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Foreword

The Discussion Paper which follows is intended to be the starting point
of a major revievy of the users. purpcses and methods of modern
financial reporting. It 1s a first step, not the last word.

When in 1970 the Accounting Standards Steering Committee
embarked on the task of narrowing the areas of difference and variety
In accounting practices and establishing objective standards of
fimancial reporting. it was plain that a major review of the fundamental
purpose of financial reports and of users' needs was necessary. But
equally problems of the moment had to be tackled, and ASSC directed
11s first efforts into a programme of establishing and adwvancing
standards on the basis of an existing situation, That programme (3 nov
coming to fruition, and it is time to lay the groundwork for new
developments

“The Corporate Report” was prepared by a working party whose eleven
members were drawn from the six major UK and Irish acecountancy
bodies and included five from industry. three from public practice and
one each from the financial. local government and academic fields. The
Report is published without alteration by ASSC. It does not purport 1o
suggest solutions to all the major questions facing the accounting
profession @ task which would have been impessible in the time
available. Its purpose is to promote discussigp by indicating possible
directions for future development. I'emphasise that the Report does not
necessarily represent the views of the ASSC nor of any individual
accounting body

By chance, 11s appearance closely coincides with the publication of tha
Sandilands Report on inflation accounting. “The Corporate Report”
takes a wider view of the whole area of financial reporting, but
necessarly touches on the fundamental problem of measurement of
profit which 1s the concern of the Sandilands Report. It should be
stressed that “"The Corporate Report” was prepared without benedit of
any knowledge of the contents of the Sandilands Report. Taken
together. the two reports will, | believe, contribute greatly to the
dccountancy profession’s approach to the problem of asset valuation
and protil measurement

I believe “The Corporate Report” will be of interest to all those
concerned with the published financial reports of sigrificant enterprses
particularly those in senior management on whom ultimate
responsibility in these matters rests. ASSC invites discussion, comment
and above all testing of the ideas it cantains.

Ronald Leach, Chawrrmar,
Accounting Standards
Steering Committee, July 1975




Introduction to and plan of
this paper

The subject of our discussion paper

0.1 Oursubject is, in essence, the fundamental aims of published
financial reports and the means by which these aims can be achisved

0.2 The torm of report with which we are dealing we Rave termed the
‘corporate report’, by which we mean the comprehensive package of
information of all kinds which most completely describes an
organisation’'s economic activity. It will include more than basie
financial staternents, by which we mean those statements required 1o
be pubhshed by law or other competent authonty and which are
primarily concerned with reparting financial transactions and positions
Examples of basic finaricial statements include the balance sheet, profit
and loss aceount, and funds statement: they are typically subject 1o
audit. In addition te such staterments, the corporate report will contain
narrative and descriptive stalements and often. illustrative material
Examples of such additional statements include the Chairman's
stalement and the ‘results at a glance’

0.3 Ourdiscussion cantras round three rggin elements | the types of
arganisation which should be expected to publish regular financial
information ; the main users of such information and their needs : and
the form of report which will best meet those needs. Our view is that all
types of organisation of significant economic size whether in the public
ar private sectors, whether commercially onentated or not, and
however constituted in law, should be expected to publish regutar
financial reports as a matter of goed practice, if not of law. The users
with whom we are concerned are not those possessing special
aulhurily (managenal, proprietorial or stawiary) 10 demand particular
infarmation at discretion whenever they require it, but that larger class
of general users to whom a responsibility to report is owed and who
are not in a privileged pasition 10 enfarce special dermands.

Our approach

0.4 |n recent years there have been numeraus studies of different
aspects of our subject and 1t was obvious we were unlikely to produce
anything whally ariginal Nevertheless, we found that not all aspects of
the subject had been covered comprehensively. For instance, little has
bean said about who should report 1o whom, why and how often. We
have tried 10 remedy this omissien



0.5 Cur approach differs from previous studies in several other
respects We have taken the view that financial reparing must cover a
wider range of information than a narrow canventional interpretation
of the term "financial” would allow We have endeavoured to propose
the form and content of a package of information which will convey a
rounded picture of economic activities rather than simply a view of
financial position and transactions. Again, we have tried to combine
generalised conceptual statements with suggestions of how the
principles we adduce can be implemented in practice

0.6 Anaother major difference from previous studies is that, although
we have given special attention to reporting by companies as the
prevailing form of emterprise in the private sector of the British
economy, we have broadened our study so as to be capabie of
application in principle to all classes of economic entity, whether in the
private or public sector, whether profil seeking or non-profit seeking
However, while much of this discussion document is applicable to the
public seator and to non-profit arganisations we have not attempted to
study reporting in these sectors in detall

0.7 Nor have we attempted to write an accounting manual, or to deal
in detail with the numerous items of infarmation which corporate
reports should or could contain. Broadly, we have accepted as our
starting point existing reporting standards and have not, for example,
attempted 10 develop & check list of items we consider should be
disclosed in income and expenditure or financial position statements.
Instead we have tried to indicate the concepts which we believe should
undarlie the corporate report, and then, in practical terms, the broad
framewark round which the report should be built

0.8 In this paper we have tried to suggest improved ways of describing.
preserting and reporting the operations of econunmg entities. But we
recegnise that there is no final answer ta the problem of effectively
commumicating economic information. Needs and expectations change
owver time and each new generation seeks its own answers Wa hope
this paper makes a contribution to the development of useful responses
1o the demands of our time.

General plan of this discussion paper

0.9 The general plan of our work is as follows. It is divided into three
parts. Part one. cantaining sections one to four, s concerned with
diseussing and identifying the underlying concepts and aims of
corporate reports. In section one wa stata our basic philosophy in

10




approaching this study. As this s related to the satsfaction of user
needs we go on In SEction Wwo to consider who those users are

and what are their likely information needs. In section three we state
aur conclusions as to the fundamental objective and desirable
charactenstice of corporate reporis. Section four (s devotad 10 a review
af the present state of carporate reporting in the cantext of existing and
probable future legal and social requirements.

0.10 Part two of the paper. containing sections five, six and seven, i1s
concerned with the manner in which these cancepts and aims can, In
practical terms. be achieved. Secuon tive discusses means of
communication, pubheation and distribution. The remairing sections
six and seven put forward our proposals as 10 the way in which
corporate reports can. in the immediate future. begin 1o meet the
infarmation needs identified earlier

0.11 Part three. containing section eight, summarnses our discussion
paper

11
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Concepts and aims



Section one

Our basic philosophy
Who should report what to whom

1.1 Our basic approach has been that corporate reporis should seak to
gatisfy, as far as possinle. the informanon needs of users: they should
e useful Ta identify uset needs and thereby armve al the fundamental
objective of corporate reports il is first necessary to determing who
should publish corporate reports and why

1.2 |nourview thera is an implicit responsibility 10 regont publiely
(whether or nhot required by law o1 regulation) incu mbeant on avery
gconomic entity whose size or lormat renders it zignificant, By
gconomic entity we mean every sort of organisation in modern saciely
whether a department of central government, a focal authonty, a
eo-operative society, an unincorporated firm, a limited company, ora
non-prafit sesking organisation, such as a trade or professional
association, @ trade union or a charity By significant we mean that the
organisation commands human of material resources on such a scale
that the results of its activities have signiffcant econonnc implications
for the community as a whole We suggest tests of such signficance in
appendix |

Public accauntability 4

1.3 We consider the responsibility 1o report puttlicly (reterred w later
as public accountabllity) 1s separate fram arid broader than the legal
obligation to report and anses from the custodial role played in the
community by economic entiies Justas directors of imited companes
are recognised as having a stewardship relationship with shareholdears
who have invested their funds, so many other relationships exist both
of a financial and non-financial nature For example, economic
entities campete for resourcas of manpower management and
argamsational skills, matenals and energy. and they utilise community
awned assets-and facilities They have a responsibility for the
oresent and future livelihoods of employees, and because of the inter-
dependence of all social groups. they are invalved in the maintenance
of standards of life and the creation of wealth tor and an behalf of the
community

1.4 The reporting responsibility we identify is an all- purpose one,
intended for the general informatian of all users outside those charged
with the control and management of the organisaton In short, we are

i




concerned with general purpose reports desigried for general purpose
use. Soma users may have interrogatory powers and the right to require
spemialised information. Their needs will not be met by general purpose
corporate ‘eparts but by special purpose reports not necessarily
intended Tor publication

1.5 In this context public accountability does not imply maore than the
respansibility to provide general purpose infarmation, Whether or not
subsequert questioning or action results will depend on the
circumstances and reactions of users. User groups are able to exert
nressure it they uo desire either by direct action (as in the case of
shareholders who are able 1o vore at general meetings) or indirect
action through the marke: place (s in the case of corsumers in
purchase decisions), Information is valuable to the extent that it
enables users 1o judge whether or not it is appraptiate {o exert such
pressure

1.6 Corporate reports are the primary means by which the management
af an antity s able 1o fulfil its reparting responsibility by demonstrating
fow resources with which it has been entrusted have been used. We
consider it desirakle for the following types of economic entity,
provided they are of such a size or format as 1o be significant (see
appendix 1), 10 publish corporate reports

{a) Limited compames, whether listed or uniisted

(b) Manonalised industries and other commercially crientated public

selor bodigs.

(¢} Partnerships and other forms of unincorporated business

enierprses,

(d} Non-commereially orientated central government depariments

and agencies

(8) Local authorities,

(f) irade unions and trade and profession associations

() Pension schemes. charitable and other trusts and non profit

seeking grgamsations,

1.7 'We ruve not attempted to consider in detail how non-
commercial public sector entities might fulfil their responsibilities to
repart. So far as local authanties are concemed the Chartered Institute
of Public Finanr.e and Accauntancy is working on recommendations
which it will be discussing with the Accounting Standards Steering
Committee before issue We believe this work 1o be an impartant step
and recommend, in the spint of the accord betwesn the two bodies.
that the opportunity is taken 1o discuss the wider aspects of reporting
for the public sector as-a whole

16
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Users of corporate reports

1.8 Users of corporate reports we defire as those Baving i reasonatile
night to information concerning the reporting entity. We consider such
rights anse from the public accountabality of the entity whather or not
supported by legally enforceable powers 1o demand infarmation &
reasorable right to infermation exists where the activities of an
prganisalion impinga or may impinge on 1he interest of a user graug.,
and where the provision of such information is not in canfiiet with the
constrants discussed in section thres

1.3 The groups we identify as having a reasorabile night 1o intormation
and whose Information needs should be retognised by colpgrale
reports are —
(#) The equity investor group ncluding existing and potential
shareholders and holders of convertible securnities. onticrs ar
warranis
(b) The loan creditor group including exisung and poterntal
holders of debentures and lean stock, and providers of short term
secured and unsecured luans and finance
(c) The employee group including existing, potential and past
employees
(d) The analyst-adviser group including financial analysts and
journalists, economists: stalisticians, researchers, trade uniors,
stockbrokers and other providers of aduis“w SETVICES sUCh a5 credit
rating agencies.
(¢) The business contact group including cusiomars, rrace
creditors and suppliers and in a diffarant sense competitors, business
nvals, and those interested in mergers. smalgamations and
lakeovers.
(f) The government including tax authonties, departments and
agencies concerned with the supervision of commerce and industry
and |ocal authorities.
(@) The public including taxpayers. ratepayers, consumers and
other community and special interest groups such as political partes,
consumer and environmental protection socienss and regional
pEssUre groups
The rights and infarmation needs of these groups are considered in
mare detail in section two,

1.10 There are practical canstraints and limitations on the type and
guantity of information which can reasonably be expected 10 be
included n general purpose reports. These constraints and limitations
ara dealt with in section three
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1.1 We have endeavoured 10 propose in latet sections a form of
report which will contribute mara than at present to user infarmation
needs and which we believe ta be a practical step forward at the
eresent time and in the context of the size of reporting entity we have
defined as being significant Since management has tinal responsibility
for the production and publication of the corporate report it s essential
it exercises jJudgment in preserving a balance between the nesds an
Interests of user groups. This will be especially sa where the needs of
One user group would appear ta be in conflict with the interesis of the
majorty of users, (forinstance, where confidential information is
invalved)

Summary of section one

1.12 Our basic approach has been that corporate repars should seek
1o satisfy, as far as possible, the information neads of users. We balieve
there (= an implicit responsibility 1o report incumbent on Bvary
econamic entity whose size or format renders it significant. This
responsibility arses from the custodial role played in the community by
Economic entities: Although we believe this principle of public
accountability to be applicable to every type of artity vwe have nat
atempted to consider in detall non-commercial public sectar reparting.
We recornmiend further study in this area

1.13 We define users as those Having a reasonable right 1o

information goncaming the reporting entity arlsing from the public
accountability of the entity, We have assembled a list of user groups
which we identify as the equity investor aroup. the loan creditor group.
the employee group. the analyst-adviser group, the business contact
group tha government and the public. Although corporate reparts
should seek to satisfy as far as possible the information of these

user groups it 15 impractical 1o sugges! all needs of all users could be
entirely met by such general-purpose reports

18




Section two

Users and their information needs
User groups reviewed

2.1 Inthis section we raview the bases of usars’ nghits to information
and those information feeds which are capable of being met by
corporate reporis. By nghts we do not mean legally enforceahle
powers. but nights anising from the public accountability of entities

The equity iInvestor group

2.2 The nights of the equity investar group to infarmation anse from the
direct financial relationship or potential relationship between the group
and the raporting entity,

2.3 |nvestors require infarmation to assistin reaching share trading
decisions, in deciding whether or not to subscribe to new issues and in
reaaching vating decisions at general meetings (If membets at the nme)
The decision-making process generally involves making comparsons
with earlier years and with other companies.

2.4 |n particular investars will wish to make jygements concerning
likely movements in share prices, likely levels of future dividend
payments and management efficiency, In each case information
concerning present position, future prespects and management
performance will be relevant.

2.5 In the past. share prices have been valued mainly on earnings and
dividend critena and the profit and loss account has been the section of
the corporate report which has been of maost interest 1o investors. Bui
the past recard s unly of inteiest as @ guide (0 the future; It s the |ikely
future movements of earnings and dividends that are of primea
importance Thus investors are always interested in infarmation
concerning future prospects. More weight s placed on such statements
where a company has a history of having made successful forecasts in
the past.

2.6 Therapid nsen inflation in recent years, and the attendant
shortage of corporate iguidity has led invesiors to seek information
about the internal cash generating processes of companies. There has
been increasing interest ininformation denved from finaneial position
statements (e.g balance sheets) and flow of furds statements

18
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2.7 Anhough investors must be assumed to base their share trading
and vonng decisions largely on their desire 1o maximise their 1otal
return from therr imvestments. other factors such as the socigl impact of
the activities of the enterprise are clearly also considered  Information
about such activities is therelore of interest

2.8 Corporate reports may be able 1o contnbute to meeting the needs

ot the equity investor aroup in
(@) Evaluating the performanice of the antity,
(b) Assessing the effectiveness of the entity in achieving objectives
established previously by its management, its members or awnears.
This includes compliance with stewardship obligations
(c} Evaluating manageral performance. efficiency and objectives,
ineluding investment and profit distnbutian plans,
id} Ascertaining the experience and background of company
directors and officials including details of other directorships or
offiwial positions held.
(8] Assessing the economic stability and vulnerability of the
reporting entity
{t} Assessing the hiquidity of the entity, its present or future
requitements for addinanal fixed ar working capital, and its abulity
to raise long and shartterm finance
{g) Assessing the capacity of the entity 1o make futura reallocations
of i1s resources far economic purposes.
{h) Estimating the future prospects of the entity, ncluding its
tapacity 10 pay dividends, and predicting future levels of
Iinvestment
(1) Making ecanigrme comparnsons, either for the gwven antity over a
penod of ime or with other entities
(/) Estimating the value of users’ gwn or other users' present or
prospective interests in or clairns on the entity.
(k) Ascertaimng the wwherstip and contral of the entity.

The loan creditor group

2.9 The nights of the loan ereditar group ta Infarmation anse from the
direct financial relaticnship or potennal relationship between the group
and the borrower to whom funds are entrusted,

2.10 The infermation needs of loan creditors are similar in many
respects 1o the needs of equity investors. If their secunties are hsted on a
stock exchange they will have to make trading decisions while f a
secured [oan becomes enforceable a decision as 1o the efficiency of
Exishing managerment may be necessary. In additon, holders of long

20




term debil secunties will wish to compare current prices with likely
future payments of interast and repayments of capnal

211 Holders of lang term debt secunties will wish o assess the
sconomic stabihity and vulneratulivy of the borrower. Burunlike eguity
investors [unless the secunty s convertible] they are pomarnily
cancemed with the sk and consequences of default. If restrictive
covenants i articles of association or debenture deasds commit an
enterprise o maintam working capital and hguidity within certaim himis,
lpan creditors may look to the financal statemeants to confirm that thess
restrictions have been observed

2.12 Short term loan creditars are likely to be nterestad in gstmating
emerprise cash-and near cash assets. net cash flow o the immediate
future. the realisable value of assets and the prnarity al vanous claims.
They will wish to estimate the risk and consequences of default and
the probable tirming of repayments.

2,13 Lenders and creditors of all kinds have an interast Inknowing
whether dividends have bean distnbuted salely from income.

2.14 Somp loan creditors, Tor example banks, are often well placed 10
obtain special purpose reports fram manegement Corporate reports
may be able tv contnbute to meeting the genggal information needs of
loan creditars which are similar 1o those alreatly identified for eguity
investors and n:
(@) Estimating the future prospects af the entity. including 11s
capacity to make cash payments |
(h) Assessing the position and prospects of individual companes
Within a.group

The employee group

2.16 The nghts of the employse group 1o information anse from thair
personal ties with the employer, The reporting entity has a responsibility
for the future livelibood end prospects of 115 employess and gossibly

its past employees (insofar as the entity |s a source of part or all of the
past employees’ prasent or future pensions),

2.16 Employees and prospective employees reguire infarmation in
assessing the security and prospects af employment and information
for the purpose of collecuve bargaining.

2.17 The matters which are likely to be of interest (o past present and
prospective amplayees include the ability of the amployer to meat

21
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wage demands, management’s imtentiuns regarding employment levels,
lacanong, and warking conditions. the pay, conditons and terms of
empleyment af vanous groups ol emplovess and the contributions
madea by employvees i different divisions. In addition, employees are
likely to be interested in indications of the positian, mrogress and
prospects of the employing enterprise as o whole and about indradual
establishments and bargaining units

2.18 General purpose corpotate reports cannot fully meet all the

needs of this group and it s likely that employeas will more sutably
abtai the information thay need by means of special purpose reports

at plant or site level. However, corporate reports may be able to
contribute to meeting the information needs of employees which are
sifmilar to those already (dentified far investors and loan creditors and in -

(a) Evaluating managenal performance. efficiency and objectuves,
including employment plans |

(b) Estimating the future prospects of the entity, including its
capacity o pay remuneration and predicting future levels of
employment.

(c} Assessing the position and prospects of individual establishments
withina group

2.19 Employees may slso look 1o the corporate repart 10 confitm the
reliability of the basis of information provided previausly in the form
of special purpose reports,

The analyst-adviser group

2.20 The rights of the analyst-adviser group 1o information arise from
their congarn with pgremoting the interest of those involved or
potentially involved |n a direct relationship with the reporting entity.
Analysts and advisers can be regarded a5 acting in an agency capacity
tor other users.

2.21 The information needs of the analyst-adviser aroup are likely to
be similar to the needs of the users who are being advised. Forexample,
tha infarmation needs of stockbrokers are likely to be similar to the
needs of investors and those of trade unions are likely to be similar o
the needs of employees The existence of an adviser group fulfilling an
interpretive function will lead to a demand for more elaborate
information than otherwise would be the case.

22




The business contact group

2.22 The rights of the business contact group te information arise frem
thewr existing or potantial direct relationship with the reparting entity
For example, supphers, trade creditors and custamers arg all likaly 1o
placa trust in the reporting entity to fulfil an iImplied or explicit
responsibility. Lsers in a different class are competitors who (like those
interesied in merging or amalgamating) promote the interasts of other
user groups by acting as a spur to efficiency

2.23 Regular suppliars need infarmation not anly about the ability of
their customer to pay tor goods and services supphed, but also abour
the longer term viability of the customer. The supplier may have 10
decide whether to gear up production and possibly to increase capacity
to meet demand for several years. Information concerning financial
stability and prospects, profit margins and market condinons may be
useful in this respect

2.24 Trade creditors need information about the ability of their
customers 10 pay outstanding amounts and about the level of risk and
consequences of default

2.25 Customers nead information concerning the current and future
supply of goods and services offered, price and other product details
and conditians of sale Much of this informion can be obtaned from
sales lierature or from enterprise emplovees and officials ar trade and
cansumer journals: Customers may require information about the
enierpnse iself especially when rehiability as a contnuing source of
supply or ability to execute long term contracts 1s important or where
paymentsn advance of delivery are made

2.26 Information about plant capacity changes, stoppages for
whatever reason, and order book position is helpful in determining
reliability as a source of supply Information concerming financial
position, cash floves and profitability may help customers to decide on
an enterprise’s ability to meet demand Tor products and services.
whether pricas and fees are justfied and if financial resources are
likely 1o be sufficient to meet warranty obligations

2.27 Competitors and business rivals seek information both as
potential investors (or take-over bidders) and to promate their own
efficiency by making economic comparisons Much of the information
that is sought will be common knowledge in the industries concerned
or will be available from specialist sources Although we believe
compelilors and business nvals must be considerad as users having
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rghis 1o information we also recagnise that there are serious
canstraints an providing much of the information required by this
group. Jn balance we consider the information needs of competitors
and business nvals can only be met insofar as they coincide with thosa
af ather user groups

2.28 Compatitars and business rivals are likely 1o be interested in all
aspects of enterprise atfairs, including information sbout its resources,
the profitability of operations, pricing and marketing palicies. product
methods, research and development, and investment plans

2.29 Those interested in mergers and amalgamations have the same
wiformatian needs as investors plus an additional need for information
about the likely outcome of possible courses of action open to
management, In addition ta information cancerrming financial position
and prospects. this group may be interested in infarmation concerning
the possible alternative uses of resources.

2.30 The management, shareholders and employees of those firms
which are the subject of 1ake-over offers also have similar needs to
investors i that they need to assess the past performance, presant
position and future prospects of the bidder. They may additnanally
need 10 know the managemeant style and philosoghy of the bidder
and the alternative uses, if any, to wiich the bidder s likely 1o put
resources, Sources of such information include corparate reports and
specially prepared offer documents

2.31 Corporate reports may be able to contribute 1o meeting the
information needs of the business contact group which are similar to
those already 1dentified for other user groups and in |

{a) Estimating the future prospects of the entity including
predicting future levels of production

{b) Assessing the performance, position and prospects of
individual establishments and eempanies within 3 group

{c) Ascertaining the nature of the entity's business and products.

The government

2.32 Central and logal government departments and agencies have
rights to information as representatives of the public and ather user
groups. Insofar as governmeant sometimes has direct trade or eredit
relanionships with entities 11 can also be considered 1o form part of the
lnan creditor and business contact group
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2.33 Government needs informaton to estimate the effects of exsting
and proposed levies and other financial and economic measures, 1o
estimate economic trends ingluding likely balance of payments figures,
to promote economic efficiency. and as a potential or existing
custamer or finance creditor

2.38 Many of these information needs are similar to those of investors,
creditors, customers. employees and suppliers and are concerned with
information about positon, pedormance and prospects. Howaver,
where neads ara not met govermment may require special returns and
repons and this power s used to obtaim information for tax collection,
statistical survey and other purposes. Meeting many af these needs

will involve complex analysis. For example the compilation and analysis
of balarice of payments data, parucularly that related 1o individual
entities, will invelve consideration ol the benefits and costs of irnport
substitution

2.35 Corporate reports may be able to contribute 1o mesting the
information needs of government which are similar to those already
identified for ather user groups and in ]
{a) Assessing the effecuveness of the entity in achieving objectives
astablished previously by society
{b) Assessing the capacity of the entity to make future reallocations
of its resources for secial purposes,,
{c) Evaluating the economic function and performance of the entity
in relation to sociely and the national interest, and the social costs
and berefits atnbutable 10 the entity.
(d) Attesting to (partcularly where independenitly venfied)
comphiance with taxation regulations, company law, contractual and
other legal obligations and reguirements.

The pubtic

2.36 The public's night ta information arises not from a direct financial
or human relationship with the reporting entity but from tha general rale
played in our society by economic entities. Such orgarmisatnons, whigh
exist with the general consert of the community, are afforded spacial
legal and operational privileges, they compete for resources of
manpower, materials and energy and they make use of cammunity
owned assets such as roads and harbours,

2.37 Members of the commumity may wish 1o know about the role of
economic entities as employers, the cash flews, profitability and
éfficiency of enterprises, contributions to political organisations,
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pressure groups and chanties, their impact on the balance of trade.
fransactions with home and overseas governments, compliance with
law and voluntary actions and expenditure affecting sacialy or

the environmeint

2.38 Corporate reports cannot satisfy all the imaginable information
needs of the public. The limitations of even 1he mast #laborate reports
must be acknowledged. They can never describe the total quality of
BLONDMIC aclivity they portray. nar become the sole source of all the
infarmation needs noted above although they could contain more
infarmation of use to this user group 1f generally acceptable
measurement technigues ware developed

2.39 At the present ime corporate reports may be able to contribute to
the information needs of the public which are similar ta those already
identified for other user groups.

Summary of section two

2.40 Having reviewed the rights and needs of user groups we
conclude that corporale reports may be able to comnbute Lo usar
mformantion needs in
fa) Evaluating the performance of the entity.
(b) Assessing the effectiveness of the entity in achieving objectives
established previously by its managameant, its members ar owners
or by society. This includes but is by no means limited to, compliance
with stewardship obligations
{c) Evaluating managerial perfarmance, efficlency and objectives,
imcluding empioyment, investment and profit distribution plaris,
id} Ascertaining the experience and background of company
directors and officials including details of other directorships or
nfficial posihons.
(&) Assessing the economic stability and vulnerability of the
reporing entity,
() Assessing the liquidity of the entity. its present or future
requiremeants for additional fixed and working capital, and its
ability to raise long and short term finance,
(g} Assessing the capacity of the entity to make future reallocations
of its resources, for either economic or social purposes or for both.
(h) Estimating the future prospects of the entity. including its
capacily to pay dividends, remuneration and other cash outflows
1nd predicting future levels of investment, production and
employvment,
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(1) Assessing the performance, posiion and prospects of individual
establishments and companies within a group

{1} Evaluatng the economic function and performance of the entity
in refation to society and the national interest, and the social costs
and benefits anributabla 1o the entity,

(k) Attesting to compliance with taxation regulations. company law.
centractual and ather legal obligations and reguirements
{particularly when independently verified).

(1) Ascertaining the nature of the entity's business and products,
(m) Making economic comparisons, either for the given entity over
a period of time ar with other entities.

(n) Estimating the value of users’' own or other users’ present or
prospective interasts in or claims on the antity.

(o) Ascertaining the ownership and contrel of the entity
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Section three

The objective of corporate reports
The fundamental objective

3.1 Insection one we stated that our basic approach in preparing
this discussion paper has been that corparate reports should seek 1o
sauisty. as far as possible, the information needs of users (paragraph
1.1}, Having examined the users of corporate reports we consider to
have reasonable nghts 10 information and their information needs, we
reach the following conelusion as to the fundamental abjective of
corporate repors

3.2 The fundamental objective of corporate reports is to
communicate economic measurements of and information
about the resources and performance of the reporting entity
useful to these having reasonable rights to such infermation,

Desirable characteristics

3.3 |f corporate reports are 1o be usefy| and to fulfil their fundamental
objective we believe they must possess the following charactenstics,
They must be :

{2) Relevar

{B) Understandable

(c) Relable

(d) Complete

(e) Obective

(f) Timely

{g) Comparable

3.4 Relevance is the characteristic which embodies the fundamental
notion that corporate reports should seek 1o satisfy, as far as possible,
users’ information needs. Whilst this notior is the essance of the
objective of corporate reports. it has to be recognised that the users
themselves are free 1o define their own objectives and the informatian
with which they wish to be supplied. Such infarmation needs are
unlikely 1o be statie but will evalve.

3.5 Understandability does not necessarly mean simplicity, or that
nformation must be presentad in elementary terms, far that may not be
consistent with the proper description of complex econamic activities.
It does mean that judgement needs to be applied in holding the
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balarce between the reed to ensure that all material matters are
disclosed and the need to avoid canfusing users by the provisian of 100
much detail. Understandability calls for the provision, in the clearsst
possible form, of all the information which the reasonably instiructed
reader can make use of and the parallel presentation of the mamn
features for the use of the less sophisticated

3.6 Theinformation presented should be reliable in that users should
be able ta assess what degree of confidence may be reposed in it The
credibility of the information contained in carporate reports s enhanced
ifitis independently verdied although in certain circumstances it may
be usetul for an entity to supply infarmatian which 1§ not verifiable in
this weay

3.7 The.information presented should be complete in that it provides
users, as far as possible, with a rounded picture of the economic
activities of the reporting entity, Since this is likely to be complex it
fallows that corporate reports as we define them are likely to be
cempiex rather than simple documenis,

3.8 Theinfarmation presented should be ohjective or unbiased i that
it should meet all proper user needs and neutral in that the parception
of the measurer should not be biased towards the interest of any ane
user group. This implies the need for reporting standards which are
themselves neutral as between competing interests.

3.9 The infarmation presented should be trmely in the sense that the
date of its publication should be reasonably soan after the end of the
period to which 1t relates so that it contributes meaningfil new
information about the entity and in the sense that corporate reports are
maore ugeful if they contain up to date measures of value,

3.10 The information should te expressed in terms which enable the
user to compare the entity's results over time and wath other similar
entities. Consistency in the application of accounting cancepts and
palicies s one means of achieving comparabi lity. particularly for the
comparison of the entity against iself. But consistency is a desirable
charactenstic only to the extent that it contributes to comparability

and understandability It is recognised that an unthinkingly mechanical
applieation of generally accepted standards does not inevitably

produce a fair presentation
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Limitations on disclosure

3.11 While a basic premise of this discussion Paper is that anly
entines of a certain size gr format have a responsitulity to publish
corparale reports {paragraph 1.2). our statement of the fundamental
objective will generally apply to all corporate reports, whoever the
reporting entity and whatever the reason for Publication, However. our
suggestions for provision of new informatian which follow in sectign
Six do not apply equally to all

3.12 We consider that smaller entities (those below Our suggested
thresholds of significance in appendix |) who choose or are cbliged 1o
publish financial 'eports should be allowed a lesser degree of
disclasure. Three reasons for this ara
(a} While EVEIY ecanomic entity, ragardless of size has, like
individuals, a responsibility 1o the community which allows its
existence and which it serves, the ecanomic and social importance
and impact of its actvities will narmally be greater the larger its size.
(b) The proprietars or managers of small entities tend 1a be more
gasily accessible 1o employees, customers, and the public than is the
case with larger economic entites. Lines of communication are able
1o function without the same need for farmalisation imposed-on
larger eoncerns.
{c) There 1s the practical consideration that the time and money cost
tosmall entities of disclosing information of the type we 5uggest is
disproportionate and very likaly 1o outweigh the possible berefits to
report users,

3.13 We have not caonsidered in detail the degree of disclosura
appropriate to the corporate reports of entities falling below our size
tests. But we do believe there are disclosure considerations appraprate
to all corporate reports ansing from:
14} The need to make such reparts conform to the characteristics
of relevarice, understandability, reliability, completeness,
objectiveness, timeliness and comparability discussed earlier in
Raragraphs 3.3 to 3.10
(b) Practical considerations In¢luding the rieed to balance user
needs and interests.

314 |f corporate reparts are to possass the characteristics listed above
it follows that they should give fecognition to economig substance in
preference to legal and technical form, should not contain irrelevant
infarmation or be unrehable. misieading, Incemplete, biased,
Inconsistent or out of date
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315 Practical considerations which call for judgement te be
exercised include cost and confidentiality. The interests af users |n
general will not be served if costs are incurred in the collection and
dissamination of informanian which are out of propartion 1o the likely
benefits to users. Likewise he Interests of users in general are Lnlikely
to be served if information is pubilished which is against the natianal
interest or seripusly prejudicial 1o the continued existence of the
reparting entity

Summary of section three

3,16 Inour view the fundamental objective of corporate reports
is to communicate economic measurements of and
information about the resources and performance of the
reporting entity useful to those having reasonable rights to
such information. To fulfil this objective we canclude that

corporale reports should be relevant, understandable, reliable, completa,
abjective, imely and comparable,

3.17 This fundamental oBjective will apply 1o all corporata reports,
whoever the feporting entity and whatever the reason for publicatiaon
However. the degree of disclosure SRpropnate in each particular cage
will be limited by practical considerations of cost and confidantialiy
and by the need to armive at a balance which will imbue corporate
reports with the desired characteristics outhned above and the nead
1o serve, as far as possible, the aeneral interests of all users
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Section four

Review of the present state of corporate reporting
The conventional view

4.1 The conventional view of the aim of published financial reports was
expressed in Recommendation N15 issued by the Institute of

Chartered Accountants in England and Wales in 1952 (withdrawn in
1974). This stated - ‘The pnmary purpose of the annual sccounts of a
husiness is to present information to the proprietars, showing how their
funds have been utilised and the profits derived from such use.’

8.2 This statement was no doubt carrect at its ime of issue, but with
the passage of time it has become increasingly clear thatitis
incomplete and unsympathetic 1o modern needs. The object of this
discussion paper is to suggest the general concepts which should
underlie modern financial reporting and to point the new directions in
which we think corporate reports should be developing.

Features of corporate reports of companies

4.3 At the time the warking party started work in October 1974,

published financial statements of UK Companies had five principal

features. These were:
{a} They cansisted essentially of a ditectors’ report, balance sheet,
profit and loss account, and notes thereto. Apart from the Accounting
Standards Steering Committee’s propasal (since approved) that
sources and application of funds statements should be published,
this format had been wirtually unchanged for a quarter of a century.
(k) They were based yenarally on historical cost figures even though
the effects of inflation invalidated the use, over ime. of unadjusted
pounds as a standard unit of measurement, Some companies
periodically updated the balance sheet value of fixed assets such as
property to current market values, although this was not a universal
practice. The 1967 Comparies Actintroduced a requirement that the
directors’ report should note the market value of interests in land
where tiese. in the apinion of the directors, differed substantially and
significantly from the balance sheet figure.
(e] They were concerned almest wholly with items and events which
could be-quantified in financial terms,
{d) They were cancerned with guantifying and highlighting
distributable profit for the year as one identifiable and absolute
amount. Although recent business liguidity prablems had re- focusea
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users attention an the balance sheet, that statement comprised
balances which were largely the residue of profit caleulations

(&) They were concerned first and foremost with the financial claims
of shareholders and creditors.

4.4 Annual corporate reports, which include financial statemants. had
the following addivonal charactenstos |
ta) They were produced in many forms. There was wirtually no limit
1o the quantity of infermation which could be disclosed if so wishad
by the reporting arganisation and few rules concerring presentation
Corporate reports may or may not have contained narrative
explanations of actvities, including a charman's reporn 1o
sharehalders, and supplementary pictanal or dagrarmmatical
information,
(b) They contained both audited and unaudited information which
often was not clearly segregatad (although the auditor's report
would have referred anly 1o speaific sections and pages of the repart)
The tendency over recent years had been for an increase in the
quantity of unaudited information presented.
{c) They were the most comprahensive and wigely circulated
documents published by listed companies,

4.5 The features of financial statemants we have descnbed arose
largely as the result of legal requirements imposed in response 1o
changing needs in the business sector The law lays down minimum
reporting requirements and. until recently, most companies have chosen
not 1o go beyond these. Within the last few years however the work of
the Accounting Standards Steering Committee has resulted in advances
in accounting and disclosure pracuces

4.6 The additional features of annual corporate reparts have developed
more recently as the public relations value of such reports has become
recognised.

Corporate reports of entities other than companies

4,7 Atthe present ume not all entities are compelled (or choose)

to publish corparate reports or financial statements. The requirement
1o publish stems from the legal constitution of reporting entities rather
than from any cansideration of their size or activity. For example,
business enterprisas are not required to publish financial statements
unless they have sought the legal protection of limited liability. In most
cases existing law links the right to infarmation to a diract interest or
praperty right in the reparting entity.
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4.8 Types of entinas which are required 1o publish reports in some
form include (other than limited companies) commercially orientated
public sector organisations, gavernment departments (which report to
Parliament). local suthornties, chanpes, trade and protessional
organisations, trade unions and building and friendly societies. In
genera| the financial statements of such entities (which may or may
not be presented as an integral part of a corporate report) tend to be

(a) Concerned with reporting income and expenditure {although

not prafit excepnt in the case of commercially orentated

orgarmisations) and financial position.

(b} Based on histonical cost figures.

{c) Concerned with items and events which can be guantified in

financial terms.

4.9 [tis nat unusual for public sector entities to publish budgets and
forecasts (although these are not always subsequently compared in
published reports with the outcome of actual events). Public sector
entities also tend to rely mare than their private sector countarpars

on the Press for the dissemination of financial statement infarmation.
(for example by admitting the Press and the public to meetings) rather
than direct ciculation of printed statements 1o users.

4.10 In both private and public sectors minimum reporting
reguirements are specified by law.

Company Law

4,11 Company law as it affects business enterprises has been
concerned cverwhelmingly with the protection of shareholders’ and
craditors' rights and praperty. Forexample in 1886 the Institute af
Chartered Accountants in England and Wales was given counsel's
opinion that in law the object of annual accounts 1s 1o assist
shareholders in exercising thewr contral of the company by enabling
them to judge how ts affairs have heen conducted. Whilst this may be
an accurate representation of the legal position our discussion paper
deals with wider issues,

4.12 The main reporting requirements of the Companies Acts are that
directors lay before members in ganeral meatings the balance sheat,
profit and loss account and directors’ report and auditor’s report (sach
containing the informauon specified by statute) and that copies of the
same be annexed to the annual returns that must be filed with the
Registrar of Companies.
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4.13 In general the law has required a lesser degree of disclosure for
smaller concerns. For example. the 1967 Companies Act which
abandoned the cancept of axempt private companies, refrained from
requiring the smallest companies to disclose turnover. directors’
remuneration and employee information.

Other private sector entities

4,14 The trustees of pension schemas, and charitable and other Tusis
are generally required 1o apply their assets and 1o report In accordance
with the terms of the trust, Under general trust law trustees have an
obligation to the baneficiaries of their trust wha may reguire an account
of the conduct of the trust, Trustees of charitles have an obligation 10
repori. 1n the prescribed form, to the Chanty Commissioners at their
raquest or, in certain circumstances. annually.

4.15 Most other types of econamic entity, for example trade and
professional associations. trade unions and friendly societies
have a legal obligation to report to their members. Many are
reguired to file accounts with appropriate government.-agencies.

Local authorities

416 Local authonties are required to make available for inspection by
the public abstracts of audited accounts. In addition each local
authority levying rates must give, on every rate demand, specified
information including an analysis of the rate in the pound |evied

417 In addition, any local gavernment elector has the nght to inspect
documents, including minutes of meetings of his authority, Moreover,
the Public Bodies {Admission to Meetings) Act 1960 as amended lays
down the principle that meetings of local authorities, water authorites,
regional heelth authoribies. area health authorities and community

health councils shall be apen to the public and to reporters

Newspapers and news agencies have statutory nghts To receive advance
copies of the agenda for meetings and supporing documents.

Central government

418 For central government the Treasury is required to prepare for
gach financial year accounts of the transactions of the Consclidated
Fund and of the National Loans Fund, together with statements of
additional information regarding the transactions, assets and liabilines
of the tweo funds. Both sets of infarmation are presented 1o Parliament
Additionally there are services outaide the 'supply’ (ordinary annual
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expenditure) system and in such cases, Parliament may establish a
statutory fund whose accounts are presented 1o Parliament as ‘White
Papar accounts. Instances are the National Insurance Fund and the
Redundancy Fund. Appropriate organisations. such as the Roval
Ordnance Factories, may be accorded “Trading Fund’ status and
commercial accounting practices adoprad.

Other public sector organisations

419 For each of the commercially oriented public sector organisations
such as electricity, gas. passenger transport and water, the general
statutory requirement is 1o prepare in respect of each financial vear a
statement of accounts in a form prescribed by the appropriate Minister.
This statement, together with the auditar’s report, must be sent to the
Minister, a copy laid before Parliament, and copies made available to
the public at a reasonable price.

4.20 Much more detailed requirements are imposed on the constituent
bodies of the health service, which is wholly financed by the central
government, and on the New Town Development Corporations,
although the degree of public reporting by thess organisationsis

limited. In the health service, annual financial reparts (including accounts
and unit costs) must be made to the Secretary of State. New Town
Development Corpotations are required to keep accounts and records in
prescribed form and a detailed managemeant accounting system (s in
operation,

Social and industrial developments

4.21 A dramatic increase in economic activity combined with & period
of technological innovation and change has occurred during the |ast
30 years. The complexity of modern business enterprises and publie
utility services has brought a growing awareness of the mutual
inter-dependence of all sections of the community and is reflected by a
change in balance between the cwners of businesses. employees and
1o a lesser extent customers and the public acting as members of
organised groups. Government, through legislation, through
nationalised industries and because of its growing economic pOwWer,
has come to take a more active role in business affairs. Not all these
developments are vet reflected fully in legal reporting requirerments and
#ccounting practices,

4.22 Despite improving means of communication there 1s much
misunderstanding of the role business enterprises play in modern

36




society and parucularly ol the funcnan of piofits. There s a growing
need to find new ways of expressing the importance and
communicatng the contnbution of business operations 1o the
BCONOMY

4.23 The company law assumption that individual shareholdars

jaintly exercise effective control over their company does not abways
obtain in practice. Individuals increasingly tend 1o cwn interests ir
comparies through investments in pension funds, insurance and
investment schemes and other such newer arganisational groupmgs of
potential power Except on rare cecasions such as take-gvers individual
shareholders tend 1o exercise control, if at all, at second hand thraugh
decisions 10 buy, hold or sell investments

Enterprise objectives

4.24 Itis along held view that tha objective of business anlerpnses is
to earn profits. In the past the emphasis has been placed upon Barming
profits for the benefit of owners

4.25 Asnoted, in law business enterprises which are incorporated as
limited liability companies are expected to have regard primarily to the
interests of their members, But in practice business Enterprises
currently recognise wider responsibilities.

4.26 A CBI report "The responsibilities of the British Public Company’,
published in 1973, stated : "W think that the governmenit might
consider, as part of their doctrine of wider disclosure, a general
lagisiative encouragement for companies: “to recognise duties and
obligations (within the context of the objects far which the company
was established) arising fram the company's relationship with ereditors,
suppliers, customers. employees and soclety at large . and in so doing 1c
exercise their best jJudgement to strike a bialarice batwean the interests
of the aforementioned groups and between the interests of those groups
and the interasts of the proprietors of the company™

4.27 We have conducted a survey of corporate objectives amongst the
chairmen of 300 of the largest United Kingdam listed companies. Of the
166 replies. 68% linked primary objectives to profits. 23% of the 101zl
number of respondents (and included in the 58% above) narrowed this
to profits available for distrbution to shareholdars. The majority of
companies recognised a responsibility to employees (71%). to
shareholders (69%) and 1o customers (53%) (see appendix 4]
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4.28 The majonty view of those replying to the survey was that their
primary objective was 1o make a profit for the benefit of a number of
8roups and that this could only be achieved f due attention was paid
to the particular Interests of each of these groups, It was not the
majernty view that the maximisation of shareholders’ profit was the
primary objective

Need for additiona performance Indicators

4.29 Business enterprises can survive only with the approval of the
cammunity in which they operate and they have an interest in revealing
information which displays how differing interests are being balanced
for the benefit of the whole communiry,

4.30 Berause neither business Drganisations nar the Public regard the
maximisation of owners’ profit as the only legitimate aim of business,
distributable profir can no longer be regarded as the sole or premier
ndicator of perfarmance. This waould be so even if SCCountants were
able ta agree that ‘profir s One certain figure which can be measured

with precision. That this 15 N0t the case will be argued in section seven.

4.31 Other types of Organisation also need the dpproval of the
community in whigh they operate Although there are ne simple
€Quivalents to indicators of performance for non commercially
Cfientated concerns (such as profitor value added in the case of
business enterprises) there ig Promising scope iﬂrlhadeuaanmum of
non-monetary indicators to Supplement expenditure figures as measuras

4.32 If the Success of entities in tulfilling multiple responsibilities is 1o
be measured and given due recognition |t follows that infermation an
progress towards the achievement of sych objectives should he
Published. It is to the advaritage of users and the reporting entity that
infarmation relating to the fulfilment ot these responsibilities should be
published.

is that management attitudes and objectives can be profoundly affecteg
by changes in reparting practices. In a national context the corporate




4.34 The additional infarmanon that we believe should be reported
would give an insight into the feperting entity's empioymant palicies,
use of human resources angd cantribution to national efficiency. For
Instance. in the UK concarn Is often expressad about levels of BCOnOmIc
perfarmance, inflation, Productivity and investment, and rates of return
on capital. We consider that financial reparts should be presented in
such a way as 1o take cognisance of these factors and assist in making
compansons and ludgements on such matters. and we have kept this
general social objective in mind in the suggestians whieh follow

New legisiation

4.35 Recognition of changing public attitudes was given in the 1973
Companies Bi|| (which lapsed fallowing a ehange in governmerit)
Clause 53 of the Bill stated | "The matters to which the directors of 3
EOmpany are entitled to haye regdrd in exercising thair powers shall
Include the interests of the company’s employeas generally as well as
the interests of jts members

4.36 The White Paper which preceded the Bill stated - ‘For public ang
targe private companies these powers (of disclosure) will be used by
the government 1o give shareholders and the public the chance to
Judge companies’ behaviour by social as well as financial criteria *

the impaosition of disclosure requirements not directly linked to the
needs of sharehalders Examples include - The 1971 Industrial
Relations Act, (repealed in 1874) which Included provisions for
companies to disclose more information ta employess and their
repiesentatives . The 1975 Industry Bill which Pravides for
manufacturing undertakings to give Information abouyt specified
activities to the Appropnate governmeant Minister ang, eXcept in cenain
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4.38 The European Communities have an elaborate programme tor the
harmorisation of European company law based on Anicle 54(3) (g) of
the Treaty of Rome. This calls for "co-ordinating to the necessary
extent the safeguards which. far the protection of tha interests of
members and others, are required by member states of companies or
firms with a view 10 making such safeguards equivalent throughout

the Commumnity’”

4.39 These proposals are likely to lead to & greater recognition in
company law of the rights of employees. For example, the Proposed
Fifth Directive published by the EEC Commissian in October 1872
includes proposals for two-tier boards of directors for all companies
with more than 500 employees. Employees of such companies would
have one third representation on supervisory boards. There are plainly
implications as regards the provision of information to employees

Summary of section four

4.40 inrewviewing the relevance of the conventional view of the aim of
published financial reports 10 current conditions and attitudes, we
note the trend towards the scceptance by business enterprises of
multiple respansibilities and conclude that distributable profit is no
langer the sole gr premier indicator of performance in the corporate
reports of sueh entities. We recognise the trend in new and proposed
legislation towards the recognition of the rights to information of a
growing number of groups including employees and the pubilic. We
suggest there is a need for additional indicators of performance in the
corparate reports of all entities
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Part 11

Measurement and method



Section five

Communication, publication, frequency and
distribution

Communication and publication

5.1 |n our fundamental objective (paragraph 3.2) we stated that
corporate reports should communicate ecanomic measurements and
information. An important aspect of communication 15 that the means of
transmission and the form and presentation of the information
transmitted must be selected as being relevant to the receiver. In
particular the information transmitted must be understandable

6.2 Ways of publishing information include the use of the written and
spoken word, telecommunications, press announcements and direct
mail. At the present time aconomic entities usually fulfil their reporting
responsibilities by publishing printed reports. tis likely that new means
of communication will become practical alternatives in the future but
we have not examined these passiblilities in detail

5.3 Whenwviewed asa means of communication it is clear that
corporate reports must be concerned with all possible ways of
describing economic activities. Such ways must include financial and
quantitative measurements and descriptive and explanatory narrative
statements

5.4 We recommend that improvements in the means of communicating
corporate report infarmation be made wherever possible. Such means
will include the use of imaginative presentatiop within printed reports
wherever understandability can be improved.

5.6 In this paper we have not imited our discussions and
recommendations to matiers concerning only financial statements. We
have considered the overall reguirements of report users and the means
of fulfilling these requirements by providing financial, guantitative and
descriptive information

5.6 While the accounting profession can claim spacial expertise
regarding the provision of financial information the working party
acknowledges the equal and in some cases superior qualifications and
competence of other groups 1o comment on some aspects of corporate
repaorts

43



Frequency

5.7 Anmpartant aspect of communication and publication is the
question af frequency and method of distribution.

5.8 It1s usual pracuce for business enterprises to produce corporate
reports annually. Whiist this accords with existing legislation such as
the Companies Aats, it s clear that the practice presents accounting
oifficulties for some businesses For example, businesses in the i
shipbuilding and civil engingenng industries where projects have lives
extending over several vears. may have considerable difficulty in
drawing up meaningful financial statements for periods as short as
twelve manths Nevertheless, the majority of businesses do not have
such difficulties and for many 1t would be possible to produce financial
reports on a more frequent basis than at present

5.8 Theemphasis throughout this paper has been on the rights of
users to receive infarmation which will enable judgements to be made
as to the reporting entity’s fulfilment of its responsibilities. Since users
are aided in forming judgemants by the regular release of infarmation,
wesupport the view that corporate reparts should be timely and be
presented at intervals of appropriate frequency —cenainly not less than
annually,

5.10 However, wea recognise that corporate reports are expensive to
produce in terms of cash, tme and effort. We do not balieve that the
benefit to be derived from producing such detailed reports an a basis
more freguently than annually is sufficient to warrant the extra costs
involved. Atthe same time we cansider entities should satisty their
annual reporting obligation within six months, atmost, of the relevant
accounting date.

511 Whilst this discugsion paper is cancerned only with the annual
carporate report. the comprehensive package of information both
financial and non-financial descrbing the activities of an economic
antity, we recognise the need for listed companies to publish interim
staterments of results. Although Stock Exchange requirements call on
companies to publish half-yearly results, there is some evidence of a
demand for UK listed companies 1o follow the Amernican example and
publish quarterly results.

Distribution

612 In view of the wide range of user groups we have dentified and
the nature of the responsibilities which we consider economic entities
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should recognise towards them, we beleve that curpurale reporis
should be made as widely avallable as possibile

5.13 It would be impractical 1o suggest that copies of 1he corporate
1eport be sent each year 1o each member of gach user group, for
example to every potential investor or every member of the public Such
a practice would be prohibitively expensive and grossly wasteful
However, we do consider that carparate reports of those ecanomig
entities Falling within our tests of signilicance should be available to

any employee, customer, supplier or any othermember of the public on
request Further, we cansider that, besides sending & copy of the
repaort to each shareholder, the reporting entity should inform
employees on the day of publication that a corporate report has been
published, 1s available free on request and how copies may be obtained
In the case of whally owned subsidianes, this recommendation should
refate 10 group accounts only [n the case of limited companies and
some other types of organisation, accounts are reguired 1o be filed with
registrars or similar government agents The date of filing eften follows
the date of publication but i any case hling accounts alone does rot
mesat our recommendation,

5.14 We strongly support the production of simplified versions and
special interest extracts of corporate repons for the information of user
groups. However, we believe the information contained in such
versions and extracts should be derved completely from the full
corporate report and should contain no significant new information
Further, we consider such versions or extracts should always contain a
reference 1o the fact that they are whally derived from the corporate
repart, that this report Is freely available on request and to whom this
request should be made. Any extract or simplified version produced
should sither form an integral part of the full corporate report or should
be provided &3 8 matter of course to all sharcholders and all others
provided with copies of the report on request

Summary of section five

5.15 We believe that corporale reports should be concerned with all
possibile ways of effectively describing economic activities and
recammend that ways of improving the means of commuricating
corporate report infarmation should be actively explorad

5,18 We support the view that corporate reports should be timely and
be presented frequently and regularly However we recagnise that
corparate reports are expensive to produce and do not helieve the
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benefits to be derived from producing such reports on a basis maore
frequently than annually is sufficient to warrant the extra costs

involved.

5.17 We consider that the corporate report of those econoemic entities
falling within pur tests of significance should. besides being sent to
@ach shareholder, be generally available free on request We strongly
support the production of simplified versions and special interest

axtracts of corporate reports.
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Section six

The scope and content of corporate reports
Drawbacks of current reporting practices

6.1 Current reporting practices do not fully meet all the needs of the
user groups identified in section two. Afthe presentlime corporate
reports of business enterprises are concermed mainly with providing
measuremeants and information of use to shareholders and crednors
Binca gach enterpnse has responsibiliies towards many maore groups
with wider neegs it follows that there 15 a nead for corporate reports to
disclose more than at present

6.2 Drawbacks concerning the current scopa anid content of published
financial statements of business enterprises include:
(a) The maximisation of shart term profit is not the sole aim of
modern business enterprises although by making the profit figure the
keynote fiqure of financial reports, users are encouraged 1o believe
that it 15 the sole aim,
{t) The figure of audited profit for the year is presented as being
definitive although it is well known 1o be subject to many
uneartainties.
(e} As noted, users ar@ aencouraged 1o appraise the results of
husiness enterprises on the basis of short term results. Management,
consequently. may tend to concentrate on short term results rather
than the langer view:
(d) The format implies that proprietors are the daminant interest and
mascks acknowledged responsibilities to other user groups,

Need for additional statements

6.3 The reporting of profit and loss and balance sheet figures only will
be insufficient tn impart a comprehensive picture of economic
activities. Additional information and statements are nesded which will
assist the understanding of financial statements and reveal more fully
how rescurces have been utilised.

B.4 \We recognise that means of fulfilling the information needs of all
user groups are not yet available and may never be available in 8
corporate repon format. Howevar we belleve corporate reporns could
be made more comprehensive and recommend that, where appropriate.
corporate reports contein, in addition 1o those stataments currently
presented (j.€. profitand loss accounts, balance sheats and — forthe
future — source and application of funds statemerts) the statements
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outhined in paragraph 5.5 below. We regard it as appropriate for all
entities falling within cur 1ests of significance to publish each
statement if it is relevant to the activities of the entity. We suggestwhich
statements should be published by which type of entity in appendix 2

6.5 We recommend that, where appropriate, corporate reports contain

the following statements in additian 1o those now current:
(&) A statement of value added. showing how the henefits of the
efforts of an enterprise are shared betwesn employees, providers of
capital, the state and reinvestment This statement will assist users
to evaluate the economic performance of the entity.
(b) An employment report, showing the size and composition of the
waorklorce relying on the enterprise for 1ts livelihood. the wark
contribution of employees and the benefits earned. This report will
as5I50 Users 1n assessing the performance of the entity, evaluating its
economic function and performance in relation to socigly, assessing
Its Capacity 1o make reallocations of resources and evaluating
managerial performance, efficiency and objectives,
{c) A statement of money exchanges with government, showing the
financial relationship between the enterprse and the state. This
statement will assist users 1o assess the economic function of the
entity in relation to society
(d) A statement of transactions in foreign cumrency showing the
direct cash dealings of the reporting entity between this country and
abroad This statement will assist users to judge the econamic
functions and perfarmance of the entity in relation 1o society and
the naticnal interest. It may also provide information of assistance in
assessing the stability and vulnerability of the reporting entity and in
estimating its capacity 1o make future cash payments,
(e) A statement of future prospects, showing likely future profit,
employment and investment levels. This statement will as5ist users
evaluate the futue prospects of the entity and to assess managerial
performance.
(f) A statement of corporate objectives showing management
policy and medium term strategic targets. This statement will assist
users ta evaluate managerial performance, efficiency and objectives.

6.6 These proposals for additional staternents. which are discussed
further below, are By no means exhaustive They are regarded merely as a
first phase in a period of transition during which itis hoped published
financial reports will come to provide a complete and rounded picture of
the activities of ecanomic entities. Such a picture should include
infarmation on the use of all resgurces, whether financial, material or
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human and whether awned by the reparting entity or by the community
Such a picture should also include a mare precise descnption of the
wse of financial assats

Value added statement

6.7 The simplest and most immediate way of putting profit into prapsr
perspective vis-z-vis the whole enterpnse as @ collective effart by
capital, management and employess (s by presentation of a statement
of value added (that 15, sales income less matenals and services
purchased) Value adaed is the wealth the reparting enlity has been
able to create by its own and its employees” efforts This statement
would show how value added has been used 1o pay those contributing
e itscreabion. It usefully elaborates on the profit and |dss account and
In time may come to be regarded as a preferatble way of describing
performance.

6.8 There is evidence that the meaning and significance of profits are
widely misunderstood. It 1s not the purpose of this repart to atiempt

to justify the profit concept We accept the proposition that profits are
an essential part of any market economy. and that in conseguence than
positive and creative function should be clearly recognised and
presented. But profitis a part enly of value added. From value addad
must come wages. dividends and interest, taxes and funds for new
investment. The interdepedence of each 1s made more apparerit by a
statement of value added

6.9 We recommend that business enterprises and where appropnate
ather economic entities, within our tests of significance include as a
part of their corporate reponts and in a prominent position, a statement
of value added containing as & minmum The Tollowing information !

(a) Turnover

(b) Bought-in materials and services
(c} Employees’ wages and benefits
{(d) Dividends and interest payable.
{e) Tax payable,

{f) Amount retained for reinvestmant

6.10 The statement of value added provides a useful measure 1o help
ingauging performance and activity. The figure of value added can he
apointer ta the net output of the firm. and by relating other key figures
(for example, capital employed and employee casts) significant
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ndicators of performance may be obtained. A simple illustration of the
type of statement envisaged is given belowy -

lllustration

A manufacturing company
Statement of value added

Turnover
Bought-in materials and services

Value added

Applied the following way
To pay employees
wages, pensians and fringe hanafits

To pay providers of capital
interest on loans
dividends to shareholders

To pay government
corporation tax pavable

To provide for maintenance and
expansion of assets

depreciation

retained profite

Value added

Year to
31 Dec
1974
£m
103.9
676

£36.3

—_—

25.8

0.8
09

— 1.7

3.9

20
2B

= 48

£36.3

Preceding
ear

£m

102.3
721

£30.2

—

17.3

0.6
0.9

31

1.8
8.3

£302

6.11 Theabove statement is 1o be regarded as illustrative only. The
basic information required is already available in every enterprise and the
concept is neither new nor original. 11 must be appreciated that the
presentation.of value added statements invalves overcoming many of
the problems also associated with the presantation of profit and loss
accounts, for example the treatment of axtraordinary profits and losses
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Employment report

6.12 Nothing illustrates more vividly the nineteentn century sngin of
British comparny law than the way in which employeoes are almost
1otally ignored in the present Campanies Acts and in corporste reporis
The 1867 Companies Act introduced & requiremeant for companies with
more than 100 employees 10 state in the directors' report the average
number of employees per week and the aggregate remuneratian paid
This modest raquirement barely daes justice to the role of gampare; as
the life supoort systems far millions of pecple.

6.13 Economic entities are concerned with the use of maonetary,
material and human resources. As employars they are aceordad A
position of trust by their emplayees who look ta the entity for
employment security and prospacis In our view this relationship carring
with it a responsibility 1o report to and about employaes

6.14 Employment prospects affect whale communities and zociaty
looks to employers {and employees) to maintain certain standards of
conduct Ecoramic emtities therefore also have a general responsibility
to reportemployment information to the community at large

6.15 Cne method of reporting empleyment information is lermad
human asset accounting. In essence human asset accounting ralates

to the guantification in money terms (e.g by caleulating a eapital

value) of the human resources emploved by an organisation. Its purpose
Is to provide information relevant to decisions invalving empoloyess.

6.16 The basis of valuation used may be capitalisation snd
amaortisation of recruitment and raining expenditure as pioneered by
the R, G. Barry Carporation in the USA. An alternative basis sugoested
by & joint working party of the Institute of Persannal tanagement and
the Institute of Cost and Management Accountants would be to apply
an appropriate multiplier to rermuneration

6.17 Although human asset accounting may have merit in explaining
the goodwill of a business enterprise (i e. the difference between |5
market value and the value of assets recorded in its boaoks). it has not been
develnoped 1o such a stage that its general application can be advocated
We recognise a possible central failing in the fact that employees are
not ‘owned’ by employers and may regard human asset accounting as
an implication that they are being so treated

6.18 However, significant information about the werkforce £an
presently be given by simple and readily available means We
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recommand that the general reporiing responsibility as regards
employment information be met by the publication of employment
reports concerned primarily with information about time worked and
numbers employed rather than maney values. (These have the added
advantage of being more stable units of measurement than unadjusted
money valugs) The publication of such reparts wall fulfil an immediate
need and may present a long-term solution which could prove
preferable 1o human asset accounting. Thaey will not contain information
far the purpose of collective bargaining at group or plant level which
can more appropriately be supplied by other means.

6.19 We recommend ecanomic entities within our tests of significance
should present, as part of their corporate reparts, employment reports
cantaining the following information :
(a) Numbears employed, average for the financial year and actual
on the first and last day
(B) Broad reasons for changes in the rumbers employed
(c) The age distribution and sex of employees,
(d] The functions of employess.
(e) The geographical location of major employment centres.
(f) Major plant and site closures, disposals and acquisitions during
the past year
(@) The hours scheduled and worked by employees giving as much
detail as possible concerning differences between groups of
employees.
(h) Employment costs including fri nge banefits,
(1) The costs and benefits associated with pension schemes and
the ability of such schemes to meet future commitments.
(1) The cost and time spent on training
(k) The names of unians recognised by the entity for the purpose
of collective bargaining and membership figures where available
or the fact that this information has not been made available by the
unions concerned,
(1) Information concerning safety and health including the frequency
and severity of accidents and occupational dissases.
(m) Selected ratios relating to employment

8.20 Anexample of the type of report envisaged which will meet a
general stewardshin responsibility to report on employment is included
in appendix 3 It should be regarded as illustrative only

8.21 The basic information required is or should be already available
in gvery enterprise and its presentation, in view of the requirements of
the Industry Bill and the Emplayment Protection Bill and for statistics
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required by government depanments, should not Be onerous. The
report will make available information of use not only in judging
afficiency and productivity but will also provide sigrificant infarmation
cancerning the workforce of the report ng entity, I's personnel policies
and industnal relations record

Statement of money exchanges with government

6.22 All types of ciganisations have a close and continuing gconomic
relationship with government They make use of and berefit from
government provided community facilities and services, Besides these
tangible and intangible benefits (the effects of which are difficult to
measure) erganisations have direct financial dealings with government,
They pay and collect taxes, they may receive grants and subsidies

6.23 The full extent to which business enterpnses collect arid pay
taxes is not reflected by current reporling practices. For example.
PAYE collected for the government is rat shown separately but is
grouped with employment costs. The amounts involved are
substantial and indicate the importance of economic entities to central
government and to the community as a whale

6.24 It 1s recommended that economic entities, within the size tests
previously set, include in their corparate reports a statement of money
exchangss with local and central government (distinguishing where
appropriate between home and overseas governmenis), Such
statements should include the fallowing infarmation (which should be
reconcilable to the funds flow statement and should distinguish
between amounis collected and paid over in the capacity of agent ana
those directly borne by or beneliting the entity),

(a) PAYE collected and paid aover

(b)) VAT collected and paid over,

(c) Corporation tax and similar taxes peid over and borne by the

antity,

{d) Rates and similar levies paid over 15 local autharities and borne

by the entity.

(e) Other sums paid to government departments and agencies

including social security, training levies and duties.

(f) Money receipts fram governmant including grants and

subsidies.

6.25 The purpose of the statement of money exchanges with
government is to present the direct flow of money between enterprises
and government with the object of demonstrating the degree of
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mterdependence between the enterprise and the state. I does not
purport to reflect the full extent of the direct and indirect benefits
denved by entities from social services and public facilities prowvided by
government.

Statement of transactions in foreign currency

6.26 MNational prosperity 15 linked to the ability of individual concerns
10 earn net foreign exchange abroad through direct exports and
overseas operations and investment.

6.27 The extent to which entities contribute 1o balance of payment
figures i1s therefore an aspect of their economic function and
performance in relation to society and the national interest.

6.28 Fluctuations in exchange rates. political developmants and
national and intarnational events and restrictions will affect those
invelved in overseas dealings. In that the degree of risk and
Jncertainty attached to such dealings may be significantly different
from that attached to UK operations. figures relating to transactions
in foreign currency may assist users to assess the stability and
vulnerability of the reportng entity.

6.29 Atthe present time corporate reports cortain limited
infarmation concerning transactions in foreign currency. For example,
the 1967 Companies Act generally requires direct exports to be
reported while making no such stipulation in relation to imports.

6.30 We recommend that economic entities within our tests of
significance should present, as part of their corporate reports. @
statement of cash transactions in foreign currency during the reporting
pariod containing at least the following Information
(3) U.K cash receipts for direct exports of goods and services.
{b) Cash payments from the U K. 1o overseas concerns for direct
impaits distinguishing between imports of a capital nature (e.g.
plant and machinery for use rather than resale) and those of a
revenue nature {e.g. raw materials and services),
(¢) Overseas borrowings remitted 1o or repaid from the U K
(d) Overseas investments and loans made from or repaid to the U.K.
(e) Overseas dividends, interest or similar payments received in the
UK or U K. dividends. interest or similar payments remitted
OVEerseas. .

&

6.31 Entities may wish, in addition, to provide information on
* indirect imports and exports (although we recognise that there may
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be substantial difficulties in compiling such information). and on
export turnover and import costs included in income and expanditure
statements yhere these are matenally different from cash flow figures.

Statement of future prospects

6.32 Corporate reports deal only with a relatively short periad within
the overall life of an economic entity. If such reporis are to enable users
to make meaningful judgements concerning performance the results

of ong accounting period must be placed firmly in context This need 15
already partially met by the provision of previous period comparative
figures 1t could be satisfied 1o a greater degree by the additional
provision of information cancerming fulure prospects.

6.33 A recurrent, almost dominani theme of section two was the
concern of users ta assess an entity’s future prospects: 1t is true that
averybody wishes to know the future * it Is alsc true that it is not
vouchsafed to them. There is no doubt that many users would like 10
see forecasts included in the corporate report. Some crganisations
(for instance, local authorities) already publish detailed projecuons
Business enterprises prepare projections for internal management use,
but Usually they are published only in the special circumstance of a
securities issue or takeover, Company chairmen often give a broad,
unquantified indication of future prospects in their annual statement .
but there is a strong resistance by many 1o the regular issue of
forecasts as standard practice in corporate reports:

B.34 |t is important to recall that forecasts are projections rather than
predictions They do not so much predict the future as set oul. In &
logical and systematic manner, the future implications of pastand
present known facts adjusted by reference to estimates of likely future
developments. Such projections may be judged to heve differant
degrees of probability attached to them; but rarely is their probability
<o sure that they could be termed predictions |t is the certainty of
uncertainty that makas entities unwilling 1o make public projections.
though all those acquainted with such exercises are perfectly familiar
with the limits on reliability which are inherent in them. The fear 15 that
those less Instructed will misunderstand and be misled

6.35 As noted in saction two many users are more concerned with the
future prospects of entities than with past results. Investors,
employees and creditors are examples of such user groups. And vet
published financial reports, ather than prospectuses and take-over
circulars, rarely contain precisely qualified forecasts,
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Publishing only conservativa forecasts which It knows ara whaolly
dltainable and tp accept results which meet those forecasts,

(¢) The Provision of forecasts by enterpriges suffering from financial
difficulties may result in the withdrawal of support and th us
Precipitate an otherwise avoidable collapse

6.37 While we would €ncourage the publication of more information
about projections, we fégard it as unrealistic 1o suggest that the

of corporate réports at the present time. Our recommendation is that
corporate reports as a minimum include a statement of future prospects
tor the vear following the balance sheet date, Such g statement should
include information concerning :

(8) Future profit levels,

(B) Future employment levels and Drospects.

(e} Future Investment levels
't should also inglude 3 note of the major assumptions on which the
statement has been based

6.38 Should these assumptions become Invalidated or the reliability of
the statement subsequently affected by some other Bvent, we consider
It desirable that updated information be Published as soan as pessible

6.39 Since performance in relation 1o forecasts will provide an
important basis of Judgement as te managerial performance, forecasts
which are quantified should be presented in such g way as 1o enable
future comparisons with actual results 1o be made. Further. itis
desirable that differences between results ang forecasts be explained.

Statement of Corporate objectives

6.40 Ithas already been argued that users need to a55e5s the
affectiveness of the reparting entity in achieving objectives esrablished
previously by ts management. |f such Judgements are to be made, and
f Users are to be able 10 judae how Mmanagement objectives differ

from their own (see paragraph 2.40 (c) ), iy follows that corporate
objectives should be published,
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6.41 ‘Wa believe there are two distinct components to such
objectives These comprise general management philosophy or
policy and medium term strategic targets set as steps towards
implementing managerment philosophy or policy.

6.42 We recommend that corporate reports of entities falling within
our tests of significance should include a statement of corporate
objectives including a statement of general philosaphy or pelicy and
information concerning strategic targets in the following policy areas -

(a) Sales

(b) Added value

{c}) Profitability.

(d) Investment and finarce

(e} Dividends.

{f) Employment.

{g) Consumar issues

{h) Environmental matters.

(1} Other relevant social Issues

As with forecasts, the mora specific the statement, the mure usaful
it is likely to be. We recommend that strateqic targets should be
quantified wheraver possible,

Social accounting

6.43 Through legislation, society is impasing duties on business
enterprises to comply with anti-pollution, safety and heaith and other
socially beneficial requirements. Legislation of this type seems |ikely
1o increase in the future,

6.44 Such regulations impose new costs, formerly borne by the
community generally, on individual enterprises. There is good reason
therefore for requesting such compulsary expanditure to ba reported.
Equally good arguments can be put forward for disclosing
expenditure of this nature undertaken voluntarily.

6.45 Itis tempting to propose that entities disclose information
which will show their impact on, and their endeavours to protect
society, its amenities and environment. In our opinion such &
proposal would be impractical at the present time since the necessary
generally agreed measurement techniques are not available.

6.46 We believe that social accounting (the reporting of those costs
and benefits, which may or may not be quantfiable in monay 1ermis,
arising from economic activities and substantially borne or received
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¥ The EOmmunity ap large or particulas 9roups not hnldr’ng a direct
*elationship with the renorting entity) sl be an area of arowing
Contern tg the #Ccounting profession and ane in which it has an
copartunity 1g help develop Dractical reporting lechnigyes

6.47 Lya recommend tha; further Study be conducted intg methods ot
soial accounting hyt that ne obligation tg report on social and

arnings. However. We recognise that such statements contribute 1o
USBr needs and that direcrars’ repons and aUditors” repors are the
Erimary means of Contributing 1o SOme user neads (in particular those
identified in paragraphs 2.40(d), (k). (1) ang {a)),




6.51 We approve of the concept af disaggregation while recognising
the difficulties that any comprehensive system would impose on large
organisations. We balieve that an important step forward in this area
would be improved implementation of the relevant provisions oi the
1967 Companies Act. but that further research is needed o arrive at a
generally applicable and practical basis far disaggregation

6.52 Our suggestion is that the basis of division of activities selected
should be the one whieh in the apinion of the managemeant will maost
fairly represent the range and significance of the Bntity’s achivities

The division could be based on groups of products or services, group
companias, OPEeranng or geographic divisions, markets served or any
combination of these items which would assist fair presentation. The
basis of division used for Internal management reporiing purposes and
for external spegial purpose reports, for exampie to the Prige
Commission, wi'l provide a useful guide to appropriate bases of
division

6.53 We consider i1 desirable that the following infarmation (tha
Preparation of which may involve some arbitrary apportionments)
should be disclosed about each main class of activity

(a) Turnover

(b) Valued added

() Profits or losses before tax;

(d) Capital employved.

(&) Employment infarmation.
The basis of division into classes of aclivity should be stated as should,
where appropriate, other bases used for internal and special purpose
feporting. There should alsp be disclosed, insofar as they will assist
in forming a view of the entity’s finanicial Position and will not be
damaging to its interests, significant changes during the year in
principal products, S€rvices or markets as classified jn the corporate
report

Other statements

6.54 Although not reguired by law or competent authority, corporate
reports usually contain a sta tement by the chairman or chief officer of
the reparting entity. We balieve this to be g desirable practice which
should be encouraged. The statements of chairmen or chief officers
are aften the only narrative description and interpretation of corporate
activities included in feports and this we consider to be gn Bssantial
feature.
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appropriate SUmmaries of Income and expenditurg, financial POsition
and flow of funds Statements for at least the Previous five years.

Summarp of section six

B.56 As Currant fePorting practices do nat fully meet the needs of
Users identifieq earlrer, we conclude there is 5 need for additiong|
Slatements to be published ang sugpest the following -

(a) 4 Statement of value addeqd

{b) An employment report, .

e) A slatement of mo ney exchanges with governmert

(d) A statement of Transactions in foreign Currency

(e} A statement of futura Prospects

(f) A Statement of corporare abjectives.
We believe that sogial accounting will be an area of growing concern
10 corporate faport users ang 'BCemmend further study inta methods
of social accounting,

6.57 While not attempting 10 consider detailed disclosure in bagic
financial Staternents We approve the concept of disaggregation and
recommend further fesearch in this area Our suggestion S that a basis
of division of activities should be selectag Which, in the opinian of

6.58 We believe descriptive and Interprative Statements by chairmen
or chief officers [0 be an eesential leature of Corporate reporrs and

that their Publication should be Encouraged We dlso recommend

that COrporate reparts includa appropriate Summaries of income and
Expenditure, financial Position and flow gf funds slatements for at least
the previoue five vears
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Section seven

Concepts and measurements in financial
statements

Basic statements

7.1 We have defined ‘basic financial slatements’ as those cancerned
primarily with reporting financial transactions and position
(paragraph 0.2). The concepts of profit or loss and asset value are
central to such statements. In this sechion we survey some of the
problems of calculating profit and asset values.

7.2 Essentially there are three main types of financial statement which
| are included in corporate reports. These are concerned with -

| {a) The income and expenditure attributable to activities undertaken
by the reporting entity during the peried (i.e. the profit and loss
account)

(b) The financial position of the reporting entity at a point in time
(i.8, the balance sheet),

{c) The flow of funds arising from activities of the reparting entity
during the period under review (i.e. statement of source and
application of funds).

7.3 Finencial statemants of business enterprises in the UK {and
generally in the developed world) have almost invariably been
produced on the historical cost basis of asset and profit measuremant
(i.e. at the monetary amount sacrificed or laid out at the time assets
are acquired). This practice stems from the fact that the basic inputs of
accounting records are made up of items stated in monetary amounts
as at the date of each transaction The system has the advantage of
being essentially factual and despite criticisms, was generally
considered adequate for reporting purposes by accountants so long
as money was a reasonably stable unit of measurement from one year
10 another. But the relevance of historical cost based financial
statements to modern needs and conditions has been increasingly
called into question as inflationary pressures have become more
evident. However financial records of transactions are and are likaly
1o continue 1o be recorded initially in historical cost figures, and this
basis of measurement therefore retains some inherent practical
advantages.
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Income statements

7.4 |ncome statements (currently profit and loss accounts in the case
of business enterprises although statements of value added may take
over this role in the future) should be cancerned with the
measurement of performance although they may also be used in the
measurement of capital maintenance and income distributability. Itis
'mportant to appreciate that these are distinct aspaects. If perfact
measures of weaith were available these aspects could be easily
combined. As it is hawever the element of risk and uncertainty in the
ireatment of incomplete transactions in income ealculations (see
below) makes this impossible and I practice the dual purpose of
\ncome statements (meaasurement of performance and of maintenance
of capital) often leads to conflict in the application of accounting
Concepis

7.5 Insofar as income statements are able to meet both purposes
('performance’ and ‘capital maintenance’) they are likely to contribute
significantly to user nseds in
(8) Evaluating the performance of the reporting entity
(b) Assessing the effectivenass of the entity in achieving objectives
established previously Dy its management, its mambers or owners or
by society. This includes. but i by no means limited 1o, campliance
with stewardship obligations.
(e} Evaluating managenal performancs etficiency and objectives
including investment and profit distribution plans,
(d) Assessing the economic stability and vulnerability of the
reporting entity,
(2) Estimating the capacity of the reporting entity to pay dividends
{f) Making econamic comparisons,
(g) Estimating the value of present and prospective intarasts in or
claims on the entity.
Insofar as past performance can be & guide 1o the future, Incame
statements can also be of use in eslimating the future prospects
of the entity.

Financial position statements

1.8 Financial position statements (balance sheets) should be
concerned with disclosing the amount and sources of capital
employed and an approgriate analysis of i1s disposition,

Measurement of capital employed is not without considerable
difficulty, but insofar as it can be achieved, it contributes, by the
caleulatien of return an capital, to an evaluation of the afficient use of
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resources and may also enable economic compansons to be made An
estimate of total capital employed may have some use in assisting an
understanding of the stability and vulnerability of the reporting entity,
but this interest is more likely to be met by analysis of the detall
contained within the financial position statemant.

1.7 Financial position statements are therefore likely to contribute
significantly to user needs in

(8) Evaluating the performance of the entity

(b) Assessing the effectiveness of the entity in achieving objectives
established previously by i1s management, its members ar awners
or by society. This includes but is by no means limited 1o,
compliance with stewardship abligations

() Evaluating managenial performance efficiency and objectives
including investment and profit distribution plans.

(d) Assessing the economic stability and vulnerability of the
reporting entity.

(e) Assessing the liquidity of the entity, 115 present or future
requirements for additional fixed and working capital, and its
ability to raise long and short term finance

(t) Assessing the capacity of the entity 1o make future reallocations
of resources

(g) Making economic comparisons

(h) Estimating the value of present and prospective interests in or
claims on the entity.

Flow of funds statements

7.8 Flow of funds statements (statements of sources end

application of funds) should be concerned with distinguishing

between funds generated or released by diffarent means and the uzes

to which such funds are put. Flow of funds statements, by providing
information on the activities of the reporting entity and its ability to
generate funds. form an important means of fulfilling a general
responsibility to report. Insofar as past flow of funds can be an indicator
for the future. such statements will be of assistance in judging the
future prospects of the entity, particularly its capacity for instance io
make new investments and pay remuneration and dividends

7.9 By showing the manner in which funds are generated and the
axtent to which they are locked into or released from fixed and working
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capital, the information contained in flow of funds statements is likely
to contribute sigmficantly 1o user needs in
(a) Assessing the effectiveness of the entity in achieving objectives
establisher previously by its management, its members Or aWwners or

with stewardship obligations

(b) Assessing the gConomic stability and vulnerability of the antity,
(c) Assessing the capacity of the entity to make future reallocations
of its resources

(d) Estirnatmg the future prospects of the enrity, including irs
capacity to pay dividends, femuneration and other cash outfiows

Profit concepts

7.10 The concept of profit has been discussed frequently by
Economists. Cur own thinking has been influenced by the definitian
Propounded by Professar Sir John Hicks in his waork "Value ang
capital’. which in this context may be paraphrased as the maximum
value which an entity can dispose of during an accountng period and
still expect 1o be as well off at the end of the periad as it was at the
Beginning This dafinrtion implies that a wholly satisfactory
measurement of wealthy wolld enable wholly satisfactory
measurements of profit to be made by ded ucting the total wealth of
an-entity ai the outset of a reporting period from the total wealth at its
close, aftar adlusting for capiral introductions and withdrawals.

7.1 Conventiunnliy profit has not been caiculated this way in
financial statements. It has been calculated by reference to the
transactions current during a period. Tha dynamic nature of the antity
implies that at any mament of time there will be incomplete
transactions which represent effort by the entity 1o which income
could be related (or matched).

7.2 In measuring business income accountants have formulated
basic rules far overcoming the prablem of depicting a static view of
dynamic entities and estimating the ocutcome of partly fulfilled

as follows
(a) The hcqmafs‘cnncapr Fevenue and costs are accrued (that |5,

= ;




recognised as they are earned or incurred, not as money is

received or paid), matched with one another so far as their
relationship can be established or justifiably assumed. and dealt

with in the profit and loss account of the period to which they relate ;
provided that where the accruals concept is inconsistent with the
‘prudence’ concept . _ . the |atter prevails. The accruals concept
implies that the profit and loss account reflects changes in the amount
of net assets that arise out of the transactions of the relevant period
{ather than distributions or subscriptions of capital and unrealised
surpluses arising on revaluation of fixed assels) Revenue and

profits dealt with in the profit and loss accaunt dre matched with
associated costs and expenses by Including in the same account the
casts incurred in eaming them (so far as these are miaterial and
identifiable) ;

(b) The concept of prudence” ravenue and profits are not
anticipated, but are recognised by inclusion in the profit and loss
account only when realised in the form either of cash or of other
assets the ultimate cash realisation of which can be assessed with
reasonable certainty ; provision is made for all known liabilities
(expenses and losses) whether the amount of these is known with
certainty or is a best estimate in the light of the infarmation
available *

7.13 The application of the concept of prudence is clearly useful 1o
those users concerned with assessing ecanomic stability and
vulnerability {for example Inan creditors). tis likely to be less useful
to those users concerned with the measurement of parformance (for
Instance equity investars) although this will cepend on the nature of
the entity.

7.14 The accruals concept deals with the attribution of cost to income
and requiras that revenue and costs are ‘matched' with one another so
tar as their relationship can be established or |ustifiably assumed As
noted. there is, however, the important proviso that whare the accruals
concept is inconsistent with the prudence cancept the latter prevails

It may reasonably be predicted that users concerned with security of
capital would be better sarved by a more rigarous application of the
prudence cancept to cost attribution, whilst thase concerned with
performance would find useful the added dimension of income reports
in which casts were matched as closely as possible with revenue,

with the result that realities wera not distorted by the need to observe
cautious accounting precepts. While the concept of 'matching’ can be
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Stmply stated, it involves numerous problems of ludgement, and 4
variety of conventiore and practices have been evolved for handfing
them

Bases of measurement

715 Tha usefulness of financial Stalemerits fulfiling user needs is
restricted st the present time because of the defects of the basis of
measurement gerigrally Used Historical cost accounting fails, in times
of rapidly changing prices and values, 1o ensure that sufficient
RIOVISION is made for capital maintenance When reportag figures are

misleading It is in OUF View essent | that, whatever basis of historic

should EXpress amounts in Brms of & standary umit of measurement
The most obvigus way in which this can pe done is by means of
adjusting figures by an apprepriate Index derived from fluctuations in
Ihe genaral PUrchasing power of money

Historical Cost bases
Historical cost

7.19 Under the histarica) S0st method assets are carried In the balance
sheet on the basis af actya) or allocared sacrfices incurred at their date
of acquisition, and are limited 1o 1ems expected with a high degree of
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probability to produce fulure benefits. In the pure form of this system
NA recogmtion is given to post acquisition changes in asset values
unless there 1s a permanent dirinution in their value or until they are
realised. In practice some eritities revalue some hixed assets upwards
from time to time and entities are expected to reduce the figure of
Current assets to net realisable value if this has tallen below original
cost. Profit equals the net difference between realised revenues and
the expired historical cost of Inpuls (essentially expenses) valued at
acquisition prices,

7.20 The histoncal cost basis of measurement is generally agreed ta be:
easier to apply than other bases and thare will be no difficulty in
reconciling basic accounting records with financial statements. Given
stable currency values the actual or allocated sacrifice ( cost) of
acquisition may remain a useful measure for the determination of profit.
Furthermaore, given stability of prices of specific assets; acguisition cost
may remain. in the short term at least, a reasonable indicator of
replacement cost and net realisable value, both of which are currant
value measures.

7.21 Histancal cost accounting is often said also 1o have the
advantage of objectivity. However, this claim is weakened by the
cantroversies attached 1o the practical application of this method which
often requires considerable discretion to be exercised in the allecation
of income and expenditure over time and betwesn capital and

revenue accounts. (See, for instance, the discussion about ‘matching’ in
paragraph 7 14 above )

7.22 Historical cost accounting has proved unsatisfactory in meeting
usar naads, capecially in nflationary condinons, As a consequence
there has developed a growing practice of substituting current

market valuation figures in place of fistorical cost figures for fixed
955815 In company balance sheets Far example, in the case of

property the Institute of Chartered Accountants in England and Wales
N conjunction with the Royal Institution of Chartered Surveyors has
recommended that directors consider the adwvisability of having
independent valuations carried aut regularly and frequently. Again, the
accountancy bodies have already recagnised the need at least to
supplement historical cost figures in Provisional Statement of Standard
Accounting Practice Ng 7 dealing with accounting for changes in the
purchasing power of money {although this deals primarily with income
statements and is not designed 1o produce current valuation figures)
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histarigal cost tarm al) Items in the financial statements ara Measured
on the historical COs! bagis ad)usted for thangesin the genaral price
index since ACQuIsition. Prafj Bquals the difference between Cpp
revenue and Cpp 2Xpenses, Plus/less ney Gains/losses on monetary

7.25 Critics of CPp 8tcounting claim thar the application of a general
Price index to esults may haye little relevance 1n many undertakings
(those for EXample trading in specific commodities whose prices Vary
signr’ﬁcamry from changes in Current Purchasing Rower). However,

[ accounting is concerned with the maintenance gf Purchasing
DOWer invested in the enterprise.

7.26 cpp aceounting has been demonstrater obea warkable basis
of decounting (which some of the othar bases pf accounting have net
atleast to gate) and as such fepresents, in our view, g desirable initig|

decounting s especially | though not uniquely) concerned with the
Point of view af Investors irs application may not, by nself, complersly
fulfil the fundamental objectives of Corporate repores

Current value bases
Huphcamom cost

7.27 Under the replacemens €ost methad assets 4re valued on the
basis of the Current sacrifice which would be incurred in replacing the
future SErvice potential Or capacity reprasen ted by the asser

Estimates of such sacrifices may be employed through direct Bricing or
through the yse of specific price indices. Profit s the difference
between realised revenues ang the current cost of expense inputs
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assets employed. Provision may also be made to include lpsses and
gains in monetary items and to eliminate the fictitious ( purchasing
power) element of realised and unrealised changes in the
replacement cost of assats employed

7.28 The term replacement Cast accounting in fact covers g family of
technigues which may be taken 1o include placing values pn dsseis by
referance to the cosi of replacemant by :

(a) Identical assats of the same age and condition

(b) Assets of identical manufacturing or service capacity.

{c) Assets of identical profit capacity.

7.29 Replacement COst accounting 1s concernad with the
maintenarice of g given level of physical 45581s or operating capacity.
As such the application of the basis can provide usaful measurements
for extarnal users and for internal management. Moreaver replacement
COSt accounting has been used successfully by a number gf
companies, notably in Holland There are, however, many
divergencies in the application of the replacement cost basis {justas
there are in the application of the histarical cost basis) and its uge
requires well developed accounting and managerial resources,

Net realisable value

7.30 Under the nat realisable valug basis assets are valued at their
Opportunity cost in terms of the Current cash equivalent of the

benefits obtainable in an orderly programme of asset disposal in current
market conditions, Use of this method is not taken ta imply an intention

7.31 Netrealisable value measures of wealth would be useful jn

'N10 account the alternative uses tg which assets may be put, they
may also be of assistance in evaluating the entity's effectiveness in
using resources and estimating the value of interests in or claims an
the entity,

7.32 The use of net realisable value as 3 Practical measurement
technique depends on assumptions about whether the sale is ip he
forced or orderly, an the availability of willing buyers and an the
continuance of existing market conditions.
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7.33 The Rrincipal drawback 1 this basis lies in the Aroblem of
Practicality, Use of netrealisable valye Implies that an drm’s length
market'is available against which assets can be valued. i1 the case

of specialisey a55es in particular such a ready market wall rarely exigg
' prachice (thaugh iy does exist, for instance, for Undertakings

holding partfoliog of listed Secunities. such ag LNITOF Investment Trusts)
As regards aseets held for resale, valuation a nNetreslisable vaiye js
conceptually possibla for finished G00ds. but presenis obvious raom
for manipulation by Increasing ar reducing inventary lavals

expected futura stream of net cagh flows atiributable therero, applying
discount rates reflecting prime interest costs and enterprise ngks. Prafit
Is‘equal ta the change in networth as representad by successive
balance sheets (afte; aECounting for capital ntroductions antd
wWithdraws I=), with Reriadic revisinn of expectations ang Vields The
canventional breakdcwn nto Fevenues and EXpenses s noy emploved

7.35 The technique of evaluating assets by referance to future cash
receipis has airactions in that It comes close 10 reconeiling reported
Values 1g an econamic definition of wealth, The application of this
basis does, hewever, 4pDear 10 presert insurmnuntabie practical
gifficuliies These Eentre an the uncertgn dmount and timing of future
Cash flows ang thelr parnal dependence on future decisions and ge
Vel uncuspected external factars, The selaction of a suitahle diseaunt

cash fiows Tha application of the "el present value basis 10 Individual
d5sers ig Complicated by the problem of dividing ang allacating cash
flows atiributahle tn aroups of assaps

Value tg the firm

7.36 The value 1o the firm Basis invalves the use af 2 combination of
e three curren; value measurement bases outlinar abaoye —
replacement COSL net realisable value and ner Present value. In this
SYslem assets are valued at therr Opportunny valye, hamely the least
Costly sacrifiga gvoided by OWhing the asset. This will usually be the
lower of teplacement cosy Or net realisable valype 1 the case of fixed
Orcurrent assets hatd tgr 1esale or the lower of replacement GOstor net
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present value in the case of assets held for use. Profit is computed on
a basis similar to the replacement cost basis outlined above

7.37 Value to the tirm has the advantage that it i¢ designed to exploit
the best features of the various current value systems. This flexibility
gives it merit. Relying on multiple bases of accounting, the system s
subtle in concept and requires accounting and management resources
not always readily available at present in many of the entities of the
BCONOMIC size with which we are concerned. But the thearetical merits
of the basis are underable and jt5 possibilities as a practical system
have been demonstrated by a number of companies. We recommend
further study of this system),

The future

7.38 From our review of the main available systems of performance
and position measurement we gonclude that no one system is capable
of meeting all the user needs we have identified The problam is
illustrated by our own assessment of the bases considered (included in
matrix form in appendix 5). This suggests that financial statements
might use a number of Appropriate measurement bases designed tg
meet different user needs and might give more than one figure for |
profit/perfarmance and maore than one figure for financial position, |
using for example g multi-calumn presentation

7.39 However, such an approach would involve an enormous change
N accounting practice and assumes a higher level of user
comprehension than at Present exists (although a step in this
direction has already been made by the introduction of supplementary
inflation-adjusted profit slatements). While undoubtedly providing a
maore rounded picture uf BCOROMIC activities, multi-column repors
would be highly complex and will fail the test of usefulness if they are
nat understandable.

7.0 We recommend that a Programme of research be condueted into
the feasibility of multi-column reporting and in particular the problem
of presentation. One of the objectives of such research should ba tg
narrow the number of prezentations compatible with fulfilling user
needs and maintaining understandability. Should multi-calumn
reporting prove to be the solution It will enly achieve its purpose if
accomparied by an extensiva educational programme for users.

7.41 We consider that ariginal inputs into accounting records will
continue to be expressed in historic cost terms for the foreseeable
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future We arg aware of no pilier System that s sg tversally available
understandable and practical for recording basic dagy. But the histor.
COSl svstem is demonstrably defective When it comes tg the

7.42 The defects of the Histonic cost Svstem under INflatianary
conditions can be amelicratad by the use of general index-adjustmenn;
lechnigues. We recommend that at least for 1ha Present, historje Cast
figures should be ddjusted for the effects of inflation in the manner
rBCommended in Provisiana| Statemant gf Standard Accounting
Practice Ng, 7. but that the inflation adjysted financial Stalements
should be feported not as supplementary statements but shoyld be
accorded equai slatus

7.43 Bevond this, we believe that current valye methods of
measuremant. SCCompanied by tha use of a general index adjustment,
will in time Prove to offer SUperior maans of measuring performance

5
should be concerned with the Measurement of performance, although
they may ajso be used in the measuremeant of capital maintenance and
Ineome rfr'srriburabllnv: paositian statements (balance sheats) shoyd
be concerned with Measuring the resources owneq by the reparting
entity ; flow of funds statements {sources and application gi funds
siatements) shouly pe Concerned with showing the generation angd
disposition of funds. However, thars are inherent conflicts in the
application of #Ccounting Soncepts in arfiving at g dyal purpose
measurs of performance and capital mamtenance,

7.45 We consider that Whataver basjs of Measurement prevajls,
financral stalemeniis shoulg be expressad In terms of 3 standard unijt of
measuremen: We regard this as fundamenta)

7.46 ‘We conclude that ng One system of measurement s capable of

meseting the ysar needs we haye identified, However, the Usenfa




number of appropriate measurement bases designed 1o meet different
user needs (using for example a multi-calumn presantation) would
Involve an enormaous change in accounting practice and may fail the
test of usefulness |f understandability is Impaired. We recommend that
8 programme of research be conducted into the feasibility of
multi-eclumn reporting and in particular the problern of presentation.

7.47 The fact that virtually every aconomic entity maintains its records
o a historical cost basis dictates that far the present, at least. financial
slataments must be largely based upon historical cost figures. Howaver
we believe that historical cost figures alone are inadequate and that the
thrust of development should now be towards the adoption of current
value systerms. Until a workable and standardised system of current
valug accounting is developed we recommend that historic cost
figures should be adjusted for the effects of inflation in the manner
recommended in Provisional Statement of Standard Accounting
Practice No. 7. but that the inflation adjusted financial statements
should be reported not as supplementary statements but should be
accorded equal status:

7.48 We recommend a practically-onentatad programme of research
and testing to develop a workable and Standardised system of current
value accounting capable of general application,
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Summary




Section eight

Summary of this discussion paper
Section one

8.1 Our basic approach has beer that corporate reports should seek

1¢ satisfy, as far as possible. the information needs of users. We

believe there is an Implicit respansibility to report incumbent on every
stanomic entity whose size or format renders it significant, This
responsibility arises from the custodial role played in the community

by economic entities Although we believe this principle of public
accountability to be applicable to every type of entity we have not
attermpted to consider in detaj| nen-commercial public sector reporting.
We recommend further study in this area,

8.2 We define users as those having a reasonatile right to infermation
concerning the reporting entity ansing from the public dccountability

of the entity. We have assembled a list of user groups which we identify
as the equity investor group, the loan creditor group. the employee
group. the analyst-adviser group, the business contact group, the
government and the public, Although corporate reports should seek

10 satisfy as far as possible the information needs of these user groups
LIS impractical to suggest all needs of all users could be entirely met by
such general-purposge reports.

Section two

8.3 Having reviewed the nghts and needs of user groups we conclude
that corporate féports may be able to contribute to user infarmation
needs in:
(a) Evaluating the performance of the entity,
(b) Assessing the effectiveness of the enlity in achieving abjectives
established previously by its Mmanagement, its members or owWners or
by society. This includes but is by no means limited to, compliance
with stewardship obligations.
{e) Evaluating managerial performanca, efficiency and objectives.
including employment. Investment and profit distribution plans.
(d}) Ascertaining the expenience and background of company
directors and officiale including details of other directorships or
official pesitions,
(e) Assessing the economic stability and vulnerability of the reporting
entity
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Lentractual ang other lagal obligatinng and fequirements {partir:ularlv
wWhen Fndauendanrrv verified)

() Ascertainfng the nature gf the entity's busingss &nd products

(m) Making BConomic COmpadsons, gjther for the given entity ovar
9 Period of tima oy With other entities,

{n) Es:ima::‘ng the value of USBrs’ own op other users' Bresent or
Hrospective interests in or claims an the Entity,

(o) Ascerlamm'g the owrnership ang Control gf the entity

Section three

8.4 Ingyr view the fundamunur objective gf Corporate reports
isto COmmunicate BConomije meanuremants of and informaﬁon

eporting entity
useful tg those having Feasonabla rights to such infurmninn.
To fulfil thig objective we conclude that COrporate reports should ba
relevant undersrandable. raliahle, complete, objective, imely and
CoOmparahla

8.5 This fundamental Objective wi| apply 1o aj| COrporate 'eports,

whoever the feporting 2ntity and Whatever the reason for Publication,
However, the degres of diselosurg appropriata in 2ach particylar case
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Section foyr

‘ B.6 in reviewing the relevance of the conventional view ol the aim of
Published financia| repors to current conditians and atitudes we note
the trend lowards the acceptance by husiness Enterpnses of myl b e
responsibilities ang conclude that distributable profir i nalonger tha
sole or premier indicator of performance in the corparate feports of
such entities. We recognise the treng in new and proposed legisiation
lowards the recognition of the nghts tg infarmation of 4 grawing
number ef groups ncluding employees and the Public We suggest
there is a need far additional indicators of performance in the COrporate
reports of all entitigs

Section five

8.7 We believe that corporate reports should be concerned with al|
possibile ways of effecnively describing 8CONOMIC activities and
fecommend that ways of IMproving the means of -::ammunrcalmg
Corporate report information should be dctively explored

8.8 We support the view that corporate reports should he timely arid
be presanted frequently ang regularly. However we recognise thap
Lorporate reports are EXpensive 1o produge and do riot belieye the
benefits to be denved fram Rreducing such raperts on a basis mare
frequently than annually is sufficient 1o warrant the extra costs mvolved

8.9 We consider that the corporate report of thasa BConomic antitios
falling within oyr tests of significance should, besides being sent 1o
Bach shareholder. be generally available free an reguast We strongly
Support the praduction of simplified versions and special interest
extracts of corporate feports.

Section six

B10 As current reporting Rractices do nat fully meet the needs of
usars identified eatlier, we canclude there 15 a need far additional

{B) An employment repart.
(€} A statement of maney exchanges with governmeni .
{d) A statement of fransactions in fareign currency '
(a) 4 statement of futyre prospects.
(f} A statement of corporate objectives,

We believe that social accounting will be an area of growing concern

10 corparate repaor Hsers and recommend further study into methads of

social accaunting



Managemer faurly epresents e iarge and slaficance of achvitigs
and thai dlsaggregateu informanan be given i fespact of turnover
vdiua agded Profits or |nsses befare 134 Capital émploved ang
eMployvees

torofit ang loss accounis N the case pf business Enrerprigses) should
imcnnterned With the Measurement pf Performance, although they
may dlso pe used in tha Measurament of capital maintenance ani
ncome dlstrubmahrlnw. Dositinn Statements (balsnce sheers) should pea
conzermed with Measunng the résources UWied by the reperting SNy ;
lowy of flings Slatements (80Urces angd d0plication of funds staraments}
should pe Concerned with showing the generation ang disposition p

8.16 e canclude that ng One Sysram Ot measuremean; IS capgble of
Meeting aif tha USEr needs we hava Identified However the use of 4
Aumber of approgriate Measuramen; bases designed 1o Meet differen
LSEr nesds (Using fgr example 3 mutti-column Rresentation) wiould
invalve an ENDrmous thange in accounting Practice ang may fanl the
iestiof usefulness jf ur'rdarstandabr[riy 'S impaired We 'BCommend that
8 Programme of fesearch be conducted intg the feasibilify of
mudit-column reperting and in Rarticular the frobiem of Presentatign
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**

8.16 The fact that virtually BYETY BCONomic entity maintaing IS records
on a historical cosy basis dictatas thar for the Rresent, at leasy,

financial statements must be largely based upPan historiesl st

figures. However, we believe that histerical cost figures alone are
Inadequate and that the thrust of development should now ke

recommend that historic cost figures shoyld be agjusteq for the

effects of inflation in the manner recommended In Provisional
Statemant pf Standard Accounting Practice No. 7. but that the inflatign
adjusted finarngal statements should be reported not as suppiamemaw
Statements but should be accarded eqijal Status

Q1
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Appendix 1

Suggested tests of economic significance

We consider there s an implicit responsibility to repory {whether or not
required by law ar regulation) incumbent on every EConomic entity
whose size or format renders it significant.

10 numbers employed it is possible 1o estanhish parameters which seem
likely to command general acceptance. For Instance. 1o fix the size
threshold at a workforce exceeding one thousand persons would seam
1o-exclude a significant number of the one thousand largest British

the organisationally complex and economically significant undertaking.
In fact (ang admitted|y arbitrarily} wa suggest a thresholg slightly above
these minima

We consider all Jisied tompanies 1o be significant and thereigre 1o
have g Tesponsibility to publish Corporate reports. We consider other
BLONOMIC entities to he significant and have d responsibility to publish
torporate reports if, gn 5 consolidated bag;s, they:

(@) Have, on average. more than 500 emplovees during a reparting

period, or

(b} Have. an average. capital employved (ineluding loan tapital and

bank overdrafts) of aver £2 millian during a feporting period, ar

{€) Have annual 9ross turnover of revenues in excess of £6 millign.

Once falling within the scope of these Size tests wa think entitjes
should be expected 10 Eentinue to publish financial reports assugpested
unless they fall below the test limits for five consecutive vears

B5



Appendix 2

The contents of corporate reports

The package of information contained in the annual corporate reports
ol business enterprises should contain at least the following
statements {ih which all pound ligures have been price level
atljusted)

Suggested relevam

classes of
undertakings
1 Chairman’s, president's or chief

execulive's statement ABCDEFG
2 Directors' (or Management) repart A B CDEFG
3 Statement of accounting policies A BCDEEG
4 Auditer's report A B C.DEFG
% Profit and loss (or incorme and

expenditure) account A BCDEFG
6 Statemen: of changes in retained eamings A B, C, F.G

*7 Statement of value addeq” A B C

8 Source and appiication of funds statement A B.C.D.E.F. G
8 Balance sheet (or statement of financal

position) A.B.C. EF.G
*10 Empleyment report A.B.C,D.EF.G
*11 Statement of money exchanges with
government ABC EFG
*12 Swatement of transactuions in foreign currency A.B.C, EF
*13 Sratermnent of future prospects & BCB.EF
*14 Statement of corporate objectives A BCDEFG
15 Sumtnary. far at least the previous five vears,
of:
{a) Prafit and loss (or income and
expenditure) accoun ABCDEFG
(b) Balance sheet (or statement of
financial positian) A B C EFG
*{c) Source or application of funds
statement ABCDEFG
BE

PR



———

Key to classes of undertakings and organisations :

A
B

c

-

Companies

Commercially onenteed public sector bodies (e g nationalised
industries)

Unincorporated firms (ea partnerships)

Non-commergially ariented central government depariments and
agencies

Local autharities
Trade unionis and trade and professional asseciations

Pension schemes, charitable and other trusts and non-profit
seeking organisations

Indicates information additional 1o the normal eontens of
torporate reports at the ime of writing 1
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Appendix 3

Example employment report
A Manufacturing Company
Employment Report Year to December 31 1974

1 Number employed (including Dver:.-ieas}

average
(3] wial employees as al year end dunng
year*
male temale toral total
total full ime 7000 2500 9500 2000
total part ime 1000 1000 1000
total temparary 1000 1000 2000 a00
8000 45600 12500 10800

(b} Functions of employees
Production 8750
Othar 1780
Total 10600
(¢} Total permanent employees at commencement of year EEDb
(d) Met increase i1 permanent staff during year 1000
(e} Comprising . recruitments 2500
separations {including 100 redundancies) 1500
1000

2 Location of Employment
At the year end the company operated three major employment

unis in the U K. These were at Birmingham (1500), Liverpool (2000)
and London (2000). In addition there wera 10 minor employment units

(employing in total 1000}

Oversess the company aperated three major employment units. These
ware in South Africa (2000), Zambia {500) and the U.S.A (1500)

YEull time equivalent
a8




3 Age distribution of permanent workforce at the year-end

Owverseas LLK Total
IUnder 20 years 100 2100 2200
20-29 1000 1800 2800
30-38 1200 1160 2300
40-49 1000 700 1700
50-59 600 400 1000
Over B0 100 400 500
Total 4000 6500 10500
4 Hours worked during year
Overseas UK Total
{(Millon  (Million  (Million
hours) hours)  hours)
Paid hours
Total paid at normal rates 7.7 10.7 184
Total paid at overtime rates 0.6 16 22
Total paid hours 8.3 12.3 208
Unpaid lgst hours 03 1.3 18
Total required hours 86 13.6 2273
Less Paid lost hours
Sick leave Q.2 G2 04
Indusirial accidents 0.1 01 0.2
Lay-offs - 21 i
Industrial disnutes (external) 0.2 0.1 0.3
81 131 21.2
Linpaid lost howrs |
Lay-offs 01 01 02
Industnal disputes: Internal 02 P 1.3
External - 0.1 .1
Total hours waorked 78 11.8 19.6
Average required hours per week per
employee 430 418 422
Average hours worked per week per
employee a1 36.3 373
Average paid holiday hours per annum
per employee 75 7 Fi:]
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5 Employee costs Cvarseas UK Total

(EQ00)  (£0Q0)  (LOQO)
Total wages and salarias 7400 16,300 23,700
Total cost of fringe benafits 300 1,900 2,200

t7.700 £18.200 £25900

Average benefit per week per emploves £37 £64 £47

6 Pension

At the year end 6000 employees were members of the company pension
scheme to which the company contributed £1,420,000 duning the

year end employees contributed £702.000 The scheme, which is
underwritten by the XYZ Life Assurance Company, is open to ail full
time emplayees over the age of 25 garning in excess of £1.200 p.a
Employee contributions amount to 5% of basic salary or wags,

Benefits are caloulated by reference to the number of Years service

and average salary for the fast five vears of service up to a maximim of
40/60ths of this average

7 Education and training (U K. only)

Total
(000
hours)

Total employee hours spent intraining during vear within
the company (but excluding an-the-job training) 220
External training courses 135
355
Cost of training Total
(£000)
Cost of training departmen; 70
Wages of trainees during training 360
Training Board levy 180
External Courses 540
1,160
Less wraining board grant 85
Total . £1.065
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8 Recognised trade unions

During the year the company recognised the following trade unions

for the purposes of collective bargaining : AICE, VIE, OET AICE

informed the company that 4000 of its members were employved by

the company. The other two unians have not provided in

numbers of members employed

9 Additional Information

[a) Mumber of formal complaints lodged with Race Relations

Board
(&) Number found 1o ba justitied

{¢) Frequency of industnal accidents (accidents per

1000 hours worked)

(d) Seventy of industrial acocidents (hours lost through

acoidents as a percentage of hours worked)

(&) Number of registered disabled persons emploved
(f) Number of employees confirmed to be suffering permanent
tisease or injury through conduct of their work

{g) Number granted compensation for nccupational disease

or injury

10 Employment Ratios Overseas LK
E £

Average sales per emplovee 00 10100
Average value added per amployee 3650 2300
Average pre-tax profit per employee 800 690
Average remuneration per emplovee 1 925 2800
Average net earnings per emplayee 1650 2080
Investment in plant per employee 3280 5300
Average exports per {U. K.) employes 1000
Employes costs as a Rercentage of sales 23% 26%
Employee costs as a percentage of
value added B3% Td%
Labour wrnover (number of leavers
dunng vear as a percentage of
average number employed) 13% 15%

2

lormaton on

25
b

04

0.8%
500

25
15
Total

9860
3450

720
2470
1980
4650
1000

25%

1%

14%



Appendix 4

Survey of business objectives: Analysis of results

1 Atamesting of the Scope and Aims working party held an

25 January, 1975 it was agreed the Technical Directorate of the
Institute of Chartered Accountants in England and Wales should
undertake a survay of the pnimary business goals of enterprses To
implement this decisian the chaimman of the warking party wiate to the
largest 300 of the Times 1020 companies asking far a bnef statement
of company objectives

2 Inreply 166 such statements were received (a response rate of 55%)
Although some rompanies questioned the need for such 3 Survey. the
chairman'sy fequest was generally wall received

3 Of the replies, a majonty of 58% |inked primary objectives o profits
Of these 23% rarrowed this to profits available for distribution to
shareholders The majarnty of companies stated that they recagrised 2
responsibility 1o employees (719%) 1o sharsholders (69%) and 1o
customars (53%}

Survey of business objectives - the results

Primary objectives MNumber %
stated to be related 1o - |
prafits 68 35 '
prafits (measured terms of shareholder returm) 39 23
total related to profit g7 b8
survival 16 10
service affarag 3 19
other 22 13
166 100

Responsibilities stated 1o be recogrised towards

Employess 119 i
Sharehalders 114 69
Customers 88 53
Community 47 28
Enviranment 11 7
Suppliers 10 6
The Natan 7 4
Governments - |3 3
Balance of payments/expors 57 3



Primary objectives relating to profits

%

Mumber relating primary of total

objective to MNumber replies

Shareholders return anly 16 10
Shareholders raturn plus a responsibility

towards emplovess and/or athar aroups 23 13

Profits only 14 9

Profits plus a respansibility towards

specified groups (e.g. employees, customers, gtc) 44 26

87 58

— —

4 Only 10% of the rephes received expressed the extreme view that
the primary objectuve of the Lempany was to earn profits only for the
benefit of shareholders Typical replies of this kind ware -

5 "Ta make profis through which our shareholders will obitain
satisfactory and continuing rewards for their investment

8 “'To earn profits for the shareholders by the use of the skills of
management and emplovess alike

7 A further 13% of the replies received, while putting the |nterests of

shareholders first (or at least Mmeasuring success in terms of shareholder

return) also stated that the tompany recogriised responsibilities to
other groups Typoical replies in this category were -

8 “Toincrease the value of shareholders’ equity in the long term whila
providing standards ol emplayment considered to accaord with the
best practices in the industry "

9 "To maximise over the years the wealth of its shareholders warking
wathun the usual lagal and ethical constraints. The company has
subsidiary social objectives of which the three most important are -
(a) To treat all those who work for the firm fairly both durnng anu
after ther employment
(B} To give our vaned custaomers as good a deal as possible, and
never to take advantage of our position as a supplier.

() To be a good citizen in the varnous communities within which we
operate.”

10 "To incresse net earnings per share at anaverage rate of 15% p.a

in real terms. We fully realise thal unless we pursue adequate social
and employment policies we would suffer from obvious
constraints In trying to meet our objective ™

11 Of the 58 replies relating objectives to profits, 14 replies did not

link ohjectives to particular groups Examples of rephes falling into this

category are

23
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12 “To make profits which represent an efficient level of return on the
resources used in the business both capital and human,™

13 "To make a profir,”

14 “To make the maximum possible return on capital employed.”

18 The remaining 44 replies relating primary objectives to profits all

stated that these were 10 be aarned for the benefitof g number of

groups Examples of such replies are -

16 “To maintain a satisfactory profit growth in the interests
respectivaly of our sharehaolders, employess.and customers "

17 "To secure as remunerative 3 use of the capital we employ as is
cansistent with good service to custamers and 3 revwarding career
for employess

18 Mot svery tompany relsting primary objectives to profits sets out

ta ‘maximise” orofits or shareholder return. While 19 replies did state

maximisation of profit to be the company objective, 23 replies qualified
the amount of prafit sougnt by such words as ‘proper’ and ‘fair’.
reasonable’, ‘sufficient' and ‘adequate’

Examples of such replies are -

19 "To be an efficient, BCONOMIC COMPany making profits with
decency whilst also beirg & goad citizen of 1he countries in which
we operata "'

20 “To make a fair profit,”

Primary objective relating to service offered

21 Just under one fifth of the replies received related primary

objectives to service offered. Examples of such replies are |

22 "To give the best possible service -

23 "To provide a Service to customers which 15 better than that of its
competitors

24 "To manufacture and market goods designed to meet tha
requirements of users, at prices they can afford, whilst giving a
satisfactary return on capital *

Primary objectives related to survival

26 One tenith of the replies related primary objectives to suryival

Examples of such replies are .

26 "To survive without having to go 1o government far financial help.”

27 "To preserve and develop itself so as to remain an outgoing and
profitable concern ; and that it will best achieve that objective it if
continually aims to observe four independent sels of interest—

the interests of its customers, of investors and lenders, of emplayers,

and of society at large | and 1o hold the balance between themn as
tairly as it can ™

94




T

T

iy

Other stated primary objectives

28 Twenty wo of the replies related Primary objectives ta goals other

than those noted ahave. The most comman of these related objectives

to-achieving or fulfilling -
(@) multiple gpals and respansibilities of equal prionty (12 replies)
(b) grawth (6 replies)

Examples of (a) are

29 "Toimprove the quality of ife, in the long term, of aur cuslomars,
employees, shareholders, and the public at large and 16 do &0 wilhout
lowening the quality of hife of anyane who lives naar our factones ™

30 "Wa do not direct the business for the particular benefit of any ang
segment of the community. Rather we endeaveur 1o direct
profitably the business of the company whilst recognising the
interests of all those directly and indirestly participating in our
aflairs | riamely our shareholders | all the peenie who work in the
business ; our customers (the public s well a5 our distributars) ;
aursuppliers | the local communities where we have manufacturing
interests ! local governmerits and of course, national governments
both at home and abroad

31 “To preserve 5 balance between the interasts of all empluyees,
shaieholders, customers and the carmmunity

Examples of (b) are:

32 “To be a successiul growth public company, providing reputable
goods and services, and tultilling in an honourable fashion its
responsibilities 1o its sharsholders, employees, custamers, suppliars
and the communities and countres in which It operates "

33 "To establish and maintain a growth company for the benefit of aur
shareholders, staff and customers **

Subsidiary objectives responsibilities

34 Orthe 166 companies replying to the strvey only 32 chose not to

state subsidiary social objectives or recognise responsibilities 1o a

number of groups The majonty of companies recognised a

resparisibility towards shareholders, employess and Customers.

An example of the minority view is :

35 To maximise the return on the money entrusted 1o it by its
shareholders. The directars are in what one could call a quasi-
fiduciary position which | wauld have thought normally debarred
them from departing very far from this principle.”

An example of the majariy view (s

36 “To operate a weall managed. efficient and profitable business
one which yialds g propar return to shareholders ; serves CONsumers
well by effering fairly priced products of the highest quality
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designed to meet thayr specific wants and neads cand pays carefy|
anention 1o tha wishes of the emoyess, Customers, suppliers and
the commiinity. "

Conclusion

37 The majorty view of those replying to the urvey seems ta be that
thelr primary abjestive is ta make a profit fo the benefit of a numbey
of groups and that this ean only be achieved if due atlention 1s paid 1o
the partioula; iMerests of eagh ot these groups. It (s not the maority
view that the maximisation of shareholders profit s the prmary
objective

38 A statlement or COMPANy puipose published by ana company
comes clase 1o ancapsulating the MAOAtY view It s ingluded below

Qur purpose in business

Our purpose in business s 1o Credle wealth, to make money For this
10 be possible we must please our Lusiomers and enjoy the confidence
of aur sharehoiders and emplovees We mist make good prafits. sa
that after providing for 1axes and avidends (and n Hresent conditinns
financing inflatian) there s avaiiable enough money 1o keap our
factories and Baulpment modern and 1o enable us 1o grow nstrength
and maintain o IMmprove our market positian We gndeavaur to provide
gooe, satisfying employment tor our people: Creating wealth and
building a bens: Company 1s our contnbution 1o better standards of
living

To create wealth We must

e Please qur ‘"““""“—I‘\-—u;_xﬁ_‘
Make goad pralise

L Reducs & osts j

¥ These aip alt mier-rglated
Failure in gng jeanardiree
Imprave producis all the opigrs Plough pralig
and daveam Back inte the
markels buginnsy
|
b e
TT—a Frovids gogd, salistying A |
& ol oymant for eur people |
|
== Rutain the contidence af | ]
ur sharehglders |
o = i " ,_.——'—I
- Kéwn our lactores modern
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Appendix 5

Assessment of measurement bases

We have completed the following matrix By entering an assessmarnt of
the degree to which each criterion could be meat by the measurement
basis heading each column (8) 1s the high-point of the scale
representing a very high degree of compliance. (e) represents vary
low: utility or compliance This assessment represents the callective
opinion of the members of the Warking Party and is not based upeon
the results of extensive research. We beliave that the nelusion of this
asseszmen| may be useful as a slarung point for discussien and
research. While each basis has variants {for example replacement (s
accounting waill involve somae reduction where replacement cost s sper
1o be an unrealistically high value) we are concerned here vl tha
essence rather than the precise technical form af each and our
assessment is of present attainable patential We have however
assumed that current value basas {calumes (i) 1o (1)) include e
use of a general price level adjustment

Measurement Basis

Histone Cost Current Yalue
Critena to be met HC | CPP | RC | NRY VE | NPV
G LG [ | ) | o {vi)
(1) Theoretical
acceptability
(a) Cansistant with
economic concepts of
value and income e c b b a a
{b) Consistent with SSAP 2
CONLEpts
{1) Going concern a a d A b
{11) Accruals a & a > i C
(m) Prudence C b b a b ¢
(2) Utility: Relevance to
user needs in

{a) Assaessing stability & o] b b b d
{h) Assessing vulnerabuliny d © b a b d
{e) Evaluating liquidiny C b b i b e
fd) Ewluunng perfarmance 5 [ b tl b d
(&) Judging luture prospects & ( b C b L
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Measurement Basis
Historic Cost Current Valye
Criteria to be met HC | CPP, | RC | NRY VF | NPy
W Gy iy | v) | o ] i
(f) Evaluating management d [ b o b d
{g) Making comparisans
over time d b b a b d
th) Making comparisons
with other entities C b b c b e
(1) Assessing achievemen
of goals @ g C d b c
(1} Assesting compliance
with stewardship b b & d c d
(k) Evaluating social costs
and benefits b 3 2 L ¥ *
(1} Assessing compliance
with regulations * E o ¥ " .
(m) Estimating value of
owner and creditor
interests g c c b b =1
() Assessing Capacity 1o
adapt d C C | - i
(o) Es‘:imanng likely levels
of employment and
production # " » b ¥
() Neutrality b b C S c
(3 Practicality
fa) Venfiability of raw data a a 5 g d a
(b) Feasibility of
measurements
(1) Availability of dats 4 a o d d @
(1) Costliness of system
reguirad a b ¢ d d e
(11) Objectivity of
measuremerits a b d d d e
(1) Suscemibrirw 0 dauble
Entry procedures il b h b ¥ &

|'”5|
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Bazes of Measurement -
(1) Historical cost
{ii) Current purchasing power
(it} Replacement Cost
(v} Net realisable value
(v) Value to the firm
(v1) Net present value

These terms are defined in section seven. The assessment dllocated 1o
each measurement basis under each heading is the median of the
fange of the assessments of individual working party membaers.

*In Qur opinion this user nead cannot be met by measurement
methods used in bagic financial statemens though it may be assisted
by other statermnents contained within the corporate report, including,
forinstance, the audi report and proposed employment repart
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Appendix 6

Suggestions for further research

Dunng our study we have Encountered problems too large 1o be sclved
inthe time allotted us or tog specialised 1o be 1ackled except by a study
group with relevant specialist knowledge While irying 1o provide
general pointers in these areas we recommend that positive steps be
taken towards solving these important issues. In particular we
recommend that, as a matter of urgency, research and studies be
canducted in the following areas -

{a) Public sectar accounting (see paragraph 1.7)

(b) Social accounting (see paragraph 6.47)

(¢} Disaggregation (see paragraph 6.51)

id) Multi-column reperting in basic financial statements {506

paragraph 7.40)

(e} Current value accounting (see paragraph 7.43)

In addition we consider thera are many improvements that can be
made relating to the degree of disclosure in income and expenditure
and position statements and the additional statements we have
recommended remain 1o be developed
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Appendix 7

Individuals and organisations contributing views,
comments and ideas to the study

1
2
3
4
b
&
7
8

g
10
11
12
13
14
15
16
17
18
18

20
21
22
23
24
25
28
27
28
29
30
31
32
33
34
35
36
37

G. H Ackroyd, The British Petroleum Co. Ltd.

John Arnold, University of Manchester

Association of Investment Trust Companies

Association of lrish Charterad Accountants in London
Association of Unit Trust Managers

Australian Accounting Standards Committea

Australian Accounting Research Committea

Bank of England

Professor Barback, University of Hull

Beds. Bucks and Herts Distriet Society of Chartered Accountants
Professar Bird, University of Kent

Professor Brealey, London Graduate School of Business Studies
Birmingham and West Midlands Society of Chartered Accountants
Bruce Bower

Professor Briston, University of Strathclyde

British Institute of Management

British Insurance Association

British Leyland Maotor Corparation Lid

Frofessor Bromwich, University of Wales Institute of Science and
Technology

R A Brooks

J. A, Cannon, The Charterhouse Group Lid,

Professor Carsberg, University of Manchester

Professor Chambers, The University of Sydney

City Capital Markets Committee

Commercial Union Assurance Company Lid.

John Cope M.P

Committee of London Clearing Banks

Dapartment of Industry, Accountancy Services Division

4. P. Dorntan

Dun and Bradstreet Ltd

Professor Edey, London Schaol of Econemics and Palitical Seience
Exeter and District Society of Chartered Accountants

Extel Staustical Services Lid

S. F Fagan, Dun and Bradstreet Ltd.

E. Frye. The Plessey Co. Ltd

M. B. Gitford-Gitford, University of Exerer

H P. Gold
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38
38
40
41
42
43
44
45
44
47
48

45
50
51
52
53
54
56
36
b7
58

A8
60
61
62
63
fid
65
66
n7
68
B9
70
71
72
74
74
75
76
i
78

A 5 Gresty, J, Bibby & Sons Lo,

D W Hardy, Tate & Lyle Ltd

B. G Harrisgn. University of Aston

Michael Heseltina M P,

H J. H C. Hildreth, Institute of Directors

F J K Hillebrand, Imperial Chemical Industries [ td,
Anthony Hope, University of Marnchester

B. T. P. Horton, Avan Rubber Co. Lid

Humberside and Distriet Somety of Chartered Accountants
M.J, T Hunter

Robin Huttan, Director General. Financial Institutions and Fiscal
Matiers, Commission of the Europaan Communities
Insolvency Practitioners Association

Institute of Charterag Secretaries and Administrators

G R Jamas, Henry Ansbacher & Co Ltd.

Frofessor Kitcher, The University College of Wales

B. J. Knightley, Babeock & Wilcox L

J.A Lane

G. A, Lee, University of Mattingham

Professor T A Lee, University of Liverpan|

R H Legge

Leicestershire and Naorthamptanshire Saciety of Charterad
Accountarts

Liverpoal Society of Chartered Accountants

Londan and Distriet Society of Chartered Accountants
David & K MecAbe, Investment Bank of Ireland
Graeme Macdonald, University of Kent

Amandio da Silva Machado. British American Tobaceo
D B Mackay

Jd. MeKinnen

P.N. McMonnies, Instituta of Chartered Accountants of Seatland
Matrix Consultants

S A Middleton

Monopolies and Mergers Commussion accounting staff
Moodies Services Lid

Frank Morland

Len Murrary. Trades Union Congress

Mational Association of Fension Funds

National Economic Develapment Office

MNational Institute of Economic and Social Research
Office of Fair Trading

Denis R. Newman

4. B Nicholson
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98

28
100
i
102
103
104
105
108
167

F.A Naoble b 2E o
North West Society of Charterad Accountants

E A DCruz

B D. G Ogle, Impenal Chemical Industries Lig

Pratessor Perrin, Uriversity of Warwick

T M. Phillips, The John Lewns Partnershp

A Plati, Pilkington Brathers | 1d

Sean Poster, The Institute of Small Business

P E Randall, Internationat Telephane & Telegraph Carporation
David F. Robinsan

Paul J. Rutteman

J. 5. Sadler, The John Lewis Partnership

S D. Samwell

Prafessor Sizer, Loughbarough University of Tech nology

K A Sherwood

Southern Society of Chartered Accauntants

Professor Standish. London Graduate School of Business and
Harvard Graduate Sehool of Business Administration

Martin Stevens, Annual Reports Ltd,

C. M. Stuart, International Computers L1d.

Tate B Lyle Ltd.

Fr::-fessanhomas, Uriversity of Bath

A. P. Thompson, de Zoete & Bevan

Professor Tricker, Oxforg Centre for Management Studies

H Volten, Nederlands Instituut van Registeraceountants
Richard Wainwright, M. p

Peter Walker, M P

T R Watts

F. P. Weavers, Brittanic Assurance Co. Ltd,

The Zambian Association of Acouuntants
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