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Quality of Disclosure of Islamic Banks in
Bangladesh: Evidence from a Survey

Md. Hafij Ullah

Abstract - Accounting and financial reports of the corporations
are primarily prepared for the external users of the information
and therefore such reports should be designed, in form and
content, according to the needs of the external users. Hence
the perceptions of the users of accounting information
regarding various aspects of the reports are to be assessed
frequently to improve the quality of accounting information of
the public limited companies. The present study is an attempt
to justify the qualitative characteristics of accounting infor-
mation of Islamic banks in Bangladesh on the basis of the
opinion of the users of that information; to test whether there is
any significant difference in opinion of them in this regard and
to identify whether there is any problem of quality in
accounting information provided by Islamic banks in
Bangladesh.

Keywords . qualitative characteristics, accounting infor-
mation, disclosure, islarmic bank, bangladesh.

L. [NTRODUCTION

uality may be defined as ‘minimum standards
designed to ensure satisfaction from a product or

service’ (Black, 2002). Hanson (2007) defined
quality as ‘a measure of conformance of a product or
service to certain specifications of standards.” Following
these definitions, quality disclosure is conceptualized as
disclosure practices that meet ‘the minimum standards
of financial reporting set by regulatory bodies and
regulations for the benefit of relevant accounting
information to stakeholders (lyoha, F.O., 2011)." Follo-
wing this conceptualization, quality of disclosure
practice is decomposed into a disclosure practice that
demonstrates relevance, reliability and comparability.
According to Hanson (2007), relevance, reliability and
comparability are qualities associated with information
that is ‘timely, useful, verifiable, and neutral, has
predictive value and makes a difference to a decision
maker.’

The quality of disclosure practice is essential to
the needs of users who require quality accounting
information for investment and other decision making
purposes (lyoha, F.O., 2011). Accounting information is
regarded as useful when it faithfully represents the
‘economic situation’ of an organization in terms of
relevance, reliability and comparability (Spiceland, Sepe
and Tomassini, 2001). Useful accounting information
which derives from qualitative financial statements, help
in efficient allocation of resources by reducing

Author . Assistant Professor, Department of Business Administration,
International Islamic University Chittagong, Bangladesh.
E-mail : hafij 1980@yahoo.com

dissemination of asymmetric information and improving
pricing of securities (Chambers and Penman, 1984, and
Ahmed, 2003). In an environment of quality disclosure
practice, there are no deferral of loss recognition, extra
reserves are not created and volatility in income is not
smoothed away to create an artificial and misleading
picture of balanced and consistent growth. Therefore,
high-quality accounting practice should produce finan-
cial statements that report events timely and faithfully in
the period in which they occur (lyoha, F.O., 2011).

The present study is an endeavor to evaluate
the qualitative characteristics of accounting information
provided by Islamic banks in Bangladesh. For this
purpose, next section discusses the objectives of the
study followed by methodology of the study. Then
relevant literatures are presented followed by the
qualitative characteristics of accounting information and
then the analyses of the perceptions of the respondents
were discussed. Finally, the study is concluded giving
the summery of the findings of the detail analyses.

[I.  OBJECTIVES OF THE STUDY

The main objective of the study is to evaluate
the quality of accounting information of the Islamic
banks in Bangladesh. To achieve the main objective, the
specific objectives were setout as below:

i. To know about the qualitative characteristics of
accounting information, in general.

i. To evaluate the quality of the information provided
by Islamic banks in Bangladesh.

ii. To test whether there is significance difference of
opinion of different respondent groups regarding
quality of accounting information of the sample
banks.

iv. To identify whether there is any problems of quality
in accounting information of the Islamic banks in
Bangladesh.

[11. METHODOLOGY OF THE STUDY

The study is mainly based on primary data, that
is, opinion survey of the different respondent groups
who use the information of Islamic banks in making
decision. Secondary data were also used for relevant
literature review.

a) Questionnaire Survey

The questionnaire survey of the study includes a
target sample of 150 in total consisting of 30 profe-
ssional accountants, 30 accounting professors, 30 bank

© 2013 Global Journals Inc. (US)
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executives from different Islamic banks, 30 stock
brokers and 30 investors in Islamic banking shares. As
per thumb rule, for each question there should have 5

samples for which reason 150 sample were being taken
here for about 30 questions. The survey was conducted
during the months February through June of 2012.

Table 7 . Showing the target sample and rate of collection the questionnaire

Sl. No. User Group Target No. of Rate of % of the Target

Sample Collections | Collection (%) Sample

1 Professional Accountant (P.A.) 30 19 63.33 15.70

2 Accounting Professor (A.P.) 30 21 70.00 17.36

3 Bank Executives (B.E.) 30 30 100.00 24.79

4 Stock Broker (S.B.) 30 22 73.33 18.18

5 Investor (I.V.) 30 29 96.67 23.97
Total 150 121 80.67 100.00

From Table 1, we observe the size of target
sample and rate of collection from the different groups
of the respondents. The achievement of target is highest
in case of bank executives that is 100%, the second
highest collection is from investors that is 96.67% and
lowest achievement of target was in case of professional
accountants that is only 63.33%. The overall achie-
vement of target of collecting questionnaire was 80.67%
and this is good in compare to that of other similar
studies. The percentage (%) of the sample shows that
percentage of the bank executive category is the highest
that is 24.79% compared with the other four categories.
The second highest category in the sample is investor of
23.97% and the lowest percentage is in case of
professional accountants of 15.70% among all the
category of the respondents. The achievement of target
of collection of questionnaire is above the rate
mentioned by Ahmed, AA., (2009), Ali, Khan, Fatima
and Masud (2008) and Moser and Kalton (1971) as
being sufficient for a study leading to policy making.

b) Data Analysis

The collected data were analyzed using SPSS
software version 17.0 and statistical technique 2 test is
used to justify whether there is any significant difference
of opinion of the respondents regarding the qualitative
characteristics of the information of the Islamic banks in
Bangladesh.

V. LITERATURE REVIEW

Accounting and financial reports of the
corporations are primarily prepared for the external
users of the information and therefore such reports
should be designed, in form and content, according to
the needs of the external users (Radebough, and Gray,
1993). Hence, the perceptions of the users of acco-
unting information regarding various aspects of the
reports are to be assessed frequently to improve the
quality of the accounting and reporting practices of the
public companies (Epstein, 1975). lyoha, F.O., (2011)
[ conducted a study on 61 Nigerian industries including
17 banking, 16 insurance, 5 conglomerates, 9 petroleum
marketing, 3 agriculture, 7 food/beverage and 4 health
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industries for evaluation of the quality of accounting
practice for which he collected opinion from a total of

154 respondents consisting 43 compilers and 111 users
of information. lyoha, F.O., (2011) found that there is a
significant difference in the quality of accounting
practice among industrial sectors in Nigeria in terms of
relevance and reliability. In terms of relevance which
deals with timeliness of financial reporting, the banking
sector was found to be more compliant than other
sectors in the Nigerian economy. In terms of reliability of
accounting practice, the banking sector was found to be
less transparent in financial reporting even though other
industrial sectors were also involved in earnings
manipulation. In a study on the pharmaceutical
industries in Bangladesh, Hossain, M.S., (2010) con-
ducted a survey on the perceptions of 140 respondents
including 60 users of financial statements (investors), 48
managers of the sample companies, 8 employees of
regulatory agencies, 12 professional accountants and
12 accounts preparers regarding the qualitative
characteristics of the accounting information. Hossain,
M.S., (2010) found that perceptions among the
corporate  managers, regulators and professional
accountants are more or less similar and their
satisfaction level is high but investors’ perceptions is at
low level. He found and commented that the
perceptions of the sample investors vary in a significant
manner from other users. Ahmed, AA., (2009)
conducted a study on only 12 general banking
companies of Bangladesh. In his study, a survey was
conducted on only 61 samples consisting 9 financial
analysts, 12 professional accountants, 10 stock brokers,
13 accounting professors and 17 bank loan officers
were taken for evaluating the qualitative characteristics
of accounting information of the sample banks. The
study found that among the reasons, a majority of the
respondents use financial reports for reading and
academic interest and for holding or selling shares in
their private capacity; annual reports provide adequate
and reliable data which are comparable, readable as
well as relevant. But the respondents were different in
opinion regarding compliance of IAS by the banking
companies in Bangladesh. In another study by Ali,



Khan, Fatima and Masud (2008) provide a useful survey
of the attitudes of individual respondents on the different
aspects of Bangladeshi annual corporate financial
reports. They evaluate the opinions of 25 individual
investors and found firstly, that British American
Tobacco (BAT) Bangladesh Co. Ltd. makes very poor
disclosures on corporate governance on a voluntary
basis and secondly, the users of annual reports are in
favor of such disclosure. They also found that the
disclosures were not sufficient in justifying the goal of
corporate governance. In a study in Jordan, Abu-Nasser
and Rutherford (1996) exposed the view of 224 external
users including individual shareholders, institutional
shareholders, bank loan officers, stock brokers and
academics of corporate reports. In terms of the usage of
the annual report, Abu-Nasser and Rutherford (1996)
found bank loan officers to be the heaviest users of the
annual reports in Jordan while individual shareholders
and the academics were found to be the least. They
also found that the income statement and balance sheet
to be the most widely read parts of the annual corporate
reports by all groups of the users. They found that
though the annual reports are the most important source
of information to all users but the users are poorly
satisfied over the qualitative characteristics of the
information. Anderson and Epstein (1995) conducted
another study on Australian individual investors for
evaluating the usage of annual corporate reports. They
found that Australian investors use corporate annual
reports as third important basis of making investment
decision after stock brokers’ advice and financial
newspapers and magazines. They found that investors
perceive income statement to be more useful than
directors’ report but investors read directors’ reports
more thoroughly than income statement and investors
want more explained and simplified information and
more information regarding pending litigation,
unasserted claims, management audit and information
on change of auditor in annual reports. In that study the
authors did not statistically determine whether the
difference between the pattern of readership of annual
reports’ sections and the perceived usefulness of such
sections of any significance in the Australian envi-
ronment. Recognizing the needs for research in this
area Anderson (1981) conducted a study on 188
institutional investors in  Australia to justify the
importance of annual reports in making investment
decision. He found that Australian institutional investors
depend mostly on annual reports for making investment
decision followed by visits to the companies. Institutional
investors mostly read balance sheet, profit and loss
account, notes to the accounts and chairman’s
statement respectively. The study found that the
institutional investors want more information regarding
company’s product, current value of long term assets
and remuneration of the directors in annual reports. But
the study did not statistically justify whether there is any

significance difference between actual and perceived
importance of using annual reports. Baker and Halsem
(1973) performed a one of the pioneering studies in this
area regarding identification of information needs and
sources of such information of the individual investors.
The study found that most of the individual investors rely
heavily on stock brokers’ advice as the main source of
information regarding companies for making investment
decision but only 8% of them use financial statement for
this purpose. The authors also found that the individual
investors gives emphasis on getting information
regarding the future expectations of the company but
less importance on the dividend performance.

V. QUALITATIVE CHARACTERISTICS OF
ACCOUNTING INFORMATION

The SFAC No. 2 of the FASB examined the
characteristics that make accounting information useful.
These characteristics are stated below (Porwal, 2010):

a) Understanaability

It is the quality of information that permits
reasonably informed users to perceive its significance,
i.e. to understand the content and significance of
financial statements and reports.

b) Relevance

Relevant information is crucial in making the
correct investment decision. Accounting information has
relevance if it makes a difference in a decision.

c) Predictive Value

The quality of information that helps users to
increase the likelihood of correctly forecasting the
outcome of past or present events.

d) Feedback Value
The quality of information that enables users to confirm
or correct prior expectations.

e) Timeliness
Having information available to decision maker
before it loses its capacity to influence decisions.

© 2013 Global Journals Inc. (US)
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User Specific Qualities

Understandability

Decision Usefulness

Relevance [«

Timeliness

Predictive value Feedback value

—»  Reliability

Verifiability Representational

faithfulness

Comparability

Neutrality

Source . Financial Accounting Standards Board (1980)

Graph 1 Showing the hierarchy of qualitative characteristics of accounting information

7 Reliability

Information is reliable if it is free from error and
bias, and faithfully represents what it purports to
represent. If the information is not reliable, then no
investor can rely on it to make an investment decision.

q) \Verifiability

The ability through consensus among
measurers to ensure that information represents what it
purports to represent or that the chosen method of
measurement has been used without error or bias.

h)  Neutrality

It is absence in reported information of bias
intended to attain a predetermined result or to induce a
particular mode of behavior. The information should not
favor one set of interest over others.

/) Representational Faithfulness

Correspondence or agreement between a
measure or description and the phenomenon that it
purports to represent. From the accounting point of
view, it is correspondence between the accounting
figures and descriptions and the resources or events
that these figures and descriptions represent.

J) Comparability

The quality of information that enables users to
identify similarities in and differences between two sets
of economic phenomena.

(Us)

k) Consistency

Consistency means conformity from period to
period with unchanging policies and procedures.
Accounting changes hinder the comparison of operation
results between periods as the accounting used to
measure those results differ.

VI. EVALUATION OF THE QUALITY OF

DISCLOSURE OF [SLAMIC BANKS

a) Educational Qualifications of the Respondents

The highest level of educational qualifications of
the respondents is stated in the Table 2. As per the
Table, maximum 79.3% of the respondents have
Masters Degree, secondly 15.7% of them have only
Bachelor Degree and only 5.0% of them have PhD
Degree. More specifically, all PhD Degree holders are
from accounting professors, 96.7% of the bank
executives and 89.5% of the professional accountants
have Masters degree but maximum bachelor degree
holders are from the investors.



Table 2 . Showing the educational qualifications of the respondents

Educational Respondent Group
Qualifications PPA._ | AP. | B.E S. B. v, | ol
Bachelor Count 2 0 1 5 11 19
% within Res_Grop 10.5% .0% 3.3% 22.7% 37.9% 15.7%
Masters Count 17 15 29 17 18 96
% within Res_Grop 89.5% 71.4% 96.7% 77.3% 62.1% 79.3%
Ph.D. Count 0 6 0 0 0 6
% within Res_Grop .0% 28.6% .0% .0% 0% 5.0%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

N.B.: P.A.= Professional Accountant, A.P.= Accounting Professor, B.E.= Bank Executive, S.B.= Stock

Broker and I.V. = Investor.

b) Professional Educational Qualification of the
Respondents

Professional educational qualifications require
to make a person specialized in a particular field. It is
better to have professional degree on accounting for
better understanding and evaluation of the quality of
financial accounting reports. The study reveals that
60.3% of the respondents have no or other professional
educational qualifications and out of the respondents

having professional education 23.9% of them either
have CA or CMA or both CA and CMA degree. All
professional accountants have professional education;
maximum 68.4% of the professional accountants have
only CA degree; 56.7% of the bank executives have
MBM or Banking Diploma but 100% of the stock brokers
and 93.1% of the investors have no or other professional
education.

Table 3 : Showing the professional educational qualification of the respondents

Professional Respondent Group
Education P.A | AP. [BE |SB | v | @
CA Count 13 2 1 0 0 16
% within Res_Grop 68.4% 9.5% 3.3% 0% 0% 13.2%
CMA Count 5 4 0 0 0 9
% within Res_Grop 26.3% 19.0% 0% 0% 0% 7.4%
Both CA and CMA Count 1 1 2 0 0 4
% within Res_Grop 5.3% 4.8% 6.7% 0% 0% 3.3%
MBM/ Banking Diploma |Count 0 0 17 0 2 19
% within Res_Grop 0% .0% 56.7% 0% 6.9% 15.7%
Others or None Count 0 14 10 22 27 73
% within Res_Grop 0% 66.7% 33.3% | 100.0% | 93.1% | 60.3%
Total Count 19 21 30 22 29 121
% within Res_Grop | 100.0% 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

c) Age Distribution of the Respondents

The age of the respondents in the study varied
from below 25 years to above 55 years. Table 4 reveals
that maximum 30.6% of the respondents having the age
of 30-35 years, 21.5% of them fall in the age of 35-40
years and 16.5% of them are in the age of 25-30 years.
Further, only 5.8% of the respondents having age of
more than 50 years. More specifically 42.1% of the
professional accountants are in the age of 25-30 years,
40.9% of the stock brokers, 36.7% of the bank
executives and 33.3% of the accounting professors are
in the age of 30-35 years.
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Table 4 : Showing age distribution of the respondents

Age Group Respondent Group Total
P. A A. P. B. E. S.B. I V.
Below 25 |Count 0 0 2 1 0 3
% within Res_Grop 0% 0% 6.7% 4.5% 0% 2.5%
25-30  |Count 8 1 4 6 1 20
% within Res_Grop 42.1% 4.8% 13.3% 27.3% 3.4% 16.5%
30-35  |Count 4 7 11 9 6 37
% within Res_Grop 21.1% 33.3% 36.7% 40.9% 20.7% 30.6%
35-40  |Count 4 3 8 2 9 26
% within Res_Grop 21.1% 14.3% 26.7% 9.1% 31.0% 21.5%
40-45 Count 3 5 1 2 4 15
% within Res_Grop 15.8% 23.8% 3.3% 9.1% 13.8% 12.4%
45-50  |Count 0 3 3 2 5 13
% within Res_Grop .0% 14.3% 10.0% 9.1% 17.2% 10.7%
50-55 Count 0 1 1 0 2 4
% within Res_Grop 0% 4.8% 3.3% 0% 6.9% 3.3%
Above 55 |Count 0 1 0 0 2 3
% within Res_Grop 0% 4.8% 0% 0% 6.9% 2.5%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

ad) Working Experience of the Respondents

respondents have

less than 5 years of working

To identify the working experience of the
respondents, few options of range of working
experience varying from less than 5 years to more than
20 years were provided in the questionnaire. The results
tabulated in the Table 5 reveals that 38.0% of the

experience, 31.4% have experience of 5-10 years, 15.7%
of them have experience of 10-15 years, about 10% of
them have experience of 15-20 years and finally only 5%
of them have more than 20 years of experience in their
respective area.

Table 5 . Showing working experience of the respondents

Working Respondent Group
Experience PA | AP. | BE | sB | tv. | '@
Less than 5|Count 10 4 14 13 5 46
years % within Res_Grop 52.6% 19.0% 46.7% 59.1% 17.2% 38.0%
5-10 years |Count 5 7 9 7 10 38
% within Res_Grop 26.3% 33.3% 30.0% 31.8% 34.5% 31.4%
10-15 years |Count 3 3 4 1 8 19
% within Res_Grop 15.8% 14.3% 13.3% 4.5% 27.6% 15.7%
15-20 years |Count 1 5 2 1 3 12
% within Res_Grop 5.3% 23.8% 6.7% 4.5% 10.3% 9.9%
Above  20|Count 0 2 1 0 3 6
years % within Res_Grop 0% 9.5% 3.3% 0% 10.3% 5.0%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

e) Accounting Qualification of the Respondents

Table 6 shows that 30.6% of the respondents
served or serving as account executives; 28.1% of them
hold accounting qualifications, that is, accounting
degree like bachelor or masters in accounting; 17.4% of
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them serving as accounting professor and 16.5% of
them attended appropriate courses in accounting.
Rationally, 100% professional accountants served or
serving as account executive and 100% accounting
professors serving as accounting teaching position.



Table 6 . Showing accounting qualification of the respondents

Accounting Respondent Group
Qualifications PA| AP. |BE |SB. | ILv. | 'od
Worked / Workingasa  |Count 0 0 4 1 1 6
bookkeeper % within Res_Grop 0% 0% 13.3% | 45% | 3.4% 5.0%
Attended appropriate Count 0 0 7 2 11 20
course(s) in Accounting o, within Res_Grop 0% 0% | 233% | 9.1% | 37.9% | 16.5%
Hold Accounting Count 0 0 12 13 9 34
Qualifications % within Res_Grop 0% 0% | 40.0% | 59.1% | 31.0% | 28.1%
Served/Serving as an Count 19 0 7 6 5 37
Account Executive % within Res_Grop | 100.0% | .0% | 23.3% | 27.3% | 17.2% | 30.6%
Serving as Accounting Count 0 21 0 0 0 21
teaching position % within Res_Grop 0% | 1000% | 0% | 0% | 0% | 17.4%
None Count 0 0 0 0 3 3
% within Res_Grop 0% 0% 0% 0% | 103% | 2.5%
Total Count 19 21 30 22 29 121
% within Res_Grop | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

7 Opinion of the Respondents Regarding Purposes of  questionnaire of the study, the respondents were asked

using Islamic Banking Reports to identify the purpose of using Islamic banking reports.

Users of accounting information use financial  The results of the opinion survey in this regard are as
accounting reports for a number of reasons. In the  given below:

Table 7 . Showing opinion of the respondents regarding purposes of using
Islamic banking reports

Purpose of using Islamic Respondent Group
Banking Report P.A|AP |BE |S.B | Iv. | 1o
For reading and academic Count 2 18 1 0 0 21
interest % within Res_Grop | 10.5% | 85.7% | 3.3% | 0% | .0% | 17.4%
To decide buying, holding or  |Count 2 1 7 2 28 40
selling shares personally % within Res Grop | 10.5% | 4.8% | 23.3% | 9.1% | 96.6% | 33.1%
To decide buying, holding or  |Count 1 2 5 2 0 10
selling shares for organization |o, within Res Grop 53% | 95% | 16.7% | 91% | 0% | 83%
To grant investment (Loan) Count 1 0 5 6 0 12
% within Res_Grop 5.3% .0% 16.7% | 27.3% .0% 9.9%
To make decisions on behalf of |Count 11 0 10 2 1 24
clients or employer % within Res Grop | 57.9% | .0% | 33.3% | 9.1% | 3.4% | 19.8%
To advise clients Count 2 0 2 10 0 14
% within Res_Grop 10.5% .0% 6.7% | 45.5% .0% 11.6%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

As per the opinion of the respondents stated in  reports for making decisions on behalf of clients or
Table 7, the highest number (that is 33.1%) of them use  employer; 85.7% of the accounting professor use for
Islamic banking reports to decide buying, holding or reading and academic interest; 45.5% of the stock
selling shares personally followed by making decisions  brokers use for advising their clients and 96.6% of the
on behalf of clients or employer (19.8%) and reading investors use for making decision to decide buying,
and academic interest (17.4%). More specifically 57.9%  holding or selling shares personally.
of the professional accountants use Islamic banking
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g) Opinion of the Respondents regarding Mostly Read
Part of Islarmic Banking Reports

An annual report contains a number of parts

and different parts provide different types and nature of

information of difference importance. The respondents

were asked which part of the reports of the Islamic
banks they read most. The results of the opinion of the
respondents in this regard are tabulated in Table 8:

Table & . Showing opinion of the respondents regarding mostly read part of
Islamic banking reports

Mostly read parts Respondent Group
of the reports PA | AP. | BE | S.B. Ly, | Totl
Balance Sheet Count 3 7 5 4 5 24
% within Res_Grop 15.8% 33.3% 16.7% 18.2% 17.2% 19.8%
Income Statement |Count 4 6 4 5 7 26
% within Res_Grop 21.1% 28.6% 13.3% 22.7% 24.1% 21.5%
Directors' Report  |Count 1 2 3 2 2 10
% within Res_Grop 5.3% 9.5% 10.0% 9.1% 6.9% 8.3%
Notes to  the|Count 8 4 2 0 1 15
Accounts % within Res_Grop 42.1% 19.0% 6.7% 0% 3.4% 12.4%
Ratios and Future|Count 3 2 15 11 13 44
Projections % within Res_Grop 15.8% | 95% | 500% | 50.0% | 44.8% | 36.4%
Chairman's Count 0 0 1 0 1 2
Statement % within Res_Grop 0% 0% 3.3% 0% 3.4% 1.7%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Table 8 reveals that 36.4% of the respondent
mostly read ratios and future projections part of Islamic
banking reports and a similar percentage of 21.5% and
19.8% of them mostly read income statement and
balance sheet respectively and only 12.4% of the
respondents mostly read notes to the accounts for
making decision. Among the professional accountants
42.1% emphasized on notes to the accounts and 33.3%
of the accounting professors on balance sheet but
maximum bank executives, stock brokers and investors
emphasized on ratios and future projections.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 1: There is no significance difference among the
opinions of the respondents regarding mostly read part
of the Islarmic banking reports.

The x2 value obtained using SPSS software is
35.715 at .017 level of significance and hence the null
hypothesis is rejected which means that there is
significant differences among the opinion of the
respondents regarding mostly read part of the Islamic
banking reports.

h)  Opinion of the Respondents regarding Comparative
Reliability of the Islamic Banking Information
The respondents were asked whether the
information provided by conventional banks is
comparatively more reliable than that of Islamic banks.
The results of the opinion of the respondents in this
regard are stated in Table 9:

Table 9 . Showing opinion of the respondents regarding comparative reliability of the
Islamic banking information

Comparative Respondent Group
Reliability PA._ | AP. | BE | S.B L.V Totl
Yes Count 6 2 4 7 5 24
% within Res_Grop 31.6% 9.5% 13.3% 31.8% 17.2% 19.8%
No Count 13 19 26 15 24 97
% within Res_Grop 68.4% 90.5% 86.7% 68.2% 82.8% 80.2%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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From the Table 9 it is observed that 80.20% of
the respondents think that there is no difference in
comparative reliability of the information provided by
Islamic banks and conventional banks but 19.80% of the
them opined that the information provided by
conventional banks are more reliable than that of Islamic
banks.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H,2: There is no significance difference among the
opinions of the respondents regarding cormparative
reliability of the information provided by Islamic banks
and conventional banks.

The x2 value obtained using SPSS software is
5.959 at .202 level of significance and hence the null

hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding comparative reliability of the
information provided by Islamic banks and conventional
banks in Bangladesh.

/) Opinion of the Respondents regarding Compliance
of BAS, BFRS, Companies Act, Banking Compariies
Act and SEC rules, elc.

Compliance of BAS, BFRS, Companies Act,
Banking Companies Act and SEC rules, etc. is
mandatory to be followed in accounting and reporting
by the organizations. The respondents were asked
regarding compliance of these standards/rules by the
Islamic banks. The results of the opinion of the
respondents in this regard are tabulated in Table 10:

Table 70 : Showing opinion of the respondents regarding compliance of BAS, BFRS, Companies Act,
Banking Companies Act and SEC rules, etc.

Compliance of BAS, BFRS, Respondent Group
Companies Act, Banking
Companies Act, and SEC Rules, etc.| P+ A A.P. B.E. S.B. V. Total
Strongly Agree  |Count 5 11 16 3 6 41
% within Res_Grop 26.3% 52.4% 53.3% 13.6% 20.7% 33.9%
Agree Count 10 9 12 15 20 66
% within Res_Grop 52.6% 42.9% 40.0% 68.2% 69.0% 54.5%
Neutral Count 2 0 1 3 1 7
% within Res_Grop 10.5% .0% 3.3% 13.6% 3.4% 5.8%
Disagree Count 2 1 1 1 2 7
% within Res_Grop 10.5% 4.8% 3.3% 4.5% 6.9% 5.8%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Table 10 shows that only 11.60% of the
respondents under study either neutral or disagree in
case of compliance of IAS/BAS, IFRS/BFRS, Companies
Act, Banking Companies Act, and SEC Rules, etc. by
Islamic banks in Bangladesh but 88.40% of them agreed
in this regard out of which 33.90 respondents agreed
strongly.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 3: There s no significance difference among the
opinions of the respondents regarding compliance of
AS/BAS, IFRS/BFRS, Companies Act,  Banking
Companies Act, and SEC Rules, elc.

The x2 value obtained using SPSS software is
19.592 at .075 level of significance and therefore the null

hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding compliance of IAS/BAS,
IFRS/BFRS, Companies Act, Banking Companies Act,
and SEC Rules, etc.

) Opinion of the Respondents regarding Compliance
of AAOIFI Financial Accounting Standards

AAOIFI developed some financial accounting
standards that are needed to be followed in case of
accounting and reporting by Islamic organizations. The
respondents were asked regarding compliance of
AAOIFI financial accounting standards by the Islamic
banks. The results of the opinion of the respondents in
this regard are tabulated in Table 11:
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Table 77 :Showing Opinion of the Respondents regarding Compliance of AAOIFI
Financial Accounting Standards

Compliance of Respondent Group
AAOIFI Total
Standards P. A A P. B. E. S.B. [ V.
Strongly Agree  |Count 3 4 12 0 1 20
% within Res_Grop 15.8% 19.0% 40.0% .0% 3.4% 16.5%
Agree Count 10 12 16 9 16 63
% within Res_Grop 52.6% 57.1% 53.3% 40.9% 55.2% 52.1%
Neutral Count 4 4 1 11 10 30
% within Res_Grop 21.1% 19.0% 3.3% 50.0% 34.5% 24.8%
Disagree Count 2 1 1 2 2 8
% within Res_Grop 10.5% 4.8% 3.3% 9.1% 6.9% 6.6%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% 100.0% 100.0% 100.0% 100.0%
It is observed from the Table 11 that 6.6%  significant differences among the opinion of the

respondents disagreed and 24.8% opined neutral in
case of complying AAOIFI standards by Islamic banks in
Bangladesh. On the other hand 16.5% of them strongly
agreed and 52.1% simply agreed in this regard.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 4: There is no significance difference among the

The x2 value obtained using SPSS software is
31.358 at .002 level of significance and therefore the null
hypothesis is rejected which means that there is

respondents regarding compliance of AAOIFI financial
accounting standards by Islamic banks in Bangladesh.
The reason may be of having no or poor idea regarding
AAQIFI by the respondents other than bank executives.

k) Opinion of the Respondents regarding Adequacy of
Disclosure by Islarnic Banks

Decision makers always beg for information
without which accurate decision making is almost
impossible. Hence, companies should disclose
adequate information in their reports so that the users
can find all necessary information for making decision.
The results of the responses regarding whether Islamic
banks disclose adequate information in the annual
reports or not are presented in the following table:

Table 12 Showing opinion of the respondents regarding adequacy of disclosure
by Islamic banks

Adequacy of Respondent Group
Disclosure PA | AP. | BE | sB | Lv. | Mo
Strongly Agree Count 1 0 2 0 0 3
% within Res_Grop 5.3% 0% 6.7% 0% 0% 2.5%
Agree Count 7 15 18 15 18 73
% within Res_Grop 36.8% 71.4% 60.0% 68.2% 62.1% 60.3%
Neutral Count 6 5 7 5 9 32
% within Res_Grop 31.6% 23.8% 23.3% 22.7% 31.0% 26.4%
Disagree Count 5 1 3 2 2 13
% within Res_Grop 26.3% 4.8% 10.0% 9.1% 6.9% 10.7%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Table 12 reveals that only 25% of the the Islamic banks are adequate but a significant number

respondents strongly agreed and 60.3% simply agreed
that the information disclosed in the annual reports of

(Us)

that is 26.4% of the opined neutral and 10.7% disagreed
in this point. Therefore, it may infer from here that



respondents expect more disclosure of information in
the annual reports of Islamic banks.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 5: There is no significance difference among the
opinions of the respondents regarding adequacy of
aisclosure by Isiamic banks in Bangladesh.

The x2 value obtained using SPSS software is
13.066 at .364 level of significance and therefore the null
hypothesis is accepted which means that there is no

significant differences among the opinion of the
respondents regarding adequacy of disclosure by
Islamic banks in Bangladesh.

1) Opinion of the Respondents regarding Effectiveness
of the Information of the Islamic Banks
The results of the opinion of the respondents
regarding effectiveness of the information provided by
Islamic banks in their annual reports are as presented
below in Table 13:

Table 13 : Showing opinion of the respondents regarding effectiveness of the information
of the Islamic banks

Effectiveness of Respondent Group
Information PA | AP. | BE | sB | Lv. | @
Strongly Agree |Count 1 5 11 1 6 24
% within Res_Grop 5.3% 23.8% 36.7% 4.5% 20.7% 19.8%
Agree Count 14 12 16 12 14 68
% within Res_Grop 73.7% 57.1% 53.3% 54.5% 48.3% 56.2%
Neutral Count 2 3 1 7 7 20
% within Res_Grop 10.5% 14.3% 3.3% 31.8% 241% 16.5%
Disagree Count 2 1 2 2 2 9
% within Res_Grop 10.5% 4.8% 6.7% 9.1% 6.9% 7.4%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

From the above Table, it can be observed that
24% of the respondents under study either neutral or
disagreed regarding the effectiveness of the information
provided by Islamic banks but 76% of them either
strongly agreed or agreed that the information is
effective in making decision.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

Hy 6. There is no significance difference among the
opinions of the respondents regarding effectiveness of
the information of Islamic banks.

Using SPSS software the obtained value of 2 is
18.833 at .093 level of significance and therefore the null
hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the effectiveness of the
information provided by Islamic banks in Bangladesh.

m) QOpinion of the Respondents regarding Usefulness
of the Information of the Islamic Banks

The results of the responses of the respondents

regarding usefulness of the information provided by

Islamic banks in their annual reports are as presented
below in Table 14:
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Table 74 : Showing opinion of the respondents regarding usefulness of the information
of the Islamic banks

Usefulness of the Respondent Group
Information PA | AP. | BE | sB | v, | Mo
Strongly Agree Count 3 4 11 2 4 24
% within Res_Grop 15.8% 19.0% 36.7% 9.1% 13.8% 19.8%
Agree Count 12 14 16 14 19 75
% within Res_Grop 63.2% 66.7% 53.3% 63.6% 65.5% 62.0%
Neutral Count 2 2 1 5 5 15
% within Res_Grop 10.5% 9.5% 3.3% 22.7% 17.2% 12.4%
Disagree Count 2 1 2 1 1 7
% within Res_Grop 10.5% 4.8% 6.7% 4.5% 3.4% 5.8%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

From the above table, it is seen that 19.8%
respondents strongly agreed and 62.0% merely agreed
that the information of Islamic banks are useful in
making decision but 12.4% responded neutral and 5.8%
disagreed in this regard.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 7: There s no significance difference among the
opinions of the respondents regarding usefuiness of the
information of Islamic banks.

Using SPSS software the obtained value of x2 is
12.544 at .403 level of significance and therefore the null
hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the usefulness of the information
provided by Islamic banks in Bangladesh.

n) Opinion  of the  Respondenis  regarding
Understanaability of the Information of the Islamic
Banks

The results of the opinion of the respondents
regarding understandability of the information provided
by Islamic banks in their annual reports are stated in
Table 15:

Table 15 - Showing opinion of the respondents regarding understandability of the information
of the Islamic banks

Understandability Respondent Group
of the Report PA | AP. | BE | 5B | Lv. | °®
Strongly Agree Count 3 6 11 1 2 23
% within Res_Grop 15.8% 28.6% 36.7% 4.5% 6.9% 19.0%
Agree Count 12 10 16 10 19 67
% within Res_Grop 63.2% 47.6% 53.3% 45.5% 65.5% 55.4%
Neutral Count 3 4 2 8 6 23
% within Res_Grop 15.8% 19.0% 6.7% 36.4% 20.7% 19.0%
Disagree Count 1 1 1 3 2 8
% within Res_Grop 5.3% 4.8% 3.3% 13.6% 6.9% 6.6%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

Table 15 shows that 19.0% strongly agreed and
55.4% agreed that the information provided by Islamic
banks in their annual reports is understandable. On the
other hand, 19.0% responded neutrally and 6.6% of
them disagreed in this point.

In order to test whether there are significant
differences among the opinion of the respondents, we

(Us)

conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 8: There is no significance difference among the
opinions of the respondents regarding understandability
of the information of Islamic banks.



We obtained value of x2 is 20.414 at .060 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the understandability of the
information provided by Islamic banks in Bangladesh.

o) QOpinion of the Respondents regarding Relevancy of
the Information of the Islamic Banks
The respondents were asked regarding rele-
vancy of the information of the Islamic banks. The
results of the responses of the respondents regarding
relevancy of the information provided by Islamic banks
in their annual reports are stated in Table 16:

Table 16 : Showing opinion of the respondents regarding relevancy of the information
of the Islamic banks

Relevancy of Respondent Group
Information PA | AP. [ BE | sB | Lv. | 'od
Strongly Agree |Count 1 7 10 1 4 23
% within Res_Grop 5.3% 33.3% 33.3% 4.5% 13.8% 19.0%
Agree Count 14 8 18 14 19 73
% within Res_Grop 73.7% 38.1% 60.0% 63.6% 65.5% 60.3%
Neutral Count 4 5 2 6 5 22
% within Res_Grop 21.1% 23.8% 6.7% 27.3% 17.2% 18.2%
Disagree Count 0 1 0 1 1 3
% within Res Grop .0% 4.8% .0% 4.5% 3.4% 2.5%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

From the Table 16, we observe that 2.5% of the
respondents disagreed and 18.2% responded neutrally
in case of relevancy of the information of the Islamic
banks in Bangladesh but 60.3% of them agreed and
19.0% strongly agreed in this case.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 9: There is no significance difference among the
opinions of the respondents regarding relevancy of the
Information of Islamic banks.

We obtained value of 2 is 18.481 at .102 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the relevancy of the information
provided by Islamic banks.

p) Qpinion of the Respondents regarding Predictive
Value of the Information of the Islamic Banks
The results of the opinion of the respondents
regarding predictive value of the information provided by
Islamic banks in their annual reports are tabulated in
Table 17:

Table 17 : Showing opinion of the respondents regarding predictive value of the information
of the Islamic banks

Predictive Respondent Group
Value PA| AP. | BE | s.B | ILv. | %
Strongly Agree  |Count 1 2 6 2 3 14
% within Res_Grop 5.3% 9.5% 20.0% 9.1% 10.3% 11.6%
Agree Count 7 13 19 6 15 60
% within Res_Grop 36.8% 61.9% 63.3% 27.3% 51.7% 49.6%
Neutral Count 9 5 2 10 9 35
% within Res_Grop 47.4% 23.8% 6.7% 45.5% 31.0% 28.9%
Disagree Count 2 1 3 4 2 12
% within Res_Grop 10.5% 4.8% 10.0% 18.2% 6.9% 9.9%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% 100.0% 100.0% 100.0% | 100.0%
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Table 17 shows that 11.6% of the respondents
under study agreed strongly and 49.6% agreed that the
information of the annual reports of the Islamic banks
has predictive value. On the other hand, 28.9% of them
opined neutral and 9.9% of them disagreed in this
regard.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 10 . There is no significance difference armong the
opinions of the respondents regarding predictive value

of the information of Islamic banks.

We obtained value of x2 is 19.408 at .079 level
of significance using SPSS software and therefore the

null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the predictive value of the
information provided by Islamic banks in Bangladesh.

q) Qpinion of the Respondents regarding Feedback
Value of the Information of the Islamic Banks

The respondents were asked regarding
feedback value of the information of the Islamic banks.
The results of the responses of the respondents
regarding feedback value of the information provided by
Islamic banks in their annual reports are tabulated in
Table 18:

Table 18 : Showing opinion of the respondents regarding feedback value of the information
of the Islamic banks

Feedback Respondent Group
Value P. A A P. B. E. S.B. I.V. Total
Strongly Agree |Count 0 0 3 2 2 7
% within Res_Grop 0% 0% 10.0% 9.1% 6.9% 5.8%
Agree Count 9 14 21 9 16 69
% within Res_Grop 47.4% 66.7% 70.0% 40.9% 55.2% 57.0%
Neutral Count 7 5 6 9 9 36
% within Res_Grop 36.8% 23.8% 20.0% 40.9% 31.0% 29.8%
Disagree Count 3 2 0 2 2 9
% within Res_Grop 15.8% 9.5% .0% 9.1% 6.9% 7.4%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

From the above table, it can be observed that
7.4% of the respondents under study disagreed and
29.8% opined neutral position regarding feedback value
of the information provided in annual reports of the
Islamic banks but 5.8% of them strongly agreed and
57.0% merely agreed in this point.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 11 : There is no significance difference among the
opinions of the respondents regarding feedback value
of the information of Islarmic banks.

We obtained value of x2 is 12.965 at .372 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the feedback value of the
information provided by Islamic banks in Bangladesh.

(Us)

r)  Opinion of the Respondents regarding Timeliness of
the Information of the Islamic Banks
The results of the opinion of the respondents
regarding timeliness of the information provided by
Islamic banks in their annual reports are presented in
Table 19:



Table 19 : Showing opinion of the respondents regarding timeliness of the information
of Islamic banks
Timeliness of Respondent Group
Information P.A A P. B.E. S.B. V. Total
Strongly Agree |Count 4 11 17 4 9 45
% within Res Grop | 21.1% | 52.4% | 56.7% | 182% | 31.0% | 37.2%
Agree Count 13 9 13 16 15 66
% within Res Grop | 68.4% | 42.9% 433% | 727% | 51.7% | 54.5%
Neutral Count 1 0 0 2 3 6
% within Res Grop | 5.3% 0% 0% 9.1% 10.3% | 5.0%
Disagree Count 1 1 0 0 2 4
% within Res Grop | 5.3% 4.8% 0% 0% 6.9% 3.3%
Total Count 19 21 30 22 29 121

Table 19 reveals that 37.2% of the respondents
strongly and 54.5% merely opined that Islamic banks
provide information timely but only 8.3% of them either
neutral or disagree in this case.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 12 : There is no significance difference among the
opinions of the respondents regarding timeliness of the
information of Islamic banks.

Using SPSS software the obtained value of x2 is
19.582 at .075 level of significance and therefore the null

hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding timeliness of the information
provided by Islamic banks.

s) Opinion of the Respondents regarding Reliability of
the Information of the Islamic Banks

The respondents were asked regarding relia-

bility of the information of the Islamic banks. The results

of the responses of the respondents regarding reliability

of the information provided by Islamic banks in their
annual reports are tabulated in Table 20:

Table 20 : Showing opinion of the respondents regarding reliability of the information
of the Islamic banks

Reliability of Respondent Group
Information PA | AP. | BE | sB | Lv. | 'od
Strongly Agree Count 3 7 16 4 5 35
% within Res_Grop 15.8% 33.3% 53.3% 18.2% 17.2% 28.9%
Agree Count 9 11 11 12 18 61
% within Res_Grop 47.4% 52.4% 36.7% 54.5% 62.1% 50.4%
Neutral Count 6 2 2 4 3 17
% within Res_Grop 31.6% 9.5% 6.7% 18.2% 10.3% 14.0%
Disagree Count 1 1 1 2 3 8
% within Res_Grop 5.3% 4.8% 3.3% 9.1% 10.3% 6.6%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

From the above table, it can be observed that
20.6% of the respondents either neutral or disagreed in
case of giving opinion regarding the reliability of the
information provided by Islamic banks but 28.9%
strongly agreed and 50.4% of them merely agreed in
this point.

In order to test whether there are significant
differences among the opinion of the respondents, we

conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 13 . There is no significance difference among the
opinions of the respondents regarding reliability of the
information of Islamic banks.
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Using SPSS software the obtained value of x2 is
19.372 at .080 level of significance and therefore the null
hypothesis is accepted which means that there is no
significant differences among the opinion of the respon-
dents regarding reliability of the information provided by
Islamic banks in Bangladesh.

1) Opinion of the Respondents regarding Verifiability of
the Information of the Islamic Banks
The respondents were asked regarding the
verifiability of the information provided by the Islamic
banks. The results of the opinion of the respondents in
this regard are presented in Table 21:

Table 27 : Showing opinion of the respondents regarding verifiability of the information
of the Islamic banks

Verifiability of Respondent Group
Information PPA. | AP. | BEE | S.B LV. | Total
Strongly Agree |Count 1 4 11 1 5 22
% within Res_Grop 5.3% 19.0% 36.7% 4.5% 17.2% 18.2%
Agree Count 11 13 16 12 14 66
% within Res_Grop 57.9% 61.9% 53.3% 54.5% 48.3% 54.5%
Neutral Count 5 2 1 5 7 20
% within Res_Grop 26.3% 9.5% 3.3% 22.7% 241% 16.5%
Disagree Count 2 2 2 4 3 13
% within Res Grop 10.5% 9.5% 6.7% 18.2% 10.3% 10.7%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Table 21 shows that 18.2% of the respondents
strongly agreed and 54.5% agreed that the information
provided by Islamic banks in their annual reports is
verifiable but 16.5% of them are neutral and 10.7% of
them disagreed in this case.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 14 . There /s no significance difference among the
opinions of the respondents regarding verifiability of the
information of Islamic banks.

Using SPSS software the obtained value of x2 is
18.163 at .111 level of significance and therefore the null

hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding verifiability of the information
provided by Islamic banks in Bangladesh.

u) QOpinion of the Respondents regarding Faithfulness
of the Information of the Islamic Banks
The respondents were asked regarding
faithfulness of the information of the Islamic banks. The
results of the responses of the respondents regarding
faithfulness of the information provided by Islamic banks
in their annual reports are tabulated in Table 22:

Table 22 - Showing opinion of the respondents regarding faithfulness of the information
of the Islamic banks

Faithfulness of Respondent Group
Information PA | AP. | BE | sB | Lv. | Mo
Strongly Agree |Count 2 7 13 3 5 30
% within Res_Grop 10.5% 33.3% 43.3% 13.6% 17.2% 24.8%
Agree Count 10 12 16 13 17 68
% within Res_Grop 52.6% 57.1% 53.3% 59.1% 58.6% 56.2%
Neutral Count 6 1 1 4 5 17
% within Res Grop 31.6% 4.8% 3.3% 18.2% 17.2% 14.0%
Disagree Count 1 1 0 2 2 6
% within Res_Grop 5.3% 4.8% 0% 9.1% 6.9% 5.0%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

(Us)



From the Table 22, it is seen that 24.8% of the
respondents strongly agreed and 56.2% simply agreed
that the information of Islamic banks is faithful. But 20%
of the respondents opined either neutral or disagree in
case of faithfulness of the information.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted 2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 15 : There is no significance difference among the
opinions of the respondents regarding faithiulness of the
information of Islamic banks.

We obtained value of x2 is 19.106 at .086 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the faithfulness of the
information provided by Islamic banks in Bangladesh.

v)  Opinion of the Respondents regarding Neutrality of
the Information of the Islamic Banks
The results of the opinion of the respondents
regarding neutrality of the information provided by
Islamic banks in their annual reports are stated in Table
23:

Table 23 :Showing opinion of the respondents regarding neutrality of the information
of the Islamic banks

Neutrality of Respondent Group
Information PA | AP. | BE | 5B | Lv. | 'o@
Strongly Agree  |Count 2 5 11 1 2 21
% within Res_Grop 10.5% 23.8% 36.7% 4.5% 6.9% 17.4%
Agree Count 10 8 15 12 17 62
% within Res_Grop 52.6% 38.1% 50.0% 54.5% 58.6% 51.2%
Neutral Count 5 7 2 6 7 27
% within Res_Grop 26.3% 33.3% 6.7% 27.3% 241% 22.3%
Disagree Count 2 1 2 3 3 11
% within Res_Grop 10.5% 4.8% 6.7% 13.6% 10.3% 9.1%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Table 23 reveals that out of the respondents
under study 17.4% strongly agreed and 51.2% merely
agreed that the information of the Islamic banks is
neutral but 22.3% of them opined neutral and 9.1%
disagreed in this regard.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 16 : There is no significance difference among the
opinions of the respondents regarding neutrality of the
information of Islamic banks.

We obtained value of x2 is 18.525 at .101 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the neutrality of the information
provided by Islamic banks.

w) Opinion  of the  Respondents  regarding
Comparability of the Information of the Isiamic
Banks

The respondents were asked regarding
comparability of the information of the Islamic banks.

The results of the responses of the respondents

regarding comparability of the information provided by

Islamic banks in their annual reports are tabulated in
Table 24:
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Table 24 : Showing opinion of the respondents regarding comparability of the information
of the Islamic banks

Comparability of Respondent Group
Information PA | AP. | BE | sB | Lv. | @
Strongly Agree Count 1 3 10 1 3 18
% within Res_Grop 5.3% 14.3% 33.3% 4.5% 10.3% 14.9%
Agree Count 15 13 16 13 19 76
% within Res_Grop 78.9% 61.9% 53.3% 59.1% 65.5% 62.8%
Neutral Count 2 4 3 8 7 24
% within Res_Grop 10.5% 19.0% 10.0% 36.4% 24.1% 19.8%
Disagree Count 1 1 1 0 0 3
% within Res_Grop 5.3% 4.8% 3.3% .0% 0% 2.5%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

From the Table 24, it can be observed that 2.5%
of the respondents thought negatively and 19.8%
opined their neutral position regarding comparability of
the information of the Islamic banks but 14.9% shows
their strong positive position and 62.8% shows simple
positive stance in this point.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 17 : There is no significance difference among the
opinions of the respondents regarding comparability of
the information of Islamic banks.

Using SPSS software the obtained value of 2 is
19.324 at .081 level of significance and therefore the null
hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding comparability of the information
provided by Islamic banks in Bangladesh.

x)  Qpinion of the Respondents regarding Consistency
of the Information of the Islamic Banks
The results of the opinion of the respondents
regarding consistency of the information provided by
Islamic banks in their annual reports are presented in
Table 25:

Table 25 : Showing opinion of the respondents regarding consistency of the information
of the Islamic banks

Consistency of Respondent Group
Information PA | AP. | BE | 5B | Lv. | o
Strongly Agree  |Count 1 5 9 1 3 19
% within Res_Grop 5.3% 23.8% 30.0% 4.5% 10.3% 15.7%
Agree Count 13 13 19 15 16 76
% within Res_Grop 68.4% 61.9% 63.3% 68.2% 55.2% 62.8%
Neutral Count 3 1 2 5 7 18
% within Res_Grop 15.8% 4.8% 6.7% 22.7% 24.1% 14.9%
Disagree Count 2 2 0 1 3 8
% within Res_Grop 10.5% 9.5% .0% 4.5% 10.3% 6.6%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% | 100.0%

It can be observed from the Table 25 that 15.7%
of the respondents strongly agreed and 62.8% of them
merely agreed that Islamic banks provide consistence
information in their annual reports but 6.6% of them
disagreed and 14.9% opined neutral in this case.

© 2013 Global Journals Inc. (US)

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted 2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:



H, 18 . There is no significance difference among the
opinions of the respondents regarding consistency of
the information of Islamic banks.

Using SPSS software the obtained value of x2 is
17.691 at .125 level of significance and therefore the null
hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding consistency of the information
provided by Islamic banks.

) Opinion of the Respondents regarding Effectiveness
of Accounting Information Systems of the Islamic
Banks

The respondents were asked regarding
effectiveness of accounting information systems of the

Islamic banks. The results of the responses of the

respondents in this regard are presented in Table 26:

Table 26 : Showing opinion of the respondents regarding effectiveness of accounting information
systems of the Islamic banks

Effectiveness of Accounting Information Respondent Group
Systems P.A | AP. | BE | 5B | Lv. | %@
Strongly Agree Count 1 4 9 1 5 20
% within Res_Grop 5.3% 19.0% 30.0% 4.5% 17.2% 16.5%
Agree Count 11 11 14 15 13 64
% within Res_Grop 57.9% 52.4% 46.7% 68.2% 44.8% 52.9%
Neutral Count 6 4 7 5 11 33
% within Res_Grop 31.6% 19.0% 23.3% 22.7% 37.9% 27.3%
Disagree Count 1 2 0 1 0 4
% within Res_Grop 5.3% 9.5% .0% 4.5% .0% 3.3%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% 100.0% 100.0%

Table 26 shows that 27.3% of the respondents
surveyed opined neutral and 3.3% of them disagreed
regarding the effectiveness of accounting information
systems of the Islamic banks. On the other hand 52.9%
of them simply and 16.5% strongly agreed in this regard.

To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 19 : There is no significance difference among the
opinions of the respondents regarding effectiveness of
the accounting information systems of Islamic banks.

We obtained value of x2 is 15.318 at .225 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding the effectiveness of accounting
information systems of the Islamic banks in Bangladesh.

z)  Opinion of the Respondents regarding Compliance
of Rules regarding Appointment of Auditors of the
Islamic Banks

Quality of information also depends on the
quality of audit firms and compliance of rules regarding
their appointment. The respondents were asked
regarding compliance of rules regarding appointment of
auditors of the Islamic banks. The results of the

responses of the respondents
tabulated in Table 27:

in this regard are
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Table 27 : Showing opinion of the respondents regarding appointment of auditors
of the Islamic banks

Appointment of Respondent Group
Auditors P.A | AP. | BE | sB | Lv. | To@
Strongly Agree Count 3 9 13 8 4 37
% within Res_Grop 15.8% 42.9% 43.3% 36.4% 13.8% 30.6%
Agree Count 13 11 16 13 24 77
% within Res_Grop 68.4% 52.4% 53.3% 59.1% 82.8% 63.6%
Neutral Count 1 1 1 1 1 5
% within Res_Grop 5.3% 4.8% 3.3% 4.5% 3.4% 4.1%
Disagree Count 2 0 0 0 0 2
% within Res_Grop 10.5% .0% 0% .0% 0% 1.7%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

On the basis of the Table 27, it can be said that
30.6% of the respondents strongly agreed and 63.6% of
them merely agreed that regarding compliance of all
rules and regulations of appointment of auditors by the
Islamic banks. But 5.8% of them opined either neutral or
disagree in this point.

In order to test whether there are significant
differences among the opinion of the respondents, we
conducted x2 test using SPSS software. Accordingly we
develop a null hypothesis as follows:

H, 20 . There is no significance difference among the
opinions of the respondents regarding appointment of
auaditors of Islamic banks.

We obtained value of 2 is 20.532 at .058 level
of significance using SPSS software and therefore the

null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding compliance of all rules and
regulations of appointment of auditors by the Islamic
banks.
aa) Opinion of the Respondents regarding Quality of
Audit of the Islarmic Banks

Quality audit is expected to produce quality
information. The respondents were asked regarding
quality of audit of the Islamic banks. The results of the
responses of the respondents in this regard are
presented in Table 28:

Table 28 : Showing opinion of the respondents regarding quality of audit
of the Islamic banks

. . Respondent Group
Quality of Audit PA | AP. | BE | SB | Lv. | %
Strongly Agree |Count 2 10 9 2 3 26
% within Res_Grop 10.5% 47.6% 30.0% 9.1% 10.3% 21.5%
Agree Count 13 10 19 18 22 82
% within Res_Grop 68.4% 47.6% 63.3% 81.8% 75.9% 67.8%
Neutral Count 2 1 1 1 3 8
% within Res_Grop 10.5% 4.8% 3.3% 4.5% 10.3% 6.6%
Disagree Count 2 0 1 1 1 5
% within Res_Grop 10.5% 0% 3.3% 4.5% 3.4% 41%
Total Count 19 21 30 22 29 121
% within Res_Grop 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

From the Table 28, it can be observed that
21.5% of the respondents agreed strongly and 67.8% of
them simply agreed regarding quality audit of the

(Us)

financial reports of the Islamic banks but 10.7% of them
opined differently in this regard.



To test whether there are significant differences
among the opinion of the respondents, we conducted x2
test using SPSS software. Accordingly we develop a null
hypothesis as follows:

H, 21: There is no significance difference among the
opinions of the respondents regarding quality audit of
the financial reports of Islamic banks.

We obtained value of x2 is 18.890 at .091 level
of significance using SPSS software and therefore the
null hypothesis is accepted which means that there is no
significant differences among the opinion of the
respondents regarding quality audit of the financial
reports of the Islamic banks in Bangladesh.

VII.  FINDINGS OF THE STUDY

On the basis of the analysis of the perceptions
of the respondents, the findings of the study may be
stated as below:

a) Most of the respondents think that there is no
difference in comparative reliability of the
information provided by Islamic banks and con-
ventional banks but few professional accountants
and stock brokers think that the information
provided by conventional banks are more reliable
than that of Islamic banks.

b) Maximum respondents thought that in maintaining
quality of disclosure, Islamic banks in Bangladesh
could maintain high quality in case of timeliness,
faithfulness, usefulness, relevance and reliability of
information.

¢) In maintaining quality of disclosure, Islamic banks in
Bangladesh could maintain moderate quality in
case of consistency, comparability, effectiveness,
understandability and verifiability of information.

d) Maximum respondents thought that Islamic banks in
Bangladesh could not maintain high quality of
information in case of predictive value, feedback
value, adequacy, neutrality and effectiveness of
accounting information system.

e) lIslamic banks highly comply BAS, BFRS, Com-
panies Act, banking Companies Act, SEC rules, etc.
in preparing books of accounts and also comply
rules of appointment of auditors and quality of audit
in case of reporting of the information to its
stakeholders. But the opinion of the respondents is
not satisfactory and indifferent regarding complying
AAQIFI financial accounting standards.

f)  The highest number of the respondents uses
Islamic banking reports to decide buying, holding or
selling shares personally followed by making
decisions on behalf of clients or employer and
reading and academic interest. More specifically,
maximum professional accountants use Islamic
banking reports for making decisions on behalf of
clients or employer; maximum accounting profe-
ssors use for reading and academic interest;

maximum stock brokers use for advising their
clients and almost all investors use for making
decision to decide buying, holding or selling shares
personally.

g) Maximum of the respondents mostly read ratios and
future projections part of Islamic banking reports
followed by income statement and balance sheet for
making decision. Specifically, maximum profe-
ssional accountants emphasize on notes to the
accounts and maximum accounting professors read
balance sheet but maximum bank executives, stock
brokers and investors emphasized on ratios and
future projections.

VIII. CONCLUSION

Quality of disclosure is a must to make accurate
decision by the users of the accounting information. As
per the present study, the quality of Islamic banking
disclosure process and accounting information may be
said to be satisfactory. As the quality has no highest
limit and as there are some lack of quality in few cases,
Islamic banks should try to improve the quality in those
areas.
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Value Relevance of Reported Earnings under
Conservative Accounting Versus under Mark to
Market Accounting

Guo Ying Luo

Absiract - This paper compares the value relevance of
earnings under two different accounting methods (namely,
conservative accounting and mark to market accounting) in a
competitive security market. It proves that the reported
earnings are value relevant under both types of accounting
methods. Furthermore, if the proportion of earnings fixated
traders lies in the upper range of the interval [0,1], the reported
earnings under conservative accounting are more value
relevant than the ones under mark to market. Otherwise, the
reported earnings under mark to market are more value
relevant than the ones under conservative accounting.

l. [NTRODUCTION

he value relevance of earnings is referred to the
Tassociation between earnings and security market

values. This association was explored as early as
in 1968 by Ball and Brown (1968), who examine the
usefulness of accounting income numbers to investors.
In the past two decades, a large number of empirical
articles examine this association in different contexts.
For example, Alford et al. (1993) find empirical evidence
that this association between earnings and stock returns
is stronger in countries where capital is traditionally
raised in capital markets and there are weaker links
between financial and tax reporting. Chan and Seow
(1996) examine this association under foreign GAAP
versus U.S. GAAP. They find a stronger association
using foreign GAAP earnings than using earings
adjusted to U.S. GAAP. Ali and Hwang (1999) examine
the relationship between value relevance and country
specific factors related to financial reporting. They find
that the value relevance of financial reports is lower for
countries where the financial systems are bank-oriented
rather than market-oriented.

Recently, in the literature, a group of articles
focuses on examining the value relevance of accounting
information under mark to market accounting. Barlev
and Haddad (2003) advocate that historical cost
accounting hides the real financial position and the fair
value accounting is more value relevant than historical
cost accounting. Ahmed and Takeda (1995) supports
fair value accounting in their examination of the relation
between unrealized or realized gain/losses and bank
returns in normal period. Beatty et al. (1996) also find
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empirical evidence supporting fair value accounting in
analyzing the bank share prices around the adoption of
SFAS 115. Petroni and Wahlen (1995) argue that
property-liability share prices can be explained by fair
value of equity investments and U.S. Treasury
investments, even after controlling for historical costs.
Venkatachalam (1996) shows that the fair value
estimates for derivative help explain cross-sectional
variation in bank share prices and that the fair values
have incremental explanatory power over and above
notional amounts of derivatives. Gebhardt et al. (2004)
find strong evidence in favor of fair value accounting
within the German banking sector, although there are
additional problems to overcome when extending fair
value measurements to more classes of financial assets
and liabilities.

Another group of articles in the literature
examines the value relevance of accounting information
under  conservative  accounting. For  example,
Kousenidis, Ladas and Negakis (2010) examine how
conservatism affects value relevance of earnings. They
use the data in Greece from the period 1989 to 2003.
Their empirical evidence suggests that conservatism
helps earnings to exhibit sufficient information content
for security prices through alleviating measurement
errors in earnings. Brown et al. (2006) find evidence in
their international study among 20 countries that
conservatism is associated with a higher level of value
relevance in countries with high accrual intensity.
However, the empirical results of Balachandran and
Mohanram (2005) indicate that accounting conservatism
is not related with the value relevance of accounting
information. In their study on whether conservatism has
caused the value relevance of accounting information to
decline, the data over a twenty-five year period from
1978-2002 is used. They find that the value relevance of
accounting information has declined only for firms with
the least conservative accounting and changed
insignificantly for firms with the most conservative
accounting. Hellman (2008) in his study of how the
conservatism principle is applied in Europe under IFRS,
reports that the mixing of consistent and temporary
conservatism practice can reduce the value relevance of
earnings information.

So far, in the literature, the empirical evidence
has not suggested a consensus on which accounting
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standard provide more value relevant accounting
information. This paper takes an analytical approach to
formally  investigate  whether  earnings  under
conservative accounting is more value relevant than the
ones under mark to market accounting.

Specifically, this paper sets up a one-period
model of a competitive security market with one risk-free
asset and one risky asset. The payoff of the risky asset
is normally distributed. Rational traders have correct
prior knowledge about the normal distribution of the
risky asset’s payoff. Earnings fixated traders; on the
other hand, underestimate the mean and variance of the
asset’'s payoff under historical cost accounting. The
reason for this is as follows. Due to the nature of U.S.
accounting standards being conservative, accounting
earnings numbers do not incorporate the expected
future profits from the positive net present value projects
until they are realized while the expected future losses
from the negative net present value projects are
incorporated in the current accounting earnings
numbers. The failure of the historical cost recognition
rules to recognize the expected future profits of positive
net present value projects in current accounting
earnings implies that accounting earnings numbers
underestimate the mean and variance of the asset’s
payoff (economic earnings). This means that earnings
fixated traders who are fixated on accounting earnings
would underestimate the mean and variance of the
asset’s payoff.

Under an alternative accounting of mark to
market, earnings fixated traders are indistinguishable
from rational traders. Also, with mark to market, the
payoff of the assets is the same as the accounting
earnings number generated under mark to market
accounting.

Before any trade takes place, an informational
signal about the risky asset’'s payoff is released to the
market. Based on the informational signal received,
rational and earnings fixated traders both rationally
update their estimates of the mean and variance of the
asset’s payoff given their prior knowledge. The utilities of
both rational and earnings fixated traders are
exponential function of their wealth. In this competitive
market, both types of traders behave as price takers.
They trade against each other or against noise traders
whose demand is completely random. The demand for
risky asset of both rational and earnings fixated traders
is generated from the maximization of their utilities.

Note that the notion of earnings fixated traders
is originated from the Functional Fixation Hypothesis in
the financial markets. This hypothesis claims that
investors who are unfamiliar with different accounting
methods of generating accounting output rely on
reported accounting numbers for their investment
strategies without paying attention to the procedures
used in producing these numbers. There are some

(Us)

empirical evidence showing the existence of such
fixated traders. For example, Bradshaw et al. (2001),
Khurana et al. (2003) and Hermann et al. (2007) show
that analysts do not pay enough attention to the
differential persistence of earnings components and
they tend to focus on total earnings. Brown et al. (2000)
present evidence that neither analysts nor investors
make proper use of note disclosure in financial reports.

This paper proves that the reported earnings
are value relevant under both conservative accounting
and mark to market accounting. Furthermore, if the
proportion of earnings fixated traders lies in the upper
range of the interval [0, 1], the reported earnings under
conservative accounting are more value relevant than
the ones under mark to market. Otherwise, the reported
earnings under mark to market are more value relevant
than the ones under conservative accounting.

The remainder of the paper consists of three
sections. The next section presents the model. The
results are discussed in Section three. Section four
concludes the paper.

[I. THE MODEL

This section constructs a one-period model of a
competitive asset market. There is one risk-free asset
and one risky asset. The payoff for the risk-free asset is
one and the payoff for the risky asset (denoted as @) is
normally distributed with the mean of g and variance of
03. There are three types of traders: earnings fixated
traders, rational traders and noise traders.

Earnings fixated traders are functionally fixated
on accounting earnings and they view the accounting
earnings numbers as the asset's payoff (economic
earmnings). Since conservatism in accounting requires
more verifiability for the recognition of gains than for the
recognition of losses, the accounting earnings numbers
do not incorporate the expected future profits from the
positive net present value projects until they are realized
while the expected future losses from the negative net
present value projects are incorporated in the current
accounting earnings numbers. The failure of the
historical cost recognition rules to recognize the
expected future profits of positive net present value
projects in current accounting earnings implies that
accounting earnings numbers underestimate the mean
and variance of the asset’s payoff (economic earnings).
Denote earnings fixated traders’ prior belief about the
mean and variance of the risky asset’s payoff as 6, and
0?2, respectively, where 0, < @ and 02 < o2, Rational
traders have correctly estimated the mean and variance
of the asset’s payoff.

An informational signal about the risky asset’s
payoff is released to the market before any trade takes
place. The informational signal (denoted as ) is
modeled according to S = 0 + e where € is normally



distributed with the mean of zero and variance of & z
The random variables 6 and € are independent.

Based on the informational signal received,
rational traders update their prior beliefs about the
asset’s payoff according to

E (0|1S)=0+mn,(S-0), (1)
and o
0

02 + o2

Var, (01S) =05 — =007, ()

respectively, where tge subscript 7 indicates rational

traders and 1), = 02‘1902 The derivations of equation (1)
and (2) are presented in the appendix. Similarly, given
their prior beliefs about the mean and variance of the
asset’s payoff, earnings fixated traders rationally update
their conditional mean and variance about the asset’s

payoff according to

E.(01S)=6c+n.(S—06.), (3)
and o
Varc(9|5)zag—m:m S

respectively, where the sut%script ¢ indicates earnings

fixated traders and Uc:é}_g- Note that 7lc < 7 (due
to O'z < 03 ). The derivations of equations (3) and (4)
presented in the appendix.

The utility functions of both rational and
earnings fixated traders are exponential functions of
their wealth. Their initial wealth for both rational and
earnings fixated traders are assumed to be w. Since the
asset market is assumed to be perfectly competitive,
rational and earnings fixated traders both behave as
price takers. In other words, they take the risky asset
price as given. Denote trader 7's demand for the risky
asset as X;, where i = r,c. Trader i's wealth at the
end of the period is the summation of their initial wealth
and profits from trading the risky asset in the period.
That is, w; = w+ X;(0—p), where D is the asset price.
Trader i's demand for the risky asset is generated from

the maximization of U(w;) = —e~ ", where a > 0
and a is the coefficient of absolute risk aversion. With
normality assumption, the demand for the risky asset for
trader ¢ (i = r, ¢) that maximizes his or her exponential
utility function is obtained from solving the following

optimization problem:

a
II%XEZ'(IUZ' |S) — §Vari(wi |S), (5)

Substituting equations (1) through (4) into the
optimization problem (5), the demand for the risky asset
for trader 7 (where ¢ = r, ¢) is solved as,

Bt (S—0) —p
an,;o?

s.t. w; =

X, = , 6)
Where 6, = 6.

Noise traders’ demand for the risky asset is
modeled to be normally distributed with the mean of
zero and variance of O'i.

The supply of the risky asset is assumed to be
zero. The risky asset price in this competitive market is
determined by the market clearing condition below:

fXce+ (1 - )X, +2=0, (7)

Where f denotes the proportion of earnings
fixated traders in the population of rational and earnings
fixated traders.

[11.  THE RESuLT

This section compares the value relevance of
the reported earnings under conservative accounting
and market to market accounting. It proves that the
reported earnings are value relevant under both types of
accounting methods. In addition, it also proves that the
reported earnings under one of the accounting methods
can be more value relevant than the ones under the
other accounting method provided that the right model
parameter value restrictions are imposed. Substituting
equation (6) into (7), the asset price is solved as the
following:

. f1.(0 = 0c +0cn, — On,)  nen (S + axo?)
— 91_ ) — T C T c'lr € (8)
b ( /'7) nc_fnc+fnr nc_fnc_'—fnr
nc_fnc+f77r

Taking a derivative of equation (8) with respect
to yc yields the following:

@_ fnr(l_nc)

- — . (10)
db. n.— fn.+ fn,

Note from equation (10) a positive association
between earnings under conservative accounting and
the asset price dueto e < 1.

Under an alternative accounting of mark to
market, earnings fixated traders become indistinguis-
able to rational traders. In other words, §,= @, .=,
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and f = 0. Hence, using equation (8), the asset price
(denoted as p/) is solved as

(11)

Taking a derivative of equation with respect to
earnings under mark to market accounting results in the
following:

P =0(1—n,)+n,(S+ azxc?).

Note from equations (10) and (12), %’; > % ifl1>f>

This means that if the proportion of earnings
fixated traders lies in the upper range of the interval [0,
1], the reported earnings under conservative accounting
are more value relevant than the ones under mark to
market. Otherwise, the reported earnings under mark to
market are more value relevant than the ones under
conservative accounting.

[V. CONCLUDING REMARKS

This paper compares the value relevance of
earnings under two different accounting methods
(namely, conservative accounting and mark to market
accounting) in a competitive security market. The
earnings information under conservative accounting is
transmitted into the market through the trading of
earnings fixated traders. The results of the model

suggests that under certain model parameter
* * * CO’U X*,Y* *
E(X*|Y* =Y) = EX* 4 L0 (Y — EY™)

(See Hoel, p.200).

Derivation of equation (1) and (2): Notice that S=0+¢,
where ¢ is normally distributed with mean § and
standard deviation of 0g and € is also normally

distributed with mean zero and standard deviation of
O¢, furthermore, § and € are independent. Hence, the

Cov,(6,5) = E, [(0 —0)(S —S)] = E.(65)—

With the results (a), (b) and (c), equations (1) and (2)
follows from Theorem 1.

Derivation of equation (3) and (4): Notice that S'=10
+ €, where 0 is estimated by conservatism traders as
normally distributed with mean 6, and standard
deviation of o.; and € is also normally distributed with

Cov(0,S) = E,[(0—0.)(S —8)] = E.(08) —

With the results (a), (b) and (c), equations (1)
and (2) follows from Theorem 1.
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A Comparative Analysis and Implementation of
Activity Based Costing (ABC) and Traditional
Cost Accounting (TCA) Methods in an
Automobile Parts Manufacturing Company:
A Case Study

Nitin Kumar “ & Dalgobind Mahto°

Abstract - Activity based costing (ABC) is a method for
determining true costs; which has become an important
aspect of manufacturing/service organizations and can be
defined as a methodology that measures the cost and
performance of activities, resources and cost objects. It can
be considered as an alternative method to traditional cost
accounting systems. In this paper we have shown a
comparative analysis of application of ABC method with
traditional cost accounting (TCA) method in an automobile
parts manufacturing company; which would like to increase
the sales due to increased demand. For this reason the
company needs to know the true cost of the parts prior to
deciding as which item is to be produced more. In this case
study the results are obtained between the two cost
accounting methods by comparing TCA margin % and ABC
margin % and these results are used to identify the low-priced
and over-priced parts of the company.

Keywords : activity based costing, cost drivers, traditional
cost accounting.

I. [NTRODUCTION

n recent years, companies have reduced their

dependency on traditional accounting systems by

developing activity-based cost management systems.
Traditional costing systems have a tendency to assign
indirect costs based on something easy to identify (such
as direct labor hours). This method of assigning costs
can be very inaccurate because there is no actual
relationship between the cost pool and the cost driver.
This can make indirect costs allocation inaccurate.

Initially, managers viewed the ABC approach as
a more accurate way of calculating part costs. But ABC
has emerged as a tremendously useful guide to
management action that can translate directly into
higher profits. The Activity Based Costing (ABC) is
designed to assign costs to activities which enable more
accurate cost information.

ABC reveals the links between performing
particular activities and the demands those activities
make on the organization's resources, so it can give

Authors o o : Green Hills Engineering College, Solan, India.
E-mail : nksharma09@gmail.com

managers a clear picture of how parts, brands,
customers, facilities, regions, or distribution channels
both generate revenues and consume resources. The
profitability picture that emerges from the ABC analysis
helps managers focus their attention and energy on
improving activities.

a) Resources and Various Cost Drivers
An activity is a specific task or action of work
done. It can be a single action or an aggregation of
several actions. For example: moving inventory from
workstation ‘A’ to workstation ‘B’. B is an activity that
may require only one action. Production set-up is an
activity that may include several actions.
i. Activity Driver
The best single quantitative measure of the
frequency and intensity of the demand placed on an
activity by cost objects or other activity. It is used to
assign activity costs to cost objects or to other activities.
ii. Activity Work
This is performed by people, equipment,
technologies or facilities. Activities are usually described
by the ‘action-verb-adjective-noun’ grammar convention.
Activities may occur in a linked sequence and activity-to-
activity assignments may exist.
iii. Cost Object
Any part, service, customer, contract, project,
process or other work unit for which a separate cost
measurement is desired.

iv. Resource
A resource is an economic element needed or
consumed in performing activities. For example:
Salaries and supplies are resources needed or used in
performing manufacturing activities.

v. Resource Driver
The best single quantitative measure of the
frequency and intensity of the demand placed on a
resource by other resources, activities, or cost objects. It
is used to assign resource costs to activities, and cost
objects, or to other resources.
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Vi. Resources Economic
Elements that are applied or used in the
performance of activities or directly support cost object.
They include people, materials, supplies, equipment,
technologies and facilities.

b) Explanations to Resources and Various Cost Drivers

A cost driver is a factor that causes or relates to
a change in the cost of an activity. Because cost drivers
cause or relate to cost changes, measured or quantified
amounts of cost drivers are excellent bases for
assigning resource costs to activities and for assigning
the cost of activities to cost objects. A cost driver is
either a resource consumption cost driver or an activity
consumption cost driver.

A resource consumption cost driver is a
measure of the amount of resources consumed by an
activity. It is the cost driver for assigning a resource cost
consumed by or related to an activity to a particular
activity or cost pool. Examples of resource consumption

cost drivers are the number of items in a purchase or
sales order, changes in part design, size of factory
buildings, and machine hours.

An activity consumption cost driver measures
the amount of an activity performed for a cost object. It
is used to assign activity cost pool costs to cost objects.
Examples of activity consumption cost drivers are the
number of machine hours in the manufacturing of part X,
or the number of batches used to manufacture Part Y.

Value-added activity: Value-added activities
change the form, fit or function of a part or service.
These are things for which the customer is willing to pay.

Non-Value-added activity: Activities that do not
add value to the process are called non-value added
activities.  These activiies do not help create
conformance to the customer’s specifications, and are
something for which the customer would be unwilling to
pay for. The difference of value added activities and non
value added activities are tabulated in table 1.

Table 1 : Difference Between Value Added activity and Non Value Added Activity

Point Value Added activity Non Value Added Activity
1. Providing worth or merit to an activity as defined by No merit or worth to an activity as
the customer. defined by the customer.
2. Activities must be performed to meet customer’s The activity does not need to be done
wants and needs. to generate output.
3. Actions are value added if the customer cares, if It does not add value to the service or
something is physically changing for the best and part.
you do the step right the first time.
4. Value added activities essentially change the part or In essence it is something the
service and the customer is willing to pay for them. customer is not willing to pay for.
5. Providing worth or merit to an activity as defined by No merit or worth to an activity as
the customer. defined by the customer.

[I.  AIMS AND OBJECTIVES OF THE STUDY

With ABC, an organization can firmly estimate
the cost elements of entire parts and services. That may
help inform a company's decision to either. Identify and
eliminate those parts and services that are unprofitable
and lower the prices of those that are overpriced. Or
identify and eliminate production or service processes
that are ineffective and allocate processing concepts
that lead to the very same part at a better yield. In a
business organization, the ABC methodology assigns
an organization's resource costs through activities to the
parts and services provided to its customers. ABC is
generally used as a tool for understanding part and
customer cost and profitability based on the production
or performing processes. As such, ABC has predomin-
antly been used to support strategic decisions such as
pricing, outsourcing, identification and measurement of
process improvement initiatives.

Therefore, a study has been carried out to apply
this technique in order to derive maximum advantage in
a manufacturing setup. The basic intents are as follows:

(Us)

() To study the ABC technique in comparison with
traditional cost accounting method.

(i) To remove the distortions caused by traditional

costing systems in direct and indirect costing.

To determine the cost variables.

To develop a methodology for optimization of cost.
This work is in continuous to the previous paper

“Current Trends of Application of Activity Based Costing

(ABC): A Review” which is published in “Global Journal

of Management and Business Research” Vol. 13, Issue

3, Version 1.0, pp. 11-24, Year 2013.

I11. IMPLEMENTATION OF THE ABC

MEeTHOD: A CASE STUDY

ABC is an economic model that identifies the
cost pools or activity centers in an organization and
assigns costs to cost drivers based on the number of
each activity used. Since the cost drivers are related to
the activities, they occur on several levels:

(i) Unit level drivers which assume the increase of the
inputs for every unit that is being produced.



(i) Batch level drivers which assume the variation of the
inputs for every batch that is being produced.

(iiy Product level drivers which assume the necessity of
the inputs to support the production of each
different type of part.

(iv) Facility level drivers are the drivers which are related
to the facility’s manufacturing process. Users of the
ABC system will need to identify the activities which
generate cost and then match the activities to the
level bases used to assign costs to the parts.

While using the ABC system, the activities which
generate cost must be determined and then should be
matched to the level drivers used to assign costs to the
products.

The implementation of the ABC system has the
following steps:

Step 1) Identifying the activities such as machining,
inspection etc.
Step 2) Determining the activity costs

Step 3) Determining the cost drivers such as

machining hours, number of setups, labour

hours etc.

Step 4) Collecting the activity data

Step 5) Computing the product cost

In this case study we are comparing two types

of techniques of cost accounting by collecting and
analyzing the data of a company which is a pressed
component manufacturer. It produces three parts for
automobile industry. The Company now has an
opportunity to increase its sales due to increased
demand. So, it would like to know the true costs of these
parts prior to deciding as which item is to be produced
more. The calculations are in following steps:

1. Current prices, direct labour hour to produce each
of the items, their material costs, and annual
production quantities are as under and are shown in
Table 2.

Table 2 : Current prices of items and their direct labour hours

S.NO. Object Part A Part B Part C
1. Material cost (%) 400 250 300
2. Direct labour hours 5 3.7 4.5
3. Annual quantity 18,000 16,000 18,500
4. Selling Price/each (X) 1,200 850 1,150

2. The company has recorded following expenses last year on its General Ledger Statement and it is shown in
Table 3.
Table 3 : Expenses on general ledger statement
(@) Direct labour (%) 1,67,50,000.00
(b) Direct material (X) 24,58,000.00
(c) All other indirect expenses (X) Salaries & wages 35,43,650
Fringe benefits 9,48,328
Utilities 517,837
Income tax 1,58,121
Equipment rental 4,30,491
Postage 31,195
Depreciation 2,93,233
Property tax 74,868
Maintenance 1,18,541
Property insurance 56,151
Tools 93,585
Total 62,66,000

3. Calculation of Part Costs by Traditional Cost Accounting (TCA)

e Total labour hours required:

e Direct labour hour cost

=1,67,50,000/2,32,450

PartA 18,000 x 5 = 90,000 hrs =72.05%/hr

Part B. 16,000 x 3.7 = 59,200 hrs e Total indirect cost = 62,66,000%

Part C 18,500 x 45 = 83,250 hrs e Qver cost/labour hour = 62,66,000.00/2,32,450
Total labour hours = 2, 32,450 hrs = 26.95% /hr
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Table 4 : Part Cost Calculation

S.NO. Expenses Part A Part B Part C
1. Direct material (%) 400 250 300
> Direct labour () 360.25 266.59 324.23
' (72.05x5) (72.05%3.7) (72.05x4.5)
3 Overhead (X) 134.75 99.72 121.28
' (26.95%5) (26.95%3.7) (26.95x4.5)
4, Total cost (X) 895 616.31 745.51
5. Price (%) 1200 850 1150
6. Margin (%) 305 233.69 404.49
7. Margin % 25.41 27.50 35.18

TCA indicates that Part “C” has the best margin % i.e. 35.18%.
Part cost calculation and margin % of parts is shown in graphs in Fig. 1 and Fig. 2
respectively by TCA method.

Part cost calculation by TCA method
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m Selling Price 1200 850 1150

Figure 1 : Part cost calculation by TCA method
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Figure 2 : Margin % of part A, B and C respectively by TCA method
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4. "True Cost” calculation of parts by Activity Based Costing (ABC) . The three parts being evaluated are Part “A”,
Part “B” and Part “C”. Basic information about these parts is given in Table 5

Table 5 : Basic data of part A, B and C respectively

S.NO. Object Part A Part B Part C
1. Direct material 400 250 300
2. Direct labour hour 5 3.7 4.5
3. Annual quantity 18,000 16,000 18,500
4, Selling price (X) 1,200 each 850 each 1,150 each

5. After interviewing the staff of company, the following statistical information about the three parts was gathered;
some of the information was received from the Company’s records and is given in Table 6

Table 6 . Statistical information about the three parts

S.NO. Object Part A Part B Part C Total
1. Customer orders 1,800 2,000 2,500 63,00
2. Parts manufactured 18,000 16,000 18,500 52,500
3. Work orders 110 100 120 330
4, Set-ups 110 100 120 330
5. Machine hours/unit 5 3.7 45
6. Material cost/unit (%) 400 250 300
7. Labour hours/unit 5 3.7 45
8. Total labour hours 18,000 16,000 18,500
9. Selling price/part () 1,200 850 1,150

6. Activity determination : The staff questionnaire revealed that for indirect work the company has 25 employees
and they are in the following work groups as shown in Table 7

Table 7 : Activity Determination

S.NO. Activity No. of people % of Total
1. Processing orders 12 24%
2 Scheduling orders 10 20%
3. Die maintenance and storage 14 28%
4. Inspection 08 16%
5. Shipping (dispatch) orders 06 12%
6. Total 50 100%

7. Calculation of unit activity costs : Itis given in Table 8

Table 8 : Unit activity costs

S.NO. Activities Activity cost Activity driver Quantity Cost/unit (%)
1. Processing orders 15,03,840 No. of orders 6,300 238.70
2. Scheduling orders 12,583,200 No. of work orders 330 3,797.57
3. Set-up machines 17,54,480 No. of set-ups 330 5,316.60
4. Inspection lots 10,02,560 No. of lots 330 3,038.06
5. Shipping part 7,561,920 No. of shipments 6,300 119.35

Note :Activity Costs Calculation

Total indirect cost from general ledger X % activity
e.g., Processing orders = 62, 66,000 x 0.24
=15, 03,840
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8. Activity Cost Worksheet . It is given in Table 9
Table 9 : Activity cost worksheet

A COMPARATIVE ANALYSIS AND IMPLEMENTATION OF ACTIVITY BASED COSTING (ABC) AND TRADITIONAL COST

Part A Part B Part C
Total Cost Unit Total Unit Total Cost Unit
S.No.| Activity Cost (x) | Vol. ® Cost () Vol. Cost (%) | Cost () Vol. ® C(:)st
1 Processing 238.70 |1,800 4,29,660 23.87 2,000 | 4,77,400 | 29.83 | 2,500 | 5,96,750 |32.25
' Orders
> | Scheduling | 3,797.57 | 110 417,732.7 | 23.20 100 3,79,757 | 23.73 120 | 4,55,708.4 | 24.63
Orders
3 Set-up 5316.60 | 110 5,84,826 32.49 100 531,660 | 33.22 120 6,37,992 | 34.48
' machines
4. Inspection 3,038.06 | 110 3,34,186.6 18.56 100 3,03,806 | 18.98 120 |36,45,67.2 | 19.70
lots
Shipping 119.35 |1,800 2,14,830 11.93 2,000 | 2,38,700 | 14.91 | 2,500 | 2,98,375 |16.12
> parts
6. Total 110.05 119.67 127.18
9. Calculation of “frue” costs of parts : It is given in Table 10
Table 10 : True cost calculation of parts
S.No. Expenses Part A Part B Part C
1. Direct material (%) 400 250 300.00
2. Direct labour (X) 360.25 266.59 324.23
Overhead distribution (activity 110.05 119.67 127.18
3. cost basis ) (%)
4 Total cost (X) 870.03 636.26 751.41
5. Selling price (X) 1200 850 1150
6. Margin (X) 329.97 213.74 398.59
7. Margin % 27.49% 25.14% 34.66%

True cost calculation and Margin % of parts by ABC method is shown in graphs in Fig. 3 and Fig 4, respectively.

Truecost calculation by ABC method
1400
1200
1000
s 800
[
(72]
o 600
o
400
200
0
Part A Part B Part C
W Actual Price 870.03 636.26 751.41
m Selling Price 1200 850 1150
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Figure 3 : True cost calculation by ABC method




A COMPARATIVE ANALYSIS AND IMPLEMENTATION OF ACTIVITY BASED COSTING (ABC) AND TRADITIONAL COST
ACCOUNTING (TCA) METHODS IN AN AUTOMOBILE PARTS MANUFACTURING COMPANY: A CASE STUDY

COST (%)

Margin % of part A, B and C respectively by ABC method

40

35

30

25

20

15

10

Part A

Part B

Part C

=& Margin %

27.49

25.14

34.66

Figure 4 . Margin % of part A, B and C respectively by ABC method

10. Comparison of TCA costs and True costs . It is shown in Table 11

Table 17 : Comparison of TCA costs and True costs

Selling TCA cost | TCA margin TCA True cost True cost True cost
PART . . - o
price (%) ® ®) margin% ®) margin () margin%
Part “A” 1,200 895 305 25.41% 870.03 329.97 27.49%
Part “B” 850 616.31 233.69 27.50% 636.26 213.74 25.14%
Part “C” 1,150 745.51 404.49 35.18% 751.41 398.59 34.66%

Comparison between TCA cost and True cost and Comparison between TCA margin % and True cost

margin % is shown in graphs in Fig. 5 and Fig. 6, respectively.

Comparison between TCA cost and True cost
Part C
Part B
Part A
0 200 400 600 800 1000

Part A Part B Part C

H True Cost 870.03 636.26 751.41

m TCA Cost 895 616.31 745.51

Figure 5 Comparison between TCA cost and True cost
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IV. CONCLUSION

The following conclusions have been made by

analyzing the data using traditional cost accounting
(TCA) method and true cost calculation by activity
based costing (ABC) method:

In the case of Part ‘A’ cost calculations, TCA shows
a margin % of 25.41 but by calculating it through
ABC method, it shows a margin % of 27.49. So
there is a difference of 2.08 %. Consequently, we
can analyze that Part ‘A’ shows 2.08% more profit
as compared to TCA cost calculation.

In the case of Part ‘B’ cost calculations, TCA shows
a margin % of 27.50 but it is just 25.14% by
calculating it through ABC method. Hence, it has
been concluded that the cost calculation by TCA
method is declining in profit by 2.36% in actual.

For Part ‘C’, TCA indicates that Part ‘C’ has the best
margin % i.e. 35.18%. On the other hand True cost
calculation by ABC method also shows that the part
C has the best margin % but it is less than the TCA
margin %, which is 34.66 %.

At last, we can conclude that as compared to
traditional cost accounting method, Activity based
costing method gives us the true costs of the parts.

Hence, the company can get benefited by

increasing its sales according to the demand of the
products by keeping in view the true costs of the parts
which is calculated by ABC method and not the TCA
method. Also it can easily decide that which item or part
is to be produced more to achieve its goal.

© 2013 Global Journals Inc. (US)
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Limiting Auditors’ Defenses in Negligence
Lawsuits: Recent Developments in the
Audit Interference Rule

Stephen E. Blythe

Abstract - The objectives of this article are to: (1) define the
audit interference rule (hereinafter “A.l.R.") and describe its
purpose; (2) summarize the historical case law pertinent to the
A.lR.; (3) delineate the U.S. states that recognize the A.l.R.
from those that do not; (4) explain how the A.l.R. is impacted
by the existence of a state’s comparative negligence statute;
and (5) tell how recent developments in case law are affecting
the A.LR. The purpose of the A.LR. is to limit the scope of an
auditor's contributory negligence defense in a negligence
lawsuit filed by a client. The ALLR. provides that the client's
negligence is a defense only when it has contributed to the
accountant's failure to perform his contract and to report the
truth. New York was the first state to recognize the A.l.R.; other
states adopting the rule include lllinois, Kansas, Mississippi,
Nebraska, Oklahoma, Pennsylvania, Texas and Utah. These
states have either never recognized the A.LR, or have
abolished it.: Arkansas, Florida, Michigan, Minnesota and
Ohio. Recent case law has highlighted several developments
in the A.LLR., including: (a) an auditor accused of professional
negligence may be required to specifically state how the
client’s alleged negligence interfered with the auditor’s ability
to conduct the audit; (b) the ALLR. may also be applicable
whenever a third-party beneficiary of an audit, such as a bank,
sues an auditor for professional negligence; (c) the AR,
which limits the scope of an auditor’s contributory negligence
defense, has nothing to do with the separate in pari delicto
defense which, if applicable, operates as an absolute bar to a
claim based on equally wrongful acts of both parties; and (d)
the court’s granting of a jury instruction on a client’s alleged
contributory negligence should be the exception, not the rule.
Keywords . audiit, interference, rule.

. OBJECTIVES OF THE ARTICLE

he objectives of this article are to: (1) define the
audit interference rule (hereinafter “A.LR.”) and
describe its purpose; (2) summarize the historical
case law pertinent to the ALR.; (3) delineate the U.S.
states that recognize the A.l.R. from those that do not;
(4) explain how the A.l.R. is impacted by the existence of
a state’s comparative negligence statute; and (5) tell
how recent developments in case law are affecting the
AlR.

[I. THE AuDIT INTERFERENCE RULE

The Audit Interference Rule (“A.LR.”) provides
that “the negligence of an employer who hires an

Author : College of Business Administration, Abu Dhabi University,
Abu Dhabi, United Arab Emirates.
E-malil . ecommercelaw@hotmaill.com

accountant to audit the business is a defense only when
it has contributed to the accountant’s failure to perform
his contract and to report the truth.”" Under the AlL.R.,
“not all contributory fault of a plaintiff that is a proximate
cause of an economic loss could be asserted as a
defense. Instead, only contributory fault that affect[s] or
interfere[s] with the audit could be considered."?

[1I.  THEA.ILR LIMITS THE SCOPE OF A
CONTRIBUTORY NEGLIGENCE DEFENSE

The A.IR. does not bar the assertion of a
contributory negligence defense but merely limits its
scope. Jurisdictions applying the A.l.R. allow auditors to
blame their clients, but only for conduct that contributes
to the auditors’ mistakes, instead of allowing auditors to
blame clients for any conduct that causes economic
losses of the firm.2 The A.l.R. will not make a significant
difference in all cases. Most of the cases applying the
rule have been characterized by a passive client who
failed to make a diligent effort to discover employee
misconduct that resulted in interference with the ability
of the auditor to conduct the audit. However, if the
employer has engaged in active wrongdoing, the A.LR.
will be inapplicable and the auditor will be allowed to

" Board of Trustees v. Coopers & Lybrand, 803 N.E.2d 460, 464-65 (ll.
2003), citing National Surety Corp. v. Lybrand, 9 N.Y.S.2d 554, 563
(1939).

2]d. at 466. See also Cereal Byproducts Co. v. Hall, 132 N.E.2d 27,
29-30 (lll. App. 1956), note 22 infra. The issue of audit interference is
an affirmative defense which is analyzed in terms of contributory
negligence. The analysis involves numerous issues of fact, including
whether any contributory negligence was substantial enough to relieve
the auditor of liability. This last issue in particular may not be
determined as a matter of law, and is an issue for the fact finder to
decide. PNC Bank, Kentucky, Inc. v. Grant Thornton, 899 F.Supp.
1399, 1409-10 (W.D. Pa. 1994).

3 A federal district court in Kansas has observed that: “The weight of
authority recognizes that accountants typically assume a duty to
detect fraud or other irregularities, including those irregularities that are
the result of, or at least made possible by, the client’'s negligent
conduct. In effect, the accountant assumes a duty toward the client to
protect the client from certain of the client’'s own negligent actions.
Given these duties, it would be curious indeed if the accountant were
then allowed to interpose as a defense the very injurious negligence of
the client that the accountant has assumed a duty to discover and
correct.” Comeau v. Rupp, 810 F.Supp. 1172, 1183 (D.Kan. 1992).
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use an undiluted contributory negligence defense.* On
the other hand, if there is no evidence of any
contributory negligence of the client, the A.L.R. is also
inapplicable.®

V. HISTORY OF THE AUDIT

INTERFERENCE RULE

a) New York: The National Surety Case

In 1939, the State of New York produced the
first case to adopt the A.LLR. In National Surety Corp. v.
Lybrand,® the defendant accountants, who had been
hired to audit the plaintiff stockbroker company, failed to
discover that a cashier had been embezzling funds from
the brokerage. In support of its decision to reject the
accountants’ defense that the plaintiff had been
contributorily negligent in running its business, the Court
explained: “We are. . .not prepared to admit that
accountants are immune from the consequences of
their negligence because those who employ them have
conducted their own business negligently.”” Later courts
adopting the A.LLR. have agreed with the reasoning in
the National Surety case; without such a rule,
accountants would achieve complete immunity from
liability for negligently failing to do a job their clients
properly rely on them to do.®

4 FDIC v. Deloitte & Touche, 834 F.Supp. 1129, 1144 (E.D. Ark. W.D.
1992). But an undiluted contributory negligence defense cannot be
used if a jurisdiction has adopted comparative negligence; see In re
River Oaks Furniture, Inc., 276 B.R. 507, 549 (Bankr. N.D. Miss. 2001),
where the client’s accountant, Kim Long, had intentionally manipulated
the client’s financial records for five years. “In the opinion of the court,
these manipulations were not minor, innocent mistakes. Not only did
Long alter reconciliations in substantial amounts, she forged the
underlying documents to which the. . .auditors were vouching. The
lack of supervision at River Oaks permitted Long to perpetrate these
acts at will.” Id. When the client’s Chief Financial Officer, Walker,
became aware of her wrongdoing, he did not reveal it to anyone. In the
Court’s opinion, his silence “directly hindered and delayed” the
investigation of the fraud. Id. The Court held that: “The combined
effect of all of these circumstances is tantamount to ‘audit
interference’. Consequently, even if this court did subscribe to the
National Surety philosophy, i.e., that the level of the client's conduct
must equal with ‘audit interference’ before comparative negligence
principles can be applied, it would consider the acts of Long and
Walker as comparative factors before assessing any damages in this
proceeding.” Id. Therefore, under Mississippi law, the audit
interference would be an offsetting factor in the determination of the
auditor’s liability using the comparative negligence scheme.

®In re Jack Greenberg, Inc., 240 B.R. 486, 519-20 (E.D. Pa. 1999). The
auditor, Grant Thornton, was sued for professional negligence. In the
auditor's Motion For Summary Judgment based on the client’s
contributory negligence, the Court noted that the A.l.R. served to limit
the scope of the contributory negligence defense of an auditor.
However, since there was no evidence that the client had been
negligent, the A.I.R. was inapplicable. Id.

6256 A.D. 226, 236, 9 N.Y.S.2d 554, 563 (1939).

’FDIC v. Deloitte & Touche, Note 4 supra at 563.

81d.
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The National Surety’s A.lLR. continues to be
good law in State of New York and has been applied in
several subsequent cases.®

b) Nebraska. The Lincoin Grain Case

The most frequently cited subsequent case
adopting the A.L.R. is Lincoln Grain, Inc. v. Coopers &
Lybrand™ in 1984. Lincoln Grain is popular enough to
displace National Surety, at least on occasion, as the
case that gives the rule its name. In Lincoln Grain,
Coopers & Lybrand, had conducted an audit of Lincoln
Grain's financial statements. Part of its audit was to
check the accuracy of the valuation placed upon the
inventory of the firm’s lowa division. The lowa division
was involved in the buying and selling of grain, but had
no storage or shipping facilities. Its inventory consisted
only of contracts to sell or purchase commodities. At the
end of the fiscal year a value was placed upon the
inventory by reference to the market price for the
particular commodity as of that day."

On June 30, 1975, Lincoln Grain valued the
inventory of its lowa division at nearly $2 million, and
included this valuation in compiling its financial
statements. On September 12, 1975, Coopers &
Lybrand issued an unqualified opinion on Lincoln
Grain’s financial statements. In November of 1975,
Lincoln Grain’s Treasurer became concerned with the
large cash needs of the lowa division and began to
investigate. In early 1976 the manager of the lowa
division admitted to falsifying the inventory valuations.
Later investigation determined that instead of having a
nearly $2 million inventory as of June 30, 1975, the
inventory only had a value of $143,000."

9 Two examples will be cited here: (a) in Shapiro v. Glekel 380 F. Supp.
1053, 1058 (S.D.N.Y. 1974), auditor Ernst & Ernst had allegedly
negligently failed to detect inaccuracies in a client’s financial
statements which had led a bankruptcy trustee to permit the firm’s
directors to engage in an ill-advised program of acquisitions; the
auditor asserted that the client's CEO had knowledge of the actual
financial condition and that the client was therefore contributorily
negligent and could not recover; relying upon the National Surety case
and New York law, the U.S. District Court held that the negligence of
the client had not contributed to the accountant’s failure to perform his
contract and the auditor's motion to dismiss the complaint was
denied; (b) in Hall & Co., Inc. v. Steiner & Mondore, 147 A.D.2d 225,
228, 543 N.Y.S.2d 190, 191-92 (1989), the auditor allegedly negligently
failed to discover and bring to the client’s attention certain irregularities
in the firm’'s books, which prevented discovery of major
embezzlements committed by the client's bookkeeper; the auditor
asserted affirmative defenses of contributory negligence and culpable
conduct of the client, and the client asked the court to dismiss those
defenses, but the court held that the defendant auditor had sufficient
alleged negligent conduct on the part of the client which might have
contributed to the loss of its money and to the auditor’'s failure to
detect the bookkeeper's embezzlement; the court noted that the client
had given the bookkeeper unsupervised check-signing authority
without any internal controls, that this situation had allowed the
malfeasance to occur, and therefore the client’s motion to disallow the
auditor’s affirmative defenses was denied.

0216 Neb. 433, 345 N.W.2d 300 (1984).

"d. at 304.

21d.



The auditor had failed to confirm that the actual
commodity market prices used in valuation of the
inventory were accurate. The auditor relied upon the
market prices used by the firm and did not inde-
pendently confirm those prices; this was the essence of
the lawsuit based on professional negligence filed by
Lincoln Grain against Coopers & Lybrand. However, at
trial, the defendant auditor successfully used the
defenses of assumption of the risk and contributory
negligence. The auditor stated that the client had
assumed the risk that an audit would not guarantee that
employee fraud would be uncovered by the audit, and
that the client had been contributorily negligent because
it had failed to exercise proper oversight over lts
employees, thereby failing to detect the fraud in a timely
manner.'?

Lincoln Grain appealed the decision of the trial
court to the Supreme Court of Nebraska. The Supreme
Court reversed and remanded the case and ordered a
new frial. The Court reasoned that the defense of
assumption of the risk is “inapplicable to an action
charging that an accountant negligently breached an
agreement to render professional accounting servi-
ces.”™ The Court buttressed this determination by
stating that an auditor is “an independent, professional
contractor engaged to conduct an independent audit;
certainly it cannot be said that one who engages such
an accountant assumes the risk that the accountant will
fail to adhere to proper professional standards in
performing”'® the audit. In the instant case, the auditor
failed to follow proper professional standards regarding
the confirmation of the value of the inventory.'®

The Supreme Court also rejected the defense
that the client had been contributorily negligent.
Expressly following the National Surety case, the Court
held that “accountants are not to be rendered immune
from the consequences of their own negligence merely
because those who employ them may have conducted
their own business negligently. Allowing such a defense
would render illusory the notion that an accountant is
liable for the negligent performance of his duties.”"”
Accordingly, the Court further stated that “the
contributory negligence of the client is a defense only
where it has contributed to the accountant’s failure to
perform the contract and to report the truth.”'®
Therefore, at a new trial, “whether Lincoln Grain was
contributorily negligent in its dealings with the auditors
and whether such negligence contributed” to the
auditor’'s failure to perform its audit in accordance with

¥ 1d. at 303-304.
“1d. at 306.
Bid.

®1d.

71d. at 307.
®]d.

®d.

generally accepted auditing standards were questions
of fact to be decided by the jury.?®

V.  OTHER STATES HAVE ADOPTED
THE A.L.R.

In addition to New York and Nebraska, the
Al.R. has been adopted in Utah?" Pennsylvania,®

2 d.

2! Fullmer v. Wohlfeiler & Beck, 905 F.2d 1394 (10" Cir. 1990). The
plaintiffs were investors in a failed business that had been audited by
defendant. The auditor had issued qualified audit opinions for 1979,
1980 and 1981. Plaintiffs sued the auditor for professional negligence
and won at the trial court. The court found that the financial statements
did not conform to generally accepted accounting principles and that
the audits had not been conducted in accordance with generally
accepted auditing standards. The trial judge had rejected the auditor’s
defense that the plaintiffs had been guilty of negligence which caused
or contributed to the plaintiffs’ losses. He been correctly noted that the
plaintiffs’ negligence in an accounting malpractice case is only a
defense, or the basis for an offset, where the plaintiffs’ conduct has
contributed to the accountant’s failure to perform his work or his failure
to furnish accurate accounting information. He found the plaintiffs to
have been imprudent and negligent in the manner in which they
handled some transactions (e.g., obtaining no security and some
occasions not even obtaining notes, etc.), but that none of that
conduct had any relevance to the auditor’s responsibility to furnish
accurate accounting information. The court held that since there had
been no interference with the auditor’s ability to conduct the audit, the
trial court had also been correct in not allowing the auditor to assert a
defense of comparative negligence. Accordingly, relying on the A.LLR.,
the judgment of the trial court was affirmed in its entirety. Id.
22JewelCor Jewelers & Distrib., Inc. v. Corr, 542 A.2d 72, 80 (1988),
appeal denied, 524 Pa. 608, 569 A.2d 1367 (1989). JewelCor filed a
professional negligence suit against its subsidiary’s auditor, Ernest &
Ernst. The trial court ruled that the auditor had not been negligent, and
JewelCor appealed. One of the issues raised on appeal was whether
the trial court had erred in its charge to the jury by instructing on the
contributory negligence of Jewelcor. The appeals court noted that the
proper standard to be applied in determining an accountant’s liability
is the one enunciated in the National Surety case. The appeals court
also noted that if it were to be found that the client was negligent and
such negligence had contributed to the failure of the audit, then the
auditor would not be liable. However, since the jury found that the
auditor was not negligent, then the issue of contributory negligence
became irrelevant, and the instruction to the jury on contributory
negligence was harmless error. Accordingly, the trial court judgment
was affirmed and the auditor was held not to have committed
professional negligence. Id.
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Texas,® lllinois** and Kansas.® In Utah, the U.S. Court
of Appeals for the Tenth Circuit concluded that Utah law
would adopt the National Surety approach because “the
more fundamental principle is that the accountant
should not be absolved of the duty undertaken by him to
one reasonably relying on his audit unless the plaintiff’s
negligence contributed to the auditor's misstatement in
his reports.”?®

Two of the commentators who have considered
the A.L.R. prefer adoption of the rule to the alternative of
allowing accountants to assert an unrestricted defense
based on a client's negligence. See Menzel, The
Defense of Contributory Negligence in an Accountant’s
Malpractice Action, 13 Seton Hall L.Rev. 292 (1983); and
Hawkins, Professional Negligence Liability of Public
Accountants, 12 Vand. L. Rev. 797 (1959).%"

2 Greenstein, Logan & Co. v. Burgess Marketing, Inc., 744 S.W.2d
170, 190 (Tex. App. 1987). The client sold gasoline in central Texas
through convenience stores it owned or leased. For several years, the
client’s comptroller had underpaid the client’s federal excise tax, and
the audit had failed to detect that error; as a result, the amount of the
client’s net income and net worth were significantly overstated on its
financial statements. Instead of a profit and a positive net worth, as
shown on the audited financial statements, the client had actually
incurred a net loss for several years and had a negative net worth of -
$1.7 million. The Internal Revenue Service levied a $2.7 million tax lien
against the client. The client sued the auditor for professional
negligence and obtained a $3.6 million judgment against it. The jury
found that the auditor had negligently performed several audits and
had failed to use generally accepted auditing standards; the jury
disregarded the auditor’s statement that the client had purposely not
paid the tax in order to have more funds available for company
expansion. On appeal, the auditor contended the judgment should be
reversed because the client’'s alleged negligent, intentional or
fraudulent conduct barred the judgment. The Court of Appeals noted
that “The circumstances under which an accountant can use the
client’s negligence, fraud or intentional conduct to avoid or absolve
himself from liability has not yet been decided in Texas.” Id. at 190.
The Court noted that the issue had been decided in other jurisdictions,
and decided to follow the Lincoln Grain case. In applying the Lincoln
Grain decision to the instant case, the Court stated that the auditor
had the burden of establishing, either as a matter of law or by
appropriate jury findings, that the client had been negligent and that its
negligence had proximately contributed to its failure to properly
perform the audits, but that the auditor had failed to meet this burden
at trial. Therefore, the auditor’s appeal on this issue was denied. Id. at
190-191.

24 Cereal Byproducts Co. v. Hall, 8 lll.App.2d 331, 132 N.E.2d 27, 29-
30 (1956), aff'd 15 Ill.2d 313, 155 N.E.2d 14 (1958). ), holding that
contributory negligence could not be asserted by the auditor when
there was no evidence that the client interfered with the audit. Funds
had been embezzled by the client’'s bookkeeper for several years and
the audit had failed to detect the fraudulent activity. The auditor had
foolishly followed the bookkeeper’s instruction not to confirm the
balances of 29 of the firm’s 60 accounts receivable; those were the
accounts that the bookkeeper had embezzled. The court held that the
auditor’'s acceptance of a list of 29 accounts receivable not to be
confirmed, without the knowledge of the client's manager, was
“inexcusable negligence” for which the auditor was liable. Accordingly,
the contributory negligence defense was inapplicable because the
loss was attributable to the auditor and the client had not been
negligent. Id. at 27-30.

% Comeau v. Rupp, 762 F.Supp. 1434, 1440 n. 6 (D.Kan. 1991).

26 Fullmer v. Wohlfeiler & Beck, Note 19 supra at 1399, cited in FDIC v.
Deloitte & Touche, Note 3 supra at 1145.

2" But see Note, “The Peculiar Treatment of Contributory Negligence in
Accountants’ Liability Cases, 65 N.Y.U. L.Rev. 329 (1990).
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Furthermore, the Federal Deposit Insurance Corporation
has recommended the adoption of the A.I.R.?®

VI.  WHETHER ADOPTION OF A
COMPARATIVE NEGLIGENCE STATUTE
FOR AUDITORS CIRCUMVENTS A
PREVIOUSLY ADOPTED AUDIT
[NTERFERENCE RULE

a) Some Jurisdictions Have Ruled That Circumvention
Does Not Occur

In the Coopers & Lybrand case, the lllinois
Supreme Court considered whether the common law
A.l.R. had been abrogated by a statute that made
comparative negligence applicable in tort actions again-
st accountants;*® the Court ruled that the A.LR.*
survived that legislation. After considering cases from
other jurisdictions, the Supreme Court rejected the
argument that the rule is inconsistent with principles of
comparative fault. On the contrary, the Supreme Court
held that application of the A.l.R. in auditing malpractice
cases is in accord with recognized principles of
comparative fault.®" The Supreme Court also rejected a
related argument that, by “relieving the client from
responsibility for negligence not directly affecting the
audit itself,” the rule disserves public policy because it
‘minimizes the client’s duty of care and encourages
clients to take unjustified risks despite their superior
knowledge of those risks.”*? The Supreme Court stated
that other incentives and deterrents were available to
control that type of risk taking, and that continued
application of the A.lLR. would give the auditor incentive
to take a more skeptical view of the client’s financial
statements, thereby resulting in greater care by the
client.®

A federal district court in Louisiana, applying
Texas law in an auditing professional negligence case,
also opined that Texas’ A.LLR. is not incompatible with
the Texas comparative negligence statute.?* This opinion
was made notwithstanding the fact that the Texas
statute provided that if a C.P.A. was sued for
professional negligence, “a claimant may recover dama-
ges only if his percentage of responsibility is less than or
equal to 50 percent.”® Therefore, even in a state such
as Texas which does not have a pure comparative
negligence statute, i.e., one that only recognizes a
limited percentage of plaintiff's negligence in causation,
the A.l.R. remains applicable. This court noted: “There is
nothing inherently inconsistent between the audit

2 FDIC v. Deloitte & Touche, Note 3 supra.

2 llinois Public Accounting Act, 225 ILCS 450/30.2.

30Board of Trustees v. Coopers & Lybrand, Note 1 supra at 466.

311d. at 468.

%21d.

% 1d.

3 Gulf Coast Bank & Trust Co. v. Statesman Business Advisors, Fed.
Civ. Action No. 10-2618 (E.D.La. s K, Oct. 22, 2012) at 5-7.

% Tex. Civ. Prac. & Rem. Code s 33.001 (1987).



interference rule and the doctrine of comparative
negligence. The audit interference rule simply narrows
the scope of client acts and omissions which can be
considered to be ‘negligent’ for purposes of distributing
loss. Nor does Texas' statutory scheme for comparative
negligence compel a conclusion that the audit interfe-
rence rule no longer applies in suits alleging accounting
negligence."*®

Mississippi,¥” Oklahoma® and Utah® have also
ruled that the A.l.R. is not incompatible with the doctrine
of comparative negligence.

VII.  OTHER JURISDICTIONS HAVE RULED

THAT CIRCUMVENTION DOES OCCUR

However, a federal court in Arkansas predicted
that the Arkansas Supreme Court would disagree. The
State of Arkansas had not adopted an A.LR., but had
enacted a comparative negligence statute. In a motion
to dismiss, defendant auditor argued that the client’s
interference would bar the plaintiff client’'s claim. The
U.S. District Court for the Western District of Arkansas
disagreed and denied the motion to dismiss. The court
weighed the pros and cons of an A.l.R. in conjunction
with the state’s comparative negligence law and came
to the conclusion that Arkansas would not adopt the
A.l.R.* They noted that the National Surety case, which
contained the nation’s first A.l.R., had been decided in a
state with a contributory negligence law, providing that
any negligence of plaintiff would completely bar
recovery for plaintiff. In contrast, a comparative negli-
gence statute such as the one enacted in Arkansas
allows the court to assess damages according to the
relative percentages of fault of the parties causing the
harm. Since Arkansas had enacted a broad comparative
negligence statute, there was less justification for the
A.l.R. Therefore, the Arkansas federal court believed that
the A.LR. would be unsuitable for Arkansas. They
reasoned that auditors are capable of harmful negli-
gence just as much as clients are, and that the
Arkansas comparative negligence law is capable of
recognizing and distributing fault between parties whose
misconduct contributed to an actionable loss.*' The
Arkansas Supreme Court had previously stated, “The
purpose of our comparative negligence statute is to
distribute the total damages among those who caused

% Gulf Coast Bank & Trust Co. v. Statesmen Business Advisers, Note
34 supra at 5-6.

7 1n re River Oaks Furniture, Inc., 276 B.R. 507, 548 (N.D.Miss. 2001).
3 Stroud v. Arthur Andersen & Co. 37 P.3d 783, 789 (Okla. 2001). The
court approved a jury instruction that in determining plaintiff's
negligence the jury could only consider negligence which interfered
with the auditor’s provision of professional services. Id.

% Fullmer v. Wohfeiler & Beck, Note 21 supra. The court ruled that the
plaintiff's “negligence in an accounting malpractice case is only a
defense, or the basis of an offset where the plaintiff's conduct
contributed to the accountant’s failure to perform his work or to furnish
accurate accounting information.” Id.

0 FDIC v. Deloitte & Touche, Note 4 supra at 1145-46.

“d.

them.”* Accordingly, the court believed that the
Arkansas comparative negligence statute could achieve
this purpose in an auditor’'s malpractice action, and that
its application would not improperly protect auditors
from liability for the portion of harm caused by their
professional negligence. Furthermore, the court noted
that accountants and auditors, like other professionals,
are held to a standard of care which requires that they
exercise the average ability and skill of those engaged in
that profession. Failure to exercise ordinary care in
conducting accounting activiies may expose an
accountant to allegations of negligence. Simultaneously,
the persons who hire accountants, usually busine-
sspersons, should also be required to conduct their
business activities in a reasonable and prudent manner.
Thus, the federal court concluded that the Arkansas
Supreme Court would follow the traditional Arkansas
rule of comparative fault in accounting malpractice
cases, because such a rule would appreciate and work
to enforce the respective duties of accountants and their
clients. The court felt that neither party in these disputes
requires or deserves exceptional protection or exce-
ptional exposure to litigation and that a comparative
fault law, unrestricted by the A.LR., is capable of an
evenhanded apportionment of liability for harm in this
type of case.®

Similarly, the Supreme Court of Ohio has ruled
that its comparative negligence statute removes the
need for the A.l.R.; accordingly, the A.l.R., which came
into existence during the period that contributory
negligence was in place, has been abolished. A client
had sued its auditor, Price Waterhouse, for professional
negligence. At the trial court and at the court of appeals,
Price Waterhouse had been precluded from asserting a
comparative negligence defense and the A.I.R. had
been applied to the case, resulting in a finding of liability
for Price Waterhouse. The Ohio Supreme Court held that
comparative negligence should have been allowed as a
defense and that the A.l.R. was inapplicable, but the
failure to allow comparative negligence as a defense
was deemed to be harmless error; accordingly, the
court of appeals’ decision was affirmed, and Price
Waterhouse was liable to the client for its professional
negligence.*

Other jurisdictions currently  refusing to
recognize the A.lR. include Minnesota,* Florida*® and
Michigan.*” Like Arkansas and Ohio, these states reason

that without the potentially harsh outcomes of a

42 Stull v. Ragsdale, 273 Ark. 277, 620 S.W.2d 264, 267 (1981).

“FDIC v. Deloitte & Touche, Note 4 supra.

4 Scioto Memorial Hospital Association, Inc. v. Price Waterhouse, 659
N.E.2d 1268 (Ohio 1996).

% Halla Nursery v. Baumann-Furrie & Co., 454 N.W.2d 905 (Minn.
1990).

4 Devco Premium Finance Co. v. North River Ins. Co., 450 So.2d
1216, 1220 (Fla.Dist.Ct.App. 1984).

47 Capital Mortgage Corp. v. Coopers & Lybrand, 142 Mich.App. 531,
369 N.W.2d 922, 925 (1985).
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is not
lead to

contributory negligence defense, an A.lR.
necessary or desirable because it would
undesirable consequences.*®

VIIL RECENT DEVELOPMENTS

a) Specificity is Required in Asserting the A.LR. as an
Affirmative Defense

In order to invoke the A.l.R., an auditor accused
of professional negligence is required to specifically
allege how the client’s alleged negligence interfered with
the auditor’s ability to conduct the audit. In a recent
case, the auditor alleged that the client bank had failed
to “adequately monitor and administer its loan to Sysix.”
That general allegation of negligence was held to be
insufficient to plead the narrow category of comparative
negligence that is permitted under the A.LR. The
auditor's allegation of the client’'s “poor business
practices” was not allowed to be asserted as a defense
to the auditor’s negligent failure to discover and report
the client’'s noncompliance with several legal
requirements.*

b) Whether the A.LR. is Applicable to a Third-Party's
Claim against an Auditor

In Comerica Bank v. FGMK,* an lllinois case, a
bank filed a lawsuit against an auditor, alleging that the
auditor had negligently performed an audit of its client, a
party to whom the bank had made a loan. There was no
contractual relationship between the auditor and the
bank. The Supreme Court of lllincis had never
considered whether the A.lLR. may be used by an
auditor as a affirmative defense in such cases.*'

Comerica Bank argued that the rule should not
be limited to the auditor-client relationship. The bank
contended that the Coopers & Lybrand court had
signaled its willingness to extend the rule to claims
against auditors by third parties by its citation to two
cases in which the bank did that.*> Comerica said that
application of the rule was appropriate because FGMK
knew that the primary intent of the client in having the
audit conducted was to influence the bank to grant the
loan, and thus under the lllinois Public Accounting Act
FGMK had a duty to the bank that was equal to the
auditor’'s duty to its client. Finally, the bank argued that,
because the auditor failed to allege in its answer that the
bank interfered with the audit, the policy underlying the
rule extends to claims by third parties against auditors.>

In response, the auditor contended that the
A.l.R. should not apply outside the auditor-client
relationship. The auditor stated that the Coopers &

8 FDIC v. Deloitte & Touche, Note 4 supra at 1146.

4 Comerica Bank v. FGMK, No. 10 C 1930 (N.Dist. lll, E. Div. 2011)
(mem. op.), citing Id. at 468.

0 d.

5 d.

%2 Fullmer v. Wohlfeiler & Beck, Note 21 supra; and Stroud v. Arthur
Andersen & Co., 37 P.3d 783 (Okla. 2001).

% Comerica Bank v. FGMK, Note 49 supra at 5-6.

(Us)

Lybrand citation of the Fullmer case was not an implicit
endorsement of expanding the reach of the rule. The
auditor also argued that application of the A.l.R. to non-
clients would be contrary to the policy underlying the
rule. The auditor also denied that it owed the bank a
duty.

The U.S. District Court declined to predict
whether the Supreme Court of lllinois would apply the
A.LR. in an action brought by a third party (e.g., a bank)
against an auditor. They said it would have been
premature to do so because they only had to rule on the
bank’s Motion To Strike the auditor’s affirmative defense
of comparative negligence. Since additional discovery of
the facts was needed to determine whether that
affirmative defense was barred by the A.l.R., plaintiff's
Motion To Strike was denied.>* However, the Court was
impressed with the fact that the lllinois Public
Accounting Act made an auditor liable to a third party,
regardless of the absence of privity of contract, if the
auditor is “aware that a primary intent of the client was
for the professional services to benefit or influence the
particular person bringing the action.”® Thus, it appears
that the District Court leaned toward application of the
audit interference rule to negligence cases filed by third
parties against auditors.%®

More recently, a Florida state district court
opined that the lllinois A.l.R. would also apply to a third
party. A bank that had made a mortgage loan to the
client had sued the C.P.A. firm for damages because an
unqualified audit opinion had been issued. The court
held: “We find that, as a logical extension of lllinois law,
there is no reason for a third party not to be considered
in the position of a client. . .The client hired [the auditor]
to provide audit services and specifically told [the
auditor] a primary purpose for the special engagement
was to provide the report to [the bank], a third party with
an established interest in the financial soundness of the
client.”®” Accordingly, the court ruled that the A.l.R. was
applicable to the bank as well as the client. However,
since there was no evidence of audit interference by
either the bank or the client, the trial court had erred in
not directing a verdict in their favor on the comparative
negligence defense.%®

¢) The Parmalat Scandal: The Relationship between
the A.L.R. and the in Pari Delicto Doctrine

Parmalat, an ltalian dairy conglomerate known

for its long shelf-life milk, began as a small dairy

distributor in Parma, ltaly and grew to a diversified,

multinational food company by 1990. Beginning in the

51d. at 6-7.

%5225 ILCS 450/30.1(2).

% Comerica Bank v. FGMK, note 49 supra at 6-7. However, the District
Court rejected the portion of the bank’s argument which relied on the
Fullmer and Stroud cases. Neither of those decisions considered
whether the audit interference rule should apply to claims outside the
auditor-client relationship. Id. at 6.

57 Schein v. Emst & Young, 77 So.3d 827, 831 (4" Fla.Dist.Ct. 2012).

%8 1d.



late 1980s, however, the firm experienced financial
difficulties including a 100 billion ltalian lira loss as a
result of the purchase and subsequent bankruptcy of a
media company and an investigation for radioactive milk
and related product recall and drop in consumer
confidence. The firm needed constant infusions of cash
to cover its losses and service its massive debt. But
cash could be obtained only so long as Parmalat
appeared to be a sound investment. To this end,
insiders at Parmalat and its external auditor, Grant
Thornton, devised schemes involving misleading
transactions and off-shore entities that created the
appearance of financial health. Loans obtained on the
basis of these transactions were used to service debt
and obtain more loans. These schemes were hidden in
financial statements prepared by Parmalat's directors
and approved by its auditor, Grant Thornton. Parmalat
continued its fraud until its massive collapse. When the
firm was unable to pay maturing bonds in 2003, the
firm’s stock price lost half of its value almost overnight
and the firm was forced to declare bankruptcy.®
Parmalat filed a lawsuit against the auditor,
Grant Thornton, for professional malpractice. The
complaint alleged that the auditor, acting in conjunction
with top managers of Parmalat, established ficticious
companies and structured fake transactions whose only
purpose was to siphon off billions of dollars from
Parmalat. As the firm suffered more and more losses
from the looting, the managers sought to hide their acts
with misleading manipulations and false transactions.
According to the complaint, none of those transactions
was intended to benefit Parmalat; instead, each was
designed solely to facilitate the managers’ looting of the
firm. The complaint alleged that Grant Thornton, the
auditor, was continuously aware of the looting and
assisted in its cover-up. Together with the corrupt
managers, the auditor allegedly devised a scheme to
use offshore companies to offload debt and
manufacture the appearance of revenue. Initially, the
scheme involved three shell companies that were used
to hide Parmalat’s losses and to divert money to the
managers. Later, in 1998, the managers and the auditor
incorporated Bonlat, a subsidiary of Parmalat which
became the principal vehicle for the fraud. Bonlat
thereafter served to hold Parmalat off balance sheet
liabilities that, had they been reflected on Parmalat’s
consolidated balance sheet, would have shown that
Parmalat was in substantially worse financial health than
it was purported to be. Meanwhile, Bonlat booked
fictitious revenue and carried a fake $4.9 billion balance
in a Bank of America account on its balance sheet.
Bonlat's auditor, Grant Thornton, accepted a
confirmation letter from Parmalat attesting to the $4.9
billion. Amazingly, the auditor did not make an
independent confirmation. The auditor also accepted

% In re Parmalat Securities Litigation, 659 F.Supp.2d 504, 509-11
(S.D.N.Y. 2009).

unquestioningly the legitimacy of a $600 million
investment that Bonlat had allegedly made in a shell
company set up by Parmalat. Grant Thorton did all of
these things while continuing to issue unqualified audit
opinions on Parmalat’s financial statements year after
year. As a result of the professional malpractice, the
complaint filed against the auditor alleged damages in
the amount of $10 billion.®®

The auditor filed a Motion For Summary
Judgment. Relying upon the affirmative defense of /n
pari delicto, Grant Thornton was able to convince the
court that the unlawful acts of Parmalat’'s managers
must be imputed to the firm. The doctrine of in pari
delicto is based on the law of agency. The acts of an
agent are ordinarily imputed to the principal. In the
instant case, Parmalat, the principal, hired the managers
to serve as its agents. Whenever a principal uses an
agent to act on its behalf, it does so at its peril; there is
always a risk that the agent will not conduct himself as
he is supposed to do, i.e., to keep the interests of the
principal of paramount importance. The managers who
looted Parmalat committed unlawful acts, but they were
Parmalat's agents, and their unlawful acts must be
imputed to Parmalat. The law of torts will not allow a
plaintiff with “unclean hands” to get legal relief from
another party if that party has also participated in the
unlawful or negligent acts. The court will not
countenance a situation where one wrongdoer gets
legal relief from another wrongdoer; in the instant case,
Parmalat and Grant Thornton both committed wrongful
acts.®’

Parmalat tried to counter Grant Thornton’s
reliance on the /n pari delicto doctrine in two ways.
Firstly, Parmalat contended that the “adverse interest”
exception applied in this case, i.e., that /n par’ delicto
was inapplicable because the agents committing the
unlawful acts acted in their own interest and had
abandoned the principal’s interest. The court ruled that
the adverse interest exception was inapplicable because
the agents did not totally abandon Parmalat’s interests;
for example, those unlawful acts enabled Parmalat to
obtain new infusions of capital, to expand its production
facilities, to increase its product line to 10,000 items,
and to increase its international presence from 5
countries to 30. The adverse interest exception requires
total abandonment of the principal's interest; partial
abandonment, which exists in this case, is insufficient.®

Secondly, Parmalat argued to the court that the
A.l.R. precludes application of the /n pari delicto doctrine
to bar claims for accounting malpractice. The court
noted that the A.I.R. permits an accountant sued for
malpractice to assert his or her client’s negligence as a
defense only where that negligence interferes with the
accountant’'s failure to perform his contractual obli-

1d. at 512-14.
5'1d. at 517-18, 530.
8 1d. at 518-25.
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gations and to be truthful. It exists to limit the defense of
contributory negligence, and may also be applicable in
states that have adopted a comparative negligence
statute. In other words, the A.l.R. may be asserted by an
auditor or a client to limit or preclude the auditor's
liability for malpractice. But it has nothing to do with the
separate /in pari delicto defense which, if applicable,
operates as an absolute bar to a claim based on equally
wrongful acts of both parties. Accordingly, Parmalat was
unsuccessful in its attempt to use the AIlR. as a
counterweight to the defendant’s reliance on /in pari
aelicto, the A.L.R. is inapplicable in the context of /n pari
aelicto. Therefore, since both grounds put forward by
Parmalat failed to prevent the application of in par/
delicto to this case, the court granted Grant Thornton’s
Motion For Summary Judgment. Plaintiff Parmalat’s
professional negligence lawsuit against Grant Thornton
was dismissed.®

d) Granting a Jury Instruction on Client's Contributory
Negligence Should be the Exception, Not the Rule

Missouri has enacted a comparative negligence
statute, but that statute only applies in cases involving
personal injury or death or damages to property. The
comparative negligence statute is inapplicable to cases
related solely to economic loss, such as professional
negligence cases; in those cases, contributory negli-
gence is still applicable.®* However, Missouri has neither
adopted nor rejected the AR Although not
specifically adopting the rule, a Missouri appeals court
recently gave the A.l.LR. a nod of approval: “The audit
interference rule thus represents nothing more than a
narrow example of the broader judicial sensitivity we
have already advised must be employed in professional
negligence cases to avoid permitting contributory
negligence to unfairly shift the duty undertaken by a
professional back to the client. . .The defense of client
contributory negligence should be unavailable as a
matter of law when the alleged client negligence was a
failure to discharge a responsibility within the scope of
the professional’s duty. That is, a client cannot, as a
matter of law, be contributorily negligent for the same
acts or omissions that constitute the professional’s
negligence. . .To conclude otherwise would discourage
clients from relying on the professional assistance the
client has sought, placing the client in the dilemma of
having to worry about whether he will be later held
contributorily negligent for relying on the professional to
protect the client’s interest. . .As the scope of the
contributory negligence defense should turn on the

8 1d. at 531-32.

8 Children’s Wish Foundation International, Inc. v. Mayer Hoffman
McCann, No. WD 70616 (Mo. App., W.D. 2010), pp. 41-42. However,
other jurisdictions (e.g., Mississippi) do provide that their comparative
negligence law is applicable to cases with only economic loss, such
as auditors’ professional negligence cases. In re River Oaks Furniture,
Inc., 276 B.R. 507, 546 (N.D.Miss. 2001).

€ |d. at 35.
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duties the professional has undertaken to the client, it
follows that the exact parameters of those duties must
be defined in professional negligence cases in light of
the particular circumstances of each case through jury
instructions.”®®

Within that context, the court placed constraints
on when a jury instruction on a client’s contributory
negligence is allowed in a professional negligence case
against an auditor: “Great care must be taken by the
trial court in such cases to avoid submitting a
contributory negligence instruction that presumes a duty
a client has not undertaken, that shifts to the client a
duty undertaken by the professional, and that effectively
negates the professional’s obligation to perform its
duties by ignoring the very reason the client sought out
the professional’s assistance in the first place. We also
emphasize the importance in professional negligence
economic loss cases of carefully defining the scope of
the duty undertaken by the professional. Professionals
are not insurers against error and can only be liable for
mistakes that arise out of a duty specifically undertaken
to a client and a corresponding failure to perform within
the applicable standard of care. Though we cannot
anticipate every scenario which will present itself to trial
courts in the future, we suggest that by virtue of the
principles herein discussed, 7/ will be. . .’the exception,
and not the rule, where clients may be considered at
fault’ for a professional’s purported failure to perform
auties undertaken to the client.”®

IX. CONCLUSIONS

a) The purpose of the A.l.R. is to limit the scope of an
auditor’s contributory negligence defense in a
negligence lawsuit filed by a client.

b) The A.LR. provides that the client's negligence is a
defense only when it has contributed to the
accountant’s failure to perform his contract and to
report the truth.

c) New York was the first state to recognize the A.L.R;
other states adopting the rule include lllinois, Kan-
sas, Mississippi, Nebraska, Oklahoma, Pennsyl-
vania, Texas and Utah.

d) These states have either never recognized the A.l.R,
or have abolished it.: Arkansas, Florida, Michigan,
Minnesota and Ohio.

e) Recent case law has highlighted several deve-
lopments in the A.l.R., including:

i. an auditor accused of professional negligence
may be required to specifically state how the
client's alleged negligence interfered with the
auditor’s ability to conduct the audit;

i. the AILR. may also be applicable whenever a
third-party beneficiary of an audit, such as a bank,
sues an auditor for professional negligence;

5 |d. at 45-47.
571d. at 54. (Emphasis added.)



the A.LLR., which limits the scope of an auditor’s
contributory negligence defense, has nothing to
do with the separate /n pari delicto defense which,
if applicable, operates as an absolute bar to a
claim based on equally wrongful acts of both
parties; and

a court’s granting of a jury instruction on a client’s
alleged contributory negligence should be the
exception, not the rule.
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Investor Relations on the Western Balkan’s
Stock Market: A Comparative Study

Bojan Djordjevic

Abstract - In this work we analyses IR development of Serbian
and Croatian companies listed on stock markets which are
within indices Belex 15, BelexLine (Belgrade Stock Exchange)
and Crobex (Zagreb Stock Exchange). Our results indicate
that IR techniques have diffused from countries following the
Anglo-American economic model to The Western Balkan’s
countries. Serbia and Croatia have adopted laws and
regulations in order to facilitate the establishment of stock
markets. These new regulatory regimes have largely been
influenced by the EU especially for countries gaining or
planning to gain membership. The emergence of IR practices
and IR departments in the Serbia and Croatia contributes to
the development of corporate governance structures and
market transparency. This exploratory study suggests that
further research using a larger sample to enable statistical
testing of disclosure theories relevant to IR is desirable. There
is also a possibility for more qualitative case study or research
to provide further insight into the topic. Potential also exists for
studies of the diffusion of IR in the other Western Balkan's
countries (Montenegro, Macedonia, Bosnia and Hertzegovina,
Slovenia, Bulgaria etc.) and the newly emerging economies of
BRICS countries (Brazil, India, China and South Africa).
Keywords : investor relations, cormmunications, internet,
Shareholders, stock market.

I [NTRODUCTION

nvestor relations and communications with the

financial public refer to different forms of commu-

nication methods and tools which a company uses
when building relations with those who provide means
for its growth and development. This makes existing and
potential investors the prime financial public, but one
should not overlook the importance of others involved,
those that have substantial influence on investors’
perspectives and opinions. In relations with the financial
public, besides professional, well-informed investors the
targeted public is also individuals who, as a rule, are
neither professional investor nor are equipped with
comprehensive information or broad financial know-
ledge. Good and active investor relations help a
company to provide a fair price for its stocks, and also
provide access to extra capital when needed.

Providing information about business results is
the most significant opportunity for communicating with
investors. Achieved results provide proof that a
company is capable of reaching its goals and the
market’s expectations. Published results must be

Author : Ph.D, associate professor, Faculty of management Zajéar,
Megatrend university Belgrade, Republic of Serbia.
E-mail : bojan.djordjevic@rimz.edu.rs

detailed enough for analysts and investors to reliably
evaluate the company’s value. This does not necessarily
mean that financial reports are always the most efficient
means of communication. It often happens that
numbers and accountancy rules suppress transmission
of all the necessary information. Management, for
example, is often unrealistic regarding the company’s
future, since their role is to ‘sell’ the company to new
employees, buyers, distributors, and investors. The
forecast of future results also demands evaluation of
one’s ability to run a company, which can lead to
overoptimistic grades from the analysts’ perspective.
Therefore, management must regularly analyze a
company’s business and compare their forecasts with
the ones made by analysts.

The developments in the last decades of e-
business, global capital markets, and information
technology, have influenced the economic system to
become more digital. The purpose of financial reporting
has also changed in recent years to become more user-
oriented. As they have become better informed, the
users of financial reporting, stakeholders such as
investors, creditors, clients, suppliers, and analysts,
require more and more accounting information from

companies.
This study investigates investor relations
development and communication methods  of

companies listed on the Belgrade Stock Exchange
(BELEX 15, BELEX LINE) and Zagreb Stock Exchange
(CROBEX). For this purpose the websites of the 36
largest listed companies in the Republic of Serbia and
Croatia were screened for investor relations items.

The objective of our study is to find out if
Serbian and Croatian companies use Internet advan-
tages to communicate with institutional and individual
investors. Using the Internet for disclosing financial
statements facilitates stakeholders’ access to informa-
tion and decreases the costs of printing and disse-
minating the hard copy of financial statements to
interested investors. The question we try to answer is
whether regional companies (Serbian and Croatian)
have given more attention to online investor relations in
improving their investor communications.

II. DEFINING IR

Modern ‘investor relations’ as a discipline was
defined in the late 1970s. Different academics and
practitioners of investor relations defined it in various
ways. In general, ‘investor relations’ can be seen as a
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connection or link between companies and the investor
community (Lake and Graham, 1990). Investor relations
are an overall process by which a corporation commu-
nicates with the investor community, explaining the
company’s future challenges and opportunities, discu-
ssing present strategy and past performance, and
developing a constituency of informed and interested
investors) (Ellis, 1985). Conducted effectively, investor
relations can have a positive effect on a company’s total
value relative to the overall market and a company’s
capital cost (Petersen and Martin, 1996).

According to the definition of the American
National Investor Relations Institute (NIRI), relations with
investors represent a complex strategic company
activity, which is a product of finance, communication,
marketing, and business law application, and aims to
provide two-way communication between company,
financial public, and other subjects, which leads to a fair
price for the company’s securities (NIRI, 2010; LSE,
2010). The difference between these two definitions
implies the scope of the investor relations dynamic, and
that new dimensions are being added to investor
relation activities. Investor relation is nothing but a
defensive or aggressive attempt to stimulate the
company’s value and share price (Ryder and Regester,
1989). Ultimately this is not true. ‘Investor relations’ are
not only responsible for stimulating firm value and share
price, but also are important in other striking ways.
However, an investor relation is the financial end of the
communications function, rather than the commu-
nications end of the financial function”, meaning investor
relations start with financial activities and finish when
that financial information is communicated to its
audience (Dolphin, 2003). Thus investor relations can be
seen as a task of the company management in order to
provide timely, accurate, useful, meaningful, under-
standable and complete information about the com-
pany’s fundamentals, present and past situation, and
future prospects to the investor community, which
incorporates the disciplines of marketing, commu-
nication, accounting, and finance, and influences the
value of the corporation. The impact of governments
and the various institutional requirements (SEC, stock
exchanges, etc.) also have a positive influence in
providing timely, accurate, and meaningful information
to the investor community by the companies. By
practicing various activities, investor relationship depart-
ments communicate information to the investor commu-
nity. The general investor relation activities are depicted
in Table 1.

The purpose of investor relations is to make a
proper connection or link between the company’s
management and the financial community (Miller, 1991).
Basically, the investor relationship department of
corporations deals and communicates with influential
financial groups.

(Us)

Table 1 Investor relation activities

Conveying

information about Activities

Explaining information about the
business and environment

Explaing recent development and
decisions on the basis of company’s
long term planning and strategy

Highligting future prospects of the

Present business
status

Forecasting future business rather than historical
status performance
Focusing on long term strategies
Focusing on long term opportunities
for the business
Avoiding over-expectations from the
Transparency target audiences

Facing adverse news openly and
honestly

Providing analysts with access to the
top management

Being proactive rather than re-active
Employs an nvestor relations staff or
a department that is able to explain
details and is responsive to analysts’
inquires and requests

Managing relations

The financial community consists of the
following sixteen influential financial groups: stock
exchange member firms, customers’ brokers, security
analysts and individual analysts, unlisted or over-the-
counter dealers, investment bankers, commercial
bankers, registered investment advisory services,
insurance companies and pension funds, mutual funds
and investment trusts, investment counselors, trustees
of estates and institutions, financial statistical orga-
nizations, investment magazines and financial public-
cations, large individual shareholders, debt rating
agencies, portfolio managers and lender banks (Miller,
1991). Whatever the principle activities and whoever the
audience, communicating and transmitting relevant,
concise, trust worthy, real time information are the key
activities of investor relations.

Publicly traded companies are required to
provide certain information to current and potential
investors. In the U.S., this information includes man-
dated SEC disclosure documents, such as annual
reports, 10-K filings, proxy Statements, quarterly 10-Q
filings, and 8-Ks that announce unscheduled decisions
and actions. Additionally, there are day-to-day goings-
on of the company, marketing strategies, operational
decisions, acquisitions, and general business fluctu-
ations that, if deemed to be matferial, can be shared with
investors. All of these communications are supported by
other vehicles such as press releases, conferernce calls,
and management presentations, whether live or Web
cast (Ryan and Jacobs, 2005).

In most cases, the packaging and distribution of
this information is the responsibility of investor relations,
as IR is the filter through which all financial commu-



nications come out of the company. (See Figure 1).
Companies have either an IR department or an
executive designated with IR responsibilities, and many
companies supplement the IR function with outside IR
counsel. IR counsel, either internal or external, not only
administrates disclosure responsibilities but, in a perfect

world, works to preserve or enhance the company’s
equity value. IR counsel steeped in capital markets
know-how and industry-specific knowledge understands
the cause and effect of stock movements and
incorporates that knowledge into all strategic commu-
nications plans.

Figure 1. The Financial Communciations Filter

Company Message

Buy-Side

Sell-Side
Customers/Suppliers
Government

Media

Source  Ryan M. T. & Jacobs A. C. (2005). Using Investor Relations to Maximize Equity Valuation. John Wiley &

Sons Inc., New Jersey, 2005, 5.

[11. HisTtory OF IR

Investor relations are a young specialization and
can be dated back to the time around post World War |l.
In the time after World War |, there was an economic
boom, which meant that Americans had to find a place
to put their money, and companies had to expand in
order to satisfy the growing needs of consumers. There
had been some trading occurring during the Second
World War, however, it was only the rich and
professional investors that dared to invest their money in
companies. Therefore, the trading volume practically
exploded when the rich and professional investors
started to invest in companies during the 1950s and the
1960s and a new type of communication department
within a company was born. Three eras can be identified
in the history of investor relations: the Communication
Era (1945-1970), the Financial Era (1970-2000), and the
Synergy Era (after 2000) (Laskin, 2010).

a) The Communication Era (1945-1970)

The modern profession of investor relations
originated through the ideas of Ralph Cordiner, a
chairman of General Electric who in 1953, created a
business function in charge of all shareholder
communications. In fact, it was in the early 1950s when
numerous U.S. companies began thinking about their
shareholders in a different way, and concentrating on
how to build a beneficial relationship with them. This
sudden shift in thought processes was due to the fact
that companies were facing another type of shareholder
on the financial market — namely, the private/individual
shareholder, who caused major changes in the board
room. Before this, companies only knew of institutional
shareholders but now normal persons from American
households also became shareholders. The first

companies to recognize this change were the car
manufactures Fora, GM, and Chrysler. They began to
target consumers as shareholders because back then, it
was normal for private shareholders to purchase cars
from the company in which they owned shares. From
that point on, increasing share demand became a
crucial part of the corporate agenda as it would push
prices up and up (Laskin, 2010). Below are some
examples of the major changes that U.S. companies
executed after they began targeting private
shareholders:

= The annual reports took shape as a 48 page, glossy
sales brochure for the company’s products. All the
financial data was there too, but now focus was on
sale.

=  Companies would give away free gifts or gifts boxes
with samples of products to their shareholders.

» Annual General Meetings (AGM) would be of no
substance, but rather an event where shareholders
could eat and drink for free and stay free at hotels in
relation with the AGM.

As mentioned above, there was an economic
boom during the post-World-War-Il years which created
extra income in the hands of the American public; this
was an extraneous income that could be invested.
Corporations found themselves fighting with each other
for this cash — a competition companies were not used
to facing. In this moment, the management turned to the
proven professionals of communicating with individuals
for help — public relations teams. Unfortunately, in the
1950s, public relations were not a well-established
practice. Only the largest companies had an internal
public relations staff, and the functions and roles of
public relations were limited. This era was characterized
by the lack of financial expertise among practitioners.
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Investor relations tasks were assigned to publicists who
were largely considered press agents, who focused their
efforts on putting the company’s name into mass media.
Investor relations throughout this period lacked strategic
and managerial activities, as companies did not think
that shareholders could have a marked influence on
them. Thus, organizations did not conduct research to
understand their shareholder patterns better. The
feedback from shareholders was not collected or
analyzed what so ever. The stream of information simply
flowed one-way: from organization to the publics, and
flowed mainly through mass media channels. Later on in
the history of investor relations, this communication
method was changed to two-way communication as IR
practitioners figured out that this was the best way to
communicate with shareholders.

At the end of the communication era, the two
professions of investor relations and public relations
were split completely. Companies finally realized that
public relations professionals had little competence in
running investor relations. Thus investor relations
professionals founded their own organization named the
National Investor Relations Institute (NIRI). They quickly
defined their main goal as: “Our aim is (o separate
ourselves from the so-called financial public relations
consultants, who operate on the fringe of stock touting,
and who are fouling the nest.”(Laskin, 2010).

b) The Financial Era (1970-2000)

The second era, the financial era, saw the focus
shift from private shareholders to institutional investors.
During the financial era, the U.S. market was about to be
institutionalized. Investor relations responsibilities were
also shifting from communication specialists to account-
tants and financial professionals. Under the supervision
of CFOs (Corporate Financial Officers), investor rela-
tions activities became focused on providing financial
disclosure to investors. Companies were used to
handling poorly educated private shareholders, but the
shareholder profile changed to well-educated profe-
ssionals, financial analysts who did not accept a nice
glossy report filled with product information. Instead,
they demanded information about company strategies,
sales, and research and development.

The focus then shifted from mass media to one-
on-one meetings with institutional shareholders and
financial analysts. This interpersonal nature of
communications enabled two-way information streams.
Feedback was gathered, although it was rarely used to
modify the activities of corporations. Instead, it was
used to come up with more persuasive messages in
order to “sell” the organization. The “selling” approach
positioned the goal of investor relations towards
increasing the share price through supplying the
financial audience with plenty of positive company
news. A high share price would satisfy shareholders and
the company would have more money to work with as

(Us)

the value of the company would increase. Scholars
suggest that this might be one of the reasons for the
“creative accounting” at Enron and other corporations.

The job description of an IR professional also
evolved during this era. Institutional investors were
powerful and evaluated every action the company took
and did not hesitate to criticize or ask questions if they
believed these actions were not in the best interests of
the shareholders. Companies saw institutional investors
as corporate activists because they were not used to
interference from skeptical shareholders. For this
reason, investor relations professionals had to transform
from providing information into defending the managers’
actions. If these actions were criticized, investor relations
professionals were expected to come with countera-
rguments to explain and protect the company’s actions.
Overall, their job was to increase valuation of the
company and distribute positive information while the
negative was tightly controlled. This led to manipulated
communication which resulted in overvaluations, acco-
unting fraud, and selective distribution of information
(Laskin, 2010).

c) The Synergy Era (after 2000)

Laskin (2010) defines the current era of investor
relations as the synergy era. The shift from the previous
financial era was caused by changes in society and the
economy. The 21 century was impacted by devastating
corporate scandals and failures. Large accounting
scandals and the burst of the dot-com bubble
challenged the entire model of corporate America.
Various accounting scandals necessitated an overhaul
of disclosure and financial reporting standards as well.
Laskin suggests that investor relations practice has
assumed more responsibilities than ever before since
the collapse of Enron. Furthermore, the competition for
capital increased heavily and made investor relations a
key activity, influencing the success of the entire
company. “CEQOs saw that investor relations are not one
of the auxiliary functions, but rather an activity that can
create a compelitive advantage.” (Laskin, 2010).

Today, the task for investor relations officers is
to help investors to understand the business model of
the company. The new goal of investor relations is to
build a mutually beneficial trust relationship between the
company and its investors, which allows for long-term
cooperation. Today’s investors demand more than only
being supplied a financial disclosure. They require
information about the company’s strategy, management
team, and mission and vision, amongst others that are
vital information in regards to making an investment
decision. Thus, it has become more important for
investor relations officers to not only speak the financial
language, but it is also important for them to be able to
strategically communicate with investors.

Investor relations is about proficient commu-
nication between a company and its investors, and



success in investor relations requires the companies to
extend the scope of investor relations from a mere
publication of obligatory annual and interim reports to
more frequent, extensive, proactive and diversified two-
way interaction and communication. The synergy era
requires that investor relations officers listen to investors
as much as they listen to management, and that they
help to align the interests of both parties. Investors
should be as likely to follow management recommend-
dations as management should be able to adopt
investor propositions. This type of investor relations is
based on communication between the company,
investment community and financial public.

It can be argued that the current state of
investor relations results directly from the investor
relations history. Today, the profession requires a
synergy of communication expertise and financial
expertise, which have characterized the previous eras
respectively. Communication and financial skills are
equally valued and required in order to obtain the goal
of improving the understanding of the company among
investors. Communication is the key, with information
traveling back and forth between company and
investors, and implementing feedback from investors in
the corporate decision-making process. Investor
feedback is actively gathered and evaluated, share-
holder research is conducted, and the analysis is often
taken into consideration when planning the company’s
strategy.

[R ON THE INTERNET: IMPORTANCE OF
E-COMMUNICATIONS

V.

To survive in a changing business environment,
company itself must satisfy the needs of various interest
groups, so-called stakeholders, among who are inve-
stors, that is shareholders and stockholders. Thus, we
enter the area frequently called public relations (PR).
The era of “e-communications” began in the 90's in past
century, with wider usage of Internet. With the change of
ways of communication, investors’ needs also changed
(Cole, 2004). Until then, investors or some other interest
group could obtain company’s information in written
form or in direct talkk with company’s authorised
manager. Possibility of company’s data being “on-line”
and available on company’s Internet page, changed
investors’ habits (Guimard, 2008). In order to sustain in
the market, companies must lead proactive strategy and
foresee changes on the market and possible demands.
That is how major companies work, like Microsoft, for
example, who after frequent visits to their web pages
prepared list of mostly asked question and answers,
enabled web casting conferences and prepared
presentations (Special Report, 2003). Basically, using
Internet in relations with investors brought Microsoft,
Apple etc. not only lower cost, but also a cheaper way of
promoting the company. Since new electronic possi-

bilities changed the structure and way of investing, they
also changed the nature of relations with investors
(Marcus, 2005).

Therefore, companies must be aware of the fact
that active usage of Internet presentations for commu-
nicating information to investors also provides them with
communication media. In other words, investors can
make inquires via e-mail, define data they want to
receive by newsletter, engage in a conference, etc.

Table 2 | E —communications forms

Standard forms New forms
Informative packages Road show
Mycro site of company Digital video broadcasting
Chatroom Forums
Newsletter Conference calling
E-mail RSS & RNS
E-mail alarms Social networks

Source . Djordjevic B. et al. (2012). Investor Relations on
the Internet: Analysis of companies on the Serbian stock
market. Economic Annals, vol.57, 1932012, Faculty of
Economics, Belgrade, p. 124.

Nevertheless, in spite of focus on e-
communication, direct meetings with company’s repre-
sentative are the most popular means of communication
for professional investors. And besides all upper
mentioned forms of communication, phone is still the
most popular method for information exchange between
company and an investor. Companies use a multi-
channel approach to inform their investors. Information
is traditionally communicated via financial reports, press
releases, road shows and in analyst meetings. The
Internet can be used to provide investors with a copy of
the traditional paper-based annual report, but it also
offers new opportunities to present and communicate
information. These include technology-specific presen-
tation advantages, the use of cookie technology, and
direct forms of communication, such as mailing lists and
online participation. The advantages of providing
information to investors via the Internet are: speed, lower
costs and the possibility of reaching large groups of
investors (Deller et al., 1999).

Social media and networks are a new form
communications with investors today. Social networking
allows users to connect and interact with likeminded
people. While these tools were originally developed for
individual use, the aspects of information sharing and
instant responsiveness of social media lend itself well for
corporate communications. Through social media plat-
forms, companies can build and promote their brands,
introduce new products, and learn about their customer
base. Social media becomes an extension of real world
communication strategies by allowing enhanced
transparency and increasing interaction between com-
panies and their stakeholders.

According to ‘Public Company Use of Social
Media for Investor Relations 2011," a study by Q4Web
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Systems that reviewed 629 public companies in total,
small public companies are more avid users of Twitter
for investor relations compared with large companies,
with 179 and 141 users respectively. Similarly, 98
smaller companies were reported using Facebook for
investor relations purposes, compared with 69 large
companies. Across the board, both small and large
enterprises were more inclined to using social media for

social media into their investor relations effort. The low
cost of social media, combined with the potentially large
footprint and visibility create an attractive value
proposition. Smaller companies are also more likely to
have a vocal base of retail investors, who are the prime
targets of social media.

Table 3 . Public Company Use of Social Media for IR

investor relations, as compared with mid-sized com- Large Mid Small
panies. A possible explanation for this data is that while Twitter 141 97 179
large public companies have the resources to use social Facebook 69 49 98
media and feel inclined to use the tools available YouTube 60 29 50
because their competitors are doing it, smaller com- SlideShare 31 14 36
panies are reaping the largest benefits from integrating Blogs 20 5 18
Figure 2 . Use of Twitter for IR
Utilities I
Telecommunications HEE
Technology I ——
Services NN
Real Estate 1N
Pharma/Healthcare/Biotech NN
Natural Resources I I — = Twitter for IR
Media |l
Industrial goods/Basic materials IR = Twitter
Financial Services Il
Exchanges Il
Consumer Goods
Automotive Il
Airline M
0 50 100 150 200 250

Source : Joyce, S.(2011). Public Company Use of Social Media for Investor Relations — Part | Twifter & Sftock Twits.
Q4Web Systerns, 6. hito.;/www.lythampariners.cormymedia/7481/g4_social media_iro_whitepaper.pdf

Figure 3 Social media use by region
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Source : Joyce, S. (2011). Public Company Use of Social Media for Investor Relations — Part | Twitter & Stock Twits.
Q4Web Systerns, 6. htto.//www.lythampartners.cormymedia/7481/g4_social media_iro whitepaper.pdf
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V. METHODOLOGY AND RESEARCH
FRAMEWORK

We used explorative research, realized at the
end of 2012, with content analyses of the Internet
presentation of leading companies listed on the
Belgrade Stock Exchange and Zagreb Stock Exchange,
Croatia. Exploring each individual market (18 com-
panies) included Internet presentations and pages of
companies with the largest flow of share trading, as well
as domestic companies whose securities were most
traded on the Belgrade and Zagreb stock market in the
previous two years. The companies considered were
ranked in the stock market indices Belex 15, BelexLine
and Crobex (Table 4). Within the companies’ Internet
presentations, three categories of importance for
investors and the entire financial public information were
considered, as shown in Table 5.

The findings of previous research are presented
here based on a modified version of Hedlin's (1999)
three-stage model, which describes the three stages of
investor relations on the Internet (see Table 6.) The first
stage is the Internet presence, offering general company
information. The second stage, which is more interesting
for investors, involves using the Internet to communicate
investor information. Finally, in the third stage, a
company can exploit the Internet for the specific
advantages it offers. In this study, three further groups of
Internet activities were recognized within the third stage
(Hedlin, 1999).

Table 4 . Companies in our research,
listed on BSE and ZSE

Belex 15/BelexLine Crobex
NIS a.d. Beograd Atlantska plovidba d.d.
Imlek a.d. Beograd Koncar -
elektroindustrija d.d.
Aik banka a.d. Ni$ Kra$ d.d.

Komercijalna banka a.d.
Beograd

Energoprojekt holding
a.d. Beograd

Soja protein a.d. Becej
Metalac a.d. Gorniji
Milanovac

Tigar a.d. Pirot

Podravka d.d.

Riviera Adria d.d.

Zagrebacka banka d.d.
Dalekovod d.d.

Ericsson Nikola Tesla
d.d.

Univerzal banka a.d. Atlantic Grupa d.d.

Beograd

Bambi Banat a.d. .

Beograd AD Plastik d.d.

Galenika Fitofarmacija Luka Rijeka d.d.

a.d. Zemun

Messer Tehnogas a.d.

Beograd Ledo d.d.

Alfa plam a.d. Vranje Konzum d.d.

Vital a.d. Vrbas Adris grupa d.d.

Mlekara a.d. Subotica Tisak d.d.

Informatika a.d. Beograd | Valamar Adria Holding
d.d.

Luka Ploce d.d.
INA d.d.

Carnex a.d. Vrbas
Telefonija a.d. Beograd

Table 5 : Researched categories of importance for
investor information

I Il 1l
WEB SITE INFORMATION TOOLS FOR
FOR INVESTORS
INVESTORS
Home page (I) | Contacts (C) Social media (SM)
Investor Financial reports Audio (A)
Relations (FR) Video (V)
page (IR) Ownership RNS (RNS)
Corporate structure (OS) RSS (RSS)
Social Media (M) Webcast (WBC)
Responsibility | Stock values (SV) | Newsletters (NL)
(CSR) Management Power Point (PP)
(MGT) E-mail (E)
Board of directors | .pdf (PDF)
(BD) Call center (CC)
Business profile
(BP)
Table 6 IR Classification and structure of the three
stages
IR Information & No. of
Classification | tools for investors items
First stage I, CSR, C,FR, M 5
Second stage Os, SV’B’\gGT’ BD, 3)
SM, AV, RNS,
Third stage RSS, WBC, NL, 11
PPT, E, PDF, CC

After identifying the homepages of our sample
companies we determine for each company the mean
score for measuring the Internet investor relation stage,
based on a list of variables predefined in the first part of
our study. To measure the investor relation stage
quantitatively in the present study, a disclosure index for
investor relations (IR) was developed:

18
ScorlR=Y" IR (1)
i=1

We use a composite index for measuring the
investor relation stage (Chavent ef a/., 2006). For each
company we assign the value of “one” to each
informational criteria satisfied and value “zero” other-
wise. Each information subcategory from our sample
contains a different number of items.

VI. DATA AND RESULTS

Based on explorative research of chosen
Serbian and Croatian companies’ Internet presentation,
we divided acquired results into three groups, as shown
in Table 5. Research results are presented in Graph. 1,
2 and 3.
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a) Web Sites of Companies

With regard to earlier period, it is notable that
companies pay more attention to accentuating their
corporate social responsibility — Serbia with 66,6%,
Croatia a bit more — 72,2% of companies. Also, more
and more both Serbian and Croatian companies
appreciate the importance of communication with
investors, thereby they have special web page regarding
IR within their internet presentation (61, 1% of com-
panies).

b) Information for Investors

Significant flaw for all stakeholders, especially
for current and potential investors, is that ownership and
movement of share values are not published on web site
of the company. Ownership structure is presented by
33,3% of Serbian and Croatian companies, while
information on movements of share values are given by
50% of Serbian companies and 61,1% of Croatian
companies.

c) Tools for Investors

Besides traditional tools (e-mail, pdf, ppt,
video), it is important to emphasize that increasing
number of companies uses social networks as a
method of public communication. Facebook, Twitter,
YouTube are predominant. Also, some companies have
Call centers with special numbers for providing
information. In both countries, 33,3% of researched
companies use social networks, while Call centers have
22,2 %0f Serbian companies and 27,7% of Croatian
companies.

Based on formerly given research results,
application of relevant methodology and three-stage
model, we formed a table containing investor relation
stages of development in Serbia and Croatia (see Table
7. and 8.). We can see that over 90% of researched
companies fulfill all necessary requirements of stage
one (home page, CSR, contacts, financial reports,
media). In Serbia, 59% of companies are in second
stage of investor relation development, whereas IR
internet advantages are completely understood by 47%
of listed companies. It is similar in Croatia: 63% of
companies are in stage Il of IR development, while IR
internet tools are used by 49% of companies. We can
assert that companies in Serbia and Croatia are in stage
Il of IR development and there is PLENTY of room to
upgrade communication with interested public via
internet and web tools.

If we consider Serbian companies, impro-
vements are noticeable. Based on IR development
research conducted early in 2010 and results gained in
this research, improvement in usage of communication
tools and internet are evident, as well as efforts of
Serbian companies to enhance investor relations (see
Table 9. and 10.). As we can see, companies in 2010.
didn’t have CSR related pages, didn’t use audio and
video conference, social networks were not present,
number of companies displaying their share value was

insignificant, etc. (Djordjevic et a/, 2012). Nowadays,
situation regarding IR is much better than back in 2010.

Table 7 :Results of IR research by stage

SRB* CRO**
First stage 1.00 1.00
Companies that use 0.666 0.722
Internet as an 1.00 1.00
alternative 1.00 1.00
publication media 1.00 1.00
Second stage 0.333 0.333
Companies that use 0.500 0.611
Internet for investor 0.888 0.777
communication 0.277 0.444
1.00 1.00
Third stage 0.333 0.333
Companies that 0.277 0.277
exploit internet 0.388 0.333
features 0.277 0.277
0.277 0.277
0.277 0.277
0.910 1.00
0.388 0.444
1.00 1.00
0.864 0.944
0.222 0.277

Source : The autor’s own calculation

Table 8 . ScorlR of SRB and CRO listed
companies with IR indexes

SRB ScorlR CRO ScorlR
First stage 0.933 0.944
Second stage 0.599 0.633
Third stage 0.473 0.494

Source : The autor’'s own calculation
Table 9 . IR results of SRB companies (2010/2012)

SRB 2010 SRB 2012

First stage 0.864 1.00
Companies that 0 0.666
use internet as 0,091 1.00
an alternative 0.773 1.00
publication media 0.773 1.00
Second stage 0.682 0.333
Companies that 0.068 0.500
use internet for 0.644 0.888
Investor 0.364 0.277
communication 0.864 1.00
Third stage 0 0.333
Companies that 0 0.277
exploit internet 0.091 0.388
features 0 0.277
0.045 0.277
0 0.277
0.910 0.910
0 0.388

0.886 1.00

0.864 0.864
0 0.222

Source : The autor's own calculation
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Table 10 : ScorlR of SRB listed companies (2010/2012)

SRB ScorlR SRB ScorlR
2010 2012
First stage 0.501 0.933
Second stage 0.524 0.599
Third stage 0.254 0.473
Source : The autor’'s own calculation
VII.  CONCLUSION

The goal of the presented research on the

quality of relations between listed companies and their
investors is to present a picture of the current state of
affairs in the domestic capital market, and to provide
guidance in anticipation of further development in and
improvement of investor relations. The analyses of
research results have particularly pointed out several
areas which could be improved and which could form
the basis of future research:

Reporting above the prescribed legal minimum is
required in order to build quality relations with the
investing public. Domestic companies should put
extra information and comments in their annual
reports, Internet presentations, and other materials
meant for the investing public, in accordance with
other developed capital markets;

Companies that wish to actively compete for foreign
investors should improve their reports in English.
Although publishing information in English is not a
prescribed obligation, other than for companies
whose shares are listed in the BSE and ZSE Prime
Market, good investor relation practice assumes the
timely and equally extensive information of foreign
investors;

Publishing information on company securities
trading on its own Internet page and publishing
share prices on its home page affirms a company’s
orientation to the capital market, and represent
activities that are fairly easy realized by taking over
data (free of charge) directly from the Belgrade
Stock Exchange or data distributors (Data vendors);
Internet presentation pages intended for investors
should be organized in a user-friendly way, i.e., easy
to use and simple to find all the necessary
information. The mere existence of these pages is
not enough to fulfill the expectation of the investing
public, and their organization and maintenance
should be thoroughly planned;

Investor relation activities in the Serbian and
Croatian capital market are still in the formation
phase. Building these relations will require signi-
ficant attention, and it is necessary to bear in mind
that, besides financial reports, modern relations with
investors include marketing and PR skills. The
existence of qualified personnel that deal exclusively
with building and managing investor relations is
necessary for a company’s successful performance

© 2013 Global Journals Inc. (US)

in financing and affirming its business in the capital
market;

Practice shows that investors and shareholders
highly appreciate direct contact with management
and persons in charge of investor relations.
Therefore domestic companies could increase face-
to-face activities such as holding meetings with
representatives of the investing public, both in
Serbia and abroad. Besides face-to-face meetings,
the development of modern technology provides
cheaper forms of direct contact via Intermnet or video
conferencing, by which, at fairly low cost, a wider
investor audience can be reached;

New technology will also be a challenge as the
social media platforms has accelerated extremely
fast. IR practitioners are facing a huge social
network that will be almost impossible to control.
For this reason, companies will be forced to make
sure that the IR department receives further
education and simultaneously evolves with the new
technology. In addition, IR departments should take
the lead in developing social media in order to
communicate with financial markets. As a result, IR
practitioners should be able to respond more
effectively and faster when it is needed;

The future of investor relations will be extremely
challenging and it will require the profession to
change in order to meet the demands of tomorrow.
That said, it is very unlikely that the goal of investor
relations will change. The main task of the IR
department will still be to build mutually beneficial
relationships between companies and their
shareholders that are based on open, two-way
communication. The only change will be the level of
complexity in regards to handling investor relations
as new technology continues to change the
communication channels and forums.
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Being MARSB is a respectful honor. It authenticates your research activities. After becoming
MARSB, you can use 'MARSB!' title as you use your degree in suffix of your name. This will definitely
will enhance and add up your name. You can use it on your Career Counseling
Materials/CV/Resume/Visiting Card/Name Plate etc.

40% Discount will be provided to MARSB members for publishing research papers in Global
Journals Inc., if our Editorial Board and Peer Reviewers accept the paper. For the life time, if you
are author/co-author of any paper bill sent to you will automatically be discounted one by 60%
MARSB will be given a renowned, secure, free professional email address with 30 GB of
space eg.johnhall@globaljournals.org. You will be facilitated with Webmail, SpamAssassin, Email
Forwarders, Auto-Responders, Email Delivery Route tracing, etc.

MARSB member is eligible to become paid peer reviewer at Global Journals Inc. to earn up to 10%
of realized author charges taken from author of respective paper. After reviewing 5 or more
papers you can request to transfer the amount to your bank account or to your PayPal account.
MARSB member can apply for free approval, grading and certification of some of their Educational
and Institutional Degrees from Global Journals Inc. (US) and Open Association of Research,Society
U.S.A.

MARSB is eligible to earn from their researches: While publishing his paper with Global Journals
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year (subscription for one year).

e The member will be allotted free 1 GB Web-space along with subDomain to
contribute and participate in our activities.

e A professional email address will be allotted free 500 MB email space.

PAPER PUBLICATION
e The members can publish paper once. The paper will be sent to two-peer

reviewer. The paper will be published after the acceptance of peer reviewers and
Editorial Board.
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PROCESS OF SUBMISSION OF RESEARCH PAPER

The Area or field of specialization may or may not be of any category as mentioned in
‘Scope of Journal’ menu of the Globallournals.org website. There are 37 Research
Journal categorized with Six parental Journals GJCST, GIMR, GJRE, GJMBR, GISFR,
GJHSS. For Authors should prefer the mentioned categories. There are three widely
used systems UDC, DDC and LCC. The details are available as ‘Knowledge Abstract’ at
Home page. The major advantage of this coding is that, the research work will be
exposed to and shared with all over the world as we are being abstracted and indexed
worldwide.

The paper should be in proper format. The format can be downloaded from first page of
‘Author Guideline’ Menu. The Author is expected to follow the general rules as
mentioned in this menu. The paper should be written in MS-Word Format
(*.DOC,*.DOCX).

The Author can submit the paper either online or offline. The authors should prefer
online submission.Online Submission: There are three ways to submit your paper:

(A) (1) First, register yourself using top right corner of Home page then Login. If you
are already registered, then login using your username and password.

(1) Choose corresponding Journal.
(1) Click ‘Submit Manuscript’. Fill required information and Upload the paper.

(B) If you are using Internet Explorer, then Direct Submission through Homepage is
also available.

(C) If these two are not convenient, and then email the paper directly to
dean@globaljournals.org.

Offline Submission: Author can send the typed form of paper by Post. However, online
submission should be preferred.
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PREFERRED AUTHOR GUIDELINES

MANUSCRIPT STYLE INSTRUCTION (Must be strictly followed)

Page Size: 8.27" X 11"

e Left Margin: 0.65

e  Right Margin: 0.65

e  Top Margin: 0.75

. Bottom Margin: 0.75

e  Font type of all text should be Swis 721 Lt BT.

e  Paper Title should be of Font Size 24 with one Column section.

e Author Name in Font Size of 11 with one column as of Title.

e  Abstract Font size of 9 Bold, “Abstract” word in Italic Bold.

e Main Text: Font size 10 with justified two columns section

e  Two Column with Equal Column with of 3.38 and Gaping of .2

e  First Character must be three lines Drop capped.

e  Paragraph before Spacing of 1 pt and After of O pt.

e Line Spacing of 1 pt

e large Images must be in One Column

e Numbering of First Main Headings (Heading 1) must be in Roman Letters, Capital Letter, and Font Size of 10.
e Numbering of Second Main Headings (Heading 2) must be in Alphabets, Italic, and Font Size of 10.

You can use your own standard format also.
Author Guidelines:

1. General,

2. Ethical Guidelines,

3. Submission of Manuscripts,

4. Manuscript’s Category,

5. Structure and Format of Manuscript,
6. After Acceptance.

1. GENERAL

Before submitting your research paper, one is advised to go through the details as mentioned in following heads. It will be beneficial,
while peer reviewer justify your paper for publication.

Scope

The Global Journals Inc. (US) welcome the submission of original paper, review paper, survey article relevant to the all the streams of
Philosophy and knowledge. The Global Journals Inc. (US) is parental platform for Global Journal of Computer Science and Technology,
Researches in Engineering, Medical Research, Science Frontier Research, Human Social Science, Management, and Business organization.
The choice of specific field can be done otherwise as following in Abstracting and Indexing Page on this Website. As the all Global

© Copyright by Global Journals Inc.(US)| Guidelines Handbook .



Journals Inc. (US) are being abstracted and indexed (in process) by most of the reputed organizations. Topics of only narrow interest will
not be accepted unless they have wider potential or consequences.

2. ETHICAL GUIDELINES
Authors should follow the ethical guidelines as mentioned below for publication of research paper and research activities.

Papers are accepted on strict understanding that the material in whole or in part has not been, nor is being, considered for publication
elsewhere. If the paper once accepted by Global Journals Inc. (US) and Editorial Board, will become the copyright of the Global Journals
Inc. (US).

Authorship: The authors and coauthors should have active contribution to conception design, analysis and interpretation of findings.
They should critically review the contents and drafting of the paper. All should approve the final version of the paper before
submission

The Global Journals Inc. (US) follows the definition of authorship set up by the Global Academy of Research and Development. According
to the Global Academy of R&D authorship, criteria must be based on:

1) Substantial contributions to conception and acquisition of data, analysis and interpretation of the findings.
2) Drafting the paper and revising it critically regarding important academic content.
3) Final approval of the version of the paper to be published.

All authors should have been credited according to their appropriate contribution in research activity and preparing paper. Contributors
who do not match the criteria as authors may be mentioned under Acknowledgement.

Acknowledgements: Contributors to the research other than authors credited should be mentioned under acknowledgement. The
specifications of the source of funding for the research if appropriate can be included. Suppliers of resources may be mentioned along
with address.

Appeal of Decision: The Editorial Board’s decision on publication of the paper is final and cannot be appealed elsewhere.

Permissions: It is the author's responsibility to have prior permission if all or parts of earlier published illustrations are used in this
paper.

Please mention proper reference and appropriate acknowledgements wherever expected.

If all or parts of previously published illustrations are used, permission must be taken from the copyright holder concerned. It is the
author's responsibility to take these in writing.

Approval for reproduction/modification of any information (including figures and tables) published elsewhere must be obtained by the
authors/copyright holders before submission of the manuscript. Contributors (Authors) are responsible for any copyright fee involved.

3. SUBMISSION OF MANUSCRIPTS

Manuscripts should be uploaded via this online submission page. The online submission is most efficient method for submission of
papers, as it enables rapid distribution of manuscripts and consequently speeds up the review procedure. It also enables authors to
know the status of their own manuscripts by emailing us. Complete instructions for submitting a paper is available below.

Manuscript submission is a systematic procedure and little preparation is required beyond having all parts of your manuscript in a given
format and a computer with an Internet connection and a Web browser. Full help and instructions are provided on-screen. As an author,

you will be prompted for login and manuscript details as Field of Paper and then to upload your manuscript file(s) according to the
instructions.
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To avoid postal delays, all transaction is preferred by e-mail. A finished manuscript submission is confirmed by e-mail immediately and
your paper enters the editorial process with no postal delays. When a conclusion is made about the publication of your paper by our
Editorial Board, revisions can be submitted online with the same procedure, with an occasion to view and respond to all comments.

Complete support for both authors and co-author is provided.

4. MANUSCRIPT’S CATEGORY

Based on potential and nature, the manuscript can be categorized under the following heads:
Original research paper: Such papers are reports of high-level significant original research work.
Review papers: These are concise, significant but helpful and decisive topics for young researchers.
Research articles: These are handled with small investigation and applications

Research letters: The letters are small and concise comments on previously published matters.

5.STRUCTURE AND FORMAT OF MANUSCRIPT

The recommended size of original research paper is less than seven thousand words, review papers fewer than seven thousands words
also.Preparation of research paper or how to write research paper, are major hurdle, while writing manuscript. The research articles and
research letters should be fewer than three thousand words, the structure original research paper; sometime review paper should be as
follows:

Papers: These are reports of significant research (typically less than 7000 words equivalent, including tables, figures, references), and
comprise:

(a)Title should be relevant and commensurate with the theme of the paper.

(b) A brief Summary, “Abstract” (less than 150 words) containing the major results and conclusions.

(c) Up to ten keywords, that precisely identifies the paper's subject, purpose, and focus.

(d) An Introduction, giving necessary background excluding subheadings; objectives must be clearly declared.

(e) Resources and techniques with sufficient complete experimental details (wherever possible by reference) to permit repetition;
sources of information must be given and numerical methods must be specified by reference, unless non-standard.

(f) Results should be presented concisely, by well-designed tables and/or figures; the same data may not be used in both; suitable
statistical data should be given. All data must be obtained with attention to numerical detail in the planning stage. As reproduced design
has been recognized to be important to experiments for a considerable time, the Editor has decided that any paper that appears not to
have adequate numerical treatments of the data will be returned un-refereed;

(g) Discussion should cover the implications and consequences, not just recapitulating the results; conclusions should be summarizing.
(h) Brief Acknowledgements.
(i) References in the proper form.

Authors should very cautiously consider the preparation of papers to ensure that they communicate efficiently. Papers are much more
likely to be accepted, if they are cautiously designed and laid out, contain few or no errors, are summarizing, and be conventional to the
approach and instructions. They will in addition, be published with much less delays than those that require much technical and editorial
correction.

© Copyright by Global Journals Inc.(US)| Guidelines Handbook .

VI



The Editorial Board reserves the right to make literary corrections and to make suggestions to improve briefness.
It is vital, that authors take care in submitting a manuscript that is written in simple language and adheres to published guidelines.
Format

Language: The language of publication is UK English. Authors, for whom English is a second language, must have their manuscript
efficiently edited by an English-speaking person before submission to make sure that, the English is of high excellence. It is preferable,
that manuscripts should be professionally edited.

Standard Usage, Abbreviations, and Units: Spelling and hyphenation should be conventional to The Concise Oxford English Dictionary.
Statistics and measurements should at all times be given in figures, e.g. 16 min, except for when the number begins a sentence. When
the number does not refer to a unit of measurement it should be spelt in full unless, it is 160 or greater.

Abbreviations supposed to be used carefully. The abbreviated name or expression is supposed to be cited in full at first usage, followed
by the conventional abbreviation in parentheses.

Metric SI units are supposed to generally be used excluding where they conflict with current practice or are confusing. For illustration,
1.4 | rather than 1.4 x 10-3 m3, or 4 mm somewhat than 4 x 10-3 m. Chemical formula and solutions must identify the form used, e.g.
anhydrous or hydrated, and the concentration must be in clearly defined units. Common species names should be followed by
underlines at the first mention. For following use the generic name should be constricted to a single letter, if it is clear.

Structure
All manuscripts submitted to Global Journals Inc. (US), ought to include:

Title: The title page must carry an instructive title that reflects the content, a running title (less than 45 characters together with spaces),
names of the authors and co-authors, and the place(s) wherever the work was carried out. The full postal address in addition with the e-
mail address of related author must be given. Up to eleven keywords or very brief phrases have to be given to help data retrieval, mining
and indexing.

Abstract, used in Original Papers and Reviews:
Optimizing Abstract for Search Engines

Many researchers searching for information online will use search engines such as Google, Yahoo or similar. By optimizing your paper for
search engines, you will amplify the chance of someone finding it. This in turn will make it more likely to be viewed and/or cited in a
further work. Global Journals Inc. (US) have compiled these guidelines to facilitate you to maximize the web-friendliness of the most
public part of your paper.

Key Words

A major linchpin in research work for the writing research paper is the keyword search, which one will employ to find both library and
Internet resources.

One must be persistent and creative in using keywords. An effective keyword search requires a strategy and planning a list of possible
keywords and phrases to try.

Search engines for most searches, use Boolean searching, which is somewhat different from Internet searches. The Boolean search uses
"operators," words (and, or, not, and near) that enable you to expand or narrow your affords. Tips for research paper while preparing

research paper are very helpful guideline of research paper.

Choice of key words is first tool of tips to write research paper. Research paper writing is an art.A few tips for deciding as strategically as
possible about keyword search:
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e  One should start brainstorming lists of possible keywords before even begin searching. Think about the most
important concepts related to research work. Ask, "What words would a source have to include to be truly
valuable in research paper?" Then consider synonyms for the important words.

e It may take the discovery of only one relevant paper to let steer in the right keyword direction because in most
databases, the keywords under which a research paper is abstracted are listed with the paper.

e  One should avoid outdated words.

Keywords are the key that opens a door to research work sources. Keyword searching is an art in which researcher's skills are
bound to improve with experience and time.

Numerical Methods: Numerical methods used should be clear and, where appropriate, supported by references.

Acknowledgements: Please make these as concise as possible.

References

References follow the Harvard scheme of referencing. References in the text should cite the authors' names followed by the time of their
publication, unless there are three or more authors when simply the first author's name is quoted followed by et al. unpublished work
has to only be cited where necessary, and only in the text. Copies of references in press in other journals have to be supplied with
submitted typescripts. It is necessary that all citations and references be carefully checked before submission, as mistakes or omissions
will cause delays.

References to information on the World Wide Web can be given, but only if the information is available without charge to readers on an
official site. Wikipedia and Similar websites are not allowed where anyone can change the information. Authors will be asked to make
available electronic copies of the cited information for inclusion on the Global Journals Inc. (US) homepage at the judgment of the
Editorial Board.

The Editorial Board and Global Journals Inc. (US) recommend that, citation of online-published papers and other material should be done
via a DOI (digital object identifier). If an author cites anything, which does not have a DOI, they run the risk of the cited material not
being noticeable.

The Editorial Board and Global Journals Inc. (US) recommend the use of a tool such as Reference Manager for reference management
and formatting.

Tables, Figures and Figure Legends

Tables: Tables should be few in number, cautiously designed, uncrowned, and include only essential data. Each must have an Arabic
number, e.g. Table 4, a self-explanatory caption and be on a separate sheet. Vertical lines should not be used.

Figures: Figures are supposed to be submitted as separate files. Always take in a citation in the text for each figure using Arabic numbers,
e.g. Fig. 4. Artwork must be submitted online in electronic form by e-mailing them.

Preparation of Electronic Figures for Publication

Even though low quality images are sufficient for review purposes, print publication requires high quality images to prevent the final
product being blurred or fuzzy. Submit (or e-mail) EPS (line art) or TIFF (halftone/photographs) files only. MS PowerPoint and Word
Graphics are unsuitable for printed pictures. Do not use pixel-oriented software. Scans (TIFF only) should have a resolution of at least 350
dpi (halftone) or 700 to 1100 dpi (line drawings) in relation to the imitation size. Please give the data for figures in black and white or
submit a Color Work Agreement Form. EPS files must be saved with fonts embedded (and with a TIFF preview, if possible).

For scanned images, the scanning resolution (at final image size) ought to be as follows to ensure good reproduction: line art: >650 dpi;
halftones (including gel photographs) : >350 dpi; figures containing both halftone and line images: >650 dpi.

Color Charges: It is the rule of the Global Journals Inc. (US) for authors to pay the full cost for the reproduction of their color artwork.
Hence, please note that, if there is color artwork in your manuscript when it is accepted for publication, we would require you to
complete and return a color work agreement form before your paper can be published.
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Figure Legends: Self-explanatory legends of all figures should be incorporated separately under the heading 'Legends to Figures'. In the
full-text online edition of the journal, figure legends may possibly be truncated in abbreviated links to the full screen version. Therefore,
the first 100 characters of any legend should notify the reader, about the key aspects of the figure.

6. AFTER ACCEPTANCE

Upon approval of a paper for publication, the manuscript will be forwarded to the dean, who is responsible for the publication of the
Global Journals Inc. (US).

6.1 Proof Corrections

The corresponding author will receive an e-mail alert containing a link to a website or will be attached. A working e-mail address must
therefore be provided for the related author.

Acrobat Reader will be required in order to read this file. This software can be downloaded
(Free of charge) from the following website:

www.adobe.com/products/acrobat/readstep2.html. This will facilitate the file to be opened, read on screen, and printed out in order for
any corrections to be added. Further instructions will be sent with the proof.

Proofs must be returned to the dean at dean@globaljournals.org within three days of receipt.

As changes to proofs are costly, we inquire that you only correct typesetting errors. All illustrations are retained by the publisher. Please
note that the authors are responsible for all statements made in their work, including changes made by the copy editor.

6.2 Early View of Global Journals Inc. (US) (Publication Prior to Print)

The Global Journals Inc. (US) are enclosed by our publishing's Early View service. Early View articles are complete full-text articles sent in
advance of their publication. Early View articles are absolute and final. They have been completely reviewed, revised and edited for
publication, and the authors' final corrections have been incorporated. Because they are in final form, no changes can be made after
sending them. The nature of Early View articles means that they do not yet have volume, issue or page numbers, so Early View articles
cannot be cited in the conventional way.

6.3 Author Services

Online production tracking is available for your article through Author Services. Author Services enables authors to track their article -
once it has been accepted - through the production process to publication online and in print. Authors can check the status of their
articles online and choose to receive automated e-mails at key stages of production. The authors will receive an e-mail with a unique link
that enables them to register and have their article automatically added to the system. Please ensure that a complete e-mail address is
provided when submitting the manuscript.

6.4 Author Material Archive Policy

Please note that if not specifically requested, publisher will dispose off hardcopy & electronic information submitted, after the two
months of publication. If you require the return of any information submitted, please inform the Editorial Board or dean as soon as
possible.

6.5 Offprint and Extra Copies

A PDF offprint of the online-published article will be provided free of charge to the related author, and may be distributed according to
the Publisher's terms and conditions. Additional paper offprint may be ordered by emailing us at: editor@globaljournals.org .

You must strictly follow above Author Guidelines before submitting your paper or else we will not at all be responsible for any
corrections in future in any of the way.
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Before start writing a good quality Computer Science Research Paper, let us first understand what is Computer Science Research Paper?
So, Computer Science Research Paper is the paper which is written by professionals or scientists who are associated to Computer Science
and Information Technology, or doing research study in these areas. If you are novel to this field then you can consult about this field
from your supervisor or guide.

TECHNIQUES FOR WRITING A GOOD QUALITY RESEARCH PAPER:

1. Choosing the topic: In most cases, the topic is searched by the interest of author but it can be also suggested by the guides. You can
have several topics and then you can judge that in which topic or subject you are finding yourself most comfortable. This can be done by
asking several questions to yourself, like Will | be able to carry our search in this area? Will | find all necessary recourses to accomplish
the search? Will | be able to find all information in this field area? If the answer of these types of questions will be "Yes" then you can
choose that topic. In most of the cases, you may have to conduct the surveys and have to visit several places because this field is related
to Computer Science and Information Technology. Also, you may have to do a lot of work to find all rise and falls regarding the various
data of that subject. Sometimes, detailed information plays a vital role, instead of short information.

2. Evaluators are human: First thing to remember that evaluators are also human being. They are not only meant for rejecting a paper.
They are here to evaluate your paper. So, present your Best.

3. Think Like Evaluators: If you are in a confusion or getting demotivated that your paper will be accepted by evaluators or not, then
think and try to evaluate your paper like an Evaluator. Try to understand that what an evaluator wants in your research paper and
automatically you will have your answer.

4. Make blueprints of paper: The outline is the plan or framework that will help you to arrange your thoughts. It will make your paper
logical. But remember that all points of your outline must be related to the topic you have chosen.

5. Ask your Guides: If you are having any difficulty in your research, then do not hesitate to share your difficulty to your guide (if you
have any). They will surely help you out and resolve your doubts. If you can't clarify what exactly you require for your work then ask the
supervisor to help you with the alternative. He might also provide you the list of essential readings.

6. Use of computer is recommended: As you are doing research in the field of Computer Science, then this point is quite obvious.
7. Use right software: Always use good quality software packages. If you are not capable to judge good software then you can lose

quality of your paper unknowingly. There are various software programs available to help you, which you can get through Internet.

8. Use the Internet for help: An excellent start for your paper can be by using the Google. It is an excellent search engine, where you can
have your doubts resolved. You may also read some answers for the frequent question how to write my research paper or find model
research paper. From the internet library you can download books. If you have all required books make important reading selecting and
analyzing the specified information. Then put together research paper sketch out.

9. Use and get big pictures: Always use encyclopedias, Wikipedia to get pictures so that you can go into the depth.

10. Bookmarks are useful: When you read any book or magazine, you generally use bookmarks, right! It is a good habit, which helps to
not to lose your continuity. You should always use bookmarks while searching on Internet also, which will make your search easier.

11. Revise what you wrote: When you write anything, always read it, summarize it and then finalize it.
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12. Make all efforts: Make all efforts to mention what you are going to write in your paper. That means always have a good start. Try to
mention everything in introduction, that what is the need of a particular research paper. Polish your work by good skill of writing and
always give an evaluator, what he wants.

13. Have backups: When you are going to do any important thing like making research paper, you should always have backup copies of it
either in your computer or in paper. This will help you to not to lose any of your important.

14. Produce good diagrams of your own: Always try to include good charts or diagrams in your paper to improve quality. Using several
and unnecessary diagrams will degrade the quality of your paper by creating "hotchpotch." So always, try to make and include those
diagrams, which are made by your own to improve readability and understandability of your paper.

15. Use of direct quotes: When you do research relevant to literature, history or current affairs then use of quotes become essential but
if study is relevant to science then use of quotes is not preferable.

16. Use proper verb tense: Use proper verb tenses in your paper. Use past tense, to present those events that happened. Use present
tense to indicate events that are going on. Use future tense to indicate future happening events. Use of improper and wrong tenses will
confuse the evaluator. Avoid the sentences that are incomplete.

17. Never use online paper: If you are getting any paper on Internet, then never use it as your research paper because it might be
possible that evaluator has already seen it or maybe it is outdated version.

18. Pick a good study spot: To do your research studies always try to pick a spot, which is quiet. Every spot is not for studies. Spot that
suits you choose it and proceed further.

19. Know what you know: Always try to know, what you know by making objectives. Else, you will be confused and cannot achieve your
target.

20. Use good quality grammar: Always use a good quality grammar and use words that will throw positive impact on evaluator. Use of
good quality grammar does not mean to use tough words, that for each word the evaluator has to go through dictionary. Do not start
sentence with a conjunction. Do not fragment sentences. Eliminate one-word sentences. Ignore passive voice. Do not ever use a big
word when a diminutive one would suffice. Verbs have to be in agreement with their subjects. Prepositions are not expressions to finish
sentences with. It is incorrect to ever divide an infinitive. Avoid clichés like the disease. Also, always shun irritating alliteration. Use
language that is simple and straight forward. put together a neat summary.

21. Arrangement of information: Each section of the main body should start with an opening sentence and there should be a
changeover at the end of the section. Give only valid and powerful arguments to your topic. You may also maintain your arguments with

records.

22. Never start in last minute: Always start at right time and give enough time to research work. Leaving everything to the last minute
will degrade your paper and spoil your work.

23. Multitasking in research is not good: Doing several things at the same time proves bad habit in case of research activity. Research is
an area, where everything has a particular time slot. Divide your research work in parts and do particular part in particular time slot.

24. Never copy others' work: Never copy others' work and give it your name because if evaluator has seen it anywhere you will be in
trouble.

25. Take proper rest and food: No matter how many hours you spend for your research activity, if you are not taking care of your health
then all your efforts will be in vain. For a quality research, study is must, and this can be done by taking proper rest and food.

26. Go for seminars: Attend seminars if the topic is relevant to your research area. Utilize all your resources.
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27. Refresh your mind after intervals: Try to give rest to your mind by listening to soft music or by sleeping in intervals. This will also
improve your memory.

28. Make colleagues: Always try to make colleagues. No matter how sharper or intelligent you are, if you make colleagues you can have
several ideas, which will be helpful for your research.

29. Think technically: Always think technically. If anything happens, then search its reasons, its benefits, and demerits.

30. Think and then print: When you will go to print your paper, notice that tables are not be split, headings are not detached from their
descriptions, and page sequence is maintained.

31. Adding unnecessary information: Do not add unnecessary information, like, | have used MS Excel to draw graph. Do not add
irrelevant and inappropriate material. These all will create superfluous. Foreign terminology and phrases are not apropos. One should
NEVER take a broad view. Analogy in script is like feathers on a snake. Not at all use a large word when a very small one would be
sufficient. Use words properly, regardless of how others use them. Remove quotations. Puns are for kids, not grunt readers.
Amplification is a billion times of inferior quality than sarcasm.

32. Never oversimplify everything: To add material in your research paper, never go for oversimplification. This will definitely irritate the
evaluator. Be more or less specific. Also too, by no means, ever use rhythmic redundancies. Contractions aren't essential and shouldn't
be there used. Comparisons are as terrible as clichés. Give up ampersands and abbreviations, and so on. Remove commas, that are, not
necessary. Parenthetical words however should be together with this in commas. Understatement is all the time the complete best way
to put onward earth-shaking thoughts. Give a detailed literary review.

33. Report concluded results: Use concluded results. From raw data, filter the results and then conclude your studies based on
measurements and observations taken. Significant figures and appropriate number of decimal places should be used. Parenthetical
remarks are prohibitive. Proofread carefully at final stage. In the end give outline to your arguments. Spot out perspectives of further
study of this subject. Justify your conclusion by at the bottom of them with sufficient justifications and examples.

34. After conclusion: Once you have concluded your research, the next most important step is to present your findings. Presentation is
extremely important as it is the definite medium though which your research is going to be in print to the rest of the crowd. Care should
be taken to categorize your thoughts well and present them in a logical and neat manner. A good quality research paper format is
essential because it serves to highlight your research paper and bring to light all necessary aspects in your research.

INFORMAL GUIDELINES OF RESEARCH PAPER WRITING

Key points to remember:

®  Submit all work in its final form.
e Write your paper in the form, which is presented in the guidelines using the template.
e  Please note the criterion for grading the final paper by peer-reviewers.

Final Points:

A purpose of organizing a research paper is to let people to interpret your effort selectively. The journal requires the following sections,
submitted in the order listed, each section to start on a new page.

The introduction will be compiled from reference matter and will reflect the design processes or outline of basis that direct you to make
study. As you will carry out the process of study, the method and process section will be constructed as like that. The result segment will
show related statistics in nearly sequential order and will direct the reviewers next to the similar intellectual paths throughout the data
that you took to carry out your study. The discussion section will provide understanding of the data and projections as to the implication
of the results. The use of good quality references all through the paper will give the effort trustworthiness by representing an alertness
of prior workings.
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Writing a research paper is not an easy job no matter how trouble-free the actual research or concept. Practice, excellent preparation,
and controlled record keeping are the only means to make straightforward the progression.

General style:

Specific editorial column necessities for compliance of a manuscript will always take over from directions in these general guidelines.

To make a paper clear

- Adhere to recommended page limits
Mistakes to evade

® |Insertion a title at the foot of a page with the subsequent text on the next page
e  Separating a table/chart or figure - impound each figure/table to a single page
e  Submitting a manuscript with pages out of sequence

In every sections of your document
- Use standard writing style including articles ("a", "the," etc.)

- Keep on paying attention on the research topic of the paper

- Use paragraphs to split each significant point (excluding for the abstract)

- Align the primary line of each section

- Present your points in sound order

- Use present tense to report well accepted

- Use past tense to describe specific results

- Shun familiar wording, don't address the reviewer directly, and don't use slang, slang language, or superlatives

- Shun use of extra pictures - include only those figures essential to presenting results

Title Page:

Choose a revealing title. It should be short. It should not have non-standard acronyms or abbreviations. It should not exceed two printed
lines. It should include the name(s) and address (es) of all authors.
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Abstract:

The summary should be two hundred words or less. It should briefly and clearly explain the key findings reported in the manuscript--
must have precise statistics. It should not have abnormal acronyms or abbreviations. It should be logical in itself. Shun citing references
at this point.

An abstract is a brief distinct paragraph summary of finished work or work in development. In a minute or less a reviewer can be taught
the foundation behind the study, common approach to the problem, relevant results, and significant conclusions or new questions.

Write your summary when your paper is completed because how can you write the summary of anything which is not yet written?
Wealth of terminology is very essential in abstract. Yet, use comprehensive sentences and do not let go readability for briefness. You can
maintain it succinct by phrasing sentences so that they provide more than lone rationale. The author can at this moment go straight to
shortening the outcome. Sum up the study, with the subsequent elements in any summary. Try to maintain the initial two items to no
more than one ruling each.

®  Reason of the study - theory, overall issue, purpose

®  Fundamental goal

®  To the point depiction of the research

®  Consequences, including definite statistics - if the consequences are quantitative in nature, account quantitative data; results
of any numerical analysis should be reported

e  Significant conclusions or questions that track from the research(es)

Approach:
®  Single section, and succinct
® Asaoutline of job done, it is always written in past tense
® A conceptual should situate on its own, and not submit to any other part of the paper such as a form or table
®  Center on shortening results - bound background information to a verdict or two, if completely necessary
e What you account in an conceptual must be regular with what you reported in the manuscript

e  Exact spelling, clearness of sentences and phrases, and appropriate reporting of quantities (proper units, important statistics)
are just as significant in an abstract as they are anywhere else

Introduction:

The Introduction should "introduce" the manuscript. The reviewer should be presented with sufficient background information to be
capable to comprehend and calculate the purpose of your study without having to submit to other works. The basis for the study should
be offered. Give most important references but shun difficult to make a comprehensive appraisal of the topic. In the introduction,
describe the problem visibly. If the problem is not acknowledged in a logical, reasonable way, the reviewer will have no attention in your
result. Speak in common terms about techniques used to explain the problem, if needed, but do not present any particulars about the
protocols here. Following approach can create a valuable beginning:

Explain the value (significance) of the study

e  Shield the model - why did you employ this particular system or method? What is its compensation? You strength remark on its
appropriateness from a abstract point of vision as well as point out sensible reasons for using it.

®  Present a justification. Status your particular theory (es) or aim(s), and describe the logic that led you to choose them.

® Very for a short time explain the tentative propose and how it skilled the declared objectives.

Approach:

®  Use past tense except for when referring to recognized facts. After all, the manuscript will be submitted after the entire job is
done.

®  Sort out your thoughts; manufacture one key point with every section. If you make the four points listed above, you will need a
least of four paragraphs.
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®  Present surroundings information only as desirable in order hold up a situation. The reviewer does not desire to read the
whole thing you know about a topic.

e  Shape the theory/purpose specifically - do not take a broad view.

®  Asalways, give awareness to spelling, simplicity and correctness of sentences and phrases.

Procedures (Methods and Materials):

This part is supposed to be the easiest to carve if you have good skills. A sound written Procedures segment allows a capable scientist to
replacement your results. Present precise information about your supplies. The suppliers and clarity of reagents can be helpful bits of
information. Present methods in sequential order but linked methodologies can be grouped as a segment. Be concise when relating the
protocols. Attempt for the least amount of information that would permit another capable scientist to spare your outcome but be
cautious that vital information is integrated. The use of subheadings is suggested and ought to be synchronized with the results section.
When a technique is used that has been well described in another object, mention the specific item describing a way but draw the basic
principle while stating the situation. The purpose is to text all particular resources and broad procedures, so that another person may
use some or all of the methods in one more study or referee the scientific value of your work. It is not to be a step by step report of the
whole thing you did, nor is a methods section a set of orders.

Materials:

®  Explain materials individually only if the study is so complex that it saves liberty this way.
e  Embrace particular materials, and any tools or provisions that are not frequently found in laboratories.
® Do not take in frequently found.

e If use of a definite type of tools.

e  Materials may be reported in a part section or else they may be recognized along with your measures.
Methods:

e  Report the method (not particulars of each process that engaged the same methodology)

®  Describe the method entirely
To be succinct, present methods under headings dedicated to specific dealings or groups of measures
¢ Simplify - details how procedures were completed not how they were exclusively performed on a particular day.

If well known procedures were used, account the procedure by name, possibly with reference, and that's all.

Approach:

® |t is embarrassed or not possible to use vigorous voice when documenting methods with no using first person, which would
focus the reviewer's interest on the researcher rather than the job. As a result when script up the methods most authors use
third person passive voice.

®  Use standard style in this and in every other part of the paper - avoid familiar lists, and use full sentences.

What to keep away from

®  Resources and methods are not a set of information.
®  Skip all descriptive information and surroundings - save it for the argument.
®  |leave out information that is immaterial to a third party.

Results:

The principle of a results segment is to present and demonstrate your conclusion. Create this part a entirely objective details of the
outcome, and save all understanding for the discussion.

The page length of this segment is set by the sum and types of data to be reported. Carry on to be to the point, by means of statistics and
tables, if suitable, to present consequences most efficiently.You must obviously differentiate material that would usually be incorporated

in a study editorial from any unprocessed data or additional appendix matter that would not be available. In fact, such matter should not
be submitted at all except requested by the instructor.
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Content

Sum up your conclusion in text and demonstrate them, if suitable, with figures and tables.
In manuscript, explain each of your consequences, point the reader to remarks that are most appropriate.
Present a background, such as by describing the question that was addressed by creation an exacting study.
Explain results of control experiments and comprise remarks that are not accessible in a prescribed figure or table, if
appropriate.

e  Examine your data, then prepare the analyzed (transformed) data in the form of a figure (graph), table, or in manuscript form.
What to stay away from

® Do not discuss or infer your outcome, report surroundings information, or try to explain anything.
L] Not at all, take in raw data or intermediate calculations in a research manuscript.

® Do not present the similar data more than once.
®  Manuscript should complement any figures or tables, not duplicate the identical information.

®  Never confuse figures with tables - there is a difference.
Approach

e Asforever, use past tense when you submit to your results, and put the whole thing in a reasonable order.
e  Put figures and tables, appropriately numbered, in order at the end of the report

e |f you desire, you may place your figures and tables properly within the text of your results part.
Figures and tables

e |f you put figures and tables at the end of the details, make certain that they are visibly distinguished from any attach appendix
materials, such as raw facts

®  Despite of position, each figure must be numbered one after the other and complete with subtitle
®  |n spite of position, each table must be titled, numbered one after the other and complete with heading

e Allfigure and table must be adequately complete that it could situate on its own, divide from text
Discussion:

The Discussion is expected the trickiest segment to write and describe. A lot of papers submitted for journal are discarded based on
problems with the Discussion. There is no head of state for how long a argument should be. Position your understanding of the outcome
visibly to lead the reviewer through your conclusions, and then finish the paper with a summing up of the implication of the study. The
purpose here is to offer an understanding of your results and hold up for all of your conclusions, using facts from your research and
generally  accepted information, if  suitable.  The implication of  result  should be  visibly  described.
Infer your data in the conversation in suitable depth. This means that when you clarify an observable fact you must explain mechanisms
that may account for the observation. If your results vary from your prospect, make clear why that may have happened. If your results
agree, then explain the theory that the proof supported. It is never suitable to just state that the data approved with prospect, and let it
drop at that.

®  Make a decision if each premise is supported, discarded, or if you cannot make a conclusion with assurance. Do not just dismiss
a study or part of a study as "uncertain."

®  Research papers are not acknowledged if the work is imperfect. Draw what conclusions you can based upon the results that
you have, and take care of the study as a finished work

®  You may propose future guidelines, such as how the experiment might be personalized to accomplish a new idea.

®  Give details all of your remarks as much as possible, focus on mechanisms.

®  Make a decision if the tentative design sufficiently addressed the theory, and whether or not it was correctly restricted.
®  Tryto present substitute explanations if sensible alternatives be present.

®  One research will not counter an overall question, so maintain the large picture in mind, where do you go next? The best
studies unlock new avenues of study. What questions remain?

e  Recommendations for detailed papers will offer supplementary suggestions.
Approach:

®  When you refer to information, differentiate data generated by your own studies from available information
®  Submit to work done by specific persons (including you) in past tense.
= Submit to generally acknowledged facts and main beliefs in present tense.
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ADMINISTRATION RULES LISTED BEFORE
SUBMITTING YOUR RESEARCH PAPER TO GLOBAL JOURNALS INC. (US)

Please carefully note down following rules and regulation before submitting your Research Paper to Global Journals Inc. (US):

Segment Draft and Final Research Paper: You have to strictly follow the template of research paper. If it is not done your paper may get

rejected.

. The major constraint is that you must independently make all content, tables, graphs, and facts that are offered in the paper.
You must write each part of the paper wholly on your own. The Peer-reviewers need to identify your own perceptive of the
concepts in your own terms. NEVER extract straight from any foundation, and never rephrase someone else's analysis.

e Do not give permission to anyone else to "PROOFREAD" your manuscript.

®  Methods to avoid Plagiarism is applied by us on every paper, if found guilty, you will be blacklisted by all of our collaborated
research groups, your institution will be informed for this and strict legal actions will be taken immediately.)

®  To guard yourself and others from possible illegal use please do not permit anyone right to use to your paper and files.
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Please note that following table is only a Grading of "Paper Compilation" and not on "Performed/Stated Research" whose grading
solely depends on Individual Assigned Peer Reviewer and Editorial Board Member. These can be available only on request and after

CRITERION FOR GRADING A RESEARCH PAPER (COMPILATION)
BY GLOBAL JOURNALS INC. (US)

decision of Paper. This report will be the property of Global Journals Inc. (US).

Abstract

Introduction

Methods
Procedures

Result

Discussion

References

XIX

Grades

Clear and concise with
appropriate content, Correct

format. 200 words or below

Containing all background
details with clear goal and
appropriate  details, flow
specification, no grammar
and spelling mistake, well
organized sentence and

paragraph, reference cited

Clear and to the point with
well arranged paragraph,
precision and accuracy of
facts and figures, well

organized subheads

Well organized, Clear and
specific, Correct units with
precision, correct data, well
structuring of paragraph, no
grammar and
mistake

spelling

Well organized, meaningful

specification, sound
conclusion, logical and
concise explanation, highly
structured paragraph
reference cited

Complete and correct

format, well organized

Unclear summary and no
specific data, Incorrect form

Above 200 words

Unclear and confusing data,
appropriate format, grammar
and spelling errors with
unorganized matter

Difficult to comprehend with
embarrassed text, too much
explanation but completed

Complete and embarrassed
text, difficult to comprehend

Wordy, unclear conclusion,
spurious

Beside the point, Incomplete

E-F

No specific data with ambiguous
information

Above 250 words

Out of place depth and content,
hazy format

Incorrect  and unorganized

structure with hazy meaning

Irregular format with wrong facts
and figures

Conclusion is not cited,
unorganized, difficult to

comprehend

Wrong format and structuring
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