ia n  s t a t i s t i c s .

P r o b a b i l i t y  e s t i m a t e s  e l i c i t e d  f rom i n d i v i d u a l s  measure the  

c o n f i d e n c e  t h a t  an i n d i v i d u a l  has i n  t h e  t r u t h  o f  a 

p a r t i c u l a r  p r o p o s i t i o n .  The n e c e s s a ry  and s u f f i c i e n t  

c o n d i t i o n s  f o r  c o n s i s t e n c y  i n  s u b j e c t i v e  p r o b a b i l i t y  

e s t i m a t i o n  may be e x p r e s s e d  as f o l l o w s :

0 < P ( A ) < P(S]  = 1

P(AUB) = P ( A ) + P ( B ) , Cl )

where S i s  t h e  u n i v e r s a l  e v e n t ,  A and B a re  any two 

m u t u a l l y  e x c l u s i v e  e v e n t s ,  and PC*) i s  a s u b j e c t i v e  

p r o b a b i l i t y  e s t i m a t e .  AUB r e p r e s e n t s  t h e  " u n i o n "  o f  t h e  

e v e n ts  A and B and i n d i c a t e s :  the p r o b a b i l i t y  o f  e i t h e r  A 

o r  B o c c u r r i n g .

The Bayes ian  approach  i s  d i s t i n c t i v e  i n  t h a t  

s u b j e c t i v e  p r o b a b i l i t i e s  a r e  no t  c o n s i d e r e d  th e  " t r u e "  

p r o b a b i l i t i e s .  T h e r e f o r e ,  f rom t h i s  p o i n t  o f  v i e w ,  a 

p r o b a b i l i t y  assessment  c a n n o t  be w ro ng ,  and a l l  assessments

a re  a d m i s s i b l e  as l ong  as; t he  i n d i v i d u a l  b e l i e v e s  t h a t  t h e y

c o r r e s p o n d  w i t h  h i s / h e r  j u d g m e n t s ,
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B a y e s ' s  theo rem has been used to  compute c o n d i t i o n a l

p r o b a b i l i t i e s ,  s i n c e  1763,  when Reverend Thomas Bayes:

p u b 11s he d h i s Essay Towards Sp i v  i n  g a Prob lem i n  t h e

D o c t r i n e  o f  Chance. The theorem now has a p r o m i n e n t  p l a c e

i n  modern s t a t i s t i c a l  d e c i s i o n  t h e o r y ,

B a y e s ' s  theorem i s  o f  t h e  fo rm ;

P( cn E .)  P ( C [ E . )  P ( E . )
P(Ej  Id = p(C) = p(c [E j )P ( . -E j ) (2 )

where P = a s u b j e c t i v e  p r o b a b i l i t y  e s t i m a t e

E. = the  o c c u r r e n c e  o f  a p a r t i c u l a r  e v e n t  
J i d e n t i f i e d  by the  s u b s c r i p t  j

| -  g i v e n

C = a p a r t i c u l a r  p i e c e  o f  i n f o r m a t i o n

fl = th e  l n t e r s e c t t o n - - t w o  o r  m o r e  o c c u r r e n c e s  
happen ing t o g e t h e r

£ = summat ion

Two t y p e s  o f  s u b j e c t i v e  p r o b a b i l i t i e s  e x i s t  i n  t h e  above 

f o r m u l a :  m a r g i n a l  and c o n d i t i o n a l  . M a r g i n a l  o r  p r i o r

'p r o b a b i l i t i e s  are, a s e t  o f  m u t u a l l y  e x c l u s i v e  and 

c o l l e c t i v e l y  e x h a u s t i v e  e v e n t s .  They a re  p r o b a b i l i t i e s  

t h a t  e x i s t  b e f o r e  any a d d i t i o n a l  i n f o r m a t i o n  i s  p r o v i d e d  

t o  a d e c i s i o n - m a k e r .

The e v e n t s  E. f o rm  a p a r t i t i o n  o f  a sample space;
v

t h e r e f o r e , t he  sum o f  t h e  p r o b a b i l i t i e s  o f  t h e i r  o c c u r r e n c e  

w i l l  a lways  equal  1 . 0 0 ,  Tha t  i s ,

I P(.E,) = 1 . 0 0 .  (3 )
j  = l J
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Condi  t i  onal p r o b a b i l i t i e s ,  P( C|E • ) , i n c l u d e  the

p r o b a b i l i t i e s  o f r e c e i v i n g  a p a r t i c u l a r  p i e c e  o f

i n f o r m a t i o n  ( C ) , g i v e n  t h a t  e ve n t  Ej has o c c u r r e d .  The

s o l u t i o n  to  a Bayes ia n  p rob lem i s  a l s o  e x p re ss e d  as a

c o n d i t i o n a l  p r o b a b i 1 i t y ( a l s o  known as a p o s t e r i o r

p r o b a b i l i t y  because i t  r e p r e s e n t s  a p r o b a b i l i t y  assessment

wh ich  has been r e v i s e d  based upon th e  r e c e i p t  o f  l a t e r

i n f o r m a t i o n ) ( E w a r t , Ford & L i n ,  1974,  p. 7 4 ) .

P e t e r s o n ,  S c h n e i d e r  and M i l l e r  ( 1 96 5 ,  p. 522) p r e s e n t

what  i s  known as t h e  odds fo rm o f  B a y e s ' s  theorem as

f o 11ows :

P ( H j D )  P(D|Ha )P(H a )

P ( H b | D ) P l D |H b )P(,Hb r (4)

o r ,  more s i m p l y ,

£2 1 = L ̂  g , (5 )

where H and Hk.a b = two d i f f e r e n t  h y po th ese s

D = a r e l e v a n t  datum wh ich  o c cu rs

= t h e  r a t i o  o f  t h e  p r i o r  p r o b a b i l i t i e s  
o f  Ha t o  Hb

Q-j = the  r a t i o  o f  t he  p o s t e r i o r  
p r o b a b i l i t i e s  o f  Ha to

L = a l i k e l i h o o d  wh ich  i s  t h e  c o n d i t i o n a l  
p r o b a b i l i t y  o f  D g i v e n  H d i v i d e d  by 
t he  c o n d i t i o n a l  
p r o b a b i l i t y  o f  D g i v e n  Hb

Edwards,  Lindman and Savage (1963)  p r o v i d e  a d e t a i l e d

d i s c u s s i o n  o f  t hes e  e q u a t i o n s .
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The o r d e r  i n  wh i ch  da t a  a r e  p r oces sed  i n  an a t t e m p t  t o

measure t he  i mp a c t  o f  s e q u e n t i a l l y  p r e s e n t e d  i n f o r m a t i o n

makes no d i f f e r e n c e  t o  t he  i mp a c t  t hese  da t a  have on

p o s t e r i o r  p r o b a b i l i t i e s .  S l o v i c  and L i c h t e n s t e i n

( 1971,  p.  667)  have s t a t e d :

. . . The degree t o  wh i ch  t he p r i o r  odds change,  
upon r e c e i p t  o f  new datum,  i s  dependen t  upon t he  
l i k e l i h o o d  r a t i o  f o r  t h a t  datum.  Thus,  t he 
l i k e l i h o o d  r a t i o  i s  an i n d e x  o f  da ta  
d i a g n o s t i c i t y  o r  i m p o r t a n c e .

S u b j e c t s  i n  an e x p e r i m e n t  u s i n g  Bayes ' s  t heorem are

g e n e r a l l y  r e q u e s t e d  t o  e s t i m a t e  p r i o r  and p o s t e r i o r

p r o b a b i l i t i e s .  From t hese  p r o b a b i l i t i e s ,  a l i k e l i h o o d

r a t i o  i s  d e t e r m i n e d  and compared w i t h  a l i k e l i h o o d  r a t i o

s p e c i f i e d  by Bay e s ' s  t heorem.  In t h i s  way,  t he  n o r m a t i v e

Bayes i an  model  can be used as a d e s c r i p t i v e  t h e o r y  o f

human d e c i s i o n  making b e h a v i o r .

L i b b y  and Lewis (.1 977 , p.  254)  p o i n t  o u t  t h a t :

. . . t he  t e c h n i q u e  i s  p a r t i c u l a r l y  u s e f u l  i n
a s s e s s i n g  t he  i mp a c t  o f  i n f o r m a t i o n  s e t  
v a r i a b l e s  on cue usage and t he  d e v i a t i o n s  o f  
t h e  r esponses  f r om o p t i m a l i t y .

Kennedy (.1 97 5) empl oyed Ba y e s ' s  t heorem t o  d e t e r m i n e  

t he  u s e f u l n e s s  o f  f i n a n c i a l  r a t i o s  t o  bankers  i n

p r e d i c t i n g  b a n k r u p t c y .  The s t u d y  u n d e r s c o r e s  t he

u s e f u l n e s s  o f  B a y e s ' s  t heorem i n  measu r i ng  cue usage.  In 

h i s  r e s e a r c h ,  Kennedy i n d i c a t e d  t h a t  t h e  l i k e l i h o o d  r a t i o  

f o r  an i t e m  o f  i n f o r m a t i o n  p r o v i d e s  a dual  measure o f  

u s e f u l n e s s :  ( a )  t he i mp a c t  o f  t he  i n f o r m a t i o n  i n  t erms o f
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magn i t ude  on p r i o r  p r o b a b i l i t i e s ,  and (b)  t he a c c u r a c y  o f  

t he d i r e c t i o n  o f  t he  i m p a c t .

L i t e r a t u r e  Review o f  t he Use o f  Bayes ' s  Theorem 
i n  P s y c h o l o g i c a l  and A c c o u n t i n g  Research

Much o f  t he  d e s c r i p t i v e  r e s e a r c h  u n de r t a k en  i n  

Bayes i an  a p p l i c a t i o n s  has t aken  p l a c e  i n  p s y c h o l o g i c a l  

s t u d i e s  and c o n s i s t s  o f  compar i ng  an i n d i v i d u a l ' s  a c t u a l  

b e h a v i o r  w i t h  t h e  n o r m a t i v e  model  o f  Bayes ' s  t heorem.  

T y p i c a l l y ,  e x p e r i m e n t s  on d e s c r i p t i v e  model s  p r o v i d e  a 

sample o f  d a t a  and ask s u b j e c t s  t o  e s t i m a t e  t he p r o p o r t i o n ,  

mean,  v a r i a n c e ,  e t c .  The d i f f e r e n c e  between t h e  e s t i m a t e s  

and t he  c a l c u l a t e d  s t a t i s t i c s  p r o v i d e  t he  measure o f  

a c c u r a c y .  The u l t i m a t e  goal  o f  t h i s  r e s e a r c h  i s  t o  

dev e l op  a t h e o r y  abou t  human b e h a v i o r  i n  an u n c e r t a i n  

e n v i r o n m e n t  ( P e t e r s o n  & Beach,  1967) .

Research i n  a c c o u n t i n g  wh i c h  has u t i l i z e d  Bayes ' s  

t heorem has p r i m a r i l y  approached t he  q u e s t i o n s  o f  

i n f o r m a t i o n  p r e s e n t a t i o n ,  c o n t e x t u a l  e f f e c t s ,  and 

c h a r a c t e r i s t i c s  o f  d e c i s i o n  makers based upon t he  q u a l i t y  

o f  t h e i r  j u d g me n t s .  Q u a l i t y  i s ,  a g a i n ,  d e t e r m i n e d  by t he  

d i f f e r e n c e  between t he  outcome o f  a d e c i s i o n  by a d e c i s i o n  

maker  and t h a t  outcome o b t a i n e d  by t he  n o r m a t i v e  Bayes i an  

r u l e  ( o p t i m a l i t y )  ( L i b b y  & L e w i s ,  1977,  p.  255 ) .

Se ve r a l  s t u d i e s  i n  b e h a v i o r a l  d e c i s i o n  t h e o r y  have 

i m p l i e d  t h a t  Ba y e s ' s  t heorem i s  a r e a s o n a b l y  good 

d e s c r i p t i v e  model  o f  how p eop l e  r e v i s e  t h e i r  s u b j e c t i v e
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p r o b a b i l i t i e s  based upon sample i n f o r m a t i o n .  Pe t e r s on  and

Beach ( 1967 ,  pp.  42 - 4 3 )  c o n c l u d e  t h a t :

Ex p e r i men t s  t h a t  have compared human i n f e r e n c e s  
w i t h  t hose  o f  s t a t i s t i c a l  man show t h a t  t he  
n o r m a t i v e  model  p r o v i d e s  a good f i r s t  
a p p r o x i m a t i o n  f o r  a p s y c h o l o g i c a l  t h e o r y  o f  
i n f e r e n c e .  I n f e r e n c e s  made by s u b j e c t s  are  
i n f l u e n c e d  by a p p r o p r i a t e  v a r i a b l e s  and .in 
a p p r o p r i a t e  d i r e c t i o n s .

A l t h o u g h  t h e r e  i s  some e v i d e n c e  t h a t  man i s  n o t  Bayes i an

i n  n a t u r e  (Kahneman & Tversky . ,  1 974,  p .  450 ; S l o v i c  &

L i c h t e n s t e i n ,  1971., p.  7 1 4 ) ,  peop l e  do appear  t o  make

d e c i s i o n s  u s i n g  r u l e s  s i m i l a r  t o  s t a t i s t i c a l  r u l e s  such as

un i ons  and i n t e r s e c t i o n s  i n  co mb i n i ng  s i m p l e  e v e n t s

( C h e s l e y ,  1975,  p.  3 2 7 ) .  Sever a l  r e s e a r c h e r s  ( Ro o t ,  1975;

Sander s ,  1975)  have f ound  t h a t  s u b j e c t i v e  p r o b a b i l i t y

j udgmen t s  t end  t o  be b e t t e r  t han  a c t u a r i a l  p r o b a b i l i t i e s

f o r  a number  o f  d i f f e r e n t  e v e n t s .

Edwards (1968)  and o t h e r s  have shown t h a t  a l t h o u g h

s u b j e c t s  r e v i s e  t h e i r  p r o b a b i l i t i e s  s i m i l a r l y  t o  Bayes ' s

t heo r em,  t hey  do n o t  r e v i s e  them t o  t he  same e x t e n t .

R e v i s i o n s  by s u b j e c t s  t end  t o  be more c o n s e r v a t i v e ,

i n d i c a t i n g  t h a t  l e s s  t han  t he  o p t i m a l  amount  o f

i n f o r m a t i o n  i s  e x t r a c t e d  f r om a g i v e n  datum.  Sever a l

r easons  have been sugges t ed  f o r  t hese  l e s s  o p t i m a l

r e v i s i o n s .  Pe t e r s o n  and Beach (1967)  s u g g e s t  t h a t

r e s e a r c h  i n t o  t he  causes o f  c o n s e r v a t i s m  i s  i m p o r t a n t

because t h i s  s u b o p t i ma l  b e h a v i o r  i s  s y s t e m a t i c .  Th i s

i m p l i e s  t h a t  i f  t he  reasons  f o r  c o n s e r v a t i s m  can be f o u n d ,
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c o n s e r v a t i s m  i n  r esponses  may be e l i m i n a t e d ,  o r  a t  l e a s t  

t he d i f f e r e n c e s  f r om opt imum can be p r e d i c t e d .

P e t e r s o n ,  S c h n e i d e r  and M i l l e r  ( 1965)  examined 

a c c u r a c y  o f  da t a  p r o c e s s i n g  u s i n g  Bayes ' s  t heo r em.  T h e i r  

e x p e r i m e n t  measured t he  a c c u r a c y  o f  s u b j e c t i v e  p r o b a b i l i t y  

r e v i s i o n s  as a f u n c t i o n  o f  sample s i z e .  T h e i r  r e s u l t s  

i n d i c a t e d  t h a t  a c c u r a c y  o f  p r o c e s s i n g  dec reases  as sample 

s i z e  i n c r e a s e s .  Pe t e r s on  and Swensson (.1 968)  a l s o  

c o nc l u d e d  t h a t  when t h e r e  a r e  l a r g e  amounts o f  da t a  t o  be 

p r o c e s s e d ,  s u b j e c t s  have d i f f i c u l t y  i n  a g g r e g a t i n g  t hese  

d a t a .

Many s t u d i e s  haye a t t e m p t e d  t o  d e t e r m i n e  w h e t h e r  t he  

s e q u e n t i a l  o r d e r  o f  da ta  p r e s e n t a t i o n  adds t o  c o n s e r v a t i s m .  

A l t h o u g h  t he  p o s t e r i o r  p r o b a b i l i t i e s  computed w i t h  t he  

n o r m a t i v e  Bayes i an  model  a r e  no t  a f f e c t e d  by t he o r d e r  o f  

s e q u e n t i a l  da t a  p r e s e n t a t i o n ,  Pe t e r son  and DuCharme (1967)  

and P h i l l i p s ,  Hays and Edwards (1966)  s u g g e s t  t h a t  t he  

o r d e r  does have  an i mp a c t  on s u b j e c t s '  p r o b a b i l i t y  

r e v i  s i  o n s .

S t u d i e s  have q u e s t i o n e d  w h e t h e r  i n f o r m a t i o n  p r e s e n t e d  

t o  s u b j e c t s  e a r l y  o r  l a t e  i n  a sequence has g r e a t e r  i m p a c t .  

The r e s u l t s  appear  t o  be i n c o n c l u s i v e .  Pe t e r s o n  and 

DuCharme (J 967)  d i s c o v e r e d  a " p r i m a c y  e f f e c t . "  Tha t  i s ,  

t h e y  d e t e r m i n e d  t h a t  i n f o r m a t i o n  p r e s e n t e d  e a r l y  i n  a 

sequence had g r e a t e r  i n f l u e n c e  on p r o b a b i l i t y  r e v i s i o n s .  

P i t z  and R e i n h o l d  (1 968), ,  on t he o t h e r  hand,  have f ound  a
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" r e c e n c y  e f f e c t . "  A " r e c e n c y  e f f e c t "  i s  s a i d  t o  e x i s t  when

dat a  p r e s e n t e d  l a t e r  i n  t he  sequence are more i n f l u e n t i a l .

Because c o n s e r v a t i s m  has p e r s i s t e d  i n  s p i t e  o f

v a r i a t i o n s  i n  procedure. ,  Pe t e r s o n  and Beach (1 967 , p.  33)

have been i n s p i r e d  t o  s t a t e  t h a t :

[ C o n s e r v a t i s m ] .  . . has i t s  r o o t s  i n  t he  
f und ame n t a l  a s p e c t s  o f  s u b j e c t s '  u n d e r s t a n d i n g  
and use o f  i n f o r m a t i o n .  . . s u b j e c t s  have an 
i n a c c u r a t e  u n d e r s t a n d i n g  o f  s amp l i ng  
d i s t r i b u t i o n s .

G e n e r a l l y ,  t h r e e  hypo t heses  as t o  t he  causes o f  

c o n s e r v a t i s m  are  expounded and are t he  t o p i c  o f  much 

d e b a t e :

1. People  m i s p e r c e i v e  t h e  d a t a ' s  i mpa c t  and 

t h e r e f o r e  do no t  use c o r r e c t  l i k e l i h o o d  r a t i o s  

(Beach,  1966;  P i t z  & Downing,  1967) .

2. Peopl e  f a i l  t o  a g g r e g a t e  l i k e l i h o o d  r a t i o s  

p r o p e r l y .  Tha t  i s ,  p e o p l e  have d i f f i c u l t y  i n  p u t t i n g  

t o g e t h e r  d i f f e r e n t  p i e c e s  o f  data t o  a r r i v e  a t  a s i n g l e  

r esponse  ( P h i l l i p s  & Edwards,  1966;  Pe t e r so n  & DuCharme,  

1967;  Pe t e r s o n  & Swensson,  1968) .  Edwards (1968)  has 

s ugges t ed  t h a t ,  r a t h e r  t han  e s t i m a t i n g  p o s t e r i o r  

p r o b a b i l i t i e s ,  s u b j e c t s  sh o u l d  e s t i m a t e  l i k e l i h o o d  r a t i o s .

A c ompu t e r  c o u l d  t hen  a g g r e g a t e  t he  P(D/H)  e s t i m a t e s  

( P r o b a b i l i t y  o f  a Datum g i v e n  a H y p o t h e s i s )  and compute t h e  

p o s t e r i o r  p r o b a b i l i t y .  Edwards sugges t s  t h a t  comput e r  

a g g r e g a t i o n  wou l d  p r o v i d e  r e v i s i o n s  more c l o s e l y  

a p p r o x i m a t i n g  t he  n o r m a t i v e  Bayes i an  model .  Th i s  t y p e  o f
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system i s  r e f e r r e d  t o  as a P r o b a b i l i s t i c  I n f o r m a t i o n  

P r o c e s s i n g  System ( P I P ) .

3. An a r t i f i c i a l  o r  r esponse  b i a s  e f f e c t  has been 

sugges t ed  by DuCharme ( 1 9 7 0 ) .  Th i s  h y p o t h e s i s  s t a t e s  t h a t  

p e o p l e ,  a l t h o u g h  c a p ab l e  and o p t i m a l  w h i l e  d e a l i n g  w i t h i n  

r a t h e r  na r r ow l i m i t s  o f  odds e s t i m a t i o n ,  become 

c o n s e r v a t i v e  when f o r c e d  t o  r espond o u t s i d e  t he se  r anges .  

People s i m p l y  are  u n w i l l i n g  t o  make ex t reme p r o b a b i l i t y  

es t i m a t e  s .

Some e v i de n c e  e x i s t s  o f  a s o - c a l l e d  " i n e r t i a  e f f e c t "  

where s u b j e c t s  become i n c r e a s i n g l y  r e s i s t a n t  t o  change as 

t he  amount  o f  i n f o r m a t i o n  i n c r e a s e s  ( P i t z  & R e i n h o l d ,

1968) .  These a u t h o r s  f ound t h a t  s u b j e c t s  r e v i s e d  t h e i r  

p o s t e r i o r  p r o b a b i l i t i e s  much l e s s  when e v i d e n c e  c o n t r a - ", 

d i c t o r y  t o  t h e i r  c u r r e n t l y  f a v o r e d  h y p o t h e s i s  was p r e s e n t e d  

t han t h e y  d i d  when e v i d e n c e  was p r e s e n t e d  t h a t  s u p p o r t e d  

t h e i r  c u r r e n t  b e l i e f s .

Seve r a l  examples  o f  a p p l i c a t i o n s  o f  t he  Bayes i an  

model  e x i s t  i n  a c c o u n t i n g  and r e l a t e d  l i t e r a t u r e .  L i bb y  

and Lewis ( 1 9 7 7 ) ,  i n  a r e v i e w  o f  t he  human i n f o r m a t i o n  

p r o c e s s i n g  (HIP)  l i t e r a t u r e ,  p o i n t  ou t  t he  f r e q u e n c y  w i t h  

wh i ch  a c c o u n t a n t s  have used t he  Bayes i an  pa r ad i gm t o  

r e s e a r c h  p r ob l ems  i n  t h i s  a r ea .

The p o t e n t i a l  o f  Bayesi  an s t a t i s t i c a l  s amp l i ng  

p r o c e d u r e s  and t h e i r  a p p l i c a t i o n  t o  a u d i t i n g  has been w e l l  

e x p l o r e d .  The p r o c e d u r e s  have been approached by s e v e r a l
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a u t h o r s  i n  a t t e m p t s  t o  d e mo n s t r a t e  how a u d i t  e f f i c i e n c y  

can be i n c r e a s e d  by d e c r e a s i n g  sample s i z e  t o  a c h i e v e  a 

s p e c i f i e d  l e v e l  o f  r e l i a b i l i t y  (Ward,  1975;  C o r l e s s ,  1972,  

1975;  K n o b l e t t ,  1970;  S m i t h ,  1972;  T r a c y ,  1969;  and 

Sor enson ,  1969 ) .  B l o c h e r  and Rober t son  (1976)  have 

d es i g n e d  a c o m p u t e r - a s s i s t e d  i n s t r u c t i o n a l  program t o  a i d  

a u d i t i n g  i n s t r u c t o r s  i n  t e a c h i n g  Bayes i an  s t a t i s t i c a l  

p r o c e d u r e s .

Bi erman (1975)  a p p l i e s  Bayes ' s  t heorem t o  an a u d i t  

c h o i c e  p r ob l em t o  d e mo n s t r a t e  how t he  o p t i m a l  c h o i c e  

between a u d i t i n g  and no t  a u d i t i n g  a p a r t i c u l a r  t r a n s a c t i o n  

c o u l d  be o b t a i n e d .

S c o t t  ( 1976)  examined t he  a p p l i c a t i o n  o f  Bayes i an  

d e c i s i o n  t h e o r y  to t h e  p r ob l em o f  a s s e t  v a l u a t i o n  and 

a u d i t  de s i g n  and deve l oped  a n o r m a t i v e  model  f o r  a u d i t o r s  

t o  add r ess  t h i s  p r ob l em.  S c o t t  ( 1977)  a l s o  add r essed  a 

p r ob l em i n  a u d i t i n g  by u s i n g  t h e  Bayes i an  p o i n t  e s t i m a t i o n  

mode l ,  t o  deal  w i t h  c o n d i t i o n s  o f  A r r o w ' s  P o s s i b i l i t y  

t heorem o f  g r oup p r e f e r e n c e  o r d e r i n g s .  The o v e r a l l  

c o n c l u s i o n  o f  t h i s  work  was t h a t  t he model  (because o f  i t s  

s i n g l e  peaC'ednes s ) seems t o  be p r o m i s i n g  as a way t o  

approach  t he  many - use r  p r ob l em i n  a c c o u n t i n g .

F e l i x  (1 976). asked a u d i t o r s  t o  assess t h e i r  p r i o r  

p r o b a b i l i t i e s  u s i n g  t e c h n i q u e s  p r e v i o u s l y  p r e s e n t e d  by 

C o r l e s s  (.1 972)  and W i n k l e r  (.1 967 ) i n  an a t t e m p t  t o ^ e v a l u a t e  

t h e  u s e f u l n e s s  o f  t hese  m e t h o d o l o g i e s  as p r o b a b i l i t y
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assessment  methods .  F e l i x  c o n c l u d e d  t h a t  s t a t i s t i c a l  

t r a i n i n g  was o f  c o n s i d e r a b l e  i m p o r t a n c e  f o r  i n d i v i d u a l  

a u d i t o r s  i n  t h e i r  a b i l i t y  t o  assess t h e i r  p r i o r  

p r o b a b i l i t i e s  and a l s o  i mpac t ed  on t he  t e c h n i q u e s  t h e y  

empl oyed.  These r e s u l t s  are  c o n s i s t e n t  w i t h  t hose  o b t a i n e d  

by S c h a e f e r  and Bo r cheod i ng  ( 1 9 7 3 ) .

Ot h e r  s t u d i e s  ( P e t e r s o n ,  DuCharme & Edwards,  1968)  

have c o n c l u d e d  t h a t  s u b j e c t s  p e r f o r m  b e t t e r  ( l e s s  

c o n s e r v a t i v e l y )  a f t e r  t r a i n i n g .  Th i s  was h y p o t h e s i z e d  as 

a f u n c t i o n  o f  l e a r n i n g  abou t  t he  k i n d s ' o f  samples t o  

e x p e c t  f r om g i v e n  p o p u l a t i o n s .

Bayes i an  s t a t i s t i c a l  t e c h n i q u e s  have been a p p l i e d  t o  

s t o c k  and r e o r d e r  d e c i s i o n s  a f f e c t i n g  i n v e n t o r y  l e v e l s  i n  

many s i t u a t i o n s  ( P h i l l i p s  & Dawson,  1975;  Tsao,  1975 ) .  

T y p i c a l l y  t h e se  s t u d i e s  employ Bayes i an  p o i n t  a n d / o r  

i n t e r v a l  e s t i m a t i o n  p r o c e d u r e s  t o  p r o v i d e  a b a s i s  on wh i ch  

t hese  s t o c k i n g  d e c i s i o n s  can be made.

Kennedy ' s  s t u d y  (1975)  i s  one o f  t he  b e t t e r  examples 

i n  t he  a c c o u n t i n g  l i t e r a t u r e  o f  an a p p l i c a t i o n  o f  Bay es ' s  

t heo r em.  Th i s  r e s e a r c h  d e mo n s t r a t e s  how t he  Bayes i an  

parad i gm can be used t o  d e t e r m i n e  t h e  r e l a t i v e  i mp o r t a n c e  

o f  i n f o r m a t i o n  cues i n  t h e  p r e d i c t i o n  o f  b a n k r u p t c y .

B a r e f i e l d  ( 1 9 7 2 ) ,  r e f e r r i n g  t o  t he  p s y c h o l o g i c a l  

l i t e r a t u r e  on da t a  p r e s e n t a t i o n ,  h y p o t h e s i z e d  t h a t  b e t t e r  

a c c o u n t i n g  d e c i s i o n s  wou l d  be made i f  a g g r e g a t e d  dat a  

r a t h e r  t han  d i s a g g r e g a t e d  da t a  were p r e s e n t e d .  B a r e f i e l d ' s
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s t u d y  c o n c l u d e d ,  however ,  t h a t  t h e r e  was no s i g n i f i c a n t  

e f f e c t  o f  a g g r e g a t i o n .  A l s o ,  h i s  a n a l y s i s  f a i l e d  t o  show 

any s i g n i f i c a n t  e f f e c t  o f  da t a  r edundancy  on d e c i s i o n  

making success .

D i c k h a u t  ( 1973)  i n v e s t i g a t e d  t h e  e f f e c t s  o f  s i n g l e  

and j o i n t  i n f o r m a t i o n  s y s t e ms ,  h y p o t h e s i z i n g  t h a t  t he  

s i n g l e  i n f o r m a t i o n  sys tem woul d  p r o v i d e  b e t t e r  r e s u l t s  

because o f  t he  d i f f i c u l t  t a s k  o f  da t a  r e d u c t i o n  a s s o c i a t e d  

w i t h  t he  j o i n t  sys t em.  Bayes ' s  t heorem was used t o  

c a l c u l a t e  t he  r e s u l t s .  The r e s u l t s  i n d i c a t e d  t h a t  t he 

s i n g l e  i n f o r m a t i o n  sys t em d i d  a l l o w  d e c i s i o n  makers t o  

p e r f o r m  b e t t e r .  The measure o f  p e r f o r man c e  t h a t  was 

empl oyed was t h e  average a b s o l u t e  d i f f e r e n c e  between t he 

s u b j e c t s '  p r o b a b i l i t y  e s t i m a t e s  and t he  Bayes i an  

p r o b a b i l i t y  e s t i m a t e .

I n f o r m a t i o n  Load

For  some t i m e ,  p s y c h o l o g i s t s  and o r g a n i z a t i o n a l  

b e h a v i o r a l i s t s  have r e c o g n i z e d  t he  p o t e n t i a l l y  u n d e s i r a b l e  

e f f e c t s  o f  i n c r e a s i n g  q u a n t i t i e s  o f  i n f o r m a t i o n  i n  

d e c i s i o n - m a k i n g  s e t t i n g s  ( C y e r t  & March,  1963;  Katz & Kahn,  

1966;  A c k o f f ,  1967 ) .  E a r l y  t e s t s  on i n f o r m a t i o n  l oad  

(Hof fman & B l a n c h a r d ,  1961;  Hayes,  1964;  Go l den ,  1964;

Hunt  & Wa l k e r ,  1966;  S o s k i n ,  1965)  i n d i c a t e d  l i t t l e  

r e l a t i o n s h i p  between i n f o r m a t i o n  l o a d  i n c r e a s e s  and 

p r e d i c t i v e  a c c u r a c y .
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More r e c e n t l y ,  s t u d i e s  have f ound t h a t  i n c r e a s i n g  

i n f o r m a t i o n  l o a d  dec r eases  d e c i s i o n  q u a l i t y ,  i n c r e a s e s  

r esponse  v a r i a b i l i t y ,  and i n c r e a s e s  d e c i s i o n - m a k e r  

c o n f i d e n c e  ( E i n h o r n ,  1971;  H o g a r t h ,  1975;  J a c o b y ,  1975;  

Payne,  1976) .  S c h r o d e r ,  D r i v e r  and S t r e u f e r t  ( 1967)  

a t t e m p t e d  t o  r e l a t e  i n f o r m a t i o n  l oad  and t he  c o m p l e x i t y  o f  

i n f o r m a t i o n  p r o c e s s i n g .  Revs i ne (1970)  r e f e r e n c e d  t h i s  

t h e o r y  t o  s u g g es t  t he  p o s s i b i l i t y  o f  o v e r l o a d  r e s u l t i n g  

f r om data  e x p a n s i on  as proposed by " e v e n t s "  t h e o r i s t s  and 

sugges t ed  t h a t  use r  d e c i s i o n  model s were nec es s a r y  t o  

i d e n t i f y  i n f o r m a t i o n  needs.  B i r n b e r g  (1975)  sugges t ed  

t h a t  i n c r e a s i n g  i n f o r m a t i o n  l o a d  i s  no t  n e c e s s a r i l y  t he  

a p p r o p r i a t e  r esponse  t o  use r  needs.

Seve r a l  a c c o u n t i n g  s t u d i e s  have emphas i zed t he  need to  

c o n s i d e r  e n v i r o n m e n t a l ,  b e h a v i o r a l  and t a s k  v a r i a b l e s  

b e f o r e  recommending s p e c i f i c  i n f o r m a t i o n  l oads  ( s e e ,  f o r  

exampl e ,  Dermer ,  1973;  M i l l e r  & GordbV,  1975;  B a r e f i e l d ,  

1972;  D r i v e r  & Mock,  1975 ) .  S t u d i e s  on i n f o r m a t i o n  l oad  

g e n e r a l l y  do n o t  r i g o r o u s l y  d e f i n e  t he t e r m ;  t h e r e f o r e ,  

what  c o n s t i t u t e s  h i g h  o r  l ow l e v e l s  i s  a d e c i s i o n  l e f t  t o 

t he r e s e a r c h e r .

C l e a r l y ,  t he  l i t e r a t u r e  i n d i c a t e s  t h a t  a t  some p o i n t ,  

i n c r e a s i n g  t h e  q u a n t i t y  o f  i n f o r m a t i o n  becomes 

d y s f u n c t i o n a l  t o  t he  d e c i s i o n  p r ocess  ( i n f o r m a t i o n  

o v e r l o a d ) .  T h e r e f o r e ,  r e q u i r i n g  t he i s s u a n c e  o f  r e p o r t s
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on i n t e r n a l  c o n t r o l  may n o t  be a d e s i r a b l e  cou r se  o f  

a c t i o n .

' Summary

Th i s  c h a p t e r  has r e v i ewed  a number o f  r e l e v a n t  s t u d i e s  

t h a t  s e r v e  as a p o i n t  o f  d e p a r t u r e  f o r  t h i s  r e s e a r c h .  The 

use o f  t he  Bayes i an  i n f o r m a t i o n  p r o c e s s i n g  model  i n  bo t h  

a c c o u n t i n g  and p s y c h o l o g y  was t he  m a j o r  area o f  l i t e r a t u r e  

s u r v e y e d .  A number o f  s t u d i e s  d i s c u s s e d  t he 

a p p r o p r i a t e n e s s  o f  t he  Bayes i an  model  i n  bo t h  a n o r m a t i v e  

and a d e s c r i p t i v e  sense.  The most  r e l e v a n t  c o n c l u s i o n  t h a t  

can be drawn f r om t h e se  s t u d i e s  i s  t h a t  peop l e  do p r ocess  

i n f o r m a t i o n  i n  a manner  s i m i l a r  t o  t h a t  o f  Ba y e s ' s  t heorem 

and t h a t  t he  model  has p r oven  v e r y  u s e f u l  i n  d e t e r m i n i n g  

t he  degree o f  cue usage i n  t he  d e c i s i o n  p r o c e s s .  Th i s  

model  was used i n  t h i s  s t u d y  t o  d e t e r m i n e  t he  degree to 

wh i ch  s e c u r i t y  a n a l y s t s  changed t h e i r  l e v e l s  o f  c o n f i d e n c e  

i n  f i n a n c i a l  s t a t e m e n t s .
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CHAPTER I I I  

RESEARCH DESIGN AND HYPOTHESES 

Overv i ew

Th i s  s t u d y  i s  a f i e l d  e x p e r i m e n t  i n  wh i ch  f i n a n c i a l  

a n a l y s t s  were asked t o  make a s e r i e s  o f  assessments  based 

on f i v e  y e a r s '  f i n a n c i a l  s t a t e m e n t s  o f  a s e l e c t e d  company.  

The f i n a n c i a l  a n a l y s t s  were r andoml y  a s s i g n e d  t o  t h r e e  

t r e a t m e n t  g r oups .

Research Approach

The most  p r o m i s i n g  r e s e a r c h  app r oach  t o  t he  q u e s t i o n s

p o s i t e d  by t h i s  s t u d y  appeared  t o  be a f i e l d  e x p e r i m e n t .

K e r l i n g e r  ( 1973 ,  p.  401)  i n d i c a t e s :

. . .  A f i e l d  e x p e r i m e n t  i s  a r e s e a r c h  s t u d y  
i n  a r e a l i s t i c  s i t u a t i o n  i n  wh i ch  one o r  more 
i n d e p e n d e n t  v a r i a b l e s  a r e  m a n i p u l a t e d  by t he 
e x p e r i m e n t e r  u nde r  as c a r e f u l l y  c o n t r o l l e d  
c o n d i t i o n s  as t he  s i t u a t i o n  w i l l  p e r m i t ,

The f i e l d  e x p e r i m e n t  p r o v i d e s  s e v e r a l  c o n c e p t u a l

advan t ages  and i s  e s p e c i a l l y  w e l l - s u i t e d  t o  t he  p r oposed

s t u d y  because o f  t he  p r a g m a t i c  n a t u r e  o f  t he r e s e a r c h

q u e s t i o n s .  K e r l i n g e r  ( 1973 ,  p. 402)  s t a t e s ,  "The e f f e c t s  o f

a f i e l d  e x p e r i m e n t  are  o f t e n  s t r o n g  enough t o  p e n e t r a t e  t he

d i s t r a c t i o n s  o f  e x p e r i m e n t a l  s i t u a t i o n s , "  Most  n o t a b l e  i s

t h e  r e s t r i c t i v e  and a r t i f i c i a l  e n v i r o n m e n t  t y p i c a l l y  f ound
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i n  l a b o r a t o r y  s e t t i n g s .  K e r l i n g e r  c o n t i n u e s ,  " t h e  

p r i n c i p l e  i s ,  t he  more r e a l i s t i c  t he  r e s e a r c h  s i t u a t i o n ,  

t he  s t r o n g e r  t he  v a r i a b l e s . "

K e r l i n g e r  ( 1973 ,  pp.  402 - 403)  o u t l i n e s  t he  s t r e n g t h s  

o f  t he f i e l d  e x p e r i m e n t  as f o l l o w s :

1. P r o v i d e s  r e l a t i v e l y  s t r o n g  c o n t r o l  o f  e x t r a n e o u s  

v a r i a b l e s .

2. A l l o w s  f o r  (a )  m a n i p u l a t i o n  o f  i n d e p e n d e n t  

v a r i a b l e s ,  and ( b )  use o f  r a n d o m i z a t i o n  t e c h n i q u e s .

3. P r o v i d e s  g r e a t e r  r e a l i s m  o f  t h e  f i e l d  s i t u a t i o n  

and c r e a t e s  a s t r o n g e r  i mp a c t  by t he  i n d e p e n d e n t  v a r i a b l e s  

on t he dependen t  v a r i a b l e .

4.  I s  w e l 1 - s u i t e d  t o  bo t h  t e s t i n g  t h e o r y  and t he 

s o l u t i o n  o f  p r a c t i c a l  p r ob l e ms .

The ma j o r  weaknesses o f  f i e l d  e x p e r i m e n t s  appear  t o  be 

o p e r a t i o n a l  i n  n a t u r e .  Tha t  i s ,  a l t h o u g h  t h e o r e t i c a l l y  

v a r i a b l e  m a n i p u l a t i o n  and r a n d o m i z a t i o n  can be a c h i e v e d ,  

p r a c t i c a l l y  t h e y  may no t  be f e a s i b l e .  A l s o ,  f u l l  

c o o p e r a t i o n  f r om and m o t i v a t i o n  o f  s u b j e c t s  m i g h t  be 

d i f f i c u l t  t o  a c h i e v e ;  t h u s ,  t he  e x p e r i m e n t  r e s u l t s  m i g h t  

be biased.
Ex p o s t  f a c t o  r e s e a r c h  m e t h o d o l o g i e s ,  such as case o r  

f i e l d  s t u d i e s ,  c o r r e l a t i o n a l ,  and c a u s a l - c o m p a r a t i v e  

r e s e a r c h  d e s i g n s ,  were n o t  a p p r o p r i a t e  a l t e r n a t i v e s  because 

o f  t he  l a c k  o f  p u b l i s h e d  i n t e r n a l  c o n t r o l  r e p o r t s .  Survey

31



www.manaraa.com

m e t h o d o l o g y ,  a l t h o u g h  a p r o m i s i n g  a l t e r n a t i v e ,  wou l d  no t  

p r o v i d e  an unb i as ed  measure o f  t he  i mp ac t  o f  p u b l i s h e d  

r e p o r t s  on i n t e r n a l  c o n t r o l - - t h e  o b j e c t i v e  o f  t h i s  s t u d y .

A l a b o r a t o r y  e x p e r i m e n t  c o u l d  have been u t i l i z e d  t o  address  

t he r e s e a r c h ,  p r o b a b l y  w i t h  i n c r e a s e d  c o n t r o l .  However ,  

t h i s  approach  was r e j e c t e d  i n  f a v o r  o f  t he  i n c r e a s e d  

e x t e r n a l  v a l i d i t y  p r o v i d e d  by t he f i e l d  e x p e r i m e n t .  The 

d i f f e r e n c e  between l a b o r a t o r y  e x p e r i m e n t s  and f i e l d  

e x p e r i m e n t s  i s  n o t  i n  f a c t  a l ways  c l e a r  and i s  f r e q u e n t l y  

d e t e r m i n e d  by t he  degree o f  c o n t r o l  a c h i e v e d  ove r  t he  

i n d e p e n d e n t  v a r i a b l e s .

C l e a r l y ,  o t h e r  r e s e a r c h  d e s i g n s  can make v a l u a b l e  

c o n t r i b u t i o n s .  In f a c t ,  t he  s t r e n g t h s  o f  one de s i g n  o f t e n  

c o u n t e r b a l a n c e  t he weaknesses o f  a n o t h e r .  Seve r a l  r e s e a r c h  

de s i gn s  m i g h t  have t o  be employed i n  f u t u r e  r e s e a r c h  b e f o r e  

d e f i n i t i v e  c o n c l u s i o n s  are  reached  r e g a r d i n g  t he  i mp a c t  o f  

p u b ! i s h e d . r e p o r t s  on i n t e r n a l  c o n t r o l .

Research Des ign

The e x p e r i m e n t a l  d e s i g n  chosen t o  addr ess  t h e  s t u d y ' s  

r e s e a r c h  hypo t heses  i s  r e f e r r e d  t o  by K e r l i n g e r  

( 1973 ,  p. 331)  as an " E x p e r i m e n t a l  group - C o n t r o l  group 

d e s i g n  w i t h  r andomi zed  s u b j e c t s . "  Th i s  i s  a r e pe a t e d  

measure d e s i g n  wh i ch  p r o v i d e s  c o n t r o l  o f  i n d e p e n d e n t  

v a r i a b l e s  and s a t i s f i e s  many i n t e r n a l  v a l i d i t y  c l a i m s .  The 

de s i g n  t a k e s  t he  f o r m:
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T reatment

R
( E x p e r i m e n t a l  -j) 

Y2 ( E x p e r i m e n t a l 2 )
Y 2 ( C o n t r o l )

where t he  c a p i t a l  R e n c l o s e d  i n  a box i n d i c a t e s  t h a t  t he

To r educe  f u r t h e r  t he  p o s s i b i l i t y  o f  e x t r a n e o u s ,  s y s t e m a t i c  

v a r i a n c e ,  t he  e x p e r i m e n t a l  t r e a t m e n t  was a s s i g n e d  t o  t he 

groups  r a ndo ml y .  Th i s  f u r t h e r  i n c r e a s e d  i n t e r n a l  v a l i d i t y .

I n d e p en d e n t  V a r i a b l e s

The symbol s X-j , X2 , X^,  and X^ r e f e r  t o  m a n i p u l a t e d  

i n d e p e n d e n t  v a r i a b l e s .  In t h i s  s t u d y ,  X-| r e p r e s e n t s  a 

f i v e - y e a r  summary o f  o p e r a t i o n s ,  a f i v e - y e a r  summary o f  

changes i n  f i n a n c i a l  p o s i t i o n ,  and a ba l an ce  she e t  f o r  t he 

l a s t  two y e a r s .  I n a d d i t i o n ,  t he  a u d i t o r ' s  s t a n d a r d  

s h o r t - f o r m  r e p o r t  on t he  l a s t  two y e a r s  was p r e s e n t e d .  The 

f i n a n c i a l  s t a t e m e n t s  are  t hose  wh i ch  are  u s u a l l y  t y p i c a l  o f  

t hose  p r e s e n t e d  i n  annual  r e p o r t s  t o  s t o c k h o l d e r s .

X2 r e f e r s  t o  management ' s  r e p o r t  on i n t e r n a l  c o n t r o l ,  

and X^ s y mb o l i z e s  t h e  a u d i t o r ' s  o p i n i o n  on management ' s  

r e p o r t  on i n t e r n a l  c o n t r o l .

^Thi s  group may a l t e r n a t i v e l y  be r e f e r r e d  t o  as an 
e x p e r i m e n t a l  group because o f  t he  p l a c e b o  t r e a t m e n t .  
However ,  t he  pu r pose  o f  t h i s  group i s  t he  c o n t r o l  o f  t he 
g e n e r a l  i n f o r m a t i o n  e f f e c t .

s u b j e c t s  have been r andoml y  a ss i g n e d  t o  t he  two e x p e r i me n t a  

groups  ( t o p  l i n e s )  and t o  t he  c o n t r o l  group^ ( b o t t o m  l i n e ) .
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X-  ̂ s y m b o l i z e s  a mani  pu l  a ta'bl  e v a r i a b l e ,  wh i ch  was used 

t o  i s o l a t e  and r educe b e t ween - g r oups  v a r i a n c e  due 

p r i n c i p a l l y  t o  g e n e r a l  i n f o r m a t i o n  e f f e c t s .  More 

s p e c i f i c a l l y ,  r e p r e s e n t s  " e m p t y 11 i n f o r m a t i o n ;  t h a t  i s ,  

i n f o r m a t i o n  wh i ch  had no r e l e v a n c e  t o  f i r m  e v a l u a t i o n  b u t  

was p r o v i d e d  t o  c o n t r o l  f o r  g e n e r a l  i n f o r m a t i o n  e f f e c t s .  A 

s h o r t  d i s c u s s i o n  o f  t he  d i f f e r e n c e s  between i n f e r e n t i a l  and 

d e s c r i p t i v e  s t a t i s t i c s  was p r e s e n t e d  t o  p r o v i d e  t he  d e s i r e d  

p l a ce b o  e f f e c t .

The f i n a n c i a l  s t a t e m e n t s  p r e s e n t e d  t o  each group i n  

t he  e x p e r i m e n t  (X-j ) were t hose o f  a " F o r t u n e ' s  F i ve  Hundred 

Company" whose annua l  r e p o r t  was chosen because o f  

c h a r a c t e r i s t i c s  o f  p r e s e n t a t i o n  wh i ch  p r o v i d e d  g r e a t e r  

c l a r i t y  o f  f o r m.  A l s o ,  no s t r o n g  t r e n d s  i n  o p e r a t i n g  

r e s u l t s  were p r e s e n t .  The Company' s name was masked i n  t he 

e x p e r i m e n t  t o  e l i m i n a t e  any p r e c o n c e p t i o n s  on t he  p a r t  o f  

s u b j e c t s  w i t h  r e s p e c t  t o  t he Company' s o p e r a t i o n s ,  

management ,  and,  most  i m p o r t a n t l y ,  i n t e r n a l  c o n t r o l s .

The Dependent  V a r i a b l e s

Y-j r e p r e s e n t s  a s e r i e s  o f  seven q u e s t i o n s  adap t ed  f r om 

a s t u d y  c o nduc t ed  by Mautz ( 1977)  r e g a r d i n g  t h e  c r i t e r i a  

used by f i n a n c i a l  a n a l y s t s  t o  e v a l u a t e  a company ' s  

p e r f o r m a n c e .  A l t h o u g h  many . of  t he  s p e c i f i c  c r i t e r i a  

s u gges t ed  by t he  Mautz s t u d y  were n o t  i n c l u d e d  i n  t he seven 

q u e s t i o n s  r e p r e s e n t i n g  Y^,  t he  Mautz c o n c l u s i o n s  were used
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t o  he l p  s t r u c t u r e  t he  q u e s t i o n s  i n  r e g a r d i n g  f i n a n c i a l  

p o s i t i o n  and r e s u l t s  o f  o p e r a t i o n s .

As me n t i o n e d  e a r l i e r ,  t h i s  s t u d y  uses a r e p e a t e d  

measure d e s i g n .  Y-j r e p r e s e n t s  t he  b e f o r e  t r e a t m e n t  t e s t ;

Y^ r e p r e s e n t s  t he  a f t e r  t r e a t m e n t  t e s t .

Us i ng Bayes i an  t e r m i n o l o g y ,  t he  p r i o r  p r o b a b i l i t i e s  

a r e  s o l i c i t e d  w i t h  Y-j and t he p o s t e r i o r  p r o b a b i l i t i e s  are 

s o l i c i t e d  w i t h  Y^.  T h e r e f o r e ,  Yg. c o n s i s t s  o f  t he  same 

s e r i e s  o f  seven q u e s t i o n s  as Y-j . The d i f f e r e n c e s  between 

t hese  measures w i l l  i n d i c a t e  t h e  i mp a c t  a p a r t i c u l a r  

t r e a t m e n t  had on s u b j e c t  r es po ns e .

O p e r a t i o n a l  Hypotheses

The i n f o r m a t i o n  l oad  l i t e r a t u r e  r e v i ewed  i n  Chap t e r  I I  

p r o v i d e s  a b a s i s  f o r  c o n c l u d i n g  t h a t  i n c r e a s e d  i n f o r m a t i o n  

l o a d  w i l l  i n c r e a s e  use r  c o n f i d e n c e  l e v e l s .  T h e r e f o r e ,  t he 

f o l l o w i n g  hypo t heses  were de v e l oped  t o  t e s t  w h e t h e r  r e p o r t s  

on i n t e r n a l  c o n t r o l  i s s u e d  by e i t h e r  management  o r  

management  and t he I n d e p e nd e n t  a u d i t o r s  i n c r e a s e  c o n f i d e n c e  

i n  ma na g e me n t s  f i n a n c i a l  s t a t e m e n t s :

Hq-j : There i s  no d i f f e r e n c e  i n  t he  l e v e l  o f

c o n f i d e n c e  exp r essed  on t he  f i n a n c i a l  s t a t e m e n t s  

among t he  t h r e e  groups  based on t he  p r e t r e a t m e n t  

scores.
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Hq2 : There i s  no d i f f e r e n c e  i n  t he  l e v e l  o f

c o n f i d e n c e  e x p r essed  on t h e  f i n a n c i a l  s t a t e m e n t s  

among t he  t h r e e  groups  as a r e s u l t  o f  t h e  

r e p o r t s  on i n t e r n a l  c o n t r o l  based on t he  

p o s t t r e a t m e n t  s c o r e s .

Hq3 : There i s  no d i f f e r e n c e  i n  t he degree o f  r e v i s i o n  

o f  c o n f i d e n c e  l e v e l s  ex p r es sed  among t he  t h r e e  

g r oups  as a r e s u l t  .of  t h e  r e c e i p t  o f  t he  r e p o r t s  

on i n t e r n a l  a c c o u n t i n g  c o n t r o l  as measured by 

p r e t r e a t m e n t  and p o s t  t r e a t m e n t  d i f f e r e n c e  

s c o r e s .

Hg^:  There i s  no d i f f e r e n c e  i n  t he  degree o f  r e v i s i o n

o f  c o n f i d e n c e  l e v e l s  e x p r essed  w i t h i n  t he  t h r e e  

groups  as a r e s u l t  o f  t he  r e p o r t s  on i n t e r n a l  

con t r o l .

Hgg:  There i s  no d i f f e r e n c e  i n  t he  c o n s i s t e n c y  o f

c o n f i d e n c e  l e v e l  r e v i s i o n s  exp r essed  among t he  

t h r e e  groups  as a r e s u l t  o f  t he r e c e i p t  o f  t he  

r e p o r t s  on i n t e r n a l  c o n t r o l .

W i t h i n  each o f  t h e s e  g e n e r a l  h y p o t h e s e s ,  t he  s t u d y  

add r essed  d i f f e r e n c e s  between and w i t h i n  g r oups  as t o  

c o n f i d e n c e  i n  s p e c i f i c  e s t i m a t e s  o f  p r o f i t a b i l i t y  and 

f i n a n c i a l  c o n d i t i o n .
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The Task

The e x p e r i m e n t  began by p r o v i d i n g  t he  s u b j e c t s  i n  each 

group w i t h  an i d e n t i c a l  s e t  o f  i n s t r u c t i o n s .  The s t i m u l u s  

m a t e r i a l  c o n s i s t e d  o f  , d e s c r i b e d  p r e v i o u s l y .  The 

f i n a n c i a l  s t a t e m e n t s  d i d  n o t  d i s c l o s e  s t r o n g  t r e n d s  and 

t h e r e f o r e  s h o u l d  have max i mi zed  t he i mp a c t  o f  a d d i t i o n a l  

i  n f o r r a a t i  o n .

A f t e r  a n a l y z i n g  t he i n f o r m a t i o n  p r e s e n t e d  t o  them,  

each group  r esponded t o  a q u e s t i o n n a i r e  so t h a t  l e v e l s  o f  

c o n f i d e n c e  i n  t he  f i n a n c i a l  s t a t e m e n t s  c o u l d  be measured.  

These measurements  were employed t o  compare w i t h  subsequen t  

measures on t he same v a r i a b l e s  t o  d e t e r m i n e  changes i n  

l e y e l s  o f  c o n f i d e n c e  t h a t  t ook  p l a c e  as a r e s u l t  o f  new 

i n f o r m a t i o n .

The e x p e r i m e n t  c o n t i n u e d  by p r o v i d i n g  E x p e r i m e n t a l  

Group 1 w i t h  an u n q u a l i f i e d  management  r e p o r t  on i n t e r n a l  

c o n t r o l . The r e p o r t  f o rm chosen was t h a t  f o r m sugges t ed  by 

E r n s t  & Whinney ( 1979 ,  p. 6 ) .  Th i s  r e p o r t  i s  p r e s e n t e d  i n  

Append i x  B. No f o r m f o r  management ' s  r e p o r t  on i n t e r n a l  

c o n t r o l  has as y e t  been recommended by t he  SEC. The 

r e p o r t ' s  c o n t e n t  i s  a t  i s s u e  as w e l l .  The SEC has 

s o l i c i t e d  comments r e g a r d i n g  such q u e s t i o n s  as :  Shou l d

management ' s  r e p o r t  on i n t e r n a l  c o n t r o l  be s i g n e d  and by 

whom? Shou l d  t he  r e p o r t  i n c l u d e  (1)  a d i s c u s s i o n  o f  t he  

c o n c e p t  o f  r e a s o n a b l e  a s s u r a n c e ,  and ( 2 )  d i s c l o s u r e  o f  t he
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b a s i s  f o r  t he  management  o p i n i o n  and a d e s c r i p t i o n  o f  t he  

e v a l u a t i o n  approach?

In a d d i t i o n ,  t h e  SEC is. c o n s i d e r i n g  r ecommendat i ons  

made by t he  Commiss ion on Audi  t o r s *" R e s p o n s i b i l i t i e s ,  t he  

F i n a n c i a l  E x e c u t i v e s  I n s t i t u t e ,  and t he  AICPA,  such as:  

Shou l d  t he  r e p o r t s  i n c l u d e :

• A s t a t e m e n t  o f  management ' s  r e s p o n s i b i l i t y  f o r  t he  

f i n a n c i a l  s t a t e m e n t s ,  i n c l u d i n g  t he  j udgmen t s  and 

e s t i m a t e s  i n v o l v e d  and t h e  s e l e c t i o n  o f  a p p r o p r i a t e  

g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ?

• A d e s c r i p t i o n  o f  t h e  work  o f  t he  company ' s  a u d i t  

c ommi t t ee  and i n t e r n a l  a u d i t o r s ?

v A  d i s c u s s i o n  o f  the. r o l e  o f  t he  company ' s  

i n d e p e n d e n t  a u d i t o r s ?

Each change i n  f o r m a t  a n d / o r  c o n t e n t  c o u l d ,  

t h e o r e t i c a l l y , p r o v i d e  a d i f f e r e n t  s i g n a l  t o  t he  u s e r  o f  

f i n a n c i a l  i n f o r m a t i o n  pnd m i g h t  t h e r e f o r e  be t h e  s u b j e c t  o f  

a s e p a r a t e  r e s e a r c h  s t u d y ,. The i n f o r m a t i o n  p r o v i d e d  t o  

E x p e r i m e n t a l  Group 2 c o n s i s t e d  o f  X2 and t he  a u d i t o r ' s  

u n q u a l i f i e d ,  s h o r t  f o r m r e p o r t  on i n t e r n a l  c o n t r o l  ( X ^ ) .  

A g a i n ,  s i n c e  f o r m and c o n t e n t  have n o t  y e t  been 

a u t h o r i t a t i y e l y  e s t a b l i s h e d ,  t h e  s h o r t e r ,  u n q u a l i f i e d  

a u d i t o r ' s  r e p o r t  was u t i l i z e d  f o r  r easons  i d e n t i c a l  t o  

t h o s e  t h a t  l e d  t o  t he  s e l e c t i o n  o f  t he s h o r t  f o r m ,  

u n q u a l i f i e d  management  r e p o r t  on i n t e r n a l  c o n t r o l - - t o
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i n c r e a s e  t he  i mp a c t  o f  e x p e r i m e n t a l  d i f f e r e n c e s .  The 

r e p o r t  i s  p r e s e n t e d  i n  Append i x  B.

S u b j e c t  S e l e c t i o n

As men t i oned  i n  Chap t e r  I ,  i n v e s t m e n t  a n a l y s t s  were 

s e l e c t e d  as t he  s u b j e c t s  i n  t he e x p e r i m e n t .  T r a d e o f f s  are 

o f t e n  e n c o u n t e r e d  i n  t he  s e l e c t i o n  o f  s u b j e c t s ,  and t h i s  

s t u d y  p r o v i d e s  no e x c e p t i o n .  The p r o f e s s i o n a l  l i t e r a t u r e  

on i n t e r n a l  c o n t r o l  g e n e r a l l y  s u p p o r t s  t he p h i l o s o p h y  t h a t  

t h e  average  i n v e s t o r  does n o t  possess t he  a b i l i t y  t o  

u n d e r s t a n d  i n t e r n a l  c o n t r o l  and i t s  r e l a t i o n s h i p  t o  a u d i t e d  

f i n a n c i a l  s t a t e m e n t s .  For  t h i s  r e a s o n ,  s u b j e c t s  w i t h  

s i g n i f i c a n t l y  more e x p e r i e n c e  and e x p e r t i s e  i n  t he 

e v a l u a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  and r e l a t e d  i n f o r m a t i o n  

p r o v i d e d  c o n s i d e r a b l y  more i n s i g h t  i n t o  t he  c o n c l u s i o n s  o f  

t he  s t u d y .  C e r t a i n l y ,  t he  use o f  f i n a n c i a l  a n a l y s t s  

i n c r e a s e s  t he  e x t e r n a l  v a l i d i t y  o f  t he  r e s e a r c h  r e s u l t s .

A l e s s  a c c e p t a b l e  a l t e r n a t i v e  wou l d  have been t o  use 

l a r g e r  numbers o f  l e s s  s o p h i s t i c a t e d  s u b j e c t s .  S t u d e n t s ,  

an o f t e n - s e l e c t e d  g r o u p ,  a r e  t y p i c a l l y  a v a i l a b l e  i n  l a r g e  

numbers,  b u t  t h e i r  l a c k  o f  s o p h i s t i c a t i o n  b r i n g s  t he  

r e s u l t a n t  e x t e r n a l  v a l i d i t y  i n t o  q u e s t i o n .

The r e s e a r c h  q u e s t i o n s  a t  hand ar e  p r a g m a t i c  and were 

asked o f  t h o s e  i n  a p o s i t i o n  b e s t  s u i t e d  t o  r espond  t o  

t h e m - - i n d i v i d u a l s  who a r e  c a p a b l e  o f  u n d e r s t a n d i n g  t he
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q u e s t i o n s  and t h e  t a s k  and t hose  most  l i k e l y  t o  use t he 

i n f o r m a t i o n  i n  a " r e a 1- w o r l d " s e t t i n g .

Sample S e l e c t i o n

G e n e r a l l y ,  t h e r e  a r e  two a l t e r n a t i v e  appr oaches  t h a t  

c o u l d  be empl oyed i n  t he  s e l e c t i o n  o f  s u b j e c t s  t o  t a ke  p a r t  

i n  a r e s e a r c h  s t u d y .  S p e c i f i c a l l y ,  a random sample o f  

f i n a n c i a l  a n a l y s t s  who a r e  members o f  t he  F i n a n c i a l  

A n a l y s t s  F e d e r a t i o n ,  t he  n a t i o n - w i d e  a s s o c i a t i o n  o f  

f i n a n c i a l  a n a l y s t s ,  c o u l d  be s e l e c t e d .  The s e l e c t e d  sample 

o f  f i n a n c i a l  a n a l y s t s  wou l d  t hen  be m a i l e d  q u e s t i o n n a i r e s .  

There a r e ,  however ,  s e v e r a l  p r ob l ems  a s s o c i a t e d  w i t h  t h i s  

a p p r o a c h  wh i c h  make i t  u n a t t r a c t i v e .

There i s  a g e n e r a l  l o s s  o f  e x p e r i m e n t a l  c o n t r o l  f r om 

s e l e c t i n g  a b l i n d  sampl e ,  e s p e c i a l l y  one w i t h  l a r g e  

g e o g r a p h i c a l  d i s p e r s i o n ,  as wou l d  be t he  case i n  a t r u l y  

random sample o f  t h e  F i n a n c i a l  A n a l y s t s  F e d e r a t i o n ,  In 

many c a s e s ,  dependen t  on t a s k  c o m p l e x i t y  and o t h e r  f a c t o r s ,  

s u b j e c t s  l a c k  m o t i v a t i o n  i n  c o m p l e t i n g  t he t a s k .  Th i s  

t ends  t o  i n c r e a s e  t h e  i n h e r e n t l y  l ow r esponse  r a t e s  and 

n o n - r e s p o n s e  b i a s  f r e q u e n t l y  e n c o u n t e r e d  i n  b l i n d  sampl es .  

F i n a n c i a l  a n a l y s t s  a r e  r e g a r d e d ,  as a g r o u p ,  t o  be 

n o t o r i o u s l y  poor  a t  r e s p o n d i n g  to m a i l  s u r v e y s .  Th i s  v i ew 

was s u p p o r t e d  i n  a p i l o t  s t u d y  conduc t ed  t o  t e s t  t he 

q u e s t i o n n a i r e .
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A q u e s t i o n  now a r i s e s  as t o  what  p o p u l a t i o n ( s ) w i l l  be 

sampl ed.  G e n e r a l l y  t he p o p u l a t i o n  t o  be sampled i s  

f i n a n c i a l  a n a l y s t s  i n  Sou t he r n  C a l i f o r n i a .  Each o f  t he  

t h r e e  t r e a t m e n t  groups  i s  a sample o f  a l l  p o t e n t i a l  

s u b j e c t s  g i v e n  t h a t  t r e a t m e n t .  Hays ( 1973 ,  p.  402)  s t a t e s ,  

"Each t r e a t m e n t  group i s  a sample f r om a p o t e n t i a l  

p o p u l a t i o n  o f  o b s e r v a t i o n s  made under  t h a t  t r e a t m e n t . "  He 

c o n t i  n u e s :

The sample space i s  co n c e i v e d  as t he  s e t  o f  a l l  
p o s s i b l e  t r e a t m e n t - s u b j e c t  c o m b i n a t i o n s ,  and t he  
s t a t i s t i c a l r e l a t i o n s h i p  i t s e l f  i s  d e f i n e d  i n  

‘ t e rms o f  t h i s  sample space.  ( p .  413)

T h e r e f o r e ,  s t a t i s t i c s  a p p l i e d  t o  t he  t h r e e  samples are

done so i n  an a t t e m p t  t o  e s t i m a t e  t he  c h a r a c t e r i s t i c s  o f

" p o t e n t i a l "  p o p u l a t i o n s .

For  t he  r easons  men t i o n ed  above ,  t he  b l i n d  sample

approach was r e j e c t e d  i n  f a v o r  o f  a more d i r e c t

s o l i c i t a t i o n  o f  l o c a l  S o c i e t i e s  o f  t he  F e d e r a t i o n  o f

F i n a n c i a l  A n a l y s t s  and s e c u r i t i e s  r e s e a r c h  f i r m s .

Two methods were used t o  o b t a i n  t he  d e s i r e d  l e v e l s  o f

c o o p e r a t i o n  f r om f i n a n c i a l  a n a l y s t s .  Three l o c a l  c h a p t e r s

o f  t he  F i n a n c i a l  A n a l y s t s  F e d e r a t i o n  were c o n t a c t e d  t o

s ponso r  p a r t i c i p a t i o n  o f  t h e i r  r e s p e c t i v e  membershi ps i n

t he  s t u d y .  One c h a p t e r ,  t he  F i n a n c i a l  A n a l y s t s  S o c i e t y  o f

San Di ego ,  agreed t o  a l l o w  d i s t r i b u t i o n  o f  t he

q u e s t i o n n a i r e s  a t  one o f  t h e i r  m e e t i n g s .  Response r a t e s

f rom t h i s  group a r e  shown i n  Tab l e  1. S i x  m a j o r  C a l i f o r n i a
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Table 1

Q u e s t i o n n a i r e  D i s t r i b u t i o n  and Col 1e c t i  on

By P a r t i c i p a t i n g  O r g a n i z a t i o n

Number
Or g a n i z a t i o n  D i s t r i b u t e d

Number
Returned

Percentage
Returned

The F i n a n c i a l  An a l y s t s  
S o c i e t y  o f  San Diego 30 11 36.67

Fi rm 1 13 11 84.62

Fi rm 2 8 4 50.00

Fi rm 3 17 14 82.35

Fi rm 4 8 7 87.50

Fi rm 5 14 12 85.71

Fi rm 6 12 10 83.33

T o t a l s  102 61 67.65

4S.ro
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i n v e s t m e n t  bank i ng  houses e mp l oy i ng  e i g h t  o r  more f i n a n c i a l  

a n a l y s t s  a l s o  ag reed  t o  p a r t i c i p a t e  i n  t he  s t u d y .  A l t h o u g h  

t hose  f i r m s  p a r t i c i p a t i n g  w i sh  t o  r ema i n  anonymous,  t h ey  

were l o c a t e d  i n  t h e  Los Ange l es  a r e a .  Most  o f  t he  r e s e a r c h  

d i r e c t o r s  o f  t he  f i r m s  p a r t i c i p a t i n g  agreed t o  d i s t r i b u t e  

t he  q u e s t i o n n a i r e s  i n  t h e i r  i n t e r o f f i c e  m a i l  w i t h  a l e t t e r  

s a n c t i o n i n g  t he  s t u d y  and r e q u e s t i n g  p a r t i c i p a t i o n  o f  t he 

i n d i v i d u a l  f i n a n c i a l  a n a l y s t .  As a r e s u l t ,  t he  r esponse 

r a t e  f o r  t hese  f i r m s  was v e r y  h i gh  (see Tab l e  1 ) .

A p p r o x i m a t e l y  67.65% o f  t he q u e s t i o n n a i r e s  were 

r e t u r n e d .  A h i g h e r  r e t u r n  r a t e  was e x p e r i e n c e d  i n  t hose  

f i r m s  p a r t i c i p a t i n g  i n  t he  s t u d y  t han  i n  t h e  F i n a n c i a l  

A n a l y s t s  S o c i e t y  o f  San Di ego ,  p r esumab l y  because o f  t he  

f o l l o w - u p  o p p o r t u n i t i e s  f o r  t he d i r e c t o r s  o f  r e s e a r c h  i n  

t ho se  o r g a n i z a t i o n s .  Tab l e  2 shows t he  r e t u r n  r a t e  on a 

group b a s i s .

The Q u e s t i o n n a i r e

Three s e t s  o f  q u e s t i o n n a i r e s  were used i n  t he s t u d y :  

a d i f f e r e n t  q u e s t i o n n a i r e  f o r  each o f  t h e  two e x p e r i m e n t a l  

g roups and one f o r  t he  c o n t r o l  group (see Append i x  A f o r  a 

copy o f  each o f  t he  q u e s t i o n n a i r e s ) .  The q u e s t i o n n a i r e s  

were i d e n t i c a l  i n  a l l  r e s p e c t s  e x c e p t  t h a t  one e x p e r i m e n t a l  

group r e c e i v e d  as a d d i t i o n a l  i n f o r m a t i o n ,  management ' s  

s t a t e m e n t  o f  i t s  r e s p o n s i b i l i t y  f o r  i n t e r n a l  a c c o u n t i n g  

c o n t r o l ,  w h i l e  t he  second e x p e r i m e n t a l  g roup  r e c e i v e d
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Table 2

Qu e s t i o n n a i r e  D i s t r i b u t i o n  and C o l l e c t i o n  

By Treatment  Group

Group

Exper i ment a l  Group 1 : 
Management1s Repor t  
on I n t e r n a l  Cont ro l

Exper i menta l  Group 2 : 
Management ' s Repor t  
on I n t e r n a l  Con t r o l  
and t he Independent  
A c c o u n t a n t ' s  Repor t

Con t r o l  Group: 
Un r e l a t ed  A d d i t i o n a l  
I n f o r m a t i o n

To t a l s

Number 
Di s t r i  buted

40

31

31

Number
Returned

23

102

24

22

69

-fs>

Percentage
Returned

57.5

77.42

70.97

67.65
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management ' s  s t a t e m e n t  and a r e p o r t  by t he  i n d e p e n d e n t  

C e r t i f i e d  P u b l i c  A c c o u n t a n t s  i n d i c a t i n g  t h e  adequacy o f  

t he  c l i e n t  company ' s  management  sys tem o f  i n t e r n a l  

c o n t r o l s .  The c o n t r o l  g r oup r e c e i v e d  a d d i t i o n a l  

i n f o r m a t i o n '  u n r e l a t e d  t o  t he  t a s k ,  i n  o r d e r  t o  c o n t r o l  f o r  

g e n e r a l  i n f o r m a t i o n  e f f e c t s .

Each q u e s t i o n n a i r e  c o n s i s t e d  o f  a c o v e r  l e t t e r  

e x p l a i n i n g  i n  g e n e r a l  t erms t h a t  t he s t u d y  was an a t t e m p t  

t o  measure t he  i m p o r t a n c e  o f  a c c o u n t i n g  i n f o r m a t i o n  i n  

d e c i s i o n - m a k i n g ,  an i n t r o d u c t i o n  t o  t he  t a s k ,  t he  

e x p e r i m e n t a l  t a s k ,  and a s e t  o f  backg r o u nd  q u e s t i o n s .

A s e t  o f  backg r ound  q u e s t i o n s  was d ev e l oped  t o  t e s t  

f o r  p o s s i b l e  d i f f e r e n c e s  between t r e a t m e n t  g r oups  on such 

demogr aph i c  v a r i a b l e s  as age,  l e v e l  o f  e d u c a t i o n ,  work 

e x p e r i e n c e ,  and degree  o f  i n v e s t m e n t  r e s e a r c h  u n d e r t a k e n .

Data Col 1e c t i o n

I n f o r m a t i o n  ga i ned  i n  t he p i l o t  s t u d y  i n d i c a t e d  t h a t  a 

much h i g h e r  r esponse  r a t e  wou l d  p r o b a b l y  be a t t a i n e d  I f  t he  

q u e s t i o n n a i r e s  were d i s t r i b u t e d  t h r o u g h  c o o p e r a t i n g  

r e s e a r c h  d i r e c t o r s  t han  t h r o u g h  the use o f  a b l i n d  ma i l  

sampl e.  The c o o p e r a t i n g  f i r m s  agreed t o  d i s t r i b u t e  t he  

q u e s t i o n n a i r e s .  For  f i v e  o f  t he  p a r t i c i p a t i n g  f i r m s ,  I n 

o r d e r  t o  m a i n t a i n  t he  a n o ny mi t y  o f  t he  I n d i v i d u a l  f i n a n c i a l  

a n a l y s t s  p a r t i c i p a t i n g  i n  t h e  s t u d y ,  t h e  q u e s t i o n n a i r e s  

were r e t u r n e d  d i r e c t l y  t o  t h e  r e s e a r c h e r .  A
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s e l f - a d d r e s s e d ,  stamped e n v e l ope  was d i s t r i b u t e d  w i t h  each 

q u e s t i o n n a i r e .  The r e s e a r c h  d i r e c t o r  i n  t he  s i x t h  f i r m  

i n s i s t e d  on bot h  d i s t r i b u t i n g  and c o l l e c t i n g  t he 

q u e s t i o n n a i r e s ,  wh i ch  were a l l  r e t u r n e d  t o  t he  r e s e a r c h e r .  

Each o f  t he  o r g a n i z a t i o n s  p a r t i c i p a t i n g  was g i v e n  a l l  t h r e e  

s e t s  o f  q u e s t i o n n a i r e s ,  and t h es e  were a s s i g n e d  r andoml y  t o  

t he  f i n a n c i a l  a n a l y s t s .

A l l  o f  t h e  q u e s t i o n n a i r e s  were d i s t r i b u t e d  e a r l y  i n  

June ,  1980,  and r e t u r n e d  by l a t e  J u l y ,  1980.

P i l o t  St udy  Re s u l t s

A p i l o t  s t u d y  was conduc t ed  t o  t e s t  t he  q u e s t i o n n a i r e s  

and t o  d e t e r m i n e  t he  adequacy o f  t he i n d e p e n d e n t  v a r i a b l e s .  

The r e s u l t s  o f  t he  p i l o t  s t u d y  i n d i c a t e d  t he  method o f  

d i s t r i b u t i o n  most  a p p r o p r i a t e  t o  ensur e  a r e a s o n a b l e  

r esponse  wou l d  be d i r e c t l y  t h r o u g h  the r e s e a r c h  d i r e c t o r  

o f  c o o p e r a t i n g  f i r m s .  A l s o ,  t he  p a r t i c i p a n t s  su g g e s t ed  t he  

c l a r i f i c a t i o n  o f  two q u e s t i o n s  and the a d d i t i o n  o f  one 

backg r ound  q u e s t i o n  r e l a t e d  t o  degree o f  r e s e a r c h  

i n v o l v e m e n t .  The p i l o t  s t u d y  d i d  i n d i c a t e  t h a t  t he  

q u e s t i o n s  were a p p r o p r i a t e  and t he  q u e s t i o n n a i r e  a d e q u a t e l y  

des i g n e d .

Summary

Th i s  c h a p t e r  d i s c u s s e d  t he  r e s e a r c h  me t hodo l ogy  

de ve l o p e d  f o r  t h i s  s t u d y .  A f i e l d  e x p e r i m e n t  was employed 

i n  wh i ch  f i n a n c i a l  a n a l y s t s  p a r t i c i p a t e d .  The e x p e r i m e n t a l
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d e s ig n  c o n s i s t e d  o f  a r e p e a t e d  measure ,  e x p e r i m e n t a l -  

c o n t r o l  g roup d e s ig n  w i t h  randomized  s u b j e c t s .

I n d e p e n d e n t  and dependent  v a r i a b l e s  were s e l e c t e d  and 

s u b m i t t e d  to  a p i l o t  t e s t .  A p p r o p r i a t e  changes were made. 

A s e t  o f  r e s e a r c h  hy po theses  was d e v e lo p e d  t h a t  were used 

to  t e s t  t h e  m a jo r  q u e s t i o n s  add ressed  by t h i s  s t u d y .
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CHAPTER IV

DATA ANALYSIS AND RESULTS 

The p r i m a r y  pu rpose o f  Ch a p te r  IV i s  t o  a n a l y z e  th e  

r e s u l t s  o f  t h e  f i e l d  e x p e r i m e n t .  As noted i n  p r e v i o u s  

c h a p t e r s ,  t he  o b j e c t i v e  o f  t he  a n a l y s i s  i s  t o  d e t e r m i n e  the  

i m p a c t ,  i f  any ,  o f  a d d i t i o n a l  i n f o r m a t i o n  on i n t e r n a l  

c o n t r o l  on t h e  c o n f i d e n c e  l e v e l s  f i n a n c i a l  a n a l y s t s  ex p re s s  

i n  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t s .  T h i s  c h a p t e r  c o n s i s t s  

o f  f o u r  s e c t i o n s .  The f i r s t  s e c t i o n  a n a ly z e s  the  r e s u l t s  

o f  t he  f i e l d  e x p e r i m e n t  u s i n g  the  odds fo rm o f  B a ye s ' s  

the o re m ,  w h i l e  the  second s e c t i o n  approaches  t h e  a n a l y s i s  

u s i n g  t h e  more t r a d i t i o n a l  c l a s s i c a l  a p p ro a ch .  S e c t i o n  

t h r e e  p r o v i d e s  an a n a l y s i s  o f  demograph ic  v a r i a b l e s  t o  

d e t e r m i n e  w h e t h e r  any i m p o r t a n t  d i f f e r e n c e s  e x i s t  i n  t h e se  

v a r i a b l e s  between t r e a t m e n t  g r o u p s .  The f o u r t h  s e c t i o n  

compares t h e  r e s u l t s  o f  bo th  Bayes ian  and c l a s s i c a l  

a n a l y s e s  and p r e s e n t s  a summary o f  t h e  c h a p t e r .

Hypotheses

The g e n e r a l  a g g r e g a t e  h y po th ese s  p r e s e n t e d  i n  

C h a p te r  I I I  and be in g  t r e a t e d  he re  f o l l o w .
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Tes t s  o f  Means
2

P r e t r e a t m e n t  S c o r e s :

Hq -j : There i s  no d i f f e r e n c e  i n  th e  l e v e l  o f

c o n f i d e n c e  ex p re ss e d  on t h e  f i n a n c i a l  

s t a t e m e n t s  among the  t h r e e  g roups  based

on the  p r e t r e a t m e n t  s c o r e s .
2P o s t t r e a t m e n t  S c o r e s :

Hq2 : There i s  no d i f f e r e n c e  i n  th e  l e v e l  o f

c o n f i d e n c e  ex p re ss e d  on th e  f i n a n c i a l  

s t a t e m e n t s  among the t h r e e  g roups  as a 

r e s u l t  o f  t h e  r e p o r t s  on i n t e r n a l  c o n t r o l  

based on th e  p o s t t r e a t m e n t  s c o r e s .

D i f f e r e n c e  S c o r e s ;

Hg^: There i s  no d i f f e r e n c e  i n  th e  deg ree  o f

r e v i s i o n  o f  c o n f i d e n c e  l e v e l s  e x p re s s e d

among th e  t h r e e  g roups as a r e s u l t  o f  the

r e c e i p t  o f  t he  r e p o r t s  on i n t e r n a l

a c c o u n t i n g  c o n t r o l  as measured by p r e -  

t r e a t m e n t  and p o s t t r e a t m e n t  d i f f e r e n c e  

s c o r e s .

2
P r e t r e a t m e n t  s c o re s  a r e  c o n f i d e n c e  l e v e l  measures 

b e f o r e  t h e  t r e a t m e n t  and p o s t t r e a t m e n t  s co re s  a re  i d e n t i c a l  
measures a f t e r  the t r e a t m e n t .
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Hq^ :  There i s  no d i f f e r e n c e  i n  t h e  deg ree  o f  

r e v i s i o n  o f  c o n f i d e n c e  l e v e l s  ex p re sse d  

w i t h i n  the  t h r e e  groups: as a r e s u l t  o f  the 

r e p o r t s  on i n t e r n a l  c o n t r o l .

Tes ts  o f  V a r i a n c e

There i s  no d i f f e r e n c e  i n  th e  c o n s i s t e n c y  o f  

c o n f i d e n c e  l e v e l  r e v i s i o n s  e xp re ss e d  among the  

t h r e e  g roups  as a r e s u l t  o f  the. r e c e i p t  o f  t he  

r e p o r t s  on i n t e r n a l  c o n t r o l ,

To t e s t  t h e s e  g e n e r a l  a s s e r t i o n s ,  each o f  t h e  seven 

q u e s t i o n s  r e g a r d i n g  th e  l e v e l s  o f  c o n f i d e n c e  o f  f i n a n c i a l  

a n a l y s t s  was examined i n d e p e n d e n t l y  as a s e p a r a t e  d e t a i l e d  

h y p o t h e s i s .  T h e r e f o r e ,  t h e  a g g r e g a t e  n u l l  h y p o t h e s e s ,  

d i r e c t l y  ad d re s se d  by q u e s t i o n  one o f  t h e  s t u d y ,  were 

reexamined  i n  q u e s t i o n s  two t h r o u g h  seven by a s s e s s i n g  a 

more s p e c i f i c  im p a c t  on measures o f  p r o f i t a b i l i t y ,  f i n a n c i a l  

c o n d i t i o n ,  and c e r t a i n  management r e s p o n s i b i l i t i e s  

g e n e r a l l y  a s s o c i a t e d  w i t h  the  o b j e c t i v e s  o f  i n t e r n a l  

c o n t r o l .  These c o r o l l a r y  hy p o th es e s  f o r  a l l  seven 

q u e s t i o n s  a re  p r e s e n t e d  i n  Tab le  3 f o r  t h e  p r e t e s t  between-  

groups t e s t  o f  means,  Tab le  4 f o r  t he  p o s t t e s t  be tween-  

g roups  t e s t  o f  m e a n s ,  T a b le  5 f o r  t h e  b e tw e e n -g r o u p s  t e s t  

o f  mean d i f f e r e n c e s ,  Tab le  6 f o r  t h e  between-g roups :  

v a r i a n c e  a n a l y s i s ,  and T a h l e  7 f o r  t h e  w i t h  i n - g r o u p s  t e s t  

o f  mean d i f f e r e n c e s .
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Table 3

Quest ion
Number

1

2

3

4

5

6 

7

Between-Groups C o r o l l a r y  Hypotheses:  Tests o f  P r e t re a tm e n t  Means

C o r o l l a r y  Nu l l  Hypotheses,  Hg-j :

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i de nc e  expressed by the 
ex pe r im en ta l  groups and the c o n t r o l  group as to  f a i r  p r e s e n t a t i o n  o f  the 
f i n a n c i a l  s t a t em en ts .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n c e  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the income s t a te m e n t  f a i r l y  
r e p o r t i n g  the r e s u l t s  o f  o p e r a t i o n s .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n ce  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the income s t a t em en t  
p r e s e n t i n g  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management 's a b i l i t y  to  u t i l i z e  
resou rces  e f f e c t i v e l y .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i de nc e  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the balance sheet  f a i r l y  
r e p o r t i n g  f i n a n c i a l  p o s i t i o n .

There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d e n ce  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the ba lance sheet  r e p r e s e n t i n g  
how w e l l  management sa feguarded as se ts .

There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d e n c e  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  whether  management m a in ta in e d  
an adequate system o f  i n t e r n a l  c o n t r o l .

There i s  no d i f f e r e n c e  as to  the w i l l i n g n e s s  to  i n v e s t  between the 
e xp e r im e n ta l  groups and the c o n t r o l  group.,



www.manaraa.com

Table 4

Between-Groups C o r o l l a r y  Hypotheses:  Tests  o f  Post . t reatment  Means

Quest i  on 
Number C o r o l l a r y  Nu l l  Hypotheses:,  Hq^:

1 There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n c e  expressed by the 
e x p e r im e n ta l  groups and the c o n t r o l  group as to  f a i r  p r e s e n t a t i o n  o f  
f i n a n c i a l  s ta teme n ts .

the

2 There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i d e n c e  expressed by the 
ex p e r im e n ta l  groups and the c o n t r o l  group as to  the income s ta temen t  
r e p o r t i n g  the r e s u l t s  o f  o p e r a t i o n s .

f a i  r l y

3 There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n ce  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the income s ta t eme n t  
p r e s e n t i n g  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management 's a b i l i t y  t o  u t i l i z e  
resou rces  e f f e c t i v e l y .

4 There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n c e  expressed by the 
e x p e r im e n ta l  groups and the c o n t r o l  group as to  the ba lance sheet  f a i r l y  
r e p o r t i n g  f i n a n c i a l  p o s i t i o n .

5 There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d e n c e  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to the balance sheet  
r e p r e s e n t i n g  how w e l l  management sa feguarded a ss e t s .

6 There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d e n ce  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to whether  management m a in ta in e d  
an adequate system o f  i n t e r n a l  c o n t r o l ,

zs

There i s  no d i f f e r e n c e  as to  the w i l l i n g n e s s  to  i n v e s t  between the 
e xp e r i m e n t a l  groups and the c o n t r o l  group.
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Table 5

Question
Number

1

2

3

4

5

6

7

U1
CO

Between-Groups C o r o l l a r y  Hypotheses:  Tests o f  Mean D i f f e r e n c e s

C o r o l l a r y  Nu l l  Hypotheses,  Hq^:

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i d e n ce  expressed by the 
exp e r im e n ta l  groups and the c o n t r o l  group as to f a i r  p r e s e n t a t i o n  o f  the 
f i n a n c i a l  s t a t e m e n t s .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i d e n ce  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to  the income s t a t em en t  f a i r l y  
r e p o r t i n g  the r e s u l t s  o f  o p e r a t i o n s .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  co n f i d e n c e  expressed by the 
e x p e r im e n ta l  groups and the c o n t r o l  group as to  the income s ta teme n t  
p r e s e n t i n g  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management 's a b i l i t y  to u t i l i z e  
resources  e f f e c t i v e l y .

There i s  no d i f f e r e n c e  i n  the l e v e l s  o f  c o n f i d e n ce  expressed by the 
ex p e r i m e n t a l  groups and the c o n t r o l  group as to  the balance sheet  f a i r l y  
r e p o r t i n g  f i n a n c i a l  p o s i t i o n .

There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d e n c e  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to  the balance sheet  r e p r e s e n t i n g  
how w e l l  management safeguarded a ss e ts .

There i s  no d i f f e r e n c e  i n  the l e v e l  o f  co n f i d en ce  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to  whether  management m a in ta in e d  
an adequate system o f  i n t e r n a l  c o n t r o l ,

There i s  no d i f f e r e n c e  as to the w i l l i n g n e s s  to  i n v e s t  between the 
ex p e r i m e n ta l  groups and the c o n t r o l  group.
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Tab!e 6

Quest ion
Number

1

2

3

4

5

6

7

tn
4*

Wi th in -Grou ps  C o r o l l a r y  Hypotheses:  Tests o f  Mean D i f f e r e n c e s '

C o r o l l a r y  Nu l l  Hypotheses,

There i s  no d i f f e r e n c e  i n  the r e v i s i o n  o f  c o n f i d en ce  expressed by the 
e xp e r im e n ta l  groups and the c o n t r o l  group as to f a i r  p r e s e n t a t i o n  o f  the 
f i n a n c i a l  s ta te m e n t s .

There i s  no d i f f e r e n c e  i n  the r e v i s i o n  o f  c o n f i d en ce  expressed by the 
ex p e r i m e n ta l  groups and the c o n t r o l  group as to  the income statement-  f a i r l y  
r e p o r t i n g  the r e s u l t s  o f  o p e r a t i o n s .

There i s  no d i f f e r e n c e  i n  the r e v i s i o n  o f  c o n f i d e n c e  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to the income s t a temen t  
p r e s e n t i n g  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management's: a b i l i t y  to  u t i l i z e  
resou rces  e f f e c t i v e l y .

There i s  no d i f f e r e n c e  i n  the r e v i s i o n  o f  co n f i d e n c e  expressed by the 
e x p e r im e n ta l  groups and the c o n t r o l  group as to the  balance shee t  f a i r l y  
r e p o r t i n g  f i n a n c i a l  p o s i t i o n .

There i s  no d i f f e r e n c e  i n  the r e v i s i o n  o f  c o n f i d e n c e  expressed by the 
ex p e r i m e n ta l  groups: and the c o n t r o l  group as to  the balance sheet  r e p r e s e n t i n g  
how w e l l  management safeguarded a s s e t s .

There i s  no d i f f e r e n c e  i n  the r e y i s i o n  o f  co n f i d e n c e  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to  whether  management m a in ta in e d  
an adequate system o f  i n t e r n a l  c o n t r o l .

There i s  no d i f f e r e n c e  i n  the  r e v i s i o n  o f  co n f i d e n ce  expressed by the 
e xp e r i m e n t a l  groups and the c o n t r o l  group as to t h e i r  w i l l i n g n e s s  to  i n v e s t .
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Table 7

Quest i  on
Number

1

2

3

4

5

6

7
on
on

Between-Groups C o r o l l a r y  Hypotheses:  A n a l y s i s  o f  Va r iance

C o r o l l a r y  Nul l  Hypotheses,  Hgg:

There i s  no d i f f e r e n c e  between the exp e r im e n ta l  groups and the c o n t r o l  groups 
i n  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n c e  were r e v i s e d  as to  f a i r  
p r e s e n t a t i o n  o f  the f i n a n c i a l  s t a t e m e n t s .

There i s  no d i f f e r e n c e  between the ex p e r im e n ta l  groups and the c o n t r o l  groups 
i n  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n ce  were r e v i s e d  as to the 
income s ta teme n t  f a i r l y  r e p o r t i n g  the r e s u l t s  o f  o p e r a t i o n s .

There i s  no d i f f e r e n c e  between the exp e r im e n ta l  groups and the  c o n t r o l  groups 
i n  the c o n s i s t e n c y  w i t h  which l e y e l s  o f  c o n f i d e n ce  were r e v i s e d  as to  the 
income s t a t em en t  p r e s e n t i n g  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management 's a b i l i t y  
to u t i l i z e  resou rces  e f f e c t i v e l y .

There i s  no d i f f e r e n c e  between the exp e r im e n ta l  groups and the c o n t r o l  groups 
i n  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n c e  were r e v i s e d  as to  the 
ba lance sheet  f a i r l y  r e p o r t i n g  f i n a n c i a l  p o s i t i o n .

There i s  no d i f f e r e n c e  between the exp er im en ta l  groups and the c o n t r o l  groups
in  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n ce  were r e v i s e d  as to  the 
ba lance sheet  r e p r e s e n t i n g  how w e l l  management safeguarded a ss e t s .

There i s  no d i f f e r e n c e  between the ex p e r im e n ta l  groups and the c o n t r o l  groups
in  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n ce  were r e v i s e d  as to  whe ther  
management m a in ta in e d  an adequate system o f  i n t e r n a l  c o n t r o l .

There i s  no d i f f e r e n c e  between the exp er im en ta l  groups and the  c o n t r o l  groups 
i n  the c o n s i s t e n c y  w i t h  which l e v e l s  o f  c o n f i d e n ce  were r e v i s e d  as to  t h e i r  
w i l l i n g n e s s  to  i n v e s t . ________________________________________________
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B ay es ian  Approach 

The c l a s s i c a l  Bayes ia n  model  p r e s e n t e d  i n  C h a p te r  I I  

i s  r e p e a t e d  he re .

P( Cf!E . )  P( C | E . ) P ( E . )

P(Ej l C) = ~ P lC ]  = ^ P ( C l E j ) P C E j ) -

Th is  model has been used i n  bo th  n o r m a t i v e  and d e s c r i p t i v e  

r e s e a r c h  s t u d i e s  t o  c a l c u l a t e  a p o s t e r i o r  o r  r e v i s e d  

s u b j e c t i v e  p r o b a b i l i t y .  Th i s  i s  a c c o m p l i s h e d  by s o l i c i t i n g  

b o th  p r i o r  and c o n d i t i o n a l  p r o b a b i l i t i e s  f rom s u b j e c t s  and 

c a l c u l a t i n g  the  p o s t e r i o r  p r o b a b i l i t i e s .  These c a l c u l a t e d  

p r o b a b i l i t i e s  a re  the n  compared t o  a s o l i c i t e d  p o s t e r i o r  

p r o b a b i l i t y  t o  d e t e r m i n e  w h e th e r  the  d e c i s i o n  model  used by 

th e  s u b j e c t  was B a y e s i a n .  Tha t  c o n c l u s i o n  c o u l d  be drawn 

i f  t h e r e  was no s i g n i f i c a n t  d i f f e r e n c e  between the  

c a l c u l a t e d  and s o l i c i t e d  p o s t e r i o r  p r o b a b i l i t i e s .

Research s t u d i e s  i n '  bo th  p s y c h o l o g y  and a c c o u n t i n g  

(see Ch ap te r  I I )  have a l s o  used th e  odds fo rm  o f  B a y e s ' s  

theo rem i n  wh ich  bo th  the  p r i o r  and p o s t e r i o r  p r o b a b i l i t i e s  

a re  s o l i c i t e d  and a l i k e l i h o o d  r a t i o  i s  computed.  The odds 

fo rm o f  B a ye s ' s  theo rem ( f r o m  Ch ap te r  I I )  i s  e x p r e s s e d :

1 “  L ftg

where i s  t h e  p o s t e r i o r  p r o b a b i l i t y ,  L i s  t he  l i k e l i h o o d  

r a t i o  and fig i s  t he  p r i o r  p r o b a b i l i t y .

An example m i g h t  h e lp  e x p l a i n  th e  m a t h e m a t i c s .  Assume 

t h a t  we s o l i c i t  a s u b j e c t i v e  e s t i m a t e  o f  t he  degree o f  

c o n f i d e n c e  an i n d i v i d u a l  has t h a t  a p a r t i c u l a r  income
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s t a t e m e n t  f a i r l y  p r e s e n t s  th e  o p e r a t i n g  r e s u l t s  o f  t h e  

company f o r  wh ich  i t  was i s s u e d .  I f  t h i s  measure o f  

c o n f i d e n c e  i s  s o l i c i t e d  as a s u b j e c t i v e  p r o b a b i l i t y  t h a t  i s  

e xp re s s e d  as a v a lu e  f rom 0 to  1 . 0 ,  we have o b t a i n e d  an 

assessment  o f  a “ p r i o r "  p r o b a b i l i t y .  Assume th e  l e v e l  o f  

c o n f i d e n c e  e x p re s s e d  by o u r  h y p o t h e t i c a l  s u b j e c t  i s  . 7 0 .

Our s u b j e c t  i s  now exposed t o  a d d i t i o n a l  i n f o r m a t i o n  

t h a t  may o r  may n o t ,  i n  t h e  s u b j e c t ' s  o p i n i o n ,  have an 

e f f e c t  on t h e  s u b j e c t ' s  o r i g i n a l  assessment  o f  c o n f i d e n c e  

i n  the  f i n a n c i a l  s t a t e m e n t  p r e v i o u s l y  p r e s e n t e d .  L e t ' s  ask 

th e  s u b j e c t  wha t  t h a t  i m p a c t  o f  t h e  a d d i t i o n a l  i n f o r m a t i o n  

was.  T h i s  i s  n o t  done d i r e c t l y ,  b u t  i s  a c c o m p l i s h e d ,  

r a t h e r ,  by a s k i n g  the  s u b j e c t  t o  r e a s s e s s  th e  o r i g i n a l  

( p r i o r )  e s t i m a t e  o f  t h e  l e v e l  o f  c o n f i d e n c e .  L e t  us assume, 

f u r t h e r ,  t h a t  t he  s u b j e c t ' s  r e a s s e s sm e n t  i n d i c a t e d  t h a t  t he  

c o n f i d e n c e  l e v e l  had changed;  i t  had i n c r e a s e d  t o  .8 0 .

T h i s  i s  known as t h e  s u b j e c t ' s  " p o s t e r i o r "  p r o b a b i l i t y .

From t h e  p r i o r  and p o s t e r i o r  p r o b a b i l i t i e s  j u s t  

o b t a i n e d  f rom o u r  s u b j e c t ,  we can compute th e  l i k e l i h o o d  

r a t i o  as f o l l o w s :

1 ”  L ̂  q .

In o u r  examp le :

.80 = L . 7 0 ,  o r

L = T h e r e f o r e ,

L = 1 .1 42 857 .
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The im p a c t  o f  t he  a d d i t i o n a l  i n f o r m a t i o n  i s  d e t e r m i n e d  

by th e  d i f f e r e n c e  between t h e  v a l u e  o f  i t s  l i k e l i h o o d  r a t i o  

( i n  t h i s  case ,  1 .1 4 2 85 7 )  and one.  I f  t he  l i k e l i h o o d  r a t i o  

e q u a le d  one,  t he  i t e m  o f  i n f o r m a t i o n  had no im p a c t  on p r i o r  

odds.  Wi th  p r i o r  p r o b a b i l i t i e s  s t a t e d ,  sa y ,  i n  f a v o r  o f

H.j , t he  l i k e l i h o o d  r a t i o  f o r  an i t e m  o f  i n f o r m a t i o n  (a 

p a r t i c u l a r  r e p o r t  on i n t e r n a l  c o n t r o l }  i s  g r e a t e r  t ha n  one,  

when the  i t e m  i s  more p r o b a b l e  g i v e n  i s  t r u e .  The

l a r g e r  t h e  v a l u e  o f  t h e  l i k e l i h o o d  r a t i o ,  t h e  g r e a t e r  i s  

t h e  im p a c t  o f  t h e  i t e m  o f  i n f o r m a t i o n .  When an i t e m  o f  

i n f o r m a t i o n  i s  more p r o b a b l e  g i v e n  th e  l i k e l i h o o d  r a t i o

i s  p o s i t i v e  and l e s s  than  one.

Between-Group D i f f e r e n c e s  

In th e  a n a l y s i s  t h a t  f o l l o w s ,  a l i k e l i h o o d  r a t i o  was 

computed f o r  seven q u e s t i o n s  ( d ep e n d e n t  v a r i a b l e s )  i n  each 

o f  t h e  t h r e e  g roups  i n  the  s t u d y .  T h i s  p r o v i d e d  a measure 

o f  t h e  b e t w e e n -g r o u p s  d i f f e r e n c e s  a t t r i b u t e d  p r i n c i p a l l y  t o  

t h e  e f f e c t  o f  t h e  t r e a t m e n t  CX2 , X3 , o r  X ^ ) .

The l i k e l i h o o d  r a t i o  was computed by d i v i d i n g  th e  

a f t e r t r e a t m e n t  measure o f  c o n f i d e n c e  f o r  each q u e s t i o n  

( e x p r e s s e d  as v a r i a b l e s  V8 t h r o u g h  V14) by the  

c o r r e s p o n d i n g  b e f o r e t r e a t m e n t  measure ( .expressed as 

v a r i a b l e s  VI t h r o u g h  V7) .  T h i s  was done f o r  each o f  t he  

t h r e e  groups- on a s u b j e c t  by s u b j e c t  b a s i s .  The means o f  

each o f  t h e se  new v a r i a b l e s  ( e x p r e s s e d  as LI  t h r o u g h  L7)

were then  compared between g r o u p s .
__________________ '_________  58
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S t a t i s t i c a l  Te s t s  on Hq3 -  Bayes ian

Hypotheses Hq3 ( T a b le  5} were t e s t e d  u s in g  a t_ t e s t  o f  

d i f f e r e n c e s  between means. The a n a l y s i s  was done w i t h  the 

a i d  o f  S P S S - S t a t i s t i c a l  Package f o r  t h e  S o c i a l  Sc i en ce s  

( SPSS) t - t e s t  programs CNie,  e t  a l . , 1 975,  pp.  2 6 7 - 2 7 5 ) .

As Hays ( 1 97 3 ,  pp.  4 0 9 -4 1 0 )  n o t e s ,  two s t a t i s t i c a l  

a s s u m p t i o n s  a re  g e n e r a l l y  made t o  j u s t i f y  t h e  use o f  t h e  

jt d i s t r i b u t i o n .  They a re  t h a t :  (1 )  t h e  p o p u l a t i o n s

sampled a re  n o r m a l ,  and ( 2 )  t he  p o p u l a t i o n  v a r i a n c e s  a re  

homogeneous.  Hays i n d i c a t e s ,  ho wever ,  t h a t  " i n  p r a c t i c a l  

s i t u a t i o n s ,  t h e s e  a s s u m p t i o n s  a re  somet imes v i o l a t e d  w i t h  

r a t h e r  sm a l l  e f f e c t  on the  c o n c l u s i o n s "  (p .  4 1 0 ) .  W i th  

r e g a r d  t o  the  a s s u m p t io n  o f  n o r m a l i t y ,  Hays s t a t e s  (p .  410 ) ,  

" T h i s  a ss u m p t i o n  may be v i o l a t e d  a l m o s t  w i t h  i m p u n i t y ,  

p r o v i d e d  th e  sample s i z e  i s  n o t  e x t r e m e l y  s m a l l . "  A l t h o u g h  

t h e  a s s u m p t i o n  o f  homo ge ne i t y  o f  v a r i a n c e  appears  t o  be 

more i m p o r t a n t ,  Hays c o n c lu d e s  (p .  410)  t h a t ,  " f o r  samples 

o f  equa l  s i z e ,  r e l a t i v e l y  b i g  d i f f e r e n c e s  i n  the  p o p u l a t i o n  

v a r i a n c e s  seem t o  have r e l a t i v e l y  sm a l l  consequences f o r  

t he  c o n c l u s i o n s  d e r i v e d  f rom the  t_ t e s t . "  Samples o f  

unequal  s i z e  do,  however ,  p r e s e n t  a p r o b le m .  A c o r r e c t i o n  

i s  s u g g e s t e d  by an a d j u s t m e n t  to  th e  degrees o f  f re e d o m .

The a d j u s t m e n t  i s  a l s o  used when equa l  p o p u l a t i o n  v a r i a n c e s  

c a n n o t  be assumed. Th is  a d j u s t m e n t  p r oce ss  was 

i n c o r p o r a t e d  i n t o  t h e  SPSS t - t e s t  p r og r am s .  A l t h o u g h  

d i f f e r e n t  sample s i z e s  were o b t a i n e d  i n  the  t h r e e  g roups
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t e s t e d  i n  t h i s  s t u d y ,  t h e  sample s i z e  d i f f e r e n c e s  a re  n o t  

c o n s i d e r e d  l a r g e  enough to  have a s e r i o u s  e f f e c t  on the  

c o n c l u s i o n s  o f  t h e  t  ̂ t e s t s .

The t_ s t a t i s t i c s  used were computed by SPSS, u s i n g  the  

f o l l o w i n g  f o r m u l a s :

1. P o p u l a t i o n s  w i t h  Unequal  V a r i a n c e s :

( X * T  -  ^ 2 )  “  C v - j  u 2 )  m
±_ O O ' • \ O /

S1 / n l + S2 / n 2 

T h i s  s t a t i s t i c  i s  n o t  d i s t r i b u t e d  as S t u d e n t ' s  ; t ,  bu t  can 

be a p p r o x i m a t e d  by a d j u s t i n g  the  deg rees o f  f reedom as 

f o l l o w s :

[ ( S ] 2 / n - j ) + ( S 22 / n 2 ) ]

—  E( S1 2/ n- j ) 2/  C n - 1) ] + [ ( s 22/ n 2 ) 2/ ( n 2 - 1) ] '

2. P o p u l a t i o n s  w i t h  Equal  V a r i a n c e s :

CX, - J 9 )

* 7  * S?  ' 8 >

w i t h  (n-] + n 2 -  2) deg rees o f  f reedo m.

The SPSS program e s t i m a t e d  the  p o p u l a t i o n  v a r i a n c e s , 

and based on the s i g n i f i c a n c e  o f  t h e  F_ s t a t i s t i c ,  e i t h e r  o f  

t he  above f o r m u l a s  was used t o  compute t_.

T e s t  R e s u l t s

The r e s u l t s  o f  t h e  b e t w e e n -g r o u p s  d i f f e r e n c e s  a re  

summar ized i n  Tab les  8,  9 ,  and 10. As can be see n ,  i n  a l l  

b u t  one case i t  i s  i m p o s s i b l e  to  r e j e c t  t he  n u l l  hy po theses  

a t  any c o n v e n t i o n a l  l e v e l  o f  s i g n i f i c a n c e  ( f o r  examp le ,
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Table 8

T Tests o f  L i k e l i h o o d Rat i  o s : Exper imen ta l  Group 1

(Management 's Repor t  on I n t e r n a l  C o n t r o l )  and the Con t ro l  Group

Group l Control Group

V a r i a b l e
Number V a r i a b l e  Name Mean

Standard
D e v ia t i on Mean.

Standard
D e v ia t i on

I
Value Si(jrtiJican<:c

LI F in a n c ia l  s ta tements  are f a i r l y  
presented. 1 .0445 .180 .9842 . 164 * 1 . 1 7 . 247

L 2 The income sta tement  f a i r l y  rep or ts  
the r e s u l t s  o f o p e r a t i o n s . 1 .1040 .260 1 .0170 .103 -1 .29 . 203

L 3 The income sta tement  is a r e a l i s t i c  
re p r e s e n t a t i o n  of  management * s a b i l i t y  
to use resources e f f e c t i v e l y . 1 .1960 .3 70 .9095 .294 - 2 . 8 7 .006

L4 The ba lance sheet f a i r l y  repor ts  
f i n a n c i a l  p o s i t i o n . 1..1393 .232 1 .0315 .173 -1 .76 .085

L5 The ba lance sheet represents  how wel l  
management safeguarded assets . 1.1377 .262 .9985 . 331 -1 .57 . 124

L6 Management ma int a in ed  an adequate  
system of  i n t e r n a l  c o n t r o l . 1 .5393 1 .825 1 .1369 .57 1 -1 .01 . 323

L 7 W i l l i n g n e s s  to in ve s t . 1 .0368 .486 .8464 . 385 -1 .45 .154

cr>
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Table 9

T Tests  o f  L i k e l i h o o d  R a t io s : Exper imen ta l  Group 2 (Management 's Repor t

on I n t e r n a l  Co n t ro l  and the Independent  A c c o u n t a n t ' s R e p o r t ) and Co n t ro l  Group

Group 2 Control Group

V a r i a b l e  
Numbe r V a r i a b l e  Name

Standard  
Mean D e v ia t i on Mean,

Standard
D e v ia t i o n

I
Value S i g n i f i c a n c e

LI F i n a n c i a l  s ta tements  are f a i r l y  
presented. 1 .0132  ' .160 .9842 .164 - .61 .547

L2 The income sta tement f a i r l y  repor ts  
the r e s u l t s  o f  o p e r a t io n s . 1 .0964 .263 1 .0170 .183 - 1 . 1 8  .245

L3 The income sta tement  is a r e a l i s t i c  
re p r e s e n t a t i o n  o f  management's a b i l i t y  
to use resources e f f e c t i v e l y . 1 .1786  .497 .9095 .294 -2 .2 1  .033

L4 The ba lance sheet f a i r l y  repor ts  
f i n a n c i a l  posi t i o n . 1,0274 .244 1 .0315 .173 .06 .949

L5 The ba lance sheet  represents  how wel l  
management safeguarded assets . 1 .4826 1.279 .9985 .331 - 1 . 7 9  .085

L6 Management mainta ine d an adequate  
system o f  i n t e r n a l  c o n t r o l . 1 .4383 1 .508 1 .1369 .571 - .91 .370

L 7 W i l l i n gn e s s  to i n v e s t . 1 .1055  1 .073 .8464 .385 -1 .1 1  .277

CTv
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Tab! e 10

I Tests  o f  L i k e l i h o o d  Ra t i o s : Exper imen ta l Group 1 and Exper imen ta l Group 2

Group 1 Group. 2

V a r i a b l e
Number V a r i a b l e  Name Mean

Standard
D e v ia t i on Mean

Standard
D e v ia t i on

T
VaTue Signi  f ic ance

LI F i n a n c i a l  s ta tements  are f a i r l y  
presented. 1 .0445 .180 1 .0132 .160 .63 . 532

L2 The income statement f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t i o n s . 1 .040 -.260 1.0964 .263 .10 .921

L3 The income sta tement  is a r e a l i s t i c
r e p r e s e n t a t i o n  of management’ s a b i l i t y
to use resources e f f e c t i v e l y .  1 .1960 . 370 1 .1786 .497 .14 . 892

L4 The ba lance  sheet  f a i r l y  rep or ts  
f i n a n c i a l  p o s i t i o n . 1 .1393 .232 1 .0274 . 244 1.61 .115

L5 The ba lance  sheet represents  how wel l  
management safeguarded as se ts . 1.1377 . 262 1 .4826 1 .279 1.29 . 208

L6 Management mainta ine d an adequate  
system of  i n t e r n a l  c o n t r o l . 1 .5393 1 .825 1 .4383 1 . 508 .21 . 83 /

L 7 W i l l i n gn e s s  to i n v e s t . 1 .0368 .486 1 .1055 1 .073 .28 .778

CT>
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a = . 0 1 ) .  In t h e  t_ t e s t  between E x p e r i m e n t a l  Group 1 and 

t h e  c o n t r o l  g roup f o r  V a r i a b l e  L3,  " c o n f i d e n c e  t h a t  t he  

income s t a t e m e n t  i s  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  

management ' s  a b i l i t y  t o  use r e s o u r c e s  e f f e c t i v e l y , "  a t_ 

s t a t i s t i c  o f  - 2 . 8 7  w i t h  an a o f  .006 was o b t a i n e d .  Th i s  

wou ld  s u g g e s t  t h a t  t he  s u b j e c t s  i n  E x p e r i m e n t a l  Group 1 

were im p a c t e d ,  a t  l e a s t  s e l e c t i v e l y ,  by th e  a d d i t i o n  o f  

management ' s  r e p o r t  on i n t e r n a l  c o n t r o l .  I n t e r e s t i n g l y ,  

t he  s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e  was no ted  on a 

q u e s t i o n  a s s o c i a t i n g  i n t e r n a l  c o n t r o l  w i t h  the  income 

s t a t e m e n t  i m p l y i n g  a b e l i e f ,  p e r h a p s ,  t h a t  t he  p r i m a r y  

e f f e c t  o f  adequate  i n t e r n a l  c o n t r o l s  was to  p r o v i d e  

management w i t h  a b e t t e r  o p p o r t u n i t y  t o  use r e s o u r c e s  a t  

t h e i r  d i s p o s a l  e f f e c t i v e l y  to  p roduce  p r o f i t s .

S t a t i s t i c a l  Te s ts  on HQ5

T h i s  h y p o t h e s i s  and th e  c o r o l l a r y  hy p o th es e s  l i s t e d  i n  

T a b l e t ?  r e l a t e  t o  the  c o n s i s t e n c y  w i t h  wh ich  i n d i v i d u a l s  

r e v i s e d  t h e i r  c o n f i d e n c e  l e v e l  e s t i m a t e s  based upon th e  

add i t  i  o na 1 i  n f o  rma t  i o n ,

S e v e r a l  s t a t i s t i c a l  t es ts ;  a re  a v a i l a b l e  to  t e s t  t he  

v a r i a n c e  o f  t he  c o n f i d e n c e  l e v e l  r e v i s i o n s  made by th e  

t h r e e  g r o u p s .  T h i s  s t u d y  uses a t e s t  sug g e s t ed  by Hays 

(J 973,  p. 450)..  The hy po th es e s  a re  t e s t e d  u s i n g  the  

f o l l o w i n g  s t a t i s t i c :
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2
F _ S l a r g e r  

S2 s m a l l e r

These t e s t s  were c o n d u c t e d  w i t h  th e  SPSS programs 

( N i e ,  e t  a l . ,  p.  2 7 0 ) .  One p o s s i b l e  d i f f i c u l t y  a s s o c i a t e d  

w i t h  i n t e r p r e t i n g  the  r e s u l t s  o f  t he  £  t e s t  i s  t h e  normal  

d i s t r i b u t i o n  a s s u m p t i o n  a s s o c i a t e d  w i t h  i n f e r e n c e s  abo u t  

p o p u l a t i o n  v a r i a n c e s .  The £  t e s t  c a n n o t  be s a f e l y  used f o r  

v a r i a n c e  hy p o th es e s  " . . .  u n le s s  the  p o p u l a t i o n  

d i s t r i b u t i o n  i s  normal  o r  t he sample s i z e s  a re  q u i t e  l a r g e "  

( H a y s , 1973,  p.  4 5 1 ) .

The o b v i o u s  i m p l i c a t i o n  o f  t h i s :  n o t i o n  i s  t h a t  t he  

samples i n  t h i s  s t u d y  were drawn f rom t h r e e  p o p u l a t i o n s  o f  

f i n a n c i a l  a n a l y s t s  t h a t  were n o r m a l l y  d i s t r i b u t e d  as to  

t h e i r  u n d e r s t a n d i n g  o f  t h e  c o n c e p t  o f  I n t e r n a l  c o n t r o l . 

K e r l i n g e r  and Pedhauzer  (.1 973,  p. 47}  i n d i  c a t e , h o w e v e r , 

t h a t :

I t  has c o n v i n c i n g l y  been shown t h a t  IF and T 
t e s t s  a re  s t r o n g  o r  r o b u s t  s t a t i s t i c s  w h i c h  
means t h a t  t h e y  r e s i s t  v i o l a t i o n s ,  o f  t h e  
assumpt ions . .

S in ce  random s a m p l in g  t e c h n i q u e s  were n o t  em p loyed ,  t he  

a s s u m p t i o n s  ta k e  on r e l a t i v e l y  l e s s  impo r ta nc e . .  However ,  

t h i s  r e s e a r c h e r  b e l i e v e s  t h e  a s s u m p t io n  o f  n o r m a l i t y  i n  t he  

p a r e n t  p o p u l a t i o n s  i n  t h i s  s t u d y  i s  r e a s o n a b l e .
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T e s t  R e s u l t s

Tab le s  11,  12,  and 13 d i s p l a y  the  r e s u l t s  o f  t h e  t e s t s  

o f  v a r i a n c e .  N o t i c e  t h a t  t he  t e s t s  i n d i c a t e d  t h a t  s i x  

d i f f e r e n t  £  t e s t s  were s i g n i f i c a n t  a t  the a = .01 l e v e l .  

I n t e r e s t i n g l y ,  t h e  o n l y  v a r i a b l e s  a f f e c t e d  were L5,  L6,  and 

L7. On th e  t e s t  between E x p e r i m e n t a l  Group 1 and the  

c o n t r o l  g r o u p ,  L6,  " c o n f i d e n c e  t h a t  management m a i n t a i n s  an 

adequa te  sys tem o f  i n t e r n a l  c o n t r o l , "  p r o v i d e d  an £  

s t a t i s t i c  o f  10.21 and s i g n i f i c a n c e  beyond .0 01 .  The added 

i n f o r m a t i o n  p r o v i d e d  E x p e r i m e n t a l  Group 1 seems to  have 

i n c r e a s e d  t h e  v a r i a b i l i t y  o f  t h e  res pon se s  t o  t h a t  q u e s t i o n .  

(The 1 i k e l i h o o d - r a t i o  t e s t s  o f  means between t h e s e  two 

g roups  f o r  t h i s  q u e s t i o n  d i d  no t  p roduce  a s i g n i f i c a n t  

£  s t a t i s t i c . )  T h i s  r e s u l t  i m p l i e s  c o n f u s i o n  o r  a t  l e a s t  a 

g r e a t  l a c k  o f  consensus on the  p a r t  o f  t h e  members o f  

E x p e r i m e n t a l  Group 1 as a r e s u l t  o f  be in g  p r o v i d e d  w i t h  

management ' s  s t a t e m e n t  on t h e i r  r e s p o n s i b i l i t y  f o r  i n t e r n a l  

c o n t r o l .  The g roup s u b j e c t s  c l e a r l y  were n o t  a b le  to  

i n t e r p r e t  t he  i m p l i c a t i o n  o f  t h i s  a d d i t i o n a l  i n f o r m a t i o n .

When compared w i t h  the  c o n t r o l  g r o u p ,  E x p e r i m e n t a l  

Group 2 d i s p l a y e d  s i g n i f i c a n t  d i f f e r e n c e s  on t h r e e  

v a r i a b l e s .  V a r i a b l e s  L5,  L6,  and L7 each d i s p l a y e d  

s i g n i f i c a n c e  beyond th e  a = .001 l e v e l  w i t h  £  s t a t i s t i c s  o f  

1 4 . 9 3 ,  6 . 9 7 ,  and 7 . 7 7 ,  r e s p e c t i v e l y .  A p p a r e n t l y ,  t h e  

im p a c t  o f  t h e  a d d i t i o n  o f  t h e  i n d e p e n d e n t  a c c o u n t a n t ' s  

r e p o r t  t o  management ' s  r e p o r t  on i n t e r n a l  c o n t r o l  added to
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V a r i a b l e
Number

Table 11

Test  o f  Va r i a n c e :  Exper imen ta l  Group 1 

V a r i a b l e  Name

and Con t ro l

Degrees o f  
Freedom

Group

F
V a 1 ue Si g n i f i c a n c e

LI F i n a n c i a l  s ta temen ts  are f a i r l y  
p r ese n t ed . 22, 21 1 .20 .673

L2 The income s ta temen t  f a i r l y  r e p o r t s  
the r e s u l t s  o f  o p e r a t i o n s . 22, 21 2.04 .108

L3 The income s t a t em en t  i s  a r e a l i s t i c  
r e p r e s e n t a t i o n  o f  management 's a b i l i t y  
t o  use resources  e f f e c t i v e l y . 22,  21 1 .58 .297

L4 The ba lance sheet  f a i r l y  r e p o r t s  
f i n a n c i a l  p o s i t i o n . 22, 21 1 .79 .187

L5 The ba lance sheet  re p r e s e n t s  how w e l l  
management safeguarded a s se t s . 22, 21 1 .60 .284

L6 Management m a in ta in e d  an adequate 
system o f  i n t e r n a l  c o n t r o l . 22, 21 10.21 .000

L7 W i l l i n g n e s s  to  i n v e s t . 22,  21 1 .60 .288

CTi
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Table 12

Test  o f  Va r ia n c e :  Exper imen ta l  Group 2 and the  Con t ro l Group

y a r i a b l e  
Number V a r i a b l e  Name

Degrees o f  
Freedom

' F 
V a 1 ue S i g n i f i  eance

LI F i n a n c i a l  s ta temen ts  are f a i r l y  
p r e s e n t e d . 23, 21 1 ,04 . 91 5

L2 The income s t a te m e n t  f a i r l y  r e p o r t s  
the r e s u l t s  o f  o p e r a t i o n s . 23,  21 2,08 .096

L3 The income s ta te me n t  i s  a r e a l i s t i c  
r e p r e s e n t a t i o n  o f  management 's a b i l i t y  
to  use resources  e f f e c t i v e l y . 23,  21 2,86 ,018

L4 The balance sheet  f a i r l y  r e p o r t s  
f i n a n c i a l  p o s i t i o n . 23, 21 1 . 99 ,119

L5 The balance sheet  re p r e s e n ts  how w e l l  
management sa feguarded assets; . 23,  21 14, 93 ,000.

L6 Management m a in ta in e d  an adequate 
system o f  i n t e r n a l  c o n t r o l . 23, 21 6.97 .000

17 W i l l i n g n e s s  to  i n v e s t . 23,  21 7,77 .000

cn
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V a r i a b l e
Number

Table 13

Test  o f  Va r ian ce :  Exper imen ta l  Group 1 

V a r i a b l e  Name

and Exper imen ta l

Degrees o f  
Freedom

Group 2 

F
V a 1 ue S i g n i f i c a n c e

LI F i n a n c i a l  s ta temen ts  are f a i r l y  
p resen ted . 22, 23 1 .26 .589

L2 The income s ta teme n t  f a i r l y  r e p o r t s  
the r e s u l t s  o f  o p e r a t i o n s . 22, 23 1 .02 .9.61

L3 The income s ta teme n t  i s  a r e a l i s t i c  
r e p r e s e n t a t i o n  o f  management 's a b i l i t y  
to  u t i l i z e  resou rces  e f f e c t i v e l y . 22, 23 1 ,81 .171

L4 The balance sheet  f a i r l y  r e p o r t s  
f i n a n c i a l  p o s i t i o n . 22, 23 1.11 .811

L5 The ba lance sheet  r e p r e s e n t s  how w e l l  
management safeguarded a s s e t s . 22, 23 23.81 ,0000

L6 Management m a in t a in e d  an adequate 
system o f  i n t e r n a l  c o n t r o l . 22, 23 1 .46 .370

L7 W i l l i n g n e s s  to  i n v e s t . 22, 23 4,86 .0000

CD
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t he  c o n f u s i o n  o r  a l a c k  o f  consensus on two a d d i t i o n a l  

v a r i a b l e s .  Of  even g r e a t e r  i n t e r e s t  i s  t h e  r e s u l t s  o f  t he  

£  t e s t s  between t h e  two e x p e r i r a e n t a l  g r o u p s .  These t e s t s  

d i s c l o s e d  two d i f f e r e n c e s  s i g n i f i c a n t  a t  an a g r e a t e r  t han  

.001 .  The £  s t a t i s t i c  f o r  L5 was 23.81 and f o r  L7,  4 . 8 6 .  

The i m p l i c a t i o n  o f  t h ese  r e s u l t s  i s  c l e a r :  The in d e p e n d e n t

a c c o u n t a n t ' s  r e p o r t  on i n t e r n a l  c o n t r o l  f u r t h e r  i n c r e a s e d  

the  v a r i a b i l i t y  o f  t h e  c o n f i d e n c e  e s t i m a t e s .  The 

a c c o u n t a n t ' s  r e p o r t  a l s o  f u r t h e r  i n c r e a s e d  the  d i f f i c u l t y  

o f  a s s e s s i n g  th e  im p a c t  o f  the a d d i t i o n a l  i n f o r m a t i o n  on 

i n t e r n a l  a c c o u n t i n g  c o n t r o l .

C o n t r a r y  t o  the SEC's a s s e r t i o n  o f  t he  need by t h e  

p u b l i c  f o r  i n f o r m a t i o n  on i n t e r n a l  c o n t r o l ,  t he  r e s u l t s  

f rom t h i s  s e c t i o n  o f  t h e  e x p e r i m e n t  i n d i c a t e  t h a t  

p r e s e n t a t i o n  o f  i n t e r n a l  c o n t r o l  r e p o r t s  d i d  n o t  cause 

s u b j e c t s  t o  r e p o r t  g r e a t e r  c o n f i d e n c e  i n  the  f i n a n c i a l  

s t a t e m e n t s  p r e s e n t e d .  However ,  t h e  r e p o r t s  on i n t e r n a l  

c o n t r o l  d i d  cause g r e a t e r  v a r i a b i l i t y  i n  s u b j e c t  r e s p o n s e s .  

The re  a re  s e v e r a l  p o s s i b l e  reasons f o r  t h i s  i n c r e a s e d  

v a r i a b i l i t y ,  and t h e i r  e x p l o r a t i o n  i s  t h e  s u b j e c t  o f  

Ch a p te r  V o f  t h i s  s t u d y .

The C l a s s i c a l  Approach

Both b e t w e e n - g r o u p  and w i t h i n - g r o u p  d i f f e r e n c e s  were 

t e s t e d  u s i n g  more t r a d i t i o n a l  a n a l y s i s  t e c h n i q u e s ,

.7 0
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Between-Group D i f f e r e n c e s :  Hoi  5 ^02

J_ t e s t s  were p e r f o r m e d  on each the  p r e t r e a t m e n t  and 

p o s t  t r e a t m e n t  s c o r e s  as between g r o u p s .  The r e s u l t s  o f  t h e  

t t e s t s  f o r  t h e  p r e t r e a t m e n t  s c o r e s  a re  p r e s e n t e d  i n  

Tab le s  14,  15,  and 16,  and the  r e s u l t s  o f  t h e  t t e s t s  o f  

p o s t t r e a t m e n t  sc o r e s  may be found  i n  T ab les  17,  18,  and 19.

The t  t e s t s  o f  t he  p o s t t r e a t m e n t  s c o r e s  i n d i c a t e d  

s e v e r a l  s i g n i f i c a n t  d i f f e r e n c e s :  between g r o u p s .  More 

s p e c i f i c a l l y ,  v a r i a b l e s  V3, V4, V5, V6, and Ml f o r  

d i f f e r e n c e s  between E x p e r i m e n t a l  Group 1 and the  c o n t r o l  

g roup (.see Tab le  17). and v a r i a b l e s  V5, V6,  and V7 f o r  

d i f f e r e n c e s  between E x p e r i m e n t a l  Group 2 and t h e  c o n t r o l  

g roup (see Ta b le  1 8 ) .

These d i f f e r e n c e s  wou ld  be q u i t e  s i g n i f i c a n t  i f  one 

c o u l d  be a s s u re d  t h a t  t h e y  were caused as a r e s u l t  o f  t h e  

t r e a t m e n t .  However ,  by u s i n g  o n l y  p o s t t r e a t m e n t  s c o r e s  f o r  

t h e  a n a l y s i s ,  one i s  u n a b le  t o  d e t e r m i n e  w h e t h e r  th e  

d i f f e r e n c e s  e x i s t  as a r e s u l t  o f  t h e  t r e a t m e n t  o r  as a 

r e s u l t  o f  some o t h e r  c o n f o u n d i n g  f a c t o r .

One p o s s i b l e  c o n f o u n d i n g  f a c t o r  i s  d i f f e r e n c e s  t h a t  

e x i s t e d  as a m a t t e r  o f  chance between the  p a r t i c i p a n t s  i n  

ea c h  o f  t h e  t h r e e  g r o u p s .  I f  we r e v i e w  the  p r e t r e a t m e n t  

s c o r e s  and s i g n i f i c a n t  d i f f e r e n c e s  t h a t  e x i s t  on th e  same 

v a r i a b l e s ,  i t  may be s a f e  to  c o n c l u d e  t h a t  p o s t t r e a t m e n t  

d i f f e r e n c e s  e x i s t e d  i n  t h e  p r e t r e a t m e n t  s c o r e s  and were 

t h e r e f o r e  n o t  a r e s u l t  o f  t h e  t r e a t m e n t .
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Table 14

T Test  o f  P re t re a tm e n t Sc o r e s : Exper imen ta l  Group 1

(Management 's Report on I n t e r n a l  C o n t r o l )  and the Cont ro l Group

Group 1 Group 2

V a r i a b l e  
Nujii b e_r_ V a r i a b l e  Names Mean

Standard  
Devi a t i  on Mean

Standa rd 
D e v ia t i o n

T
VaTue S i g n i f i c a n c e

VI Confidence t h a t  f i n a n c i a l  
sta tements  are f a i r l y  
presented. .7452 .165 .6432 .153 - 2 . 1 5 .037

V2 Confidence t h a t  the income 
sta tement  f a i r l y  re p o r t s  
the r e s u l t s  o f  o p e r a t i o n s . - .7195 .187 .6295 .186 - 1.62 .113

V3 Confidence t h a t  the income 
sta tement  represe nts  
management's a b i l i t y  to 
use resources e f f e c t i v e l y . .5991 .177 .4750 .236 - 2 . 0 0 .052

V4 to n f i d e n c e  t h a t  the balance  
sheet f a i r l y  rep or ts  
f i n a n c i a l  p o s i t i o n . .6930 .145 . 5932 .146 - 2 .3 1 .026

V5 Confidence t h a t  the balance  
sheet  rep resents  how wel l  
management safeguarded ass ets . .6443 .171 .4009 .190 - 4 . 5 3 .000

V6 Confidence t h a t  management 
mainta ined  an adequate system 
of  i n t e r n a l  c o n t r o l . .6665 .198 .4591 .203 - 3 . 4 6 .001

V7 W i l l i n gn e s s  to i n v e s t . .4591 .267 .1486 .166 - 4 . 6 6 .000

■<1
PO
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Table 15

T Test  o f  P r e t re a t m e n t  Scores: Exper imenta l  Group 2 (.Management s Repor t

on I n t e r n a l  Co n t ro l  and the Independent  A c c o u n t a n t ' s Report) ,  and the Co n t ro l Group

Group 2 Control  GrouD

V a r i a b l e
Number V a r i a b l e  Names

Standard  
Mean D e v ia t i o n Mean

Standard
D e v ia t i on

T
Val ue Signi  f i  cance

VI Confidence t h a t  f i n a n c i a l  
statements are f a i r l y  
p r e s e n t e d . .7137 .156 .6432 .153 -1 .54 .130

V 2 Confidence t h a t  the Income 
sta tement  f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t i o n s . .6912 .166 .6295 .186 - 1 . 1 9 .241

V3 Confidence t h a t  the income 
sta tement  represents  
management’ s a b i l i t y  to 
use resources e f f e c t i v e l y . .5929 .228 .4750 .236 - 1 . 7 2 .'093

V4 Confidence t h a t  the balance  
sheet f a i r l y  rep or ts  
f i n a n c i a l  p o s i t i o n . .7196 .162 .5932 .146 - 2 . 7 8 .008

VS Confidence t h a t  the balance  
sheet  represents  how wel l  
management safeguarded assets . .5912  .223 .4009 .190 - 3 . 1 0 .003

V6 Confidence t h a t  management 
mainta ine d an adequate system 
o f  i n t e r n a l  c o n t r o l . .5725 .278 .4591 .203 -1 .57 .124

V'/ W i l l i n g n e s s  to i n v e s t . .3187 .166 I486 .275 - 2 .5 1 .016

<4
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Table 16

T Test o f  P r e t re a t m e n t  Scores: Exper imenta l .  Group 1 and Exper imen ta l Group 2

Group 1 Group 2

Var i  able  
Number V a r i a b l e  Names Mean

Standard
D e v ia t i on Mean

Standard
D e v ia t i o n

T
VaTue S i g n i f i c a n c e

VI Confidence t h a t  f i n a n c i a l  
sta tements are f a i r l y  
presented. . 7452 .165 .7137 .156 .67 .505

V 2 Confidence t h a t  the income 
sta tement  f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t io n s . .7196 .187 .6912 .166 .55 .586

V3 Confidence t h a t  the income 
statement rep resents  
management's a b i l i t y  to 
use resources e f f e c t i v e l y . .5991 .177 . 5929 .228 .10 .918

V 4 Confidence t h a t  the balance  
sheet  f a i r l y  r epor t s  
f i n a n c i a l  p o s i t i o n . .6930 .145 .7196 .162 - .59 .556

V 5 Confidence t h a t  the balance  
sheet  repres en ts  how wel l  
management safeguarded a s se ts . .6443 .171 .5912 .223 .91 . 367

V6 Confidence t h a t  management 
m ai nta ine d an adequate system 
of  i n t e r n a l  c o n t r o l . .6665 .198 .5725 .278 1 .33 . 190

V7 W i l l i n g n e s s  to i n v e s t . .4591 2 .67 .3187 .275 1 .77 .083

■'J
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Table 17

T Test of  Posttreetment  Scores: Experimental Group 1 (Management *s Report

on I n te rna l Control) . and the Control Group

Groin) 1 Contro l  Group

Var i  able  
Number V a r i a b l e  Names Mean

Standard-
D e v ia t i o n  Mean

Standard
D e v ia t i on

T
Vatue Si gni f i  cance

VI Confidence t h a t  f i n a n c i a l  
statements are f a i r l y  
p r e s e n te d . . 7661 .161 .6373 .183 -2 .5 1 .016

V2 Confidence t h a t  the income 
sta tement f a i r l y  repor ts  
the r e s u l t s  o f  o p e r a t io n s . .7687 .161 .6364 .197 - 2 . 4 8 .017

V 3 Confidence t h a t  the income 
sta tement  represe nts  
management's a b i l i t y  to 
use resources e f f e c t i v e l y . .6948 .201 .4636 .288 - 3 . 1 3 .003

V4 Confidence t h a t  the balance  
sheet  f a i r l y  repor ts  
f i n a n c i a l  p o s i t i o n . .7678 .120 .6045 .164 - 3 . 8 2 .000

V5 Confidence t h a t  the balance  
sheet  re pres en ts  how wel l  
management safeguarded asse ts . .7191 . 185 .3941 .207 - 5 . 5 6 .000

V6 Confidence t h a t  management 
ma int a in ed  an adequate system 
of i n t e r n a l  c o n t r o l . .7839 .142 .4705 .220 -5 .71 .000

V"/ W i l l i n g n e s s  to i n v e s t . .4787 .259 .1582 .202 -4 .6 1 .000

CJl
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Table 18

T Test  o f  Po s t t r e a t me n t  Scores:  Exper i menta l  Group 2 (.Management 's Repor t

on I n t e r n a l  Con t r o l  and the Independent  Ac c o u n t a n t ' s  Report ) ,  and the Con t r o l  Group

V a r i a b l e
Number

VI

V2

V 3

V4

V5

V 6

V 7

V a r i a b l e  Names

Confidence t h a t  f i n a n c i a l  
sta tements are f a i r l y  
presented.

Confidence t h a t  the income 
sta tement f a i r l y  rep or ts  
the r e s u l t s  o f o p e r a t i o n s .

Confidence t h a t  the income 
sta tement  represents  
management's a b i l i t y  to 
use resources e f f e c t i v e l y .

Confidence t h a t  the balance  
sheet f a i r l y  r e p o r t s  
f i n a n c i a l  p o s i t i o n .

Confidence t h a t  the balance  
sheet  represe nts  how wel l  
management safeguarded ass ets .

Confidence t h a t  management 
mai nta ined an adequate system 
of i n t e r n a l  c o n t r o l .

W i l l i n g n e s s  to i n v e s t .

Standard Standard X
Mean D e v i a t i o n  Mean D e v ia t i o n  Va1ue S igni  f ic ance

.7158 .166 .6373 .183 - 1 . 5 3  .134

.7342 .158 .6364 .197 - 1 . 8 7  .068

.6404 .257 .4636 .288 - 2 . 2 0  .033

.7271 .188 .6045 .164 - 2 . 3 4  .024

.7012 .181 .3941 .207 - 5 . 3 7  .000

.7521 .173  .4705 .220 - 4 . 8 5  .000

.3758  .304 .1582 .202 - 2 . 8 3  .007

CTV



www.manaraa.com

T Test o f  Po s t t r e a t me n t  Scores:

Table 19 

Exper i menta l  Group 1 and Exper i menta l Group 2

V a r i a b l e
Number V a r i a b l e  Names

Group 1

Standard  
Mean D e v ia t i o n Mean

Group 2

Standard  
Devi a t i on

T
VaTue Si gni f i  cance

VI Confidence t h a t  f i n a n c i a l  
statements are f a i r l y  
presented. .7661 .161 .7158 .166 1.05 .298

V 2 Confidence t h a t  the income 
sta tement f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t io n s . .7687 .161 .7342 .158 .74 .461

V 3 Confidence t h a t  the income 
sta tement  represents  
management's a b i l i t y  to  
use resources e f f e c t i v e l y . .6948 .201 .6404 .257 .81 .425

V4 Confidence t h a t  the balance  
sheet  f a i r l y  rep or ts  
f i n a n c i a l  p o s i t i o n . .7678 .120 .7271 . 188 .88 .384

V 5 Confidence t h a t  the balance  
sheet rep resents  how wel l  
management safeguarded as se ts . .7191 .185 .7012 .181 . 34 .739

V 6 Confidence t h a t  management 
ma in ta in ed  an adequate system 
o f  i n t e r n a l  c o n t r o l . .7839 .142 . 7521 .173 .69 .495

V 7 W i l l i n gn e s s  to i n v e s t . .4787 .259 . 3758 .304 1 .24 .220

- 4̂
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The r e p e a t e d  measures d e s i g n  p r o v i d e s  c o n t r o l s  t h a t  

were n o t  i n v o k e d  i n  t e s t i n g  Hqi  and Hq2 . The' _t t e s t s  o f  

bigg t h a t  f o l l o w  i n c o r p o r a t e  t h e s e  added c o n t r o l s  by 

a l l o w i n g  each g r oup^s  p r e t r e a t m e n t  s c o r e  t o  a c t  as a. 

c o n t r o l  o v e r  i t s  p o s t t r e a t m e n t  s c o r e s ,  t h e r e b y  i s o l a t i n g  

t h e  t r e a t m e n t  e f f e c t .

Be t ween- Group D i f f e r e n c e s ;  Hgg

A t_ t e s t  was p e r f o r me d  on t he  d i f f e r e n c e  s c o r es  o f  t he  

p r e t e s t  and p o s t t e s t  means f o r  each dependen t  v a r i a b l e  on a 

g r o u p - b y - g r o u p  b a s i s  t o  t e s t  H . ^  ag a i n  ( see Ta b l e  5 ) .  The 

r e s u l t s  a r e  p r e s e n t e d  i n  Tab l es  20,  21,  and 22,  The 

d i f f e r e n c e  s c o r e s  a r e  a f a r  b e t t e r  measure o f  t h e  i m p a c t  o f  

t h e  a d d i t i o n a l  i n f o r m a t i o n  t han  a r e  t h e  mean d i f f e r e n c e s  o f  

t h e  p o s t t e s t  s c o r e s  a l o n e ,  The d i f f e r e n c e  s c o r e s  i n d i c a t e  

t h e  degree  t o  w h i c h  c o n f i d e n c e  l e y  el  s. were changed by t he  

a d d i t i o n a l  i n f o r m a t i o n ,  w h i l e  p o s t t e s t  s c o r es  between 

group s m i g h t  d i s c l o s e  s tg n i  f  l e a n t  d i. f  f  e r  e n c e s s i  m p 1 y 

because o f  d i f f e r e n c e s  i n  p r e t e s t  s c o r es  o r  s t a r t i n g  

c o n f i d e n c e  l e y e l s .  T h e r e f o r e  t h i s  t e s t  p r o v i d e s  added 

c o n t r o l s  t o  i s o l a t e  the, t r e a t m e n t  e f f e c t .

The r e s u l t s  o f  t he  t_ t e s t s  i n d i c a t e  t h a t  t he  n u l l  

hypo t heses  s ug g e s t ed  i n  T a b l e  5,  t h a t  i s ,  and c o r o l l a r y

h y p o t h e s e s ,  c a n n o t  be r e j e c t e d .  No s i g n i f i c a n t  d i f f e r e n c e s  

o c c u r r e d  as a r e s u l t  o f  t he  d i f f e r e n t  r e s e a r c h  t r e a t me n t s : .
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Table 2 0

T Tes t  o f  D i f f e r e n c e  Scores;: Exper i menta l  Group 1 (Management1s Repor t

on I n t e r n a l  Con t r o l  J_ and the. Cont ro l Group

Group 1 Control Group

V a r i a b l e
Number V a r i a b l e  Name Mean

Standard
D e v ia t i o n  Mean

Standard
D e v ia t i on

T
VaTue Siqni  f i  cance 

. 399
01 F i n a n c i a l  s ta tements  are f a i r l y  

presented. .0209 .120 0059 .088 - .85

D2 The income sta tement  f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t io n s . .0491 .127 0068 .079 -1 .33 .190

03 The income sta tement  is a r e a l i s t i c  
r e p r e s e n t a t i o n  of  management's a b i l i t y  
to use resources  e f f e c t i v e l y . .0957 .169 0114 .092 - 2 . 6 5 .012

04 The balance  sheet  f a i r l y  repor ts  
f i n a n c i a l  p o s i t i o n . .0748 .090 0114 .082 - 2 . 4 7 .01 7

D5 The balance sheet represents  how wel l  
management safeguarded asse ts . .0748 .125 0068 .144 - 2 . 0 3 .049

D6 Management mainta ine d an adequate  
system of  i n t e r n a l  c o n t r o l . .1174 .222 0114 .182 -1 . 76 .086

07 W i l l i n g n e s s  t.o i n v e s t . .0196 .159 0095 .04 3 - .29 .773

•̂ i
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Table 21

T Test  o f  D i f f e r e n c e  Scores: Exper i ment a l  Group 2 (Management ' s Repor t

on I n t e r n a l  Cont ro l  and the Independent  Ac c o u n t a n t ' s Repor t } and the Cont ro l Group

Group 1 Control Group

V a r i a b l e
Number V a r i a b l e  Name

Standard  
Mean D e v ia t i on Mean

Standard
D evi a t ion

I
Val ue Signi  f i canc e  

. 777
01 F i n a n c i a l  s ta tements  are f a i r l y  

pres ented. .0021 .101 - . 0 0 5 9 .088 -'  .28

D2 The income statement f a i r l y  repor ts  
the r e s u l t s  o f  o p e r a t i o n s . .0429 .137 .0068 .079 - 1 . 0 8 .287

03 The income sta tement is a r e a l i s t i c  
r e p r e s e n t a t i o n  of management's a b i l i t y  
to use resources e f f e c t i v e l y . .0475 .212 - . 0 1 1 4 .092 - 1 . 2 4 .225

04 The ba lance sheet  f a i r l y  repor ts  
f i n a n c i a l  p o s i t i o n . .0075 .148 .0114 .082 .11 .912

05 The balance  sheet  rep resents  how wel l  
management safeguarded assets . .1100 .203 - . 0 0 6 8 .144 - 2 . 3 3 .031

06 Management mainta ine d an adequate  
system of i n t e r n a l  c o n t r o l . .1796 .262 .0114 .182 - 2 . 5 5 .015

07 W i l l i n g n e s s  to i n v e s t . .0571 .114 .0095 .043 - 1 . 9 0 .067

CO
O
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Table 22

T Test  o f  D i f f e r e n c e  Scores:  Exper i menta l Group 1 and Exper i ment a l Group 2

Group 1 Group 2

V a r i a b l e  
Number V a r i a b l e  Name Mean

Standard
D e v ia t i on Mean

Standard  
Devi a t i  on

T
Value Si gni f i  cance

01 F i n a n c i a l  s tatements are f a i r l y  
pres ented. .0209 .120 .0021 .101 - .58 .564

02 The income sta tement  f a i r l y  rep or ts  
the r e s u l t s  o f  o p e r a t i o n s . .0491 .127 .0429 . 1 37 - .16 . 873

03 The income statement is  a r e a l i s t i c  
r e p r e s e n t a t i o n  o f  management's a b i l i t y  
to use resources e f f e c t i v e l y . .0957 .169 .0475 .212 - .86 . 395

04 The balance sheet  f a i r l y  repor ts  
f i n a n c i a l  p o s i t i o n . .0748 .090 .0075 .148 -1 .87 .068

05 The balance sheet  rep resents  how wel l  
management safeguarded asse ts . .0748 .125 .1100 .203 .71 .479

06 Management mainta ined  an adequate  
system of  i n t e r n a l  c o n t r o l . .1174 .222 .1796 .262 .88 , .386

07 W i l l i n g n e s s  to i n v e s t . .0196 .159 .0571 .114 .92 .361

CO
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W i t h i n - G r o u p  D i f f e r e n c e

To d e t e r m i n e  w h e t h e r  s u b j e c t s  ( w i t h i n  d i f f e r e n t  

t r e a t m e n t  g r o u p s )  r e v i s e d  t h e i r  e s t i m a t e s  o f  c o n f i d e n c e  t o  

any s i g n i f i c a n t  degree as a r e s u l t  o f  t he  t r e a t m e n t ,  a 

p a i r e d  samples _t t e s t  was used.  The _t s t a t i s t i c  used was 

computed by t he  f o l l o w i n g  f o r m u l a :

d = t h e  sample mean o f  t he  d i f f e r e n c e  sco r es

6 = t h e  mean o f  n o r m a l l y  d i s t r i b u t e d  v a r i a b l e  D

D = X-, - X2

Xi  = a measurement  b e f o r e  t r e a t m e n t

%2 = a measurement  a f t e r  t r e a t m e n t

The pur pose  o f  p a i r i n g  i s  t o  r educe  t he  e f f e c t  o f  

s u b j e c t  t o  s u b j e c t  v a r i a b i l i t y ;  t h a t  i s ,  e x t r a n e o u s  

i n f l u e n c e s  on t h e  v a r i a b l e  be i ng  measured 

( N i e ,  e t  a l . ,  1975,  p.  270 ) .

The hypo t heses  t e s t e d  here a r e  r e f e r r e d  t o  c o l l e c t i v e l y  

as (see Tab l e  6 ) .  As no t ed  i n  Tab l es  23,  24,  and 25,

t h e r e  were some s i g n i f i c a n t  d i f f e r e n c e s  on some o f  t he  

v a r i a b l e s  t e s t e d ,  n o t a b l y  i n  Expe r i  menta l  Group 1 and 2. 

A l t h o u g h  t h e r e  were r e v i s i o n s  o f  c o n f i d e n c e  l e v e l s  i n  t he

C 9 ) .

whe r e :

2
S = sample v a r i a n c e
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Table 2 3

T Tests o f  Wi t h i n - Gr oup  D i f f e r e n c e s : Exper i ment a l Group 1

V a r i a b l e
Number V a r i a b l e  Name

Before A f t e r  
Treatment  Treatment

T
Value S i gn i  f i  cance

VI 5 V8 Conf i dence t h a t  f i n a n c i a l  
s t a t ement s  are f a i r l y  p r esen t ed . .7452 .7661 - .84 .413

V2, V9 Conf i dence t h a t  t he income 
s t a t emen t  f a i r l y  r e p o r t s  t he 
r e s u l t s  o f  o p e r a t i o n s . . 7196 . 7687 -1 .85 .078

V3, V I 0 Conf i dence t h a t  the income 
s t a t emen t  r e p r es en t s  
management ' s a b i l i t y  to use 
r esour ces  e f f e c t i v e l y . .5991 ,6948 - 2 . 7 2 .013

V4, v n Conf i dence t h a t  t he balance 
sheet  f a i r l y  r e p o r t s  f i n a n c i a l  
p o s i t i o n . .6930 .7678 - 3 . 97 .001

V5, V I 2 Conf i dence t h a t  t he bal ance 
sheet  r e p r es e n t s  how we l l  
management sa f eguarded asse t s . .6443 .7191 - 2 . 8 8 .009

V6, V I 3 Conf i dence t h a t  management 
ma i n t a i ne d  an adequate system 
o f  i n t e r n a l  c o n t r o l . .6665 . 7839 - 2 . 5 4 .019

88 
^

 
v# < —
1

W i l l i n g n e s s  to i n v e s t . .4591 ,4787 - .59 .561
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Table 24 •

T Tests o f  Wi t h i n - Gr oup  D i f f e r e n c e s : Exper i menta l Group 2

V a r i a b l e
Number V a r i a b l e  Name

Before A f t e r  
Treat ment  Treatment

I
Value Si q n i f i c a n c e

V I , V8 Conf i dence t h a t  f i n a n c i a l  
s t a t ement s  are f a i r l y  p resen t ed . .7137 .7158 - .10 .921

V2, V9 Conf i dence t h a t  t he income 
s t a t emen t  f a i r l y  r e p o r t s  t he . 
r e s u l t s  o f  o p e r a t i o n s . .6912 .7342 - 1 .  53 .140

V3, V I 0 Conf i dence t h a t  the income 
s t a t emen t  r ep r e se n t s  
management ' s a b i l i t y  t o use 
r esour ces  e f f e c t i v e l y . ,5929 .6404 - 1 . 1 0 .284

V4, vn Conf i dence t h a t  the. ba l ance 
sheet  f a i r l y  reports, ,  f i n a n c i a l  
p o s i t i o n . ,7196 .7271 - .25 .806

V 5, VI 2 Conf i dence t h a t  the balance 
sheet  r e p r e s e n t s  how we l l  
management sa f eguarded asse t s . .5912 . 7012 - 2 . 6 6 .014

V6, VI 3 Conf i dence t h a t  management 
ma i n t a i n e d  an adequate system 
o f  i n t e r n a l  c o n t r o l . . 5725 . 7521 - 3 .  36 .003

V7,

00-p*

VI 7 W i l l i n g n e s s  t o  i n v e s t . .3187 . 3758 - 2 . 45 .023
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Table 25

T Tests o f  Wi t h i n - Gr oup  D i f f e r e n c e s : Con t r o l  Group

V a r i a b l e
Number V a r i a b l e  Names

Before
Treatment

Mean

A f t e r
Treatment

Mean
T

Value S i g n i f i c a n c e

VI , V8 Conf i dence t h a t  f i n a n c i a l  
s t a t ement s  are f a i r l y  p resen t ed . .6432 .6373 .32 .756

V2, V9 Conf i dence t h a t  the income 
s t a t emen t  f a i r l y  r e p o r t s  the 
r e s u l t s  o f  o p e r a t i o n s . .6295 . 6364 - .40 .690

V3} V I 0 Conf i dence t h a t  the income 
s t a t emen t  r e p r esen t s  
management ' s a b i l i t y  t o  use 
resour ces  e f f e c t i v e l y . .4750 .4636 .58 .571

V4, vn Conf i dence t h a t  t he bal ance 
sheet  f a t r l y  r e p o r t s  
f i n a n c i a l  p o s i t i o n . .5932 .6045 -  .65 .520

V5, VI 2 Conf i dence t h a t  the bal ance 
sheet  r ep r e s e n t s  how we l l  
management sa f eguarded asse t s . ,4009 ,3941 .22 .827

V 6,  1/13 Conf i dence t h a t  management 
ma i n t a i n ed  an adequate system 
o f  i n t e r n a l  c o n t r o l . .4591 .4705 - .29 .772

V7,  V I 7

oo
CJ1

W i l l i n g n e s s  to i n v e s t . .1486 .1582 -1 .05 .306
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c o n t r o l  g r o u p ,  none was d e t e r m i n e d  t o  be s i g n i f i c a n t .  

E x p e r i m e n t a l  Group 2 d i s p l a y e d  a s i g n i f i c a n t  r e v i s i o n  a t  

t h e  a = .01 l e v e l  on v a r i a b l e  V6,  " c o n f i d e n c e  t h a t  

management  m a i n t a i n e d  an adequat e  sys tem o f  i n t e r n a l  

c o n t r o l . "  E x p e r i m e n t a l  Group 1 had s i g n i f i c a n t  r e v i s i o n s  

f o r  V4 (a = . 001 }  and V5 (a = . 0 0 9 ) .  Both o f  t hese  

v a r i a b l e s  a r e  b a l a n c e  s h e e t  o r i e n t e d ,  i m p l y i n g  perhaps  a 

b e l i e f  o f  s t r o n g e r  a s s o c i a t i o n  o f  i n t e r n a l  c o n t r o l s  w i t h  

t h a t  f i n a n c i a l  s t a t e m e n t .

A l t h o u g h  bo t h  o f  t he  e x p e r i m e n t a l  g r oups  i n c r e a s e d  

t h e i r  c o n f i d e n c e  l e v e l s  on s e l e c t e d  v a r i a b l e s ,  o n l y  one o f  

t he  d i f f e r e n c e s  was s i g n i f i c a n t  enough t o  cause a be t ween-  

group d i f f e r e n c e  r e p o r t e d  p r e v i o u s l y  i n  t h i s  c h a p t e r .  

A p p a r e n t l y  t h e n ,  each t r e a t m e n t  group r e v i s e d  i t s  

c o n f i d e n c e  e s t i m a t e s  t o  some d e g r e e ;  t h e  r e v i s i o n s  

g e n e r a l l y ,  however ,  were n o t  g r e a t  enough t o  cause 

d i f f e r e n c e s  between t h e  t r e a t m e n t  g r o u p s .

Backgr ound Data

The q u e s t i o n n a i r e s  c o n t a i n e d  f o u r  backg r ound  

q u e s t i o n s .  These demogr aph i c  v a r i a b l e s  i n c l u d e d  q u e s t i o n s  

a bou t  t he  p a r t i c i p a n t s  age,  l e y e l  o f  e d u c a t i o n ,  work 

e x p e r i e n c e , and number  o f  y e a r s  empl oyed as a f i n a n c i a l  

a n a l y s t .  The bac kg r ound  v a r i a b l e s  were i n c l u d e d  i n  t he  

s t u d y  t o  t e s t  f o r  d i f f e r e n c e s  between t r e a t m e n t  g r oups  on 

demogr aph i c  v a r i a b l e s  t h a t  may have a f f e c t e d  t he  

e x p e r i m e n t a l  r e s u l t s .
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The r e s u l t s  o f  t he  ;t t e s t s  p e r f o r me d  between g r oups  on 

t hese  v a r i a b l e s  are  p r e s e n t e d  i n  Tab l es  26 t h r o u g h  28.  As 

can be seen ,  t h e r e  were no s i g n i f i c a n t  d i f f e r e n c e s  on t hese  

demogr aph i c  v a r i a b l e s .

Summary

In  t h i s  c h a p t e r ,  t he  da t a  f r om t he  f i e l d  e x p e r i m e n t  

were a n a l y z e d  us i n g  bo t h  Bayes i an  and C l a s s i c a l  a p p r o a c h e s .  

N e i t h e r  app r oach  d i s c l o s e d  d i f f e r e n c e s  i n  t he means,  e i t h e r  

on a w i t h i n - g r o u p s  o r  on a b e t we e n - g r o u p s  b a s i s .

D i f f e r e n c e s  were n o t e d ,  however ,  i n  t h e  v a r i a b i l i t y  o f  

sco r es  between g r o u p s ,  i n d i c a t i n g  a l a c k  o f  consensus as t o  

the meaning o f  t he  r e p o r t s  on i n t e r n a l  c o n t r o l .

Backgr ound  v a r i a b l e s  were i n v e s t i g a t e d ,  and t h i s  

r e s e a r c h e r  c o n c l u d e d  t h a t  t he i n d i v i d u a l s  who p a r t i c i p a t e d  

i n  t h i s  s t u d y  were e x p e r i e n c e d  f i n a n c i a l  a n a l y s t s  w i t h  h i gh  

l e v e l s  o f  e d u c a t i o n .  A l t h o u g h  t h e r e  was a h i g h  degree  o f  

d i v e r s i t y  i n  t he  backg r ounds  o f  t he  p a r t i c i p a n t s ,  no 

s i g n i f i c a n t  d i f f e r e n c e s  between t r e a t m e n t s  d e v e l o p e d ,
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Table 26-

Background V a r i a b l e s :  Exper i ment a l  Group 1 and Cont ro l  Group

V a r i a b l e
N u m b er

V15

V I 7

V18

Exper imenta l  
Group One

V a r i a b l e  Name Minimum Maximum

Age 22

Number of  Companies 
In v e s t i g a t e d

Years Employed

62

0 1 , 2 0 0

1 30

Control  Group

Mean

40.087

263.609  

11.783

Mi nimum Maxi mum Mean Va lue  

25 56 42 .636  .84

3. 1 ,000 292.591 .27

1 25 12.091 .12

CO
OO

S i g n i f i c a nce
.403

.786

.903
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Table 27

Background V a r i a b l e s :  Exper i ment a l  Group 2 and Con t r o l  Group

V a r i a b l e
Number

Exper imental  
Group Two Control  Group

V a r i a b l e  Name Mi nimum Maximum Mean Mini mum Maximum Mean
T

Value Signi  f i c a nc e

V15 Age 23 64 41.958 25 56 42.636 - .23 .820

V17 Number of  Companies 
In v e s t i g a t e d 1 850 108.565 3 1 ,000 292.591 -2 . 0 4 .05

V13 Years Employed .25 30 13.75 1 25 12.091 .66 .515

00
VO
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Table 28

Background V a r i a b l e s :  Exper i ment a l  Group 1 and Exper i ment a l  Group 2

Exper imenta l  Exper imental
_________ Group_One________________________ Group Two__

V a r i a b l e
Number V a r i a b l e  Name Mi niinum Maximum Mean Mi nimum Maximum Mean VaTue S i g n i f i c a n c e

V15 Age 22 62 40.087 23 64 . 41 .9583 .58 .566

V17 Number of  Companies 
I n v e s t i g a t e d 0 1,200 263.6087 3 1 ,000 108.5652 - 1 . 9 5 .059

via Years Employed 1 30 11.7826 .25 30 13.75 .77 .445

UD
o
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CHAPTER V

DISCUSSION, LIMITATIONS AND CONCLUSIONS 

T h i s  c h a p t e r  c o n t a i n s  t h r e e  s e c t i o n s .  I n  t he  f i r s t  

s e c t i o n ,  t he  r e s u l t s  and i m p l i c a t i o n s  o f  t h e  f i e l d  

e x p e r i m e n t  a re  d i s c u s s e d .  The second s e c t i o n  d i s c u s s e s  

t h e  l i m i t a t i o n s  o f  t he  s t u d y  and t he  f i n a l  s e c t i o n  d e a l s  

w i t h  p o s s i b l e  a r eas  o f  f u t u r e  r e s e a r c h .

One o f  t h e  p r i m a r y  ev e n t s  l e a d i n g  t o  t h e  passage o f  

t h e  FCPA was t he  d i s c l o s u r e  on t he  p a r t  o f  s e v e r a l  hundred 

U.S.  c o r p o r a t i o n s  o f  q u e s t i o n a b l e  ove r s eas  payments .  These 

q u e s t i o n a b l e  o ve r s ea s  payments were o f t e n  n o t  p r o p e r l y  

r e c o r d e d  o r  r e p o r t e d  by t he  a c c o u n t i n g  sys t ems .  As a 

r e s u l t ,  i n v e s t o r s  and t he U,S.  Congress were conce r ned  t h a t  

t he  i n t e g r i t y  o f  c o r p o r a t e  f i n a n c i a l  s t a t e m e n t s  had been 

compr omi sed.  The a c c o u n t i n g  p r o v i s i o n s  o f  t h e  FCPA were 

t h e r e f o r e  i n t e n d e d  t o  p r e v e n t  t he  r e c u r r e n c e  o f  f a i l u r e s  

I n  i n t e r n a l  a c c o u n t i n g  c o n t r o l s ,

A s i g n i f i c a n t  m o t i y e  f o r  t h e  l e g i s l a t i o n  (FCPA) was. 

t hen  t o  r e a s s u r e  i n v e s t o r s  t h a t  management  had c o n t r o l  o f  

a l l  company o p e r a t i o n s ,  and t h a t  f i n a n c i a l  s t a t e m e n t s  were 

I ndeed c r e d i b l e  ( S o r t e r  e t  a l . ,  1 978). ,
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The S e c u r i t i e s  Exchange Commission a t t e m p t e d  t o  

e n f o r c e  t he  FCPA by r e q u i r i n g  company managements and 

i n d e p e n d e n t  a c c o u n t a n t s  t o  i s s u e  r e p o r t s  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l .  The SEC i n d i c a t e d  i t  b e l i e v e d  t h a t  t he  

b e n e f i t s  o f  such i n f o r m a t i o n  exceeded i t s  c o s t s  and t h a t  

t h e  i n f o r m a t i o n  wou l d  e n a b l e  i n v e s t o r s  t o  e v a l u a t e  b e t t e r  

t he  r e l i a b i l i t y  o f  t he  f i n a n c i a l  s t a t e m e n t s  and ' 

management ' s  p e r f o r m a n c e .  These r emarks  were n o t ,  however ,  

based upon e m p i r i c a l  e v i d e n c e  b u t  r a t h e r  on s u b j e c t i v e  

p e r c e p t i o n s  o f  use r  needs.

The r e s u l t s  o f  t h i s  r e s e a r c h  p r o v i d e  e m p i r i c a l  

e v i d e n c e  c o n t r a r y  t o  the. SEC's p o s i t i o n .  N e i t h e r  t he  

a d d i t i o n a l  i n f o r m a t i o n  o f  management ' s  r e p o r t  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l  and t he  i n d e p e n d e n t  a c c o u n t a n t ' s  r e p o r t  

n o r  s i m p l y  management ' s  r e p o r t  a l o n e  had any s t a t i s t i c a l l y  

s i g n i f i c a n t  e f f e c t  on changes i n  c o n f i d e n c e  l e v e l s  abou t  

f i n a n c i a l  s t a t e m e n t  r e l i a b i l i t y .

P o t e n t i a l  I n t e r p r e t a t i o n s  o f  t he  R e s u l t s  

Acce p t a n ce  o f  t h i s  s t u d y ' s  r e s e a r c h  hypo t heses  

r e g a r d i n g  mean group  d i f f e r e n c e s  i n  c o n f i d e n c e  l e v e l s  m i g h t  

s u g g e s t  t h a t  t h e  SEC employ an a l t e r n a t i v e  app r oach  t o  

e n f o r c e  t he  FCPA. Th i s  r e s e a r c h  f ound  t h a t  c o n f i d e n c e  i n  

management ' s  f i n a n c i a l  r e p r e s e n t a t i o n s ,  was n o t  i n c r e a s e d  by 

i s s u i n g  r e p o r t s  on i n t e r n a l  c o n t r o l ;  t h e r e f o r e ,  one may 

c o n c l u d e  t h a t  t he  s u g g e s t e d  r e a f f i r m a t i o n  o f  i n v e s t o r
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c o n f i d e n c e  i n  t he  c r e d i b i l i t y  o f  f i n a n c i a l  s t a t e m e n t s  has 

n o t  been a c h i e v e d  i n  t h i s  s t u d y  as a r e s u l t  o f  i s s u i n g  

r e p o r t s  on i n t e r n a l  a c c o u n t i n g  c o n t r o l .  In f a c t ,  r e s u l t s  

o b t a i n e d  f r om e x a m i n a t i o n  o f  p o s t t r e a t m e n t  v a r i a n c e s  i m p l y  

t h a t  t he r e p o r t s  on i n t e r n a l  c o n t r o l  d i d  more t o  con f use  

t han  t o  e n l i g h t e n  t he  s u b j e c t s .

A l t h o u g h  t he  t e r m " c o n f u s i o n "  m i g h t  n o t  be a p p r o p r i a t e ,  

one may s a f e l y  c o n c l u d e  t h a t  t he  v a r i a n c e  o f  E x p e r i m e n t a l  

Group 1 was s i g n i f i c a n t l y  l a r g e r ,  f r om a s t a t i s t i c a l  

p e r s p e c t i v e ,  t han  was t he  v a r i a n c e  o f  t he  C o n t r o l  Group 

f o r  v a r i a b l e  L6.  The s u b j e c t s  i n  E x p e r i m e n t a l  Group 1 

c o u l d  n o t  r each  consensus on t he  i mp a c t  o f  t he  a d d i t i o n a l  

i n f o r m a t i o n ,  The q u e s t i o n  r e p r e s e n t e d  by v a r i a b l e  L6 i s  

"How c o n f i d e n t  a r e  you t h a t  management  m a i n t a i n s  an 

adequa t e  sys tem o f  i n t e r n a l  c o n t r o l ? "

The t e s t s  o f  v a r i a n c e  between E x p e r i m e n t a l  Group 2 

( i n d e p e n d e n t  a c c o u n t a n t ' s  r e p o r t  a l o n g  w i t h  management ' s  

r e p o r t )  r e v e a l e d  an even g r e a t e r  l a c k  o f  cons ens us .  

D i f f e r e n c e s  between v a r i a b l e s  15 and L7 i n  a d d i t i o n  t o  L6 

p r oved  t o  be s t a t i s t i c a l l y  s i g n i f i c a n t .  These r e s u l t s  

i n d i c a t e  t h a t  a d d i t i o n  o f  t h e  i n d e p e n d e n t  a c c o u n t a n t ' s  

r e p o r t  i n c r e a s e d  t he  v a r i a b i l i t y  o f  t he  r e s p o n s e s .

The v a r i a n c e s  o f  t he  two e x p e r i m e n t a l  g roups  p r oyed  t o  

be s t a t i s t i c a l l y  d i f f e r e n t  a s . w e l l  f o r  v a r i a b l e s  L5 and L7,  

The y a r i a n c e s  o f  E x p e r i m e n t a l  Group 2 were s i g n i f i c a n t l y  

l a r g e r ,  i n d i c a t i n g  t h a t  when t he  i n d e p e n d e n t  a c c o u n t a n t ' s
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r e p o r t  was p r o v i d e d  i n  a d d i t i o n  t o  management ' s  r e p o r t ,  

s u b j e c t s  were n o t  a b l e  t o  c o n c u r  on t h e  i mp ac t  o f  t h i s  

r e p o r t  on t h e i r  l e v e l s  o f  c o n f i d e n c e  r e g a r d i n g  t he  

f i n a n c i a l  s t a t e m e n t s .

C l e a r l y ,  one may co n c l u d e  t h a t  bo t h  management ' s  

r e p o r t  on i n t e r n a l  c o n t r o l  and t he i n d e p e n d e n t  

a c c o u n t a n t ' s  r e p o r t  have some i n f o r m a t i o n  c o n t e n t .

S u b j e c t s  c o u l d  n o t  ag ree  however  how t h i s  added i n f o r m a t i o n  

i mpac t ed  t h e i r  p e r s o n a l  c o n f i d e n c e  i n  t he  f i n a n c i a l  

s t a t e m e n t s .

There a r e  s e v e r a l  p o s s i b l e  e x p l a n a t i o n s  f o r  t he 

s i g n i f i c a n t  v a r i a n c e  d i f f e r e n c e s .  B e h a v i o r a l  s t u d i e s  have 

shown ( D r i s c o l l  & Mock,  1976,  pp.  39 - 40 )  t h a t  i n d i v i d u a l s  

a r e  i mpac t ed  d i f f e r e n t l y  by i n f o r m a t i o n  because o f  

d i f f e r e n t  d e c i s i o n  model s  and d i f f e r e n t  p e r c e p t i o n s  and 

degrees  o f  u n d e r s t a n d i n g  r e g a r d i n g  t h e  a d d i t i o n a l  

i n f o r m a t i o n .  A l s o ,  t h e  t a s k ,  e v a l u a t i o n  o f  r e p o r t s  on 

i n t e r n a l  c o n t r o l ,  was u n f a m i l i a r  t o  t he s u b j e c t s .

I n c r e a s e d  f a m i l i a r i t y  w i t h  t he  r e l a t i o n s h i p  between 

i n t e r n a l  a c c o u n t i n g  c o n t r o l  and t he  f i n a n c i a l  s t a t e m e n t s  

m i g h t  r e s u l t  i n  v e r y  d i f f e r e n t  c o n c l u s i o n s  r e g a r d i n g  t he  

i mp ac t  o f  such r e p o r t s .

F i n a n c i a l  a n a l y s t s  may a l r e a d y  be c o n s i d e r i n g  t he  

i mp a c t  o f  i n t e r n a l  a c c o u n t i n g  c o n t r o l  on t he f i n a n c i a l  

s t a t e m e n t s .  These i n v e s t o r s  may b e l i e v e  t h a t  t he  a u d i t o r ' s

94



www.manaraa.com

u n q u a l i f i e d  r e p o r t  i m p l i e s  a s t r o n g  sys tem o f  i n t e r n a l  

a c c o u n t i n g  c o n t r o l  e x i s t s  and i s  o p e r a t i n g  e f f e c t i v e l y .

A n o t h e r  p o s s i b l e  e x p l a n a t i o n  o f  t he  r e s u l t s  may be 

t h a t  r e q u i r e m e n t s  t o  p u b l i s h  r e p o r t s  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l  a re  t oo  r e c e n t  and t e n t a t i v e .  F i n a n c i a l  

a n a l y s t s  have n o t  y e t  had an o p p o r t u n i t y  t o  l e a r n  o f  t he  

r e l a t i o n s h i p  between d i f f e r e n t  f o rms o f  t he  a u d i t o r ' s  

r e p o r t ,  f i n a n c i a l  s t a t e m e n t s ,  and i n t e r n a l  a c c o u n t i n g  

c o n t r o l .

The p o s s i b i l i t y  o f  i n f o r m a t i o n  o v e r l o a d  s h o u l d  a l s o  

be c o n s i d e r e d  when i n t e r p r e t i n g  t h e  r e s u l t s  o f  t h i s  s t u d y .  

There a r e  l i m i t s  t o  t he  amounts o f  i n f o r m a t i o n  t h a t  

i n d i v i d u a l s  can p r oce ss  e f f e c t i v e l y .  When t h e s e  l i m i t s  a re  

r e a c h e d ,  i n f o r m a t i o n  beyond t h i s  p o i n t  c r e a t e s  an 

i n f o r m a t i o n  o v e r l o a d  c o n d i t i o n .

I n f o r m a t i o n  p r o c e s s o r s  deal  w i t h  t h i s  c o n d i t i o n  

d i f f e r e n t l y .  I n d i v i d u a l s  may choose t o  i g n o r e  some 

i n f o r m a t i o n  and deal  o n l y  w i t h  t h a t  i n f o r m a t i o n  w i t h  wh i ch  

t h e y  f e e l  more c o m f o r t a b l e ,  D r i s c o l l  and Mock ( 1976 ,  

pp.  39 - 40 )  r e f e r  t o  t h i s  as a f rame o f  r e f e r e n c e  phenomenon 

w h e r e i n  an i n d i v i d u a l ' s  i m p l i c i t  d e c i s i o n  model  w i l l  be 

used t o  d e t e r m i n e  wh i ch  i n f o r m a t i o n  i s  r e l e v a n t  and 

i r r e l e v a n t  f o r  a p a r t i c u l a r  j u dg men t

A number  o f  p s y c h o l o g i c a l  s t u d i e s  have i n d i c a t e d  t h a t  

humans a r e  n o t  e f f i c i e n t  i n f o r m a t i o n  p r o c e s s o r s  ( see 

Chap t e r  I I I ) .  T h e r e f o r e ,  t i me  may be r e q u i r e d  t o  r espond
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t o  a d d i t i o n a l  a c c o u n t i n g  i n f o r m a t i o n .  Ash t on  ( 1 976;, p.  16) 

has f ound  some i n d i c a t i o n  o f  f u n c t i o n a l  f i x a t i o n  i n  

a c c o u n t i n g  c o n t e x t s ,  i n d i c a t i n g  t h a t  c o n s i d e r a b l e  t i me  may 

be ne c e s s a r y  f o r  i n d i v i d u a l s  t o  r e a c t  e f f e c t i v e l y  t o  

a d d i t i o n a l  i n f o r m a t i o n .

The s t u d y  has i m p l i c a t i o n s  f o r  a c c o u n t i n g  p o l i c y  

f o r m u l a t i o n  and p o i n t s  t o  t he  need f o r  e x - a n t e  r e s e a r c h  

p r i o r  t o  d e c i s i o n s  r e l a t i n g  t o  t he  c o s t  vs .  b e n e f i t  o f  

a d d i t i o n a l  d i s c l o s u r e s .  The b e n e f i t  o f  t he  a d d i t i o n a l  

i n f o r m a t i o n  i n  t h i s  s t u d y  i s  d o u b t f u l ,  s i n c e  s u b j e c t s  d i d  

n o t  change t h e i r  c o n f i d e n c e  i n  t he  f i n a n c i a l  s t a t e m e n t s .  

A s s u m i n g l y  t h e r e f o r e  t he  r e s o u r c e  a l l o c a t i o n  p r ocess  

wou l d  n o t  have been i mp a c t ed  by t he  a d d i t i o n a l  d i s c l o s u r e s .  

A l t h o u g h  t he  c o s t  i s s u e  was n o t  a d d r e s s e d ,  r e a c t i o n s  f r om 

management  and i n d e p e n d e n t  a c c o u n t a n t s  i n d i c a t e  t h a t  i t  

w i l l  be s i g n i f i c a n t .  I f  o t h e r  s t u d i e s  f i n d  s i m i l a r  

r e l a t i o n s h i p s  e x i s t i n g  between c o s t s  and b e n e f i t s ,  t h e  

SEC's p o s i t i o n  r e g a r d i n g  t h e  r e q u i r e d  d i s c l o s u r e s  s h o u l d  be 

r e c o n s i  d e r e d .

Li  m i t a t i o n s

I ssues  r e g a r d i n g  i n t e r n a l  and e x t e r n a l  v a l i d i t y  o f  

s t a t i s t i c a l  r e s u l t s  o f t e n  c r e a t e  t r a d e o f f s .  Research 

m e t h o d o l o g i e s  a r e  exami ned and s e l e c t e d  based upon 

compromises  t o  c o n d i t i o n s  s p e c i f i c  t o  t h e  r e s e a r c h  q u e s t i o n  

and s e t t i n g .  Such t r a d e o f f s  had t o  be made i n  t h i s  s t u d y .

96



www.manaraa.com

E x t e r n a l  v a l i d i t y  l i m i t a t i o n s  e x i s t  because t he  

s e l e c t i o n  o f  s u b j e c t s  was no t  a c c o mp l i s h e d  u s i n g  random 

sa mp l i ng  t e c h n i q u e s .  The e n t i r e  p o p u l a t i o n  o f  f i n a n c i a l  

a n a l y s t s  was no t  used as a base f r om wh i ch  t o  choose 

p a r t i c i p a n t s .  T h e r e f o r e  t he  degree  t o  wh i ch  the r e s u l t s  o f  

t h i s  s t u d y  may be g e n e r a l i z e d  t o  o t h e r  samples o f  f i n a n c i a l  

a n a l y s t s  i s  l i m i t e d .

I n t e r n a l  v a l i d i t y  may a l s o  be q u e s t i o n e d  because o f  

t he  e x p e r i m e n t a l  t a s k .  A l t h o u g h  the t a s k  was c o n s t r u c t e d  

t o  be as r e a l i s t i c  as p o s s i b l e ,  d u p l i c a t i o n  o f  a n a l y s i s  

and d e c i s i o n  s e t t i n g  i s  i m p o s s i b l e  i n  a s t u d y  such as t h i s .  

C o n s e q u e n t l y ,  t he  r e s u l t s  i n  a r e a l - w o r l d  s e t t i n g  w i t h  i t s  

i n c r e a s e d  c o m p l e x i t i e s  may v e r y  w e l l  be d i f f e r e n t  f r om 

t hose  f ound  i n  t h i s  s t u d y .

As f i n a n c i a l  a n a l y s t s  become more f a m i l i a r  w i t h  

i n t e r n a l  a c c o u n t i n g  c o n t r o l s ,  t h e i r  r e a c t i o n s  t o  r e p o r t s  

t h e r e o n  may change.  The l a c k  o f  knowl edge r e g a r d i n g  

i n t e r n a l  a c c o u n t i n g  c o n t r o l s  on t he  i mp a c t  o f  t he  

p a r t i c i p a n t s  t h e r e f o r e  may a l s o  have l e d  t o  l i m i t a t i o n s  i n  

t he  i n t e r n a l  v a l i d i t y  o f  t he  s t u d y .  As t he  e d u c a t i o n  

p r oces s  c o n t i n u e s ,  s ub se q u en t  r e p l i c a t i o n s  o f  t h i s  s t u d y  

c o u l d  p r o v i d e  d i f f e r e n t  r e s u l t s .

There a r e  s e v e r a l  a r eas  o f  f u t u r e  r e s e a r c h  wh i ch  are  

s ugges t ed  by t h i s  d i s s e r t a t i o n .  The most  o b v i o u s  wou l d  be 

a r e p l i c a t i o n  o f  t h i s  s t u d y  u s i n g  d i f f e r e n t  s u b j e c t  g r o u p s ;  

bank l o a n  o f f i c e r s ,  f i n a n c i a l  e x e c u t i v e s  o r  o t h e r ,  l e s s
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s o p h i s t i c a t e d  i n v e s t o r s  m i g h t  p r o v i d e  i n s i g h t  i n t o  how 

d i f f e r e n t l y  t h e s e  g r oups  r espond t o  r e p o r t s  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l .

P r e l i m i n a r y  r e s e a r c h  f i n d i n g s  have i n d i c a t e d  t h a t  t he  

c o n t e n t  o f  a u d i t o r s '  r e p o r t s  i m p a c t  on s e c u r i t y  p r i c e s  

( F i r t h ,  1978)  and a f f e c t  hank l e n d i n g  o f f i c e r  d e c i s i o n s  

( .Lib.by,  1 979 ) .  Co n t e n t  i s s u e s  r e l a t i v e  t o  r e p o r t s  on 

i n t e r n a l  c o n t r o l  a r e  i m p o r t a n t ,  e s p e c i a l l y  as t h e y  i mp a c t  

u s e r  p e r c e p t i o n s  i n  c o m b i n a t i o n  w i t h  v a r i o u s  f o rms  o f  

a u d i t o r  . r e p o r t s .  A l s o ,  r e s e a r c h  i d e n t i f y i n g  use r  

p e r c e p t i o n s  o f  a t t r i b u t e s  t h a t  r e s u l t  i n  s t r o n g  sys tems o f  

i n t e r n a l  a c c o u n t i n g  c o n t r o l  m i g h t  p r o v i d e  answers  t o  bo t h  

f o rm and c o n t e n t  i s s u e s ,

F i n a l l y ,  r e s e a r c h  as t o  w h e t h e r  and how t he  i n v e s t m e n t  

d e c i s i o n  p r oces s  m i g h t  be i mp a c t e d  by r e p o r t s  on i n t e r n a l  

a c c o u n t i n g  c o n t r o l  wou l d  a l l o w  a c c o u n t i n g  p o l i c y  makers  t o  

b e t t e r  assess  t he  r e l a t i v e  s o c i a l  b e n e f i t s  o f  r e q u i r e d  

d i s c l o s u r e s  o f  t h i s  i n f o r m a t i o n .
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U N IV E R S IT Y  OF S O U TH E R N  C A L IF O R N IA  
SCHOOL OF BUSINESS ADMINISTRATION 

UNIVERSITY PARK 
LOS ANGELES. CALIFORNIA 60007

SCHOOL OF ACCOUNTING

Thank you in advance for  taking par t  in our study. We are con­
duct ing a research pro ject  a t  the School o f  Accounting of  the 
Univers i t y  o f  Southern C a l i f o r n i a  to  study the re la t i onsh ip  
between accounting data and decision making. As a member of  a 
very se lect  group of  decision makers, your input  is very valuable  
in our research.

The task you are about to undertake is an experiment in decision  
making. The experiment is expected to take about 25 minutes to  
complete. Assume tha t  the f inancia l  statements presented are 
those of  a company you are considering as an investment. Analyze 
the information presented to you j u s t  as you do when making an 
investment decision. Please fee l  f r ee  to u t i l i z e  ca lcu la tors  in  
your analysis.

Your responses w i l l  be held in the s t r i c t e s t  confidence. Al l  
quest ionnaires w i l l  be handled on an anonymous basis and i n d i ­
vidual  resul ts  w i l l  not be reported in the research f indings.  
Thank you once again for  your p a r t i c ip a t ion .

S incerely ,

Doyle Z. Wil l iams  
Professor and Dean

Ralph B. Wil l iams  
Lecturer
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INTRODUCTION

The ex p e r im en t  has  two p a r t s :  P a r t  A and P a r t  B. Do n o t  rev iew  th e
q u e s t io n s  i n  P a r t  A u n t i l  you have com pleted th e  a n a l y s i s  o f  th e  f i n a n c i a l  
s t a t e m e n ts  p r e s e n te d  in  t h a t  p a r t .  When a l l  q u e s t i o n s  have been answered 
i n  P a r t  A, go on to  P a r t  B. In  o r d e r  to  answer th e  q u e s t io n s  i n  P a r t  B, 
you may r e f e r  t o  th e  in f o rm a t io n  i n  P a r t  A. However, do n o t  change any of  
y o u r  r e sp o n se s  to  th e  q u e s t io n s  i n  P a r t  A.

Some o f  t h e  q u e s t io n s  i n - P a r t s  A and B a r e  s u b j e c t i v e  i n  n a t u r e ,  That i s ,  
t h e y  do n o t  have r i g h t  o r  wrong answ ers .  Most o f  t h e s e  q u e s t io n s  r e q u i r e  
t h a t  y o u r  re sp o n se  be r e g i s t e r e d  on a s c a l e  s i m i l a r  t o  t h e  one rep roduced  
below . When re sp o n d in g  t o  such  q u e s t i o n s ,  p l e a s e  i n d i c a t e  you r  re sp o n se  
by draw ing  an arrow  to  th e  number you w ish t o  s e l e c t .  In  a d d i t i o n  to  th e  
s c a l e ,  t h e r e  i s  a space  to  a l lo w  you t o  w r i t e  in  t h e  e x a c t  number you 
ch o se .

No A G re a t  Deal
C onfidence  o f  Confidence

||||||||I|||1II||||||||II|III||m ; I llillll|im||||ljlllljmi|lUl|llll|mi[llll|llll|llll|
o o . i  3  j  a  a  t  .7 ̂  a  to

Ans. 0 .72

The fo l lo w in g  q u e s t io n s  ask  you to  e x p re s s  a deg ree  o f  c o n f id e n c e  a s  a 
number between 0 and 1. F o r  exam ple , one m ight respond  t h a t  he i s  0 .72  
c o n f id e n t  o f  th e  e x i s t e n c e  o f  a c o n d i t io n  o r  th e  o c c u r re n c e  o f  an  e v e n t .  
T h is  s t a te m e n t  m igh t be i n t e r p r e t e d  as meaning t h a t  he i s  72% c e r t a i n .

P le a s e  b e g in  t o  a n a ly z e  th e  in fo rm a t io n  i n  P a r t  A.
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PART A

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To t h e  S t o c k h o l d e r s :

We have exam in ed  t h e  c o n s o l i d a t e d  b a l a n c e  s h e e t s  o f  
The Rupel  Company and S u b s i d i a r i e s  as o f  December 3 1 ,  1 9 7 9 ,  
and December 3 1 ,  1 9 7 8 ,  and t h e  c o n s o l i d a t e d  s t a t e m e n t s  o f  
o p e r a t i o n s ,  p a i d - i n  c a p i t a l ,  r e t a i n e d  e a r n i n g s  and changes  
i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i v e  y e a r s  ended  
December  3 1 ,  1 9 7 9 .  Our e x a m i n a t i o n  was made i n  a c c o r d a n c e  
w i t h  g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s ,  and a c c o r d i n g l y  
i n c l u d e d  such t e s t s  o f  t h e  a c c o u n t i n g  r e c o r d s  and such 
o t h e r  a u d i t i n g  p r o c e d u r e s  as we c o n s i d e r e d  n e c e s s a r y  i n  t h e  
c i  r c u m s t a n c e s .

I n  o ur  o p i n i o n ,  t h e  f i n a n c i a l  s t a t e m e n t s  r e f e r r e d  to  
abov e p r e s e n t  f a i r l y  t h e  f i n a n c i a l  p o s i t i o n  o f  The Rupel  
Company and S u b s i d i a r i e s  as o f  December  3 1 ,  1 9 7 9 ,  and 
December  3 1 ,  1 9 7 8 ,  and t h e  r e s u l t s  o f  t h e i r  o p e r a t i o n s  and 
changes i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i v e  y e a r s  ended  
December  3 1 ,  1 9 7 9 ,  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d  d u r i n g  t h e  
p e r i o d s .

ARTHUR AUDITOR & CO.

W e s t f 1e 1d , I l l i n o i s ,
A p r i l  3 0 ,  1980
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L I D A T E D  B A L A N C E  S H E E T S
December 31, 1979 and December 31, 1978

ASSETS
(In thousands)

1979  1978

Current Assets:
$ 8,457 $ 9,298

Marketable securities, less allowance for market decline of $52,000
in 1979 and $326,000 in 1978 .................................................. 456 1,104

Accounts receivable, less allowance for doubtful accounts of $864,000  
in 1979 and $871,000 in 1978 .................................................... 26,440 24,663

Inventories, principally ingredients and wrapping supplies
19,921

330
19,008

Future tax benefits ...................................... ....................... 115
Prepaid expenses and deposits ......................................................................... 737 1,057

Total current assets....................................................................... $ 56,341 $ 55,245

Other Assets .......................................................................................... $ 1,428 $ 1,319

Plant and Equipment, including rights to leased property 
at cost:

Land ................................................................................................................... $ 3,328 $ 3,311
Buildings and improvements......................................................................... 35,659 33,425
Machinery and equipment ............................................................................ 73,812 69,424
Delivery equipm ent.......................................................................................... 21,307 22,176
Construction in progress................................................................................ 1,268 1,778

$135,374 $130,114
Less— Accumulated depreciation, amortization and provisions for 

plant closings and idle equipment ........................ 83,639 81,569

$ 51.735 $ 48,545

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .

$109,504 $105,109
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THE RUPEE COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  B A L A N C E  S H E E T S  

December 31 , 1979 and December 31, 1978

LIABILITIES AND STOCKHOLDERS’ EQUITY
(In thooMndJ)

1979 1978

Current Liabilities:
Notes payable (including $1,625,000 in 1973 and $2,200,000 in 1978

payable to banks) (N ote 2) ..............................................................• • • • S 2,863 $ 2,200
Current maturities of long-term debt (Note 3 )   3,459 3,491
Accounts payable   23,632 31,041
Accrued liabilities   10,887 7,633
Accrued taxes on incom e   2,811 180
Dividends payab le  449 204

Total current liab ilities   $ 44,101 $ 44,749

Long-Term Liabilities, less current maturities   $ 20,299 $ 19,246

Deferred Income Taxes (Note 1) ..................................................  $ 1,406 $ 1,954
Contingencies and Commitments 

Stockholders’ Equity
Cumulative prior preferred stock—  

authorized 200,000 shares—
$1.80 series, stated at liquidating value of $35 per share; outstand­

ing 65,116 shares in 1979 and 69,817 shares in 1978 ................... $ 2,279 $ 2,444
$1.80 convertible scries, stated at par value of $25 per share; out­

standing 90,000 shares in 1973 and 95,000 shares in 1978 . . . .  2,250 2,375
5%  cumulative convertible preferred stock, $100 par value; authorized

140,000 shares; outstanding 35,476 shares in 1979 and 37,609 shares
in 1978    3,548 3,761

Common stock, no par value; authorized 5,000,000 shares; issued
2,087,464 shares in 1979 and 1978   9,087 9,087

Paid-in ca p ita l  940 . 1,147
Retained earnings     27,208 22,680

i$ 45,312 $ 41,494
Less— Common stock held in treasury, at cost; 424,718 shares in 1973 -

and 484,238 shares in 1978     1,614 2,334
$ 43,698 $ 39,160

$109,504 $105,109

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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THE RUPEL COMPANY AND SUBSIDJARItS-

C O N S O L ID A T E D  S T A T E M E N T S  O F  O P E R A T IO N S  

For the Five Years Ended December 31 , 1979

(In  thousands, except per share data)

1979 1978 1977  1976 1975

$417,243 $398,550 $345,574 $331,358 $330,099

Costs and expenses:
Cost of products sold (Note 1)   $239,145 .$239,121 $197,980 $182,096 $183,433
Selling, delivery, general and administra­

tive expenses  161,240 153,023 143,681 140,880 138,973
Depreciation and amortization 7,312 7,280 7,114 6,745 7,026
Interest expense .....................................   1,826 2,001 1,566 1,052______ 847

$409,523 $401,425 $350,341 $330,773 $330,279
Earnings (loss) before in­

come taxes and extraordi­
nary i te m s ........................ $ 7,720 $ (2,875) $ (4,767) $ 585 $ (180)

Income taxes
Current . . $ 4,764 $ 323 $ (1,536) $ 234 $ 262
Deferred . (763) (1,500) (627) 178 (171)
Investment credit realized............... .. (2,020) — (585) — —

$ 1,981 $ (1,177) $ (2,748) $ 412 $ 91
Earnings (loss) before ex­
traordinary items ................. $ 5,739 $ (1,698) $ (2,019) $ 173 $ (271)

Extraordinary items, net of tax — — — 2,621 (1,777)
Net earnings ( lo s s ) ............. $ 5,739 $ (1,698) $ (2,019) $ 2,794 $ (2,048)

Dividends declared on preferred stock . . . . (473) (506) (535) (588) (698)
Net earnings (loss) applicable to common 

stock ................................................................  $ 5,266 $ (2 ,204 ) S (2 ,554 ) $ 2,206 $ (2,746MaMMdnMi ■MMnMiaw MaKWweinH wesnncMM
Weighted average common shares outstand­

ing  ; .........................  1,622 1,967 2,001 2,061 2,065
Earnings (loss) per common share

Assuming no dilution—
Before extraordinary item s ..............
Extraordinary items, net of tax

. , $ 3.25 $ (1 .12 ) $ (1 .28 ) $ ( 2 0 )
1.27

$ (.47 )
(.86)

Net earnings ( lo s s ) ..........
Assuming full dilution—

.. $ 3.25 $ (1 .12 ) $ (1 .28 ) $ 1.07 $ (1-33)

Before extraordinary item s ..............
Extraordinary items, net of tax

.. $ 2.72 $ (1 .12 ) $ (1 .28 ) $ (.20 )
1.07

$ ( 4 7 )
(.86 )

Net earnings ( lo s s ) .......... .. $ 2.72 $ (1 .12 ) $ (1-28) $ .87 $ (1 .33 )

Sec note s  to  f i n r n c l r l  s t a t o n o n t s .
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  C H A N G E S  
I N  F IN A N C IA L  P O S IT IO N

For the Five Years Ended December 31, 1979

(In Thousand*)
1979 '1 9 7 8  ' 1977 1976 197 5

Sources o f W orking Capita!:
$ (271)N et earnings (lo s t) before extraordinary i te m s .............. $ 3.739 1(1.69*) $(2,019) $ 173

Add (D educt) items not affecting working capital—
7,026Depreciation and am ortization 7,312 7,280 7,114 6,745

Deferred income taxes ................ .. (763) (1.500) (1.133) 373 13
Provisions fo r closed plants and idle equipment . . . 789 1,315 372 — —

W orking capital provided from operations,
exclusive o f extraordinary i te m s ................ J l  3,077 $ 5.397 $ 4,332 . $ 7.291 $ 6.768

Property dispositions, including in 1977 extraordinary
256gain on sale o f fou r p la n t s ................................................ 976 1,431 2,023 7,107

Proceeds from stock options ex erc ised ................................ 376 — — — 162
Additions to long-term liabilities . . . . 6.488 4,502 2,200 10,099 1,500

$20,917 $11,330 $ 8,355 $24,497 $ 8.686
Applications o f W orking Capital:

$ V ' . $ 664Goodwill resulting from  acquisition ..................................... $ — $ — $ —
Reduction o f  long-term d e b t ................................................... 5,435 4,474 1,411 3,451 1,857
Additions to  plant and e q u ip m e n t....... ............................... 11,778 8,945 6,461 9,251 5.686
Dividends d e c la re d ..................................................................... 1,211 883 934 999 1,112
Purchase of stock, since retired

Cumulative prior preferred, $1.80 s e r ie s ....................... 91 79 103 65 85
5%  cumulative convertible p re fe rr e d .............................. 150 342 451 1,686 285

Purchase of common stock fo r the treasury — 1,176 642 303 —

Redemption of cumulative prior preferred. $1.80 con­
vertible s e r ie s ............................ ............................................. 125 125 — . — —

Charges incurred relating to  closed p l a n t s ....................... 489 1,010 1,164 2,212 707
Settlement of antitrust litigation . ......... — —  - — 400 50
O ther items, n e t ............................................................ .. (106) 1,039 891 78 (57)

$19,173 $18,073 $12,057 $18,788 $10,389

Increase (D ecrease) in W orking C a p i ta l ................................ $ 1,744 $(6,743) $(3,502) $ 5,709 $(1,703)

Working Capital:
Beginning o f y e a r ....................................................................... 10.496 17,239 20,741 15,032 16,735
End o f year ................................................................................... $12.240 $10,496 $17,239 $20,741 $15,032

Increase (D ecrease) in Components o f W orking Capital:
Cash .......................... .................................................................... S (8 4 1 ) , $ 3,765 $ 753 » 778 $ 92
M arketable securities ....................... ........................................ (648) (921) 427 (166) (4.826)
Notes re c e iv a b le ............................ ............... ...................... — . — (6,200) 6,200 —
Accounts re c e iv ab le ....................................... ........................... 1,777 1,111 ( U 2 2 ) 4,263 956
In v en to ries ..................................................................................... 913 6,666 2,444 2,126 1,596
Future tax b e n e f its .................................................................... 215 (1.906) 1,028 (981) 1,974
Prepaid expenses and d e p o sits ................................... (320) (6 ) 175 120 (136)
Notes payable and current m aturities of long-term debt (631) (2.338) (2,406) 916 12
Accounts p a y a b le ............................................................ ........... 7,409 (13,844) (794) (5,455) (1,343)
Accrued liabilities .............. ...................................................... (3,254) 885 1,546 (1.487) (536)
Dividends payable ....................................... ........................... (245) 25 12 32 14
Accrued taxes on in c o m e ....................................................... (2,631) (180) 735 (637) 494

$ 1.744 $(6,743) $(3,502) $ 5.709 $(1,703)

See n o t e s  to  f i n a n c i  a 1 s t a t e m e n t s .
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THE fll 'PCL COM PAM Y AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  P A ID - IN  C A P IT A L  
A N D  R E T A IN E D  E A R N IN G S

For the Five Years Ended December 31 , 1979

( In  Ibousaads)

1979 1978 1977 19 7 6 1975

Paid-In Capitat

Beginning of y e a r ................................... $ 1,147 $ 989 $ 814 $ 236 $ 5

Excess of cost (first-in, first-out basis) 
over proceeds of common stock op­
tions exercised...................................... (344 ) _

Excess of the par value over the cost 
of preferred stock (in treasury) re­
tired ...................................................... 137 158 175 578 231

End of y e a r ............................................... $ 940 $ 1,147 $ 989 $ 814 $ 236

Retained Earnings
Beginning of y e a r .................................... $22,680 $25,261 $28,214 $26,419 $29,579

Net earnings (loss) for the year . . . 5,739 (1,698) (2,019) 2,794 (2 ,048)

Dividends declared—

Cumulative prior preferred 
stock—

$1.80 series ($1.80 per share) (120) (128) (136 ) (142 ) (14 8 )

$1.80 convertible scries ($1.80  
per s h a re )............................... (171 ) (180) (180) (18 0 ) (180 )

5%  cumulative convertible pre­
ferred stock (S5 per share) . . (182 ) (19 8 ) (219 ) (26 6 ) (3 7 0 )

Common stock ($.20 per share in 
1975. 1976, 1977, and 1978 
and $.45 per share in 1979) . . (738 ) (377) (399 ) (411 ) (41 4 )

End of year ............................................. $27,208 $22,680 $25,261 
—....

$28,214 $26,419

See n o t e s  to f i n a n c i a l  s t a t e m e n t s .
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THE RUPEL COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE (1) Summary o f  A ccoun ting  P o l i c i e s  

P r i n c i p l e s  o f  C o n s o l id a t io n

The accompanying c o n s o l id a t e d  f i n a n c i a l  s ta t e m e n ts  in c lu d e  a l l  o p e r a t in g  
s u b s i d i a r i e s  o f  th e  Rupel Company. In tercom pany a c c o u n ts  and 
t r a n s a c t i o n s  have been  e l im in a te d  in  c o n s o l i d a t i o n .

M arke tab le  S e c u r i t i e s

M arke tab le  s e c u r i t i e s  a r e  in c lu d e d  i n  th e  accompanying c o n s o l id a te d  
. b a la n c e  s h e e t s  a t  th e  low er  o f  c o s t  o r  m arke t .

I n t a n g i b l e  A s s e ts

The e x c es s  o f  t h e  company's in v e s tm e n t  over  th e  u n d e r ly in g  book v a lu e  o f  
n e t  a s s e t s  o f  s u b s i d i a r i e s  pu rch a sed  i s  b e in g  am o r t ize d  over  f o r t y  y e a r s .  
The amounts a r e  in c lu d e d  i n  o th e r  a s s e t s .

In v es tm en t  Tax C r e d i t

The company u t i l i z e s  th e  f lo w -th ro u g h  method o f  r e c o g n iz in g  in v e s tm e n t  
t a x  c r e d i t s  i n  income i n  th e  y e a r  r e a l i z e d  f o r  t a x  p u rp o se s .

I n v e n t o r i e s

A l l  i n v e n t o r i e s  a r e  d e te rm in ed  by p h y s i c a l  coun t and a r e  p r i c e d  a t  th e  
low er f i r s t - i n ,  f i r s t - o u t  c o s t  o r  m arke t .  F in i s h e d  goods in v e n to r y  
in c lu d e s  m a t e r i a l ,  l a b o r ,  and m anufac tu red  overhead .

D e p r e c ia t io n  and A m o r t iz a t io n

D e p r e c ia t io n  p r o v i s i o n s ,  based  on e s t im a te d  u s e f u l  l i v e s  from th e  d a t e s  o f  
a c q u i s i t i o n ,  a r e  computed on th e  s t r a i g h t - l i n e  method f o r  f i n a n c i a l  
r e p o r t i n g  p u r p o s e s .  Leaseho ld  improvements a r e  be ing  am o rt ized  o v er  the  
l i v e s  o f  th e  r e s p e c t i v e  l e a s e s .

F o r  t a x  p u r p o s e s ,  th e  company use s  a c c e l e r a t e d  d e p r e c i a t i o n  methods; 
r e s u l t i n g  d e f e r r e d  f e d e r a l  income ta x e s  a r e  r e f l e c t e d  a s  such i n  th e  
f i n a n c i a l  s t a t e m e n t s .

NOTE (2) Notes P ayab le  to  Bank

The company has an in fo rm a l  com pensa ting  b a la n c e  agreem ent w i th  one o f  i t s  
banks and i s  ex p e c te d  to  m a in ta in  ave rage  com pensa ting  b a la n c e s  o f  10% o f  
th e  l i n e  o f  c r e d i t  ($ 1 ,5 0 0 ,0 0 0 ) .

NOTE (3) Long-term  L i a b i l i t i e s

Annual m a t u r i t i e s  on in d e b te d n e s s  f o r  th e  nex t f o u r  y e a r s  a r e :  
$3 ,4 5 9 ,0 0 0 ;  $ 3 ,2 3 7 ,0 0 0 ;  $3 ,0 2 4 ,0 0 0 ;  $ 2 ,512 ,000 .
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NOTE (4)  C o n t in g e n c ie s

The company i s  a d e fe n d a n t  i n  s e v e r a l  a c t i o n s  a r i s i n g  o u t  o f  i t s  b u s in e s s .  
Such s u i t s  a r e  n o t  uncommon. These s u i t s  t y p i c a l l y  seek  l a r g e  amounts i n  
damages. Management b e l i e v e s  t h a t  t h e  company has  m e r i to r i o u s  d e f e n s e s ,  
i s  v ig o u r s o u ly  opposing  each  a c t i o n ,  and in  s e v e r a l  ca se s  has  f i l e d  
c o u n te r c la im s ,  b u t  management i s  u n ab le  a t  t h i s  t im e to  e s t im a te  th e  
u l t i m a t e  a g g re g a te  l i a b i l i t y  o f  r e c o v e r y ,  i f  any ,  o f  th e  company 
th e re f ro m .

NOTE (5)  S tock  O ptions

Under t h e  company'^ s to c k  o p t io n  p l a n s ,  o f f i c e r s  and key employees may be 
g r a n te d  o p t io n s  to  p u rc h a se  th e  company's common s to c k  a t  th e  f a i r  m arket 
v a l u e  a t  th e  d a te  o f  g r a n t .  O p tions  g e n e r a l l y  become e x e r c i s a b l e  s ix  
months a f t e r  d a te  o f  g r a n t  and e x p i r e  f i v e  y e a r s  a f t e r  d a te  o f  g r a n t .

QUESTIONS - PART A

1. In  term s o f  t h e i r  f a i r  p r e s e n t a t i o n ,  what d eg re e  o f  co n f id e n c e  do you 
have in  th e  f i n a n c i a l  s t a t e m e n ts  p re s e n te d ?

No A G rea t  Deal
C onfidence o f  C onfidence

) ! |!ll|lll!|llll|llll|llll|ll!l|llll|llll|llll|llll|lllllllll|llll|lll!|llll|ll>i[l!ll|llli|
OO .1 J  .3 a  J  6 .7 J  a  LO

Ans.

2 . What d eg re e  o f  c o n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o f  o p e r a t io n s ?

No A G rea t  Deal
C onfidence o f  Confidence

|llll|l I ll|llll| III l|lll l|llll|llll|llll|llll|lllIji111jllIIjlttl|lllI|llII|lllt|llll|llIIjllll|ll II|
00 .1 ,a .3 A J> J> .7 A .* 10

Ans. _______

3. What deg ree  o f  c o n f id e n ce  do you have t h a t  t h e  income s ta te m e n ts  
p r e s e n t  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  m anagement 's  a b i l i t y  to  
u t i l i z e  r e s o u r c e s  e f f e c t i v e l y ?

No
Confidence

A G rea t  Deal 
o f  Confidence

00 \x>

A ns.

121
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A. What degree of confidence do you have that the balance sheets fairly
report financial position?

No A G rea t  Deal
C onfidence  o f  C onfidence

lllll|lllt|lllllllll|lllll!lll|llll|lllt|llll!nil|llll|llll|llilillll|l!ll|llllj!llllllll|!lll|l>ll|
00 .1 .2 .3 .4 .3 *  .7 .8 »  to

A ns.

5 .  What d eg re e  o f  co n f id e n c e  do you have t h a t  t h e  b a la n c e  s h e e t  i s  a 
good r e p r e s e n t a t i o n  o f  how management has s a fe g u a r d e d  a s s e t s ?

No A G rea t  Deal
C onfidence  o f  Confidence

jllHillll|llll|llujuil|llll|lill|llll|llll|nil|Hll|llil|uil|llll|l!ll|lllljllll|llll|llli|llll
00 .1 .» 10

Ans.

6 .  How c o n f id e n t  a r e  you t h a t  management m a in ta in e d  a sys tem  o f  i n t e r n a l  
c o n t r o l  ad e q u a te  to  p r e p a r e  f i n a n c i a l  s t a t e m e n t s  i n  ac co rd an c e  w ith  
g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s ?

No A G rea t  Deal
C onfidence o f  Confidence

|ii!l|Mll|l!ll|lll!| ; \ ", llj ! lj!lll|lllj|l!ll|llll|!lll|mijll!l|llll|tlll|lltl|
00 .1 J  . .3 A A A .7 A  .« 1.0

Ans. _______

7. What i s  th e  l i k e l i h o o d  t h a t  you would in v e s t  i n  t h i s  company?

No A G rea t  Deal
C onfidence o f  C onfidence

1 ! I ; ] i|i ! [ ! ; : ; ' ; *
00 .1 A  .3 A A A  .7 A A U>

A ns.
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P a r t  B

ADDITIONAL INFORMATION 

Management's R e s p o n s i b i l i t y  f o r  F i n a n c i a l  S ta te m e n ts

The c o n s o l id a t e d  f i n a n c i a l  s ta t e m e n ts  p r e s e n t e d  in  t h i s  r e p o r t  a r e  th e  
r e s p o n s i b i l i t y  o f  management and have been  p r e p a re d  to  conform w ith  
g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d .  S ta tem en t  
amounts i n c lu d e  e s t im a te s  r e s u l t i n g  from management 's a n a l y s i s  and 
e v a lu a t io n  based  upon c u r r e n t  knowledge.

The r e s p o n s i b i l i t y  o f  o u r  in d e p en d e n t  a u d i t o r s ,  A r th u r  A u d ito r  & Company, 
i s  l i m i t e d  t o  an  e x p re s se d  o p in io n  on t h e  f a i r n e s s  o f  th e  f i n a n c i a l  
s t a t e m e n t s .  The a u d i t o r ' s  e v a l u a t i o n  p r o c e d u re s  in c lu d e  a rev iew  of  
systems and c o n t r o l  p ro c e d u re s  and t e s t i n g  deemed n e c e s s a r y  to  g iv e  
r e a s o n a b le  a s s u ra n c e  t h a t  our f i n a n c i a l  s t a t e m e n ts  a r e  n o t  m a t e r i a l l y  
m is le a d in g  o r  i n a c c u r a t e .  O ther  i n f o r m a t i o n  in c lu d e d  in  t h i s  r e p o r t  i s  
th e  Rupel Company's r e s p o n s i b i l i t y  and i s  b e l i e v e d  to  be c o n s i s t e n t  w i th  
th e  f i n a n c i a l  r e p r e s e n t a t i o n s .

To e n s u re  t h a t  a s s e t s  a r e  s a fe g u a rd e d  from l o s s  due to  u n a u th ro iz e d  u se  or  
d i s p o s i t i o n  and t h a t  a c c o u n t in g  in f o r m a t i o n  i s  r e l i a b l e ,  we m a in ta in  a 
system  o f  a c c o u n t in g  and c o r p o r a te  p o l i c i e s ,  p r o c e d u re s ,  and i n t e r n a l  
c o n t r o l s .  Managers a re  c a r e f u l l y  s e l e c t e d  and t r a i n e d ;  and h ig h  s t a n d a r d s  
a re  m a in ta in e d  in  a c c o u n t in g  and a d m i n i s t r a t i o n  and i n  form al p o l i c i e s  and 
p ro c e d u re s .  To r e f l e c t  changing  b u s in e s s  c o n d i t io n s  and r e p o r t i n g  
r e q u i r e m e n ts ,  we c o n t i n u a l l y  modify and improve our  p o l i c i e s ,  p ro ce d u re s  
and c o n t r o l s .  We b e l i e v e  our  system  p r o v id e s  r e a s o n a b le  a s s u ra n c e  t h a t  
a s s e t s  a r e  s a fe g u a rd e d  and t h a t  f i n a n c i a l  in fo rm a t io n  i s  r e l i a b l e .

Our board  o f  d i r e c t o r s  d i s c h a r g e s  i t s  r e s p o n s i b i l t i e s  f o r  ad e q u a te  
i n t e r n a l  c o n t r o l s  and a c c u r a t e  f i n a n c i a l  in f o rm a t io n  w ith  th e  a s s i s t a n c e  
o f  an a u d i t  committee composed o f  norunanagement b oard  members. The 
committee meets w i th  th e  company's in d e p e n d e n t  a u d i t o r s  t o  e v a lu a t e  
m anagement 's  p erfo rm ance  in  m a in ta in in g  a d e q u a te  a c c o u n t in g  p ro c e d u re s  
and r e p o r t i n g  p r o c e s s e s ,  as  w e l l  as  o t h e r  m a t t e r s .  The in d e p en d e n t  
a u d i t o r s  have a c c e s s  t o  th e  a u d i t  com mittee and th e y  meet (w i th  and 
w i th o u t  management b e in g  p r e s e n t )  t o  d i s c u s s  th e  r e s u l t s  o f  t h e i r  examina­
t i o n s  and t o  e x p re s s  o p in io n s  on i n t e r n a l  c o n t r o l s  and f i n a n c i a l  
r e p o r t i n g .

The company has a l s o  deve loped  and i s  p r e s e n t l y  implem enting "G u id e l in e s  
f o r  Good Management P r a c t i c e s  and B u s in ess  C onduc t."  A l l  employees a re  
ex p e c ted  to  u n d e r s ta n d  and comply w ith  t h e s e  g u id e l in e s  and to  conduct th e  
Rupel Company b u s in e s s  th ro u g h o u t  th e  w orld  a c c o r d in g ly .  We b e l i e v e  th e s e  
g u id e l in e s  w i l l  h e lp  a s s u r e  t h a t  o p e r a t io n s  a r e  conducted  in  com pliance 
w i th  laws and r e g u l a t i o n s  and a t  th e  h i g h e s t  moral and e t h i c a l  s ta n d a r d s  
i n  a l l  p a r t s  o f  th e  w orld .

Clyde T. B i l l i n g s h e
Vice P re s id e n t - F in a n c e
The Rupel Company
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QUESTIONS - PART B

Based upon th e  f i n a n c i a l  s t a t e m e n ts  i n  P a r t  A and upon th e  a d d i t i o n a l  
in f o rm a t io n  you have j u s t  r e c e iv e d ,  c a r e f u l l y  r e e v a l u a t e  y ou r  r e sp o n se s  
to  th e  fo l lo w in g  q u e s t i o n s .  You may look  back t o  P a r t  A, b u t  do n o t  
change your o r i g i n a l  r e sp o n se .

1. In  term s o f  t h e i r  f a i r  p r e s e n t a t i o n ,  what d eg re e  o f  c o n f id e n c e  do you 
have in  th e  f i n a n c i a l  s t a t e m e n ts  p re s e n te d ?

No A G rea t  Deal
C onfidence o f  C onfidence

|llll|llll|lllf|llll|llll|llit|llll|llll|llli|llll|lllljllll|llll|llll|llll|llll]ll! j. | ] ll|
00 .1 .2 J  A A A .7 .» JB 1.0

Ans.

What d eg re e  o f  c o n f id e n ce  do you have t h a t  th e  income s ta te m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o f  o p e r a t io n s ?

No A G re a t  Deal
Confidence o f  C onfidence

|!llllltll|llll|llll|l!li!!!ll|lll!|lill|llll|llll|lll!|!lll|lll ] \ l|illl|llll|llll|llll|
00 .1 J  J  A A A  .7 A J> 1.0

A ns.

What degree  o f  co n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
p r e s e n t  a' r e a l i s t i c  r e p r e s e n t a t i o n  o f  m anagem ent 's  a b i l i t y  to  
e f f e c t i v e l y  u t i l i z e  r e s o u r c e s ?

No A G re a t  Deal
Confidence o f  C onfidence

| iiii]iim| iiii| ! iii| iiii| iui | iiii | iii[|iiii | iiii| iiii| iiii| iiii| m>i| ! | ; i |mi|mi|
00 .1 JJ .S A A A 3  J  .0 to

Ans. ________

U.  What degree  o f  c o n f id e n c e  do you have t h a t  t h e  b a l a n c e  s h e e t s  f a i r l y  
r e p o r t  f i n a n c i a l  p o s i t i o n ?

No A G rea t  Deal
Confidence o f  Confidence

|l||l|ill||uil!lllijllll|ni!|lll!|lllljlll!|inilMll]llll|!lll|lin|l!ll|llll|lilllllll]llll|llll|
00 -{ i  i  A A A .7 •* •» 10

A ns.
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5. What degree of confidence do you have that the balance sheet is a
good representation of how management has safeguard assets?

No A G rea t  Deal
Confidence o f  Confidence

Ans.

6. How c o n f id e n t  a r e  you t h a t  management m a in ta in e d  a system  o f  i n t e r n a l  
c o n t r o l  ad e q u a te  to  p r e p a re  f i n a n c i a l  s t a t e m e n t s  i n  acco rdance  w i th  
g e n e r a l l y  ac c e p te d  a c c o u n t in g  p r i n c i p l e s ?

No A G re a t  Deal
C onfidence  o f  Confidence

* ' ■||||||||||||||llll|llll|llll|lllljllll|llllllll||llll]llll|llll|llll|llll|
& ........ 4 ' i  ' i  I  * *  *  *  J “

Ans.

7. What i s  th e  l i k e l i h o o d  t h a t  you would i n v e s t  i n  t h i s  company?

No A G rea t  Deal
C onfidence o f  C onfidence

|iii!lmijiiii|iin|mi|imjiii; | : iii|ii ii|iiii|iiii|!ii'!" iiIiiii, ^

Ans.

BACKGROUND QUESTIONS

1. A g e : ______________y e a rs

2. H ig h e s t  l e v e l  o f  e d u c a t io n :

High School
__________  2  Y e a r s  C o l l e g e

A Y r a r s  C o l l e g i a

More than  A y e a r s  c o l l e g e

3. A pprox im ate ly  how many companies have you i n v e s t i g a t e d  d u r in g  the  
p a s t  y ea r?

________  Companies

A. Number o f  y e a r s  employed as a FA? 

Years
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APPENDIX B

EXPERIMENTAL GROUP 2 QUESTIONNAIRE: 

MANAGEMENT'S REPORT ON INTERNAL 

CONTROL AND THE INDEPENDENT 

ACCOUNTANT'S REPORT
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U N IV E R S IT Y  OF S O U T H E R N  C A L IF O R N IA  
SCHOOL OF BUSINESS ADMINISTRATION 

UNIVERSITY FARK 
LOS ANGELES. CALIFORNIA 00007

SCHOOL OF ACCOUNTING

Thank you In advance fo r  taking part  in our study. We are con­
d u c t i n g ^  research pro ject  a t  the School of  Accounting of  the 
Univers i t y  o f Southern C a l i f o r n i a  to study the re l a t ionsh ip  
between accounting data and decision making. As a member of a 
very se lect  group of decision makers, your input is very valuable  
in our research.

The task you are about to undertake is an experiment in decision  
making. The experiment is expected to take about 25 minutes to 
complete. Assume that  the f inanci a l  statements presented are 
those of  a company you are considering as an investment. Analyze 
the information presented to you j u s t  as you do when making an 
investment decision. Please feel  f ree  to  u t i l i z e  ca lcu la tors  in  
your ana lysis.

Your responses w i l l  be held in the s t r i c t e s t  confidence. A l l  
quest ionnaires w i l l  be handled on an anonymous basis and in d i ­
vidual resul ts w i l l  not be reported in the research f ind ings.  
Thank you once again fo r  your p a r t i c ip a t i o n .

S incere ly ,

Doyle Z. Wil l iams 
Professor and Dean

Ralph B. Wil l iams  
Lecturer
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INTRODUCTION

The ex p e r im en t  has  two p a r t s :  P a r t  A and P a r t  B. Do n o t  rev iew  th e
q u e s t io n s  i n  P a r t  A u n t i l  you have com pleted  th e  a n a ly s i s  o f  th e  f i n a n c i a l  
s t a t e m e n ts  p r e s e n t e d  in  t h a t  p a r t .  When a l l  q u e s t io n s  have been  answered 
i n  P a r t  A, go on to  P a r t  B. In  o r d e r  to  answer th e  q u e s t io n s  i n  P a r t  B, 
you may r e f e r  t o  th e  i n f o rm a t io n  in  P a r t  A. However, do n o t  change any of  
your  r e sp o n se s  t o  th e  q u e s t io n s  i n  P a r t  A.

Some o f  t h e  q u e s t i o n s  i n  P a r t s  A and B a r e  s u b j e c t i v e  i n  n a t u r e ,  T hat i s ,  
th e y  do n o t  have r i g h t  o r  wrong answ ers .  Most o f  t h e s e  q u e s t io n s  r e q u i r e  
t h a t  your  re sp o n se  be r e g i s t e r e d  on a s c a l e  s i m i l a r  t o  th e  one rep roduced  
below . When r e sp o n d in g  to  such q u e s t i o n s ,  p l e a s e  i n d i c a t e  you r  re sp o n se  
by draw ing  an arrow  to  t h e  number you wish t o  s e l e c t .  In  a d d i t i o n  t o  t h e  
s c a l e ,  t h e r e  i s  a space  t o  a l lo w  you to  w r i t e  in  th e  e x a c t  number you 
chose .

No A G re a t  Deal
C onfidence  o f  C onfidence

|iiiiiiiii|iiiiiiiii|iii)ii!ii[iiiii< iti|iiiiiiiii[ii!i|iiii|ii!i|iiii|iiiiiiiii[n iiiiiii[ ; 11 
no u a  j  a j  *  . i f  j  » to

Ans. 0 .7 2

The fo l lo w in g  q u e s t io n s  ask  you to  e x p re s s  a deg ree  o f  co n f id e n c e  a s  a 
number between 0 and 1. For example , one m ight respond  t h a t  he i s  0 .72  
c o n f id e n t  o f  th e  e x i s t e n c e  o f  a c o n d i t io n  o r  th e  o cc u r re n c e  o f  an e v e n t .  
T h is  s t a t e m e n t  m ight be i n t e r p r e t e d  as  meaning t h a t  he i s  72% c e r t a i n .

P le a s e  b eg in  t o  an a ly z e  th e  in fo rm a t io n  in  P a r t  A.
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PART A

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To t h e  S t o c k h o l d e r s :

We have exam in ed  t h e  c o n s o l i d a t e d  b a l a n c e  s h e e t s  o f  
The Rupel  Company and S u b s i d i a r i e s  as o f  December 3 1 ,  1 9 7 9 ,  
and December 3 1 ,  1 9 7 8 ,  and t h e  c o n s o l i d a t e d  s t a t e m e n t s  o f  
o p e r a t i o n s ,  p a i d - i n  c a p i t a l ,  r e t a i n e d  e a r n i n g s  and changes  
i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i v e  y e a r s  ended  
December  3 1 ,  1 9 7 9 .  Our e x a m i n a t i o n  was made i n  a c c o r d a n c e  
w i t h  g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s ,  and a c c o r d i n g l y  
i n c l u d e d  such t e s t s  o f  t h e  a c c o u n t i n g  r e c o r d s  and such  
o t h e r  a u d i t i n g  p r o c e d u r e s  as we c o n s i d e r e d  n e c e s s a r y  i n  t h e  
c i  r c u m s t a n c e s .

I n  o u r  o p i n i o n ,  t h e  f i n a n c i a l  s t a t e m e n t s  r e f e r r e d . t o  
above p r e s e n t  f a i r l y  t h e  f i n a n c i a l  p o s i t i o n  o f  The Rupel  
Company and S u b s i d i a r i e s  as o f  December 3 1 ,  1 9 7 9 ,  and 
December 3 1 ,  1 9 7 8 ,  and t h e  r e s u l t s  o f  t h e i r  o p e r a t i o n s  and 
changes i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i v e  y e a r s  ended  
December 3 1 ,  1 9 7 9 ,  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d  d u r i n g  t h e  
p e r i o d s .

ARTHUR AUDITOR & CO.

W e s t f i e l d , I l l i n o i s ,
A p r i l  3 0 ,  1980
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  B A L A N C E  S H E E T S

December 31 , 1979 and December 31, 1978

ASSETS
(In thousands)

1979 1978
Current Assets:

Cash    $ 8,457 $ 9,298
Marketable securities, less allowance for market decline of $52,000

in 1979 and $326,000 in 1978   456 1,104
Accounts receivable, less allowance for doubtful accounts of $864,000

in 1979'and $871,000 in 1978   26,440 24,663
Inventories, principally ingredients and wrapping supplies

.   19,921 19,008
Future tax benefits   330 115
Prepaid expenses and deposits  737 1,057

Total current assets .    $ 56,341 $ 55,245

Other Assets   $ 1,428 $ 1,319

Plant and Equipment, including rights to leased property 
at cost:

Land .................................................  $ 3,328 $ 3,311
Buildings and improvements    35,659 33,425
Machinery and equipment   73,812 69.424
Delivery equipm ent  21,307 22,176
Construction in progress  1,268 1,778

$135,374 $130,114
Less— Accumulated depreciation, amortization and provisions for

plant closings and idle equipment   83,639 81,569

$ 51,735 $ 48,545

See n o t e s  to  f i n a n c i a l  s t a t e m e n t s .

$109,504 $105,109
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  B A L A N C E  S H E E T S  

December 31 , 1979 and December 3 1 , 1978

L IA B IL IT IE S  A N D  S TO C K H O LD ER S’ E Q U IT Y
( I s  thousand!)

1979  1978

Current Liabilities:
Notes payable (including $1,625,000 in 1973 and $2,200,000 in 1978

payable to banks) (Note 2)  S 2,863 $ 2,200
Current maturities of long-term debt (Note 3 )   3,459 3,491
Accounts payable ..................................................................................................  23,632 31,041
Accrued liabilities   10,887 7,633
Accrued taxes on incom e   2,811 180
Dividends payab le  ................. . . . . . . . . . ................, . .  . .  449 204

Total current liab ilities .................................................................  $ 44,101 $ 44,749

Long-Term Liabilities, less current maturities   $ 20,299 $ 19,246

Deferred Income Taxes (Note 1)   $ 1,406 $ 1,954

Contingencies and Commitments 

Stockholders' Equity
Cumulative prior preferred stock—  

authorized 200,000 shares—
$1.80 series, stated at liquidating value of $35 per share; outstand­

ing 65,116 shares in 1979 and 69,817 shares in 1978   $ 2,279 $ 2,444
$1.80 convertible scries, stated at par value of $25 per share; out­

standing 90,000 shares in 1979 and 95,000 shares in 1973 . . . .  2,250 2,375
5%  cumulative convertible preferred stock, $100 par value; authorized

140,000 shares; outstanding 35,476 shares in 1979 and 37,609 shares
in 1978   3,548 3,761

Common stock, no par value; authorized 5,000,000 shares; issued
2,087,464 shares in 1973 and 1978   9,087 9,087

Paid-in c a p ita l     940 .1,147
Retained earnings      27,208 22,680

$ 45,312 $ 41,494
Less— Common stock held in treasury, at cost; 424,718 shares in 1973 -

and 484,238 shares in 197S...................... .......................................................  1,614 2,334

$ 43,698 $ 39,160

$109,504 $105,109

See note s  to f i n a n c i a l  s t a  f o m e n t s .
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THE RUPEL COMPANY AND SUBS I DI ARI-E5-

C O N S O L ID A T E D  S T A T E M E N T S  O F  O P E R A T IO N S  

For the Five Years Ended December 31 , 1979

( la  thousands, except per chare data)
1979 1978 1977 1976 1975

Net sales .........................................................: . $417,243 $398,550 $345,574 $331,358 $330,099

Costs and expenses:
Cost of products sold (Note 1) ............ $239,145 $239,121 $197,980 $182,096 $183,433

Selling, delivery, general and administra­
tive expenses ............................................. 161.240 153,023 143,681 140.880 138,973

Depreciation and amortization 7,312 7,280 7,114 6,745 7,026

Interest expense ........................................... 1,826 2,001 1,566 1,052 847
$409,523 $401,425 $350,341 $330,773 $330,279

Earnings (loss) before in­
come taxes and extraordi­
nary item s .......................... $ 7,720 $ (2,875) $ (4,767) $ 585 $ (180 )

Income taxes 
Current ................................................. .. $ 4,764 $ 323 $ (1,536) $ 234 $ 262
Deferred ......................................................... (763 ) (1,500) (627 ) 178 (1 7 1 )

Investment credit realized .......................... (2 ,020) — (585) — —
$ 1,981 $ (1,177) $ (2,748) $ 412 $ 91

Earnings (loss) before ex­
traordinary items ................... $ 5,739 $ (1 ,698) $ (2,019) $ 173 $ (271 )

Extraordinary items, net of tax — — — 2,621 (1 ,777)
Net earnings ( lo s s ) .............. $ 5,739 $ (1 ,698) $ (2 ,019) $ 2,794 $ (2 ,048)

Dividends declared on preferred stock . . . . (473 ) (506) (535) (588) (698)
Net earnings (loss) applicable to common 

stock ................................................................ $ 5,266 $ (2 ,204) $ (2,554) $ 2.206 $ (2,746)
Weighted average common shares outstand­

ing .................................................. 1,622 1,967 2,001 2,061 2,065
Earnings (loss) per common share

Assuming no dilution—
Before extraordinary item s ................... $ 3.25 $ (1 .12 ) $ (1 .28) $ (.20 ) $ (-47 )
Extraordinary items, net of t a x .......... — — — ' 1.27 (.86 )

Net earnings ( lo s s ) .............. $ 3.25 $ (1 .12) $ (1.28) $ 1.07 $ (1 .33)
Assuming full dilution—

Before extraordinary item s ................... $ 2.72 $ (1 .12) $ (1.28) $ (.20 ) $ (.4 7 )
Extraordinary items, net of t a x ............ — — — 1.07 (.8 6 )

Net earnings (to s s ) .............. $ 2.72 S (1 .12 ) $_ (1 .28) $ .87 $ (1 .33 )

Sec note s  to  f f n r n c i r l  s t a t e m e n t s .
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  C H A N G E S  
I N  F IN A N C IA L  P O S IT IO N

For the Five Years Ended December 31, 1979

(In Thousands)
1979 *1978 " 1977 1976 1 9 7 5 ’

Sources of W orking Capita!:
N et earnings (loss) before extraordinary i t e m s .............. $ 3,73* 8(1,698) 8(2,019) $ 173 $ (271)

Add (D educt) items not affecting working capital—
Depreciation and am ortization . 7,312 7,280 7,114 6,745 7,026
Deferred income taxes ................... (763) (1.500) (1.135) 373 13
Provisions for closed plants and idle equipment - . . 789 1,315 372 — —

W orking capital provided from operations.
exclusive of extraordinary i te m s ................ $13,077 8 5,397 8 4,332 $ 7.291 $ 6.768

Property dispositions, including in 1977 extraordinary
gain on sale o f four p la n ts ................................................ 976 1,431 2,023 7,107 256

Proceeds from stock options exercised ................................ 376 — —  - — 162
Additions to  long-term liabilities 6.488 4,502 2,200 10,099 1,500

$20,917 $11,330 8 8,555 $24,497 $ 8,686
Applications o f Working C apital:

Goodwill resulting from  acq u isitio n ..................................... $ — $ — $ — $ 342 $ 664
Reduction o f long-term d e b t ................................................... 5,433 4,474 1.411 3,451 1,857
Additions to  plant and eq u ip m e n t....................................... 11,778 8,945 6,461 9,251 5,686
Dividends d e c la re d ..................................................................... 1,211 883 934 999 1,112
Purchase of stock, since retired

Cumulative prior preferred, $1.80 s e r ie s ....................... 91 79 103 63 85
5%  cumulative convertible p re fe rred .............................. ISO 342 451 1,686 285

Purchase o f common stock for the treasury — 1,176 642 303 —

Redemption o f cumulative prior preferred, $1.80 con­
vertible s e r i e s .......................................................................... 125 125 — . — —

Charges incurred relating to  closed p l a n t s ........................ 489 1,010 1,164 2,212 707
Settlement o f antitrust litigation ......... ;— —  - — 400 50
O ther items, n e t .......................................................................... (106) 1.039 891 78 (57)

$19,173 $18,073 $12,057 $18,788 $10,389

Increase (D ecrease) in Working C a p i ta l ................................. $ 1,744 8(6,743) 8(3,502) $ 5,709 8(1,703)

Working Capital:
Beginning of y e a r ....................................................................... 10,496 17,239 20,741 15,032 16,735
End o f y e a r ................................................................................... $12,240 $10,496 $17,239 $20,741 $15,032

Increase (D ecrease) in Components of Working Capital:
Cash .............................................................................................. $ (8 4 1 ) . $ 3.765 $ 753 $ 778 $ 92
M arketable s e c u rit ie s ................................................................ (648) (921) 427 (166) (4,826)
Notes re c e iv ab le ....................................................... .................. — — (6,200) 6,200 —
Accounts re c e iv ab le ................................................................... 1,777 1,111 (1,222) 4,263 956
In v en to ries ..................................................................................... 913 6,666 2,444 2,126 1,596
Future tax b e n e f its ..................................................................... 215 (1.906) 1,028 (981) 1,974
Prepaid expenses and d e p o sits ................................................ (320) (6 ) 175 120 (136)
Notes payable and current maturities of long-term debt (631) (2,338) (2,406) 916 12
Accounts p a y a b le ....................................................................... 7,409 (13,844) (794) (5,455) (1,343)
Accrued liabilities ..................................................................... (3 ,254) 885 1,546 (1,487) (536)
Dividends payable ..................................................................... ' (245) 25 12 32 14
Accrued taxes on income ....................................................... (2 ,631) (180) 735 (637) 494

$ 1.744 8(6,743) 8(3,502) $ 5,709 8(1,703)

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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THE RL'PCL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  P A ID - IN  C A P IT A L  
A N D  R E T A IN E D  E A R N IN G S

For the Five Years Ended December 31 , 1979

(In  thousand!)

1979 1978 1977 1976

Paid-In Capital

Beginning of y e a r ..................... .............. $ 1,147 $ 989 $ 814 $ 236

Excess of cost (first-in, first-out basis) 
over proceeds of common stock op­
tions exercised...................................... (344 ) — — —

Excess of the par value over the cost
of preferred stock (in treasury) re­
tired ...................................................... 137 158 175 578

End of y e a r ............................................... $ 940 $ 1,147 $ 989 $ 814

Retained Earnings
Beginning of y e a r .................................... $22,680 $25,261 $28,214 $26,419

Net earnings (loss) for the year : . . 5,739 (1 ,698) (2,019) 2,794

Dividends declared—

Cumulative prior preferred 
stock—

$1.80 series (S I.80 per share) (120) (128 ) (136 ) (142 )

$1.80 convertible scries ($1.80  
per share) ............................... (171 ) (180 ) (180) (180 )

5%  cumulative convertible pre­
ferred stock ($5 per share) . . (182) (198 ) (219 ) (266 )

Common stock ($.20 per share in
1975, 1976, 1977, and 1978
and $.45 per share in 1979 ) . . (738) (377 ) (399) (411)

End of year ............................................. $27,208 $22,680 $25,261 $28,214

See n o t e s  to f i n a n c i a l  s t a t e m e n t s .

1975

$ 5

231 

$ 236

$29,579

(2,048)

(148 )

(180)

(370 )

(41 4 )

$26,419
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THE RUPEL COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE (1)  Summary o f  A ccoun ting  P o l i c i e s  

P r i n c i p l e s  o f  C o n s o l id a t io n

The accompanying c o n s o l id a t e d  f i n a n c i a l  s t a te m e n ts  in c lu d e  a l l  o p e r a t in g  
s u b s i d i a r i e s  o f  th e  Rupel Company. In tercom pany a c c o u n ts  and 
t r a n s a c t i o n s  have been  e l im in a t e d  in  c o n s o l i d a t i o n .

M a rk e tab le  S e c u r i t i e s

M ark e tab le  s e c u r i t i e s  a r e  in c lu d e d  in  th e  accompanying c o n s o l id a t e d  
b a la n c e  s h e e t s  a t  t h e  low er o f  c o s t  o r  m arke t .

I n t a n g i b l e  A sse ts

The e x c es s  o f  th e  company's  in v e s tm e n t  o v er  th e  u n d e r ly in g  book v a lu e  o f  
n e t  a s s e t s  o f  s u b s i d i a r i e s  p u rc h a se d  i s  b e in g  a m o rt ize d  over  f o r t y  y e a r s .  
The amounts a r e  in c lu d e d  i n  o t h e r  a s s e t s .

In v es tm en t  Tax C r e d i t

The company u t i l i z e s  th e  f lo w - th ro u g h  method o f  r e c o g n iz in g  in v e s tm e n t
t a x  c r e d i t s  i n  income in  t h e  y e a r  r e a l i z e d  f o r  t a x  p u rp o se s .

I n v e n t o r i e s

A l l  i n v e n t o r i e s  a r e  d e te rm in e d  by p h y s i c a l  count and a r e  p r i c e d  a t  th e  
low er f i r s t - i n ,  f i r s t - o u t  c o s t  o r  m arke t .  F in i s h e d  goods i n v e n to r y  
in c lu d e s  m a t e r i a l ,  l a b o r ,  and m anufac tu red  overhead .

D e p r e c ia t io n  and A m o r t iz a t io n

D e p r e c ia t io n  p r o v i s i o n s ,  b ased  on est. imatod u s e f u l  l i v e s  from th e  d a t e s  o f  
a c q u i s i t i o n ,  a r e  computed on th e  s t r a i g h t - l i n e  method f o r  f i n a n c i a l  
r e p o r t i n g  p u rp o s e s .  L easeho ld  improvements a r e  be ing  a m o rt ize d  o v er  th e  
l i v e s  o f  th e  r e s p e c t i v e  l e a s e s .

F o r  t a x  p u r p o s e s ,  th e  company u se s  a c c e l e r a t e d  d e p r e c i a t i o n  m ethods;
r e s u l t i n g  d e f e r r e d  f e d e r a l  income t a x e s  a r e  r e f l e c t e d  as  such  in  th e  
f i n a n c i a l  s t a t e m e n t s .

NOTE (2)  Notes P ayab le  t o  Bank

The company has  an in fo rm a l  com pensa ting  b a l a n c e  agreem ent w i th  one o f  i t s  
banks and i s  ex p e c te d  to  m a in t a in  ave rag e  com pensa ting  b a la n c e s  o f  10% o f  
th e  l i n e  o f  c r e d i t  ( $ 1 ,5 0 0 ,0 0 0 ) .

NOTE (3)  Long-term  L i a b i l i t i e s

Annual m a t u r i t i e s  on in d e b te d n e s s  f o r  th e  next fo u r  y e a r s  a r e :  
$ 3 ,4 5 9 ,0 0 0 ;  $ 3 ,2 3 7 ,0 0 0 ;  $ 3 ,0 2 4 ,0 0 0 ;  $ 2 ,5 1 2 ,0 0 0 .
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NOTE (4)  C o n t in g e n c ie s

The company i s  a d e fe n d a n t  in  s e v e r a l  a c t i o n s  a r i s i n g  oirt o f  i t s  b u s in e s s .  
Such s u i t s  a r e  n o t  uncommon. These s u i t s  t y p i c a l l y  se ek  l a r g e  amounts in  
damages. Management b e l i e v e s  t h a t  th e  company has  m e r i to r i o u s  d e fe n s e s ,  
i s  v ig o u r s o u ly  opposing  each a c t i o n ,  and i n  s e v e r a l  ca se s  has  f i l e d  
c o u n te r c la im s ,  b u t  management i s  u n ab le  a t  t h i s  t im e t o  e s t im a te  th e  
u l t i m a t e  a g g r e g a te  l i a b i l i t y  o f  r e c o v e r y ,  i f .  any ,  o f  th e  company 
th e re f ro m .

NOTE (5 )  S to ck  O ptions

Under th e  company's s to c k  o p t io n  p l a n s ,  o f f i c e r s  and key employees may be 
g r a n te d  o p t io n s  t o  p u rch a se  th e  company's common s to c k  a t  th e  f a i r  m arket 
v a lu e  a t  t h e  d a te  o f  g r a n t .  O p tions  g e n e r a l l y  become e x e r c i s a b l e  s ix  
months a f t e r  d a t e  o f  g r a n t  and e x p i r e  f i v e  y e a r s  a f t e r  d a t e  o f  g r a n t .

QUESTIONS - PART A

1. In  te rm s  o f  t h e i r  f a i r  p r e s e n t a t i o n ;  what d eg re e  o f  co n f id e n c e  do you 
have i n  t h e  f i n a n c i a l  s ta t e m e n ts  p r e s e n te d ?

No A G re a t  Deal
C onfidence  o f  Confidence

oo .1 a  .a a  a  s j  J t a  u>

Ans.

2 . What d eg re e  o f  co n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o l  o p e r a t i o n s ?

No A G rea t  Deal
C onfidence  o f  Confidence

|llll|llll|llll|ll!l|llll[llll|lllljlM!|llll|llll|illl|llH|llll|ll!l|ll!l|>lll|llll|l!ll|llll|llll| 
oo .1 .a .a a  a  a  .1 » .»

Ans. _______

3. What d eg re e  o f  c o n f id e n c e  do you have t h a t  t h e  income s ta te m e n ts  
p r e s e n t  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  management 's  a b i l i t y  to  
u t i l i z e  r e s o u r c e s  e f f e c t i v e l y ?

No A G rea t  Deal
C onfidence o f  C onfidence

| im i i i i i |m il i i i i | i i i i | im | i i  ; .]u u |im |i ; . ; ; [ : j | : '
00 .1 a  J» A J> e .7 A JB 10

Ans.
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U .  What degree of confidence do you have that the balance sheets fairly
report financial position?

No A G re a t  Deal
Confidence o f  Confidence

|ll|t|lll!|l|ll|llll|Ull|llll|llll|ll!l|l!ll|lllljin!l!l!l|llil|lll!|llll!l!!ljllll|llll|llll|llll|
00 ,1 .2 .3 .4 A a  .T ■* ■* to

Ans.

5 . What deg ree  o f ’ c o n f id e n c e  do you have t h a t  th e  b a la n c e  s h e e t  i s  a 
good r e p r e s e n t a t i o n  o f  how management has sa fe g u a rd ed  a s s e t s ?

No A G re a t  Deal
C onfidence o f  Confidence

; 1 :iiujiiii|iiii|iiit|iiii|iiiiiiiii|iiii|iiii|im|iiii|m;  ̂m|im* ' ! 1 ' .  . a a a ■ Q Ioo .1 .8 10

Ans.

6. How c o n f id e n t  a r e  you t h a t  management m a in ta in e d  a system o f  i n t e r n a l  
c o n t r o l  a d e q u a te  to  p r e p a r e  f i n a n c i a l  s ta t e m e n ts  i n  acco rdance  w ith  
g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s ?

No ‘ A G rea t  Deal
Confidence o f  C onfidence

| ] ) i i l | l i i!{ iii i! iill| ll! l|illl|iiil| iill|ii! :|i! ii|n ii|iiii|lill|llli|iiii| iin |ii> l! iiii|
00 .1 J  .3 A A A  .» J  .8 1.0

Ans. _______

7. What i s  th e  l i k e l i h o o d  t h a t  you would i n v e s t  i n  t h i s  company?

No A G rea t  Deal
C onfidence o f  Confidence

|llll|lIII jllll|IIIl|linjllll|llll|llll|ll ll|llll|lll I |ll ll|l II l|lll I|llll|ll lljlll lillll|llll |lll 11 
OO .1 a  .3 A A  A  .7 .1 .8 1.0

Ans.
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Part B

ADDITIONAL INFORMATION 

Management's R e s p o n s i b i l i t y  f o r  F in a n c i a l  S ta te m e n ts

The c o n s o l id a t e d  f i n a n c i a l  s t a t e m e n ts  p r e s e n te d  i n  t h i s  r e p o r t  a r e  th e  
r e s p o n s i b i l i t y  o f  management and have been p r e p a re d  to  conform w ith  
g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d .  S ta te m e n t  
amounts in c lu d e  e s t im a te s  r e s u l t i n g  from m anagem ent 's  a n a l y s i s  and 
e v a l u a t i o n  based  upon c u r r e n t  knowledge.

The r e s p o n s i b i l i t y  o f  our  in d e p en d e n t  a u d i t o r s ,  A r th u r  A u d ito r  & Company, 
i s  l i m i t e d  to  an e x p re s se d  o p in io n  on t h e  f a i r n e s s  o f  th e  f i n a n c i a l  
s t a t e m e n t s .  The a u d i t o r ' s  e v a l u a t i o n  p r o c e d u re s  i n c lu d e  a rev iew  o f  
system s and c o n t r o l  p ro c e d u re s  and t e s t i n g  deemed n e c e s s a r y  to  g ive  
r e a s o n a b le  a s s u ra n c e  t h a t  ou r  f i n a n c i a l  s t a t e m e n ts  a r e  n o t  m a t e r i a l l y  
m is le a d in g  o r  i n a c c u r a t e .  O th er  i n f o rm a t io n  in c lu d e d  in  t h i s  r e p o r t  i s  
th e  Rupel Company's r e s p o n s i b i l i t y  and i s  b e l i e v e d  t o  be c o n s i s t e n t  w ith  
th e  f i n a n c i a l  r e p r e s e n t a t i o n s .

To e n s u re  t h a t  a s s e t s  a r e  s a fe g u a rd e d  from lo s s  due t o  u n a u th ro iz e d  use  or  
d i s p o s i t i o n  and t h a t  a c c o u n t in g  in f o rm a t io n  i s  r e l i a b l e ,  we m a in ta in  a 
system  o f  a c c o u n t in g  and c o r p o r a te  p o l i c i e s ,  p r o c e d u r e s ,  and i n t e r n a l  
c o n t r o l s .  Managers a r e  c a r e f u l l y  s e l e c t e d  and t r a i n e d ;  and h igh  s ta n d a r d s  
a re  m a in ta in e d  i n  a c c o u n t in g  and a d m i n i s t r a t i o n  and i n  form al p o l i c i e s  and 
p r o c e d u r e s .  To r e f l e c t  changing  b u s in e s s  c o n d i t i o n s  and r e p o r t i n g  
r e q u i r e m e n ts ,  we c o n t i n u a l l y  modify and improve o u r  p o l i c i e s ,  p ro ce d u re s  
and c o n t r o l s .  We b e l i e v e  our  sys tem  p ro v id e s  r e a s o n a b le  a s su ra n c e  t h a t  
a s s e t s  a r e  s a fe g u a rd e d  and t h a t  f in a n e  Lai in f o rm a t io n  i s  r e l i a b l e .

Our b o a rd  o f  d i r e c t o r s  d i s c h a r g e s  i t s  r e s p o n s i b i l t i e s  f o r  adequa te  
i n t e r n a l  c o n t r o l s  and a c c u r a t e  f i n a n c i a l  in f o r m a t io n  w ith  th e  a s s i s t a n c e  
o f  an  a u d i t  com mittee composed o f  nonmanagement b o a rd  members. The 
com mittee m eets w ith  th e  company's in d e p en d e n t  a u d i t o r s  to  e v a lu a te  
management’ s perfo rm ance  i n  m a in ta in in g  a d e q u a te  a c c o u n t in g  p ro ce d u re s  
and r e p o r t i n g  p r o c e s s e s ,  a s  w e l l  as o th e r  m a t t e r s .  The independen t  
a u d i t o r s  have a c c e s s  t o  th e  a u d i t  committee and th e y  meet (w i th  and 
w i th o u t  management b e in g  p r e s e n t )  t o  d i s c u s s  t h e  r e s u l t s  o f  t h e i r  examina­
t i o n s  and to  e x p re s s  o p in io n s  on i n t e r n a l  c o n t r o l s  and f i n a n c i a l  
r e p o r t i n g .

The company has  a l s o  deve loped  and i s  p r e s e n t l y  im plem enting  "G u id e l in e s  
f o r  Good Management P r a c t i c e s  and B u s in ess  C o n d u c t ."  A l l  employees a re  
e x p e c ted  to  u n d e r s ta n d  and comply w ith  t h e s e  g u i d e l i n e s  and to  conduct th e  
Rupel Company b u s in e s s  th roughou t  t h e  world  a c c o r d in g ly .  We b e l i e v e  th e s e  
g u i d e l in e s  w i l l  h e lp  a s s u r e  t h a t  o p e r a t io n s  a r e  conduc ted  in  compliance 
w i th  laws and r e g u l a t i o n s  and a t  t h e  h i g h e s t  moral and e t h i c a l  s t a n d a r d s  
i n  a l l  p a r t s  o f  th e  w orld .

Clyde T. B i l l i n g s h e
Vice P r e s id e n t - F in a n c e
The R upel Company
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ADDITIONAL INFORMATION

I n d e p e n d e n t  A c c o u n t a n t ' s  R e p o r t  
on I n t e r n a l  A c c o u n t i n g  C o n t r o l

To t h e  Board  o f  D i r e c t o r s  and 
S h a r e h o l d e r s  o f  The Rupel  Company:

We have made a s t u d y  and e v a l u a t i o n  o f  t h e  sy s te m o f  
i n t e r n a l  a c c o u n t i n g  c o n t r o l  o f  The Rupel  Company and 
s u b s i d i a r i e s  i n  e f f e c t  a t  December 3 1 ,  1 9 7 9 .  Our s t u d y  
and e v a l u a t i o n  was c o n d u c t e d  i n  a c c o r d a n c e  w i t h  s t a n d a r d s  
e s t a b l 1shed'  by th e  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  
A c c o u n t a n t s .

The management o f  The Rupel  Company i s  r e s p o n s i b l e  
f o r  e s t a b l i s h i n g  and m a i n t a i n i n g  a system o f  i n t e r n a l  
a c c o u n t i n g  c o n t r o l .  I n  f u l f i l l i n g  t h i s  r e s p o n s i b i l i t y ,  
e s t i m a t e s  and j u d g m e n t s  by management a r e  r e q u i r e d  to  
a ssess  t h e  e x p e c t e d  b e n e f i t s  and r e l a t e d  c o s t s  o f  c o n t r o l  
p r o c e d u r e s .  The o b j e c t i v e s  o f  a system o f  i n t e r n a l  
a c c o u n t i n g  c o n t r o l  a r e  to  p r o v i d e  management w i t h  r e a s o n a b l e ,  
b u t  n o t  a b s o l u t e ,  a s s u r a n c e  t h a t  a s s e t s  a r e  s a f e g u a r d e d  
a g a i n s t  l o s s  f r om  u n a u t h o r i z e d  use  o r  d i s p o s i t i o n  and t h a t  
t r a n s a c t i o n s  a r e  e x e c u t e d  i n  a c c o r d a n c e  w i t h  m an agem ent 's  
a u t h o r i z a t i o n  and r e c o r d e d  p r o p e r l y  to  p e r m i t  t h e  
p r e p a r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  i n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .

I t  s h o u l d  be r e c o g n i z e d  t h a t ,  because o f  i n h e r e n t  
l i m i t a t i o n s  in  any sy s te m  o f  i n t e r n a l  a c c o u n t i n g  c o n t r o l ,  
e r r o r s  o r  i r r e g u l a r i t i e s  may o c c u r  and n o t  be d e t e c t e d .
In  a d d i t i o n ,  p r o j e c t i o n  o f  any e v a l u a t i o n  o f  t h e  system  
to  f u t u r e  p e r i o d s  i s  s u b j e c t  to  th e  r i s k  t h a t  p r o c e d u r e s  
may become i n a d e q u a t e  becau se  o f  changes i n  c o n d i t i o n s  and  
t h a t  th e  d e g r e e  o f  c o m p l i a n c e  w i t h  t h e  p r o c e d u r e s  may 
d e t e r i  o r a t e .

In  o ur  o p i n i o n ,  t h e  sy st em o f  i n t e r n a l  a c c o u n t i n g  
c o n t r o l  o f  The Rupel  Company and s u b s i d i a r i e s  1n e f f e c t  a t  
December 3 1 ,  1 9 7 9 ,  t a k e n  as a w h o l e ,  was s u f f i c i e n t  t o  meet  
t h e  o b j e c t i v e s  s t a t e d  above i n s o f a r  as th o s e  o b j e c t i v e s  
p e r t a i n  t o  t h e  p r e v e n t i o n  or  d e t e c t i o n  o f  e r r o r s  o r  
i r r e g u l a r i t i e s  i n  amounts t h a t  would  be m a t e r i a l  i n  r e l a t i o n  
t o  th e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s .

A r t h u r  A u d i t o r  & Co.

1 39
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QUESTIONS - PART B

Based upon th e  f i n a n c i a l  s ta t e m e n ts  i n  P a r t  A and upon th e  a d d i t i o n a l  
in f o rm a t io n  you have j u s t  r e c e iv e d ,  c a r e f u l l y  r e e v a l u a t e  y ou r  resp o n se s  
t o  th e  fo l lo w in g  q u e s t i o n s .  You may lo o k  back  t o  P a r t  A, b u t  do n o t  
change your  o r i g i n a l  re sp o n se .

1. In  term s o f  t h e i r  f a i r  p r e s e n t a t i o n ,  what d e g re e  o f  co n f id e n c e  do you 
have i n  t h e  f i n a n c i a l  s t a te m e n ts  p r e s e n te d ?

No A G rea t  Deal
Confidence o f  C onfidence

| l l l l | l l l l] l l l l | l l l l| l  i | ; i! l l | l l l l | l l l l | i l l l | l l l l | l l ! t | l l l l | l l l l |! IH |l il l ] ! l l l | l l l l | l l l l |  
oo .1 .2  ,3 a  j  a  . i .» a  in

Ans.

2. What d eg re e  o f  co n f id e n c e  do you have t h a t  th e  income s ta t e m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o f  o p e r a t io n s ?

No A G rea t  Deal
Confidence o f  C onfidence

|l l | l | l l l l | l l! l | l! l l | l l l l | l l! l j l i l l| l ll l j l l l l | l l l! |! l l l | im |llll | l! l lj im |llll| l l! l |l i! l| l ll l | l! l l |
00  .1 A  i  A S  A 1  A  a  1.0

A ns.

3. What deg ree  o f  c o n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
p r e s e n t  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  m anagem ent 's  a b i l i t y  to  
e f f e c t i v e l y  u t i l i z e  r e s o u rc e s ?

No A G re a t  Deal
C onfidence o f  C onfidence

|! l l l| l l l l ] l i l i | l l l l | l l l l | l ! l l] i l l l | l l l ! | l l  ! j l l l l | l l l l | l l l l | l l l l | l l l l '  | ! l | l l l l |m ij
00 .1 A .S A J t j» 3  J .# 10

Ans.

U. What deg ree  o f  co n f id e n c e  do you have t h a t  t h e  b a la n c e  s h e e t s  f a i r l y  
r e p o r t  f i n a n c i a l  p o s i t i o n ?

No A G rea t  Deal
C onfidence o f  C onfidence

l l l l l | l l l l l l l l l | l l l l ] l l l l l l l l l | l ! l l | l l l l l l l l l | l !> lj l l l l | in i| l l l l | l l l l j l l ! l | l l l l | l l l l l l l l l | l l l l | l l l l |  
do .1 i  i  A S » 3  *  s  1.0

Ans.
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5. What degree of confidence do you have that the balance sheet is a
good representation of how management has safeguard assets?

No A G re a t  Deal
C onfidence o f  Confidence

| i iii|iiiijiiii|m i|iiii|m i|f i ; j ; .■|, iiii|m i|iii i |m i|iii i | i i i i | i i i i | i i» |in i|m i|

Ans.

6. How c o n f id e n t  a re  you t h a t  management m a in ta in e d  a system  o f  i n t e r n a l  
c o n t r o l  ad e q u a te  to  p r e p a re  f i n a n c i a l  s t a te m e n ts  in  acco rd an ce  w i th  
g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s ?

No A G re a t  Deal
C onfidence  o f  C onfidence

i l l l l | l l l l ] l l l l | l l l l | l l l l | l l l l l l l l l | l l l l | l l l l l i l l l |! l l l | l l l l | lH l| l l l l | l l l l | l l l l | l l l l i l l l l |M ll| l l l l |

OO .1 -» ■* ■* A * J * * 1X1
Ans.

What i s  th e  l i k e l i h o o d  t h a t  you would i n v e s t  in  t h i s  company?

No A G re a t  Deal
C onfidence o f  C onfidence

| l l l l | l l l l | l ll l | l l l l j l l l l | l l l l i l l l l | l ! l l | l ! l l | l l i l j l l l l | l l l l j l l l l | l l l l | l l l l | l l l l | l l l l l in i| ll l l | l ] l l |
oo .1 3 .•* ■*  ̂ A j  . ii>

Ans.

BACKGROUND QUESTIONS

1. A g e : ______________ y e a r s

2. H ig h e s t  l e v e l  o f  e d u c a t io n :

. High School
_______  2 Years C o l leg e

4 Years  C o l lege
More than  4 y e a r s  c o l l e g e

3, A pprox im ate ly  how many companies have you i n v e s t i g a t e d  d u r in g  the  
p a s t  yea r?

Companies

4. Number o f 'y e a r s  employed as  a KA? 

Years
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CONTROL

UNRELATED

APPENDIX C

GROUP QUESTIONNAIRE: 

ADDITIONAL INFORMATION
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U N IV E R S IT Y  OF S O U T H E R N  C A L IF O R N IA
SCHOOL OF BUSINESS ADMINISTRATION 

UNIVERSITY RARK 
LOS ANGELES. CALIFORNIA 00007

SCHOOL OF ACCOUNTING

Thank you In advance f o r  taking p a r t  in our study. We are con­
ducting a research pro ject  a t  the School o f Accounting of  the 
Univers i ty  o f Southern C a l i f o r n i a  to  study the re la t ionship  
between accounting data and decision making. As a member of  a 
very se lec t  group of  decision makers, your input is very valuable  
in our research.

The task you are about to undertake is  an experiment in decision 
making. The experiment is expected to take about 25 minutes to 
complete. Assume that  the f ina n c i a l  statements presented are 
those of a company you are considering as an investment. Analyze 
the information presented to  you j u s t  as you do when making an 
investment decision. Please feel  f r e e  to u t i l i z e  ca lcu lators  in 
your analysis.

Your responses w i l l  be held in the s t r i c t e s t  confidence. Al l  
questionnaires w i l l  be handled on an anonymous basis and in d i ­
vidual resul ts w i l l  not be reported in the research f indings.  
Thank you once again fo r  your p a r t i c ip a t i o n .

S incerely ,

Doyle Z. Wil l iams  
Professor and Dean

Ralph B. Wil l iams  
Lecturer
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INTRODUCTION

The ex p e r im en t  has  two p a r t s :  P a r t  A and P a r t  B. Do n o t  rev iew  th e
q u e s t io n s  i n  P a r t  A u n t i l  you have com pleted  th e  a n a l y s i s  o f  th e  f i n a n c i a l  
s t a t e m e n t s  p r e s e n te d  i n  t h a t  p a r t .  When a l l  q u e s t i o n s  have been  answered 
in  P a r t  A, go on to  P a r t  B. In  o r d e r  to  answer th e  q u e s t io n s  i n  P a r t  B, 
you may r e f e r  to  th e  in f o rm a t io n  i n  P a r t  A. However, do n o t  change any of  
y ou r  re sp o n se s  to  th e  q u e s t io n s  i n  P a r t  A.

Some o f  th e  q u e s t io n s  i n  P a r t s  A and B a r e  s u b j e c t i v e  i n  n a t u r e ,  T h a t  i s ,  
t h e y  do n o t  have r i g h t  o r  wrong answ ers .  Most o f  t h e s e  q u e s t i o n s  r e q u i r e  
t h a t  y o u r  re sp o n se  be r e g i s t e r e d  on a s c a l e  s i m i l a r  t o  t h e  one rep ro d u ced  
below . When r e sp o n d in g  to  such q u e s t io n s ,  p l e a s e  i n d i c a t e  y o u r  re sp o n se  
by draw ing an arrow t o  th e  number you w ish t o  s e l e c t .  In  a d d i t i o n  t o  th e  
s c a l e ,  t h e r e  i s  a space t o  a l lo w  you t o  w r i t e  in  t h e  e x a c t  number you 
ch o se .

No A G re a t  Deal
C onfidence  o f  Confidence

|iiiiii!ii|ii!iiinijii!!|ii! | : . j ; | ; j ; | | \
00 .1 3  J  A A  O .7 ^  .*  s> to

Ans. 0 .7 2

The fo l lo w in g  q u e s t io n s  ask  you to  e x p re s s  a d eg re e  o f  c o n f id e n c e  a s  a 
number between 0 and 1. F o r  exam ple , one m ight respond  t h a t  he i s  0 .7 2  
c o n f id e n t  o f  th e  e x i s t e n c e  o f  a c o n d i t io n  o r  th e  o c c u r re n c e  o f  an  e v e n t .  
T h is  s t a t e m e n t  m ight be i n t e r p r e t e d  as  meaning t h a t  he i s  12% c e r t a i n .

P le a s e  b e g in  t o  a n a ly z e  th e  in fo rm a t io n  in  P a r t  A.
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PART A

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To t h e  S t o c k h o l d e r s :

We have exam in ed  t h e  c o n s o l i d a t e d  b a l a n c e  s h e e t s  o f  
The Rupel  Company and S u b s i d i a r i e s  as o f  December  3 1 ,  1 9 7 9 ,  
and December  3 1 ,  1 9 7 8 ,  and t h e  c o n s o l i d a t e d  s t a t e m e n t s  o f  
o p e r a t i o n s ,  p a i d - i n  c a p i t a l ,  r e t a i n e d  e a r n i n g s  and changes  
i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i v e  y e a r s  ended  
December  3 1 ,  1 9 7 9 .  Our e x a m i n a t i o n  was made i n  a c c o r d a n c e  
w i t h  g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s ,  and a c c o r d i n g l y  
i n c l u d e d  such t e s t s  o f  t h e  a c c o u n t i n g  r e c o r d s  and such  
o t h e r  a u d i t i n g  p r o c e d u r e s  as we c o n s i d e r e d  n e c e s s a r y  i n  t h e  
c i  r c u m s t a n c e s .

I n  o ur  o p i n i o n ,  t h e  f i n a n c i a l  s t a t e m e n t s  r e f e r r e d  to  
above p r e s e n t  f a i r l y  t h e  f i n a n c i a l  p o s i t i o n  o f  The Rupel  
Company and S u b s i d i a r i e s  as o f  December 3 1 ,  1 9 7 9 ,  and 
December  3 1 ,  1 9 7 8 ,  and t h e  r e s u l t s  o f  t h e i r  o p e r a t i o n s  and 
changes i n  f i n a n c i a l  p o s i t i o n  f o r  th e  f i v e  y e a r s  ended  
December 3 1 ,  1 9 7 9 ,  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d  d u r i n g  t h e  
p e r i o d s .

ARTHUR AUDITOR & CO.

W e s t f i e l d , 111 i n o i s ,
A p r i l  3 0 ,  1980
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THE RUPEL COMPANY AND S U B S I D I A R I E S

CONSOLIDATED BALANCE SHEETS
December 31, 1979 and December 31, 1978

ASSETS
(In thousands)

1979 1978

Current Assets:
Cash . ............................................................................................ $ 8,457 $ 9,298
Marketable securities, less allowance for market decline of $52,000

in 1979 and $326,000 in 1978 ............................................. 456 1,104
Accounts receivable, less allowance for doubtful accounts of $864,000

in 1979 and $871,000 in 1978 ............................................... 26,440 24,663
Inventories, principally ingredients and wrapping supplies

* 19,921 19,008
Future tax benefits ........................................................ 330 115
Prepaid expenses and deposits ................................................................... 737 1,057

Total current assets ................................................................. $ 56,341 $ 55,245

Other Assets ■ ................................................................................. $ 1,428 $ 1,319

Plant and Equipment, including rights to leased property
at cost:

Land ......................................................................................................... $ 3,328 $ 3,311
Buildings and improvements.................................................................. 35,659 33,425
Machinery and equipment...........: ........................... ........................... 73,812 69.424
Delivery equipment................................................................................. 21,307 22,176
Construction in progress......................................................................... 1,268 1,778

$135,374 $130,114
Less—Accumulated depreciation, amortization and provisions for

plant closings and idle equipment ..................... 83,639- 81,569
$ 51,735 $ 48,545

See n o t e s  to  f i n a n c i a l  s t a t e m e n t s .

$109,504 $105,109
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THE RUPEL COMPANY AND S U B S I D I A R I E S

C O N S O L ID A T E D  B A L A N C E  S H E E T S

December 31, 1979 and December 31, 1978

LIABILITIES AND STOCKHOLDERS’ EQUITY
(In ihoaundt)

1979 1978

Current Liabilities:
Notes payable (including $1,625,000 in 1973 and $2,200,000 in 1973

payable to banks) (Note 2) .......................................................... • • • $ 2,863 $ 2,200
Current maturities of long-term debt (Note 3) ...................................... 3,459 3,491
Accounts payable ............................................... ........................................ 23,632 31,041
Accrued liabilities ........................................................ 10,887 7,633
Accrued taxes on income..................... ....................................................... 2,811 180
Dividends payable ........................................................................................ 449 204

Total current liabilities . . . .................................................... $ 44,101 $ 44,749
Long-Term Liabilities, less current maturities ............. $ 20,299 $ 19,246
Deferred Income Taxes (Note 1) ..................................................... $ 1,406 $ 1,954

Contingencies and Commitments
Stockholders’ Equity

Cumulative prior preferred stock—
authorized 200,000 shares—

$1.80 scries, stated at liquidating value of $35 per share; outstand­
ing 65,116 shares in 1979 and 69,817 shares in 1978 ............... $ 2,279 $ 2,444

$1.80 convertible scries, stated at par value of $25 per share; out­
standing 90,000 shares in 1979 and 95,000 shares in 1978 . . . . 2,250 2,375

5% cumulative convertible preferred stock, $100 par value; authorized
140,000 shares; outstanding 35,476 shares in 1979 and 37,609 shares
in 1978 ................................................................... 3,548 3,761

Common stock, no par value; authorized 5,000,000 shares; issued
2,087,464 shares in 1979 and 1978 ...................................................... 9,087 9,087

Paid-in capita l.............................................................................................. 940 . 1,147
Retained earnings ..................................................................... 27,208 22,680

$ 45,312 $ 41,494
Less—Common stock held in treasury, at cost; 424,718 shares in 1973 -

and 484,238 shares in 197S .................................................. 1,614 2,334
$ 43,698 $ 39,160
$109,504 $105,109

See n ot es  to  f i n a n c i a l  s t a t e m e n t s .
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THE RUPEL COMPANY AND SUBS IDJARIE5-

C O N S O L ID A T E D  S T A T E M E N T S  O F  O P E R A T IO N S  

For the Five Years Ended December 31, 1979

( la  thousand*, except per lhare  data)

1979 1978 1977 ’ 1976 1975

$417,243 $398,550 $345,574 $331,358 $330,099
Costs and expenses:

Cost of products sold (Note 1)   $239,145 $239,121 $197,980 $182,096 $183,433
Selling, delivery, general and administra­

tive expenses  161,240 153,023 143,681 140,880 138,973
Depreciation and amortization 7,312 7,280 7,114 6,74S 7,026
Interest expense    1,826 2,001 1,566 1,052______847

$409,523 $401,425 $350,341 $330,773 $330,279
Earnings (loss) before in­

come taxes and extraordi­
nary item s........................ $ 7,720 $ (2,875) $ (4,767) $ 585 $ (180)

Income taxes
Current . . . ’...............................................  $ 4,764 $ 323 $ (1,536) $ 234 $ 262
Deferred ...................................................  (763) (1,500) (627) 178 (171)
Investment credit realized...........................  (2,020) —  (585) —  —

$ 1,981 $ (1,177) $ (2,748) $ 412 $_____91_
Earnings (loss) before ex­
traordinary items  $ 5,739 $ (1,698) $ (2,019) $ 173 $ (271)

Extraordinary items, net of tax — — —  2,621 (1,777)
Net earnings ( lo s s ) .............  $ 5,739 $ (1,698) $ (2,019) $ 2,794 $ (2,048)

Dividends declared on preferred stock . . . .  (473) (506) (535) (588) (698)
Net earnings (loss) applicable to common
• stock   $ 5,266 $ (2,204) $ (2.554) $ 2.206 $ (2,746)

Weighted average common shares outstand­
ing '   • 1,622 1,967 2,001 2,061 2,065

Earnings (loss) per common share

Assuming no dilution—
Before extraordinary item s............. . .  $ 3.25 $ (1.12) $ (1.28) $ (.20) $ (-47)
Extraordinary items, net of tax — — — 1.27 (.86)

Net earnings ( lo s s ) ......... . .  $ 3.25 $ (1.12) $ (1.28) $ 1.07 $ (1.33)
Assuming full dilution—

Before extraordinary item s ............. . .  $ 2.72 $ (1.12) $ (1.28) $ (.20) $ (.47)
Extraordinary items, net of tax — — — 1.07 (.86)

Net earnings ( lo s s ) ......... . .  $ 2.72 (1.12) $__ (1.28) $ .87 $ (1.33)

Ser  notos  to  f l n r n d r . I  s t a t o n o n t s .
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THE RUPEL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  C H A N G E S
I N  F IN A N C IA L  P O S IT IO N

For the Five Years Ended December 31, 1979

(In  Thousand*;

1979 ‘1 9 7 8 " ' 1977 1976 1975

Sources o f W orking Capita!:
N et earnings (loss) before extraordinary i te m s .............. . * 5.739 1(1.691) *(2,019) S 173 * (271)

Add (D educt) items not affecting working capital—
D epreciation and am ortization . 7,312 7,280 7,114 6,745 7,026
D eferred income taxes ................... (763) (1,500) (1,135) 373 13
Provisions fo r closed plants and idle equipment . . . 789 1,315 372 — —

W orking capital provided from  operations,
exclusive of extraordinary i t e m s ................ $13,077 $ 5,397 * 4,332 * 7,291 $ 6,768

Property dispositions, including in 1977 extraordinary
gain on  sale o f  four p la n t s ................................................ 976 1,431 2,023 7,107 256

Proceeds from stock options e x e rc ised ................................ 376 — — — 162
Additions to long-term liabilities . . . . 6.488 4,502 2,200 10,099 1,500

$20,917 $11,330 $ 8.555 $24,497 $ 8,686
Applications o f W orking Capital:

Goodwill resulting from acquisition ..................................... $ — $ — * — * 3 K $ 664
Reduction o f long-term d e b t .................................................. 5,435 4,474 1,411 3,451 1,857
Additions to  plant and e q u ip m e n t....................................... 11,778 8,945 6,461 9,251 5,686
Dividends d e c la re d ..................................................................... 1,211 883 934 999 1,112
Purchase o f stock, since retired

Cumulative p rior preferred, $1.80 s e r ie s ....................... 91 79 103 65 85
5 %  cumulative convertible p re fe rred .............................. 150 342 , 451 1,686 285

Purchase o f com m on stock fo r the treasury — 1,176 642 303 —

Redemption o f  cumulative prior preferred, $1.80 con­
vertible series .......................................................................... 125 125 — . — —

Charges incurred relating to  closed p l a n t s ................ .. 489 1,010 1,164 2,212 707
Settlement o f antitrust litigation . ......... :— —  . — 400 50
O ther items, n e t .......................................................................... (106) 1,039 891 78 (57)

$19,173 $18,073 $12,057 $18,788 $10,389

Increase (D ecrease) in W orking Capital ..................... .. $ 1,744 *(6,743) *(3,502) $ 5,709 $(1,703)

W orking Capita):
Beginning o f year ................... .................................................. 10,496 17,239 20,741 15,032 16,735
End o f year..................................................................... $12,240 $10,496 $17,239 $20.741 $15,032

Increase (D ecrease) in Components o f W orking Capital:
Cash ......................... ............... . .................................................. $ (841) $ 3,765 $ 753 S 778 $ 92
M arketable securities ................................................................ (648) (921) 427 (166) (4.826)
Notes re c e iv a b le .......................................................................... — — (6,200) 6.200 —
Accounts re c e iv a b le ..................................................... 1,777 1,111 (1 .222) 4,263 956
Inventories ................................. ........................................... 913 6,666 2,444 2,126 1,596
Future tax b e n e f its ..................................................................... 215 (1.906) 1,028 (981) 1,974
Prepaid expenses and d e p o sits ................................................ (320) (6 ) 175 120 (136)
Notes payable and current maturities of long-term debt (631) (2,338) (2,406) 916 12
Accounts p a y a b le ....................................................................... 7,409 (13,844) (794) (5,455) (1.343)
Accrued liabilities .................................................................... (3,254) 885 1,546 (1.487) (536)
Dividends payable ......................... ........................................... (245) 25 12 32 14
Accrued taxes on in c o m e ....................... ............. .. (2 ,631) (180) 735 (6 3 7 ) . 494

$ 1.744 *(6.743) *(3 ,502) $ 5,709 *(1.703)

See n ot es  to  f i n a n c i a 1 s t a t e m e n t s .
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THE RL'PCL COMPANY AND SUBSIDIARIES

C O N S O L ID A T E D  S T A T E M E N T S  O F  P A ID - IN  C A P IT A L  
A N D  R E T A IN E D  E A R N IN G S

For the Five Years Ended December 31, 1979

( In  thousands)

1979 1978 1977 ' 1976 1975

Paid-In Capital

Beginning of y e a r ................................ $ 1,147 $ 989 $ 814 $ 236 $ 5
Excess of cost (first-in, first-out basis) 

over proceeds of common stock op­
tions exercised.................................. (344)

Excess of the par value over the cost 
of preferred stock (in treasury) re­
tired ................................................. 137 158 175 578 231

End of y e a r ........................................... $ 940 $ 1,147 $ 989 $ 814 $ 236

Retained Earnings
Beginning of y e a r ................................ $22,680 $25,261 $28,214 $26,419 $29,579

Net eamings (loss) for the year . . . 5,739 (1,698) (2,019) 2,794 (2,048)

Dividends declared—
Cumulative prior preferred 

stock—
$1.80 series (S1.80 per share) (120) (128) (136) (142) (148)
$1.80 convertible series ($1.80 

per sh a re ) ............................ (171) (180) (180) (180) (180)
5%  cumulative convertible pre­

ferred stock (S5 per share) . . (182) (198) (219) (266) (370)
Common stock ($.20 per share in 

1975, 1976, 1977, and 1978 
and $.45 per share in 1979) . . (738) (377) (399) (411) (414)

End of year ......................................... $27,208 $22,680 $25,261 $28,214 $26,419

See n o t e s  to  f i n a n c i a l  s t a t e m e n t s .
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THE RUPEL COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE (1) Summary o f  Accounting  P o l i c i e s  

P r i n c i p l e s  o f  C o n s o l id a t io n

The accompanying c o n s o l id a t e d  f i n a n c i a l  s t a t e m e n ts  in c lu d e  a l l  o p e r a t in g  
s u b s i d i a r i e s  o f  th e  Rupel Company. In te rcom pany  ac co u n ts  and 
t r a n s a c t i o n s  have been e l im in a te d  in  c o n s o l i d a t i o n .

M a rke tab le  S e c u r i t i e s

M a rke tab le  s e c u r i t i e s  a r e  in c lu d e d  in  th e  accompanying c o n s o l id a te d  
b a la n c e  s h e e t s  a t  th e  low er  o f  c o s t  o r  m arke t .

I n t a n g i b l e  A sse ts

The exc es s  o f  t h e  company's in v e s tm e n t  o v er  t h e  u n d e r ly in g  book v a lu e  o f  
n e t  a s s e t s  o f  s u b s i d i a r i e s  p u rch a sed  i s  b e in g  a m o r t iz e d  o v er  f o r t y  y e a r s .  
The amounts a r e  in c lu d e d  i n  o th e r  a s s e t s .

In v es tm en t  Tax C r e d i t

The company u t i l i z e s  t h e  f lo w - th ro u g h  method o f  r e c o g n iz in g  in v e s tm e n t
t a x  c r e d i t s  i n  income in  th e  y e a r  r e a l i z e d  f o r  t a x  p u rp o s e s .

I n v e n t o r i e s

A l l  i n v e n t o r i e s  a re  de te rm ined  by p h y s i c a l  co u n t  and a r e  p r i c e d  a t  th e  
low er  f i r s t - i n ,  f i r s t - o u t  c o s t  o r  m arke t .  F in i s h e d  goods in v e n to r y  
in c lu d e s  m a t e r i a l ,  l a b o r ,  and m anufac tu red  ove rh e ad .

D e p r e c ia t io n  and A m o r t iz a t io n

D e p r e c ia t io n  p r o v i s i o n s ,  b ased  on e s t im a te d  u s e f u l  l i v e s  from th e  d a t e s  o f  
a c q u i s i t i o n ,  a r e  computed on th e  s t r a i g h t - l i n e  method f o r  f i n a n c i a l  
r e p o r t i n g  p u rp o s e s ,  l e a s e h o ld  improvements a r e  b e in g  a m o rt ize d  over  the  
l i v e s  o f  th e  r e s p e c t i v e  l e a s e s .

For ta x  p u r p o s e s ,  th e  company u se s  a c c e l e r a t e d  d e p r e c i a t i o n  m ethods;
r e s u l t i n g  d e f e r r e d  f e d e r a l  income t a x e s  a r e  r e f l e c t e d  a s  such i n  th e  
f i n a n c i a l  s t a t e m e n ts .

NOTE (2) Notes P ayab le  t o  Bank

The company has  an in fo rm a l  com pensa ting  b a l a n c e  agreem ent w i th  one o f  i t s  
banks and i s  ex p e c ted  t o  m a in ta in  ave rag e  com pensa ting  b a l a n c e s  o f  10% o f  
th e  l i n e  o f  c r e d i t  ( $ 1 ,5 0 0 ,0 0 0 ) .

NOTE (3)  Long-term L i a b i l i l i e s

Annual m a t u r i t i e s  oil in d e b te d n e s s  f o r  th e  n ex t  fo u r  y e a r s  a r e :
$ 3 ,4 5 9 ,0 0 0 ;  $3 ,2 3 7 ,0 0 0 ;  $ 3 ,0 2 4 ,0 0 0 ;  $ 2 ,5 1 2 ,0 0 0 .
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NOTE (4 )  C o n t in g en c ie s

The company i s  a d e fe n d a n t  i n  s e v e r a l  a c t i o n s  a r i s i n g  o u t  o f  i t s  b u s in e s s .  
Such s u i t s  a r e  n o t  uncommon. These s u i t s  t y p i c a l l y  seek  l a r g e  amounts in  
damages. Management b e l i e v e s  t h a t  th e  company has m e r i to r i o u s  d e f e n s e s ,  
i s  v ig o u r s o u ly  opposing  each  a c t i o n ,  and in  s e v e r a l  c a s e s  has f i l e d  
c o u n t e r c la im s ,  b u t  management i s  u n ab le  a t  t h i s  t im e to  e s t im a te  th e  
u l t i m a t e  a g g re g a te  l i a b i l i t y  o f  r e c o v e r y ,  i f  any ,  o f  th e  company 
th e re f ro m .

NOTE (5) S tock  O ptions

Under th e  company's s to c k  o p t io n  p l a n s ,  o f f i c e r s  and key employees may be 
g r a n te d  o p t io n s  to  p u rc h a se  th e  company's common s to c k  a t  t h e  f a i r  m arket 
v a lu e  a t  th e  d a te  o f  g r a n t .  O ptions g e n e r a l l y  become e x e r c i s a b l e  s ix  
months a f t e r  d a te  o f  g r a n t  and e x p i r e  f i v e  y e a r s  a f t e r  d a te  o f  g r a n t .

QUESTIONS -  PART A

1. In  te rm s o f  t h e i r  f a i r  p r e s e n t a t i o n ,  what d eg re e  o f  c o n f id e n c e  do you 
have in  th e  f i n a n c i a l  s t a te m e n ts  p re s e n te d ?

No A G re a t  Deal
C onfidence o f  Confidence

i . , i . . . . i • | | |iht; ; | | ; [mi|mi|
00 .1 J  .3 A O « J  0 O to

Ans.

2 .  What degree  o f  co n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o f  o p e r a t io n s ?

No A G re a t  Deal
Confidence  o f  C onfidence

|llll|lll!|> lll|llll|llll| ll! l|llll|llll| llll|l! ll|; i!> |llll| llll|)U l|lll! |llll|llll|l! ll|llll! llll|
00 .1 .2 .a A . O A .7 A  9  10

Ans. _ _ _ _ _

3. What deg ree  o f  c o n f id e n c e  do you have t h a t  t h e  income s ta te m e n ts  
p r e s e n t  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  m anagement 's  a b i l i t y  to  
u t i l i z e  r e s o u r c e s  e f f e c t i v e l y ?

No A G rea t  Deal
C onfidence  o f  Confidence

| l l l l | l l l l | l l l l | l l l l | l l ! l |! ! l l | l l l l | l ll l | l l l l | l l l l | l l l l| | | | l | l l l l | l l l l | l l ll | ll l l | l l l l | l lt l |l l l l | l l l l |
00 .1 J J A A  » .7 0 .9 10

Ans.
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U .  What degree of confidence do you have that the balance sheets fairly
report financial position?

No
Confidence

| | | | | | | | | | | | | | | | | ! l | | | | | | | | | | | | | |  ; [ :illl|!l!l||l!l|llil|llll|>!ll|llilj!lll!!l!l|ll!l|llll|
00 .1 .2 . !  A A A .7 •* ■* l -0

Ans.

A G rea t  Deal 
o f  C onfidence

5. What deg ree  o f  co n f id e n c e  do you have t h a t  t h e  b a la n c e  s h e e t  i s  a 
good r e p r e s e n t a t i o n  o f  how management has  s a fe g u a rd e d  a s s e t s ?

No A G rea t  Deal
Confidence  o f  C onfidence

00 .1 0 J A A A .7 A  *  10
Ans.

6. How c o n f id e n t  a r e  you t h a t  management m a in ta in e d  a system  o f  i n t e r n a l  
c o n t r o l  ad e q u a te  to  p r e p a re  f i n a n c i a l  s t a t e m e n t s  i n  ac co rd an c e  w ith  
g e n e r a l l y  ac c e p te d  a c c o u n t in g  p r i n c i p l e s ?

No A G rea t  Deal
C onfidence  o f  C onfidence

|lll!|lll!|!Ml|l|l!|ll!l|llll|lll!|l!l!|llll!llll|li:i|llll|i;il|lill|llll!lllljilll|lllt|il!!!lll!|
00 .1 a  .» A A A  .7 A  .* 10

Ans. _______

7. What i s  th e  l i k e l i h o o d  t h a t  you would i n v e s t  i n  t h i s  company?

No ' A G rea t  Deal
C onfidence  o f  C onfidence

|ir : |llll|llll[llll!llll|llll|ll!l|llll!llll|llll|llll|llli; I : ' : ‘ : '
00 .1 J  .8 .4 A A .7 A  0  10

A ns.

153

5784

4511

66 9999999645
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PART B 

ADDITIONAL INFORMATION

Most r e s e a r c h  s t u d i e s  a r e  c o n d u c t e d  i n  o r d e r  t o  answer  
an u n d e r l y i n g  q u e s t i o n .  The r e s e a r c h  q u e s t i o n  i s  t y p i c a l l y  
p r e s e n t e d  I n  t h e  s t a t e m e n t  o f  p u r p o s e  o f  th e  a r t i c l e ,  
i m m e d i a t e l y  f o l l o w i n g  t h e  r e v i e w  o f  t h e  l i t e r a t u r e .  To 
answer  t h e  r e s e a r c h  q u e s t i o n ,  d a t a  a r e  c o l l e c t e d  and 
a n a l y z e d  w i t h  one o r  more s t a t i s t i c a l  p r o c e d u r e s .  T h u s ,  
t h e  s t a t i s t i c a l  a n a l y s i s  o f  t h e  r e s e a r c h  s t u d y  can be 
t h o u g h t  o f  as a s t e p p i n g  s t o n e  w h i c h  t h e  r e s e a r c h e r  uses 
1n c r o s s i n g  a s t r e a m  f r om  one bank ( t h e  q u e s t i o n )  t o  th e  
o t h e r  bank ( t h e  a n s w e r ) .

A l t h o u g h  t h e r e  a r e  hund red s o f  d i f f e r e n t  s t a t i s t i c a l  
t e c h n i q u e s  used t o  a n a l y z e  d a t a ,  t h e y  a l l  can be c l a s s i f i e d  
i n t o  one o f  two c a t e g o r i e s .  S t a t i s t i c a l  p r o c e d u r e s  t h a t  do 
n o t h i n g  more t h a n  sum m ar i ze  l a r g e  groups  o f  numbers a r e  
c a l l e d  d e s c r i  p t i  ve s t a t i  s t i  c s , s i n c e  t h e y  a r e  d e s i g n e d  
s o l e l y  to  d e s c r i b e  t h e  c h a r a c t e r i s t i c s  o f  a l a r g e  gro up  o f  
nu m be r s .

The second c a t e g o r y  o f  s t a t i s t i c a l  t e c h n i q u e s  i n v o l v e s  
p r o c e d u r e s  t h a t  a r e  c a l l e d  i n f e r e n t i a l  s t a t i s t i c s . By 
u s in g  t h e s e  t e c h n i q u e s ,  t h e  r e s e a r c h e r  can go beyond a 
s i m p l e  d e s c r i p t i o n  o f  t h e  numbers he o b t a i n s  to  more 
g e n e r a l i z e d  s t a t e m e n t s .  The r e s e a r c h e r  o b t a i n s  t h e  numbers  
he uses f r om  a group  o f  s u b j e c t s  wh i c h  i s  c a l l e d  t h e  s a m p l e . 
The sample  i s  t h o u g h t  o f  as h a v i n g  come f r om  a l a r g e r  group  
whi ch  i s  c a l l e d  t h e  p o p u l a t i o n . A l t h o u g h  t h e  r e s e a r c h e r  is  
i n t e r e s t e d  i n  t h e  c h a r a c t e r i s t i c s  o f  t h e  p o p u l a t i o n ,  he 
o n l y  has i n f o r m a t i o n  ( d a t a )  f r om  t h e  s a m p le .  W i t h  
i n f e r e n t i a l  s t a t i s t i c s ,  t h e  r e s e a r c h e r  uses t h e  sample d a ta  
t o  make s c i e n t i f i c  gue sse s  ( i . e . ,  i n f e r e n c e s )  a b o u t  th e  
p o p u l a t i o n .
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QUESTIONS - PART B

Based upon t h e  f i n a n c i a l  s t a t e m e n ts  in  P a r t  A and upon th e  a d d i t i o n a l  
i n f o rm a t io n  you have j u s t  r e c e iv e d ,  c a r e f u l l y  r e e v a l u a t e  your  r e sp o n se s  
t o  th e  fo l lo w in g  q u e s t io n s .  You may look  back to  P a r t  A, b u t  do n o t  
change your  o r i g i n a l  r e sp o n se .

1. In  te rm s o f  t h e i r  f a i r  p r e s e n t a t i o n ,  what d eg re e  o f  c o n f id e n c e  do you 
have i n  t h e  f i n a n c i a l  s ta t e m e n ts  p r e s e n te d ?

No A G rea t  Deal
C onfidence o f  Confidence

|im|iiil|mi|iiii|iiii|iiii]iiii|iiii|Hiijmi|im]uiijiiii|mi|iiii|mijiiii|iiii|H!i|iiiij
00 .1 A  .8 A A  t  3  A  J> 10

Ans.

2. What d eg re e  o f  co n f id e n c e  do you have t h a t  th e  income s ta te m e n ts  
f a i r l y  r e p o r t  th e  r e s u l t s  o f  o p e r a t io n s ?

No A G re a t  Deal
Confidence o f  Confidence

| ; i | i i i i I i ! i i | im |m i| i i i i | i i i i | i i i i j i i i i | im li i ! i | i i i i | im | im ! i i i i | im |m i| i ! i i |N ii |
oo .1 ^ i  .< J -* .7 & a  i.o

Ans.

3. What d eg re e  o f  c o n f id e n c e  do you have t h a t  th e  income s t a te m e n ts  
p r e s e n t  a r e a l i s t i c  r e p r e s e n t a t i o n  o f  m anagement's  a b i l i t y  to  
e f f e c t i v e l y  u t i l i z e  r e s o u rc e s ?

No A G re a t  Deal
Confidence o f  C onfidence

|llll|!lll]llll!illllllllililljllll|llll|llil|!lll|lllll!lll|llllflltl|llll|llll|llil|!lll]llll|ll!l|
00 .1 3  .3 A A  A 3  A  .•  1.0

Ans.

t*'. What deg ree  o f  c o n f id e n c e  do you have t h a t  th e  b a l a n c e  s h e e t s  f a i r l y  
r e p o r t  f i n a n c i a l  p o s i t i o n ?

No A G rea t  Deal
Confidence o f  C onfidence

|!iii|ini|iiii|iiii!iiii|iui|iiii|iiiiliiii|i!ii|iiii|iiii|iiii|iHi|i!ii|iin]ii>i|nii|">i|ini| 
o!e .1 j  J  A i  A 3  I  a  1.0

A ns.
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5. What degree of confidence do you have that the balance sheet is a
good representation of how management has safeguard assets?

No A G rea t  Deal
C onfidence o f  C onfidence

l i i i i | i i i i | i i i i | i i i i | i i i i | i i i i | im |m i |m i | i i i r j i i i i |n i i |m i | i i i i | i i i i | i i i i | i i i i | i i i i | i i i i l i i i i |

Ans.

6. How c o n f id e n t  a re  you t h a t  management m a in ta in e d  a system  o f  i n t e r n a l  
c o n t r o l  ad e q u a te  to  p r e p a re  f i n a n c i a l  s t a t e m e n t s  i n  acco rdance  w i th  
g e n e r a l l y  a c ce p te d  a c c o u n t in g  p r i n c i p l e s ?

No A G re a t  Deal
C onfidence o f  C onfidence

] i i i i ] im ! i i i i | i i i i | i i i i | i i ! i | im | im |m i l i i i i | i i i i | i ! i i ; . - i |  | i! ! l i in |m il i in |

00 .1 2 j  ■* * * 3 * *
Ans,

What i s  th e  l i k e l ih o o d  t h a t  you would i n v e s t  i n  t h i s  company?

No A G re a t  Deal
Confidence o f  C onfidence

d o  .1  J  • *  -«  ■» *  3  ■ *  J  - >J>

Ans.

BACKGROUND QUESTIONS

1. A g e : _____________yea rs

2. H ig h e s t  l e v e l  o f  e d u c a t io n :

High School 
2 Yenrs Co 1 le g e  
4 Y ea  r s  C o l 1 e g o  

More than A y e a r s  c o l l e g e

3. A pproxim ately  how many companies have you i n v e s t i g a t e d  d u r in g  the  
p a s t  yea r?

________  Companies

4. Number o f  y e a r s  employed, as  a FA? 

Years

156

730676

3975


