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5This is an. exploratory report.. It addreoség-the'impaot that thoﬁ_ff_' -
- ofqu&llty of the annual report has on the lnstltutlonal 1nvestor's:

fperception of the image of & company and how suoh qual;tyﬂ..x

i nfluences thelr 1nvestment decisious.

| ﬁﬁTha reaaarch methodology is based upon 1nterV1ews 1n whzch aif o

”ffistructured questionnalre ¥ used -;dé7* a data gatheringnv
_omochanlsm. :55' Tha pDrthllO managers who responded to the.-
:}qUestlonnalre are respon51b1e for tho Gﬂmblned.managemant ofo';:" n

- @innanczal funds amountlng to R128b11110n¢

7'f_The maln conclu91on reaohed in this report 13 that whllegjhe}':ﬂ”
:'.annual report plays a meanlngful role in the 1nvestment"

;oode01sions of portfolln managers, it compates wmth other sourceso_'~:

’ of informatlon whlch are used to make investment decisions._o,“

Whlle the preparers of the annual reports have—an understandlngﬁf
 of the informational needs of = institutional lnvestors, it is-
o -jsuggested ‘that " greater emphasis should ba placed by ‘the

gpreparors on the presentation of" future orientated financzoljﬁ'o

'_1nformat1on. o
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1.

 INTRODUCTION AND STATEMENT OF THE PROBLEM

oo N
oo

Intradnction

compeny ' Hre the' moet ' w1de1y used single eource of

elnformetlen ebout the company. The 1iterature 1n the area;f

gtof anance and the marketplace commentary 1mplles, however,

-H"that &nnual xeperts are not, partlcularly valueble in the-('

".--s.nvestment decn.s:mn—m&klng process (Hines, 1932 Page 295)-

_ ﬁ-acceuntlng theory postulates thet ot the many Dbjectlveg°”v

'tﬁfwhlch companles eeek to 'echleve by means of ghe annualf

"'report,- the mest : 1mpurtant that ef etewardshlp

’tfaccountablllty | whlch prov1des "ehareholdere W1th an

'-;understandlng of results and aperatlons of the. cempany‘ In

. .South Afr;ca, account;ng awards - have been effered in the

"__ belief that an aneStor'E perceptlen of the performance and"

'rlsk of--a company can be inflnenced'h“ a cempany e-attltude B

towards ;ts financial reportzng (FlnanCLal Mall, 11 January

_1991, Page 32). 3 One of.the peselble effecte of the awardet -

'ie_ that man houre and company reseurces may be 1nvested in

' 1produc1ng expen51ve and exten31ve annual reports 1n order totf

_w:n these awarde.‘ :

The annual flnanclal statemente (“annual report“) of e ;53*



| "_ 1, statement of the problem o . P
| It Er proposed that presently there is a ﬁlscrepancy‘between_ _

et

. .J!, .\.__‘_.‘._ AR

Management

"f rthe ‘preparer's’. objective in preparing the annual report and;~'"“"‘
the user s' Perceptlon of its rola ln tha evaluatlon of the_ ’

Perfarmance and . praspects of the company;:. j@'f'uﬂ..fﬁ'

NI

-

("Preparer") ia znvesting corperate man hours andft” .

SPendLng corporate funds to produca a glosay and extq/sive. f

report 1n

A 1nvestor s

o company. .

EfflCant

1mpllas that the annual report is not valuable,gtn the

the bellef that thls Lavourably 1nf1ueﬁaes thegh
'evaluatlbn of the perfarmance ‘and }lsk of the

_cOntrary to “this . perception, llterature on: the'f

Market Hypathesz.s mvestment dec:.m.on theory_'..:_'

3 anBStor in his 1gwestment dec151on makmng process. {Hlnas,l

N Jgaz, Page

"
RS
,‘

-.-_,r».-

296)

1 3 Deflnltlons -

& o

Annuailrepnrté'dr- : _: _The annual flnanclal statements of e

'Iﬁinéncialfstatements'Hf' companles 1isted in the 1ndustr1a1f o

Preparers . -

- sector Gf the JSE._

'_The flnanc1a1 executlves of 1jsted'
:ucpmpanles *Mho -are. lnvolved in. the

o pgeparatlon of the annual report of |

"-gthelr respective grnups.. - Fbr a

'_list of the vampanles sﬁlected see"
appendtx I._ﬂ]g;_ﬁ'_ o :



' ¥ ;;_iTg§:ifj'“

L

::"_;;;99'

Users or Instltutlonal

' ImVEsﬁors .

'i-7_hrakers,. who are respon51b1e far57 

. managing equlty portfollos and use~

*'-ideclslun mﬁklng.- For a list of theV"'

i

 magd3

wdy

”‘_fiQuallty has heen dlvideé'intOltwu B
"; components, e qpe . helng | 'tha _
'=e present&t1ona1 "ﬁéﬁéct .ie glossy
;paPEr,. pictures etc and twn, thang
" content _of - -the f report e
Iﬁinformatzon over and above@ the

' "3statutory requirements. _ 

ffmhe portfoﬁlo managers af major s
"fSGuth | Air1cau '°a 1nstxtutions:f ,
---_mcﬂud&.ng establlshed | stock*._

! fundamental ana1y51s .gén_ Tgthe_

' ; 1nst1tut1ons who partlcipated 1nff:-«a?

'"3the survey see appendxx I.;

Cog

"o ’



- Thls report facuses ‘on - the lmpact whlch the annual reportﬁq
has on the 1nst1tutianal 1nvestors' (“Users") perceptlon of:
the company and on tha 1nvestment,declslon maklng process.ff3
It Ldentlfies the - dlfﬁerences ln the perceptlon of thei-

usefulness of Annual Reports o’ users and: to preparers._"

7 2,1  Research Methodolagy _ o e
. The- rasaarch methojology 15 based upon 1ntarv1ews in which a : ”

't'_structured questlonnaire “was used a8 a data gatherlng -

=t

mechanism, . The flnanalal executives (“Preparers") of:3i

B Ee-’-ected orgamzatlonsf ‘the. portx.al:l.o managers ("Users'” “of

. institutions. and of stockwbroklng firms on the Johannesburg '7

stock Exnhange ("JSE") wﬁre lnterviewed regardlng the%rf :f.

perceptlons “of. the 1mpact 2f annual reports in general and”;!*

'gf spec¢f1c selacted 1nformatlon within the report inf__'

partlcular, on the investment dec1szan making prouess.

2.2, Scupe of the stndy _ _
' The raport aims ta ldentlfy the needs and perceptlons of

1ﬁst1tut10na1 1nvestors only.-' Interv;ews are llm;ted to -

| elghteen ' respondents,.u viz*: th flnanclal executives' o

- (“Preparers“) of nine selected companles, partfnllo managexs

| ("USers“) from saven 1nst1tutlons and analysts ("Users")-
"_ from two. JSE stack-br@klnq firms. Tha dlsadvantage of a 
sample sxze of elghteen 1s that the results may be baased, 

either through sample selection bias or response hias."



.. Page 5

-

The 'justlflcatlon and acceptanne of a small s&mple slze lS f.

threefold

- 2,2.1  "‘ InterV1eWE

 The - 1nterv1aw questlons focus only on. annual reports of' '

companies 1lsted in the industrlal sectar of the JSE. . The_;

annual reports Cof mining concerns . and flnanc1a1

”'1 f:instituticns are. excluded._

| 'The‘; ratlonale for thase axclusmons 15 that a unlque

 ':5eva1uatLon process ';iS' followed -in. assessing minlng

| i;iHVEstmants ~and a un;que get of disclosure requlrements is

= followed by financial 1nstltut10ns. _ The commonallty of. o

;dlsclosure requlrements and the evaluatlon process for-
'  compan1es ~in tha . industrial sector tends .towarng

- homogenelty.

| The GEClBlon : to. uge interv;aws rather than posta1 _-
questionnaires llmlts ‘the number of respondents.. ‘The major

J.rationale for- selectlng an 1nterv;ew over the questionnaiﬁé
‘is  that it'iS'a move efficient data gathering process. . Tha f.
reasons  for - selecting the 1nterv1ew are explained 1n'

sectlon 5 2

: The design of the questionnaire requires respondenta tor

_answer malnly flvenpoint Likert type questians, to rank :'

1nformation and to select ﬁrue/false answers. Thisg results



ety T

1n nun—paramatnic data, which effectlvely excludes;:hhy.ﬁux

o statlstlcal comparlsons, analysms and conclusions.

2. 2, 2, - Users _ o _ .
'Fone alm of the report is. to identlfy the perceptlons of the
| 1nst1tutlona1 1nvestors (“Uaers") regardlng the impact of

'   the annual report on th91r perceptions of the compahy.-_.-'

 _The 1nst1tut10na1 1nvestor populatlon _;n South Africa 13' 

'.'_nut large (majnr players amount to no more than’ flffy} and o

the' sampla ':'EE? 'selected hY | approaChlng ten major."

3'1nst1tutlons based on recommendatlons from sevexal merchantf

" bankers,

2. 2.3, _, Erepaxers |
- The . populatlon for select;ons of the financial executlves

‘was the Top 20 companles sectlon, the mnst 1mprovad -

campanles sect;nn and the Bottom 20 companles SBthon 1n_*
The Flnanclal Maml Ac*ounting Awards (Flnﬁnclﬁl_'ﬁail:'
January 1991 Page 32). | |

.The ratlonale for. limitlng the selection to these companiss

is that it would identlfy the v1ews of financ1a1 executmves f_

: of.: companles.. covering. ‘a Wide spectrum of flnanc1a1"
- reporting philosophies. ”




: preparers the informat;on in the annual report that is of_

This report 1dentlfles the areas of lnformatlon that uners .

expect to find in annual repnrts.- 1t identlfles for

_ use-. to  the user and enab]es preparers to present

information ‘about the act;vitlea of the coﬁpany which iz of

use to the 1nvestbrsa- The premise of preparers that aunua1 
reports 1mprove the perueptlon or image of the rlsk proflle _

B of a company is tested,

]_-Purpose of the researdh o B
The purpose of” the research is four*fold'_ :
Cz.3.1. o 1dent1fy the sources of 1nformation avallable to
= 'JZusers and the 1mpovtance of these sourcas in makingf o
' .lnvestment decisions. o R '
'_2,3}2;”;7.fmo 1dant1fy the perceptiuns of users and pfeparers[-
| ':,about the usefulness of the anriual. report._” '
n.3.3, 5;-To 'highlight 'the'différences in-the importance‘uéérs'f
e “ ﬂand preparars place on 1nformat1nn contained w1th1n_ f
" the unnual repart o .
'2.3.4.  To ascertain whether the quality of the aniual report
- has  any 1mpact on the user 5 nerceptmon of a company"
_'and his investment decisinn..-
 2.4. Importance of the research
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‘page B8
3, _ BACKGROUND

' 33;1.“j'5 Introdnctimn

There are twe fundamental doma;ns 'of knowledge which are'

1ntegral te the purpoee of this- report. These are the_

Efficient Market Hypothesie and- Stakeholder reportlng..

1Both"have “an:impactVDﬁ-the ueefulness bf the annual report;ﬁ_

The prlnclples reletlng to these are therefore brleflye

documented.

)
S

--3;2;:f Efflclent Market HYpothe51s (EMH)

 An eff1c1ent merket _exists where relevant informatlon is o
eeelly aVallable ‘to ' investors and where share prices fullyl.

end qumckly reflect this informatidn (ofnonovan'lsgo;ppage.

2)

Research indicates that there are three levels of market

‘efficiency {Roberts 1967, Page zjt

ﬂeg'. k f g.' rm

A weak  form of market efficiency? is one in which curfent-'

prices accurately ~and 1mmed1ately rerlect 1nformet1en* o

related to past prices. R In this form the histquc

_sequence of past prices 1mperts no 1nformation ebnut_

- future possible changee.-



lﬂgmi:SL;Qng--i - -

A seml—strong form of market effic;ency 15 one in. Whlch
' :_current ‘prices accurately and 1mmed1ataly reflect all:s 5

publlcally avallable 1nfcrmat10n._;_' o

.”Fhls makes 1t -consxstently lmposslble t@ sarn - superior

".-returns hy usmng fundamental analys;a to derive new'
' -,'ln ormatlon. | | B

- A_ strong farm of “market efficienay 15 dne in which the
'--prices reflect all relevant informatlan whether publi¢}y ;

.3fava11able or pr1v1leged. f

:  Based on’ EMﬂ ?theré éfe'sevaral mbdérn invéstméht pﬂrtfnlidb,"

theorles,- the mnst renowned belng the Capltal AsseL Prlclng'ﬁ'__

Theory and Markowmtz 5 modern portfollo theoty. These are
based on the assumptlons that investors hold portfolios
which prov;de ‘maximum returns for acceptahle rlsk, and that |

efficient markets exist.

3.3,  Stakeholder reportlng |
Tradltlonally, the annual report has’ been ditﬂﬂt&d towards

pfoviding "informatlon td . the prov;ders of Financial

resources e, investors and lenders. As early as the middle o

1070's however there was a movameﬂt towards the recognition”-'

of ather parﬁleﬂ, ‘such as emplnyees and ¢onsumers, as a-



' sudience--for--the annual report. ThlE has rssulted in;the .

Thsse. deve16pmén£s “have led to ths:'éonsideratinn of ths"

. Page 10

slzaable “and lmportant group of ussrs (Le Blanc, 19?4, Page

39) ". There has been consmdefable academlc debate about ths

1dent1f1cat1an of ofher stakeholders as. user groups. The

framework recognising an’ “annual report which addresses the =
needs of user groups other than invsstors and lsnders and-

informatlon related to - risk pervaslvs to all stakeholdsrs,_'”f

such -'as-_ BHV1ronmanta1 1nformation and : value :added G

statements, has dsvsloped.'

T W
o -

preparatlon af "multl—levsl“ reports rather than the current

N _“all-purpose" report (Parker, 1986)

304.‘_. . B .
o This ' sectlon identifiss two domalns of hnowledge that

i
Y]

i
Summary i

currently have an 1mpact on the informatzon contsnt of'u_]_

B annual reports.

EMHE is a portfolio theory. There are many sxpsrts‘wﬁo do

not subscribe ~to_ the effic1ent ‘market theory. The_ 

fundamentallst school uses published flnanC1a1 statements

and other information to determina_ths intrmnszc_valus.of a -

share. Subscribers to this theory base their caisulatishss_

on factors such as growth rate, sarnlngs and gearlng. On
this basls they believe thst they. can 1dent1fy value in

shares and posslbly outperform the markst. The.tschnlcal_'



o .
"

B

- formed by share prices and VOlumes to predxct when to buy,

'T=and sell shares.

  Qvo1ume oi 1nformatlon contalned in the Annual Report.

'ﬁnalysta use, amongst other infcrmatxon, trends and patterns.ff°'

":-  The davelapments in Btakeholder reparting are lncreaSLng the f”'”
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| 4. PRIOR RESEARCH

4.1, Inbroduction

iThere has been a considerable amount of rﬁ.éarch into the

"5“quastian of the 1mportance uf dlfferent 1nf0rmat10n sourcas?  ¥:

 'to anestDrS.z{' ‘Most -of - the stud;es address the needs of
.'3f1ndividua1 shareholders-' studles such as the Baker 'and |
'j'Haslam study (1973), Anderson (1979) and Lee and Twead;e_’

'5.(1981) : As the purpose af this paper - is to 1dent1fy how;; 

o 1nst1tut10na1 1nvestors use annual reports, flve empirmcal L

:-studles whmch have focased on, iuter alla, the 1mpresslons_

--af 1nst1tutlona1 lnvestors are revlewed.__ The flve reportsh i

ﬂnder rev1ew in sectlons 4 2 to 4 & address the questlonS' o

"fiare fiﬁan¢1a1'Stateﬁénﬁsﬁu3ed for eqﬁiﬁy dedisiﬂné? |
| | Do "finaﬁciai" statements anorporate the 1nformation
= requlred by instltutional inveators? | |
_What parts:.of_ the anmual ‘report aré considered mps£_ 
important? . - : :-$  5 :' | | |

It 1s these. questlona which are cans¢dered to be- pertlnent :

to the research dacumented in this report.-

4.2, The Chang and. Host study (:1935)

The flrst stage ~of this research conSLSted of a

questlannalre uurvey of three usar groups (indivzdual
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_inveetore,- 1netitutlonal lnwestere and finanelal analysts)'

'":-1n Flerlda U.8. A.f

: 1034 questlennalres were sent te. individual 1nveetore and

:500 to lnetltutlenal 1nvestore and a 31m11ar number af-"

i

EE flnancial analyste.

!

' The --QuEStionnaires . were identicel fexcept"tha%' cBrteiﬁ"

. questlens were adapted to the c1rcumetances of each ef the_

three groupe. "The - questlonnalre consisted of two parts

:-; Part I aeked far- the reepondente' 1nveetment objectlves and

| e_their~~v1ewe-on-the relative.impertance and usefulness of the=f'"'

'3d1fferent sourcee of lnfermatmon presently aVallable for  :"

_emaking 1nveetment decisions. _The respendents!' peed fo:_

'additienalf_inVestment informetion mot currently available =

__'wae**alee'-eought.' Part 1T requlred respondents to dlecloee'° -

- thelr pereonal -ehgraeterietics. | Respondents were aeked te:
| anewe; aestione ue;n@ a S-point ecale. To val;date.the'
:-réeeefch f;ndlnge from the-Flor;da-eurvey, a'neﬁionel eurﬁey
of the Unitedjsﬁetee indivigual inveetere was_performed;;iln
addition, a sﬁrvey of-the*threeeuser;greups was conducted in

“the United Ringdom ("U.K.") and New Zealand ("2,

The euthbre found that, when'buying-ehares, the objécti?e'cff'
:lnetltutlonal investors in the U. K. and N z. as weli'ae'the:}
U.8 was a comb:.nation of 1ong ‘term growth and div:.dend

;ncome. {See extract below)



PAGE'14 :

'_ Mean values and T- test results mportance of mdmdual investors' investment ob;ectma II .

X T(thabﬂny)

| Investment objectives ~  US, U.K. NZ USUK. US. NZ. UKNZ.

Dividend isome 3243 3702 3503 253(013)' -43(534) 23 (‘m)*

| '-..-Shoﬁ-Term capltalgmns 2376 2,609,085 1.11(37 ) 247(423) -1.58 (177)
Loug-Term capital gains 4232 3952 4017 191059 -36( 719) 143 (156)

Oombmauon of dividend : '
mouma and capital gmns 4.097 4.212 4.433 T6( 477) -1.35( 1'}'8) 249 014)* -

E ﬁgniﬁmntatlevelot‘(}os

Whan institutionat mvmors were asked to rafe thmr sonroes of mformatmn the ﬁo]ldwmg responﬁes
where ob!amec’.. o ' :

“ valnes and T-test results lmpattanceof mdmdual investors” informahon sourcﬁ |
- x T Probabilly) _
H Information Sources ~ U.S. UK NZ  US:UK U.K..N.Z USINZ.
| 'I Stockbroker's advice 2516 3.872 3450 * T66(000)** 211/  5.60(9Z2)*
Advisorysemces 3082 2646 3052 239(018)" -1.84(068) - 160871y

Corporate anmual reposts 3440 3952 3377 353(001)** 3000008+ - 36(723)
'_ NewspapersandMagmnes 2617 2.905 2950 L9BCOSO)* - 2A(811) 20404y

| | Proxy statements 2360 3.469 3.000 5.19(000)** .84(A03)  338(.001)*
Advicoof frends 1397 1370 1550 - 21(83) -L08(282)  110(274)
 Tips and Rumours | 1353 1333 1414 - IU(869) - .60(S48)  4%.629)

* Significant at level of 0.05
**  Sigaificant at levels of 0.05 and 0.01
Withregardto theran.\nngofrtemsmtheannualmpmt,theauthors mncludedﬂlatinallﬂ:ree

coustries both institutional investors and financial analysts rated the income statement as the most
" important andp.wtonal information as the least important.
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RV N The SRI Internatmnal Study (1931) - | |
In : 1985 and 1987 SRI Internatlonal (formerly stanford .

ﬁ Ressarch'; Instmtute) “SRI“) under the sponsorshlp Cand.

i.fgﬁidaﬁces'of the F;nancial Exeoutives Research Foundatlon-".

'o“:desigﬁed}fa study to advanoe -corporate understandlnq of .

:z'inﬁestof 'needs and the role of ‘the annual report as af_s"'

"3;veh1cle f__ flnancial communlcatlons._~ SRI f"onducted__
_fexp&oratory research in the form of pessenal 1nterv1ews and;_
-.group dlSﬁﬂSSlons, followed by natlonw1de'surveys in the U 8
) of 1nd1v1dﬂal 1nvestors and professlenal 1nvestors and]o-

adv:sors.-_~ﬁ-

“The: authors made -the folloW1ng observatlons regardlng".
1nst1tutlona1 1nvestors. ' ' '_ |

Inst;tutional _-1nvesto:s 3 .have "“.;;a_:squahtitatiﬁe'

ofientation;.'en eppetite  for detail, and aedisteste;forif.'

what  they - percelve as"exaggeration' and -incomplete

disclosﬁre; Thelr soeptlolsm focuses mostly on the
- qualltative aspects of: corporate information.... " (Page
14) | |

.'Nﬁmerous gources of informotioneere.used'by’inSEiﬁutionol -
. investors. They have;' hOWeVer,' a few sources that:
 provide bESlc and’ very important lnformation and.othero.

'sources 'are used to oonflrm or enhanoe the 1nformat10n in.

'ethese prlmary sources. (Page 15)
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7;_In§titetionel'f 1nveetere _“...appear to place greeteste
1mportance 'on mnfermetlen ‘“that ehede light on both the

s ?cempany 8- performance and * the envmronment influen01ng'_g

--e”fthat perfermance.“ (Page 29)

' “Eeenemle lnformetlon eeems teo general and nenspeclflc_

77rﬂ to ‘be ueeful..,“quality of management“ did ‘not emerge es_7

-fﬁene ef the 1mpertant typee of 1nformatlon...." {Page o

}e_zg) Thle is a deperture from- other stud;es but lndicates“f

o that although_ auallty of management is 1mportant, thesefi-e

:_inVesters prefer to evaluate manegement
“Le-reV1ew1ng other measures euch ae performance, reputatlenf_j

etec. -

'_eInstltutlonal investors did net record a hlgh need fer
company forecaste hecause thelr experience had shown that

theee forecasts were ueually optlmletlc. Company goals

.m“r ;ty by L

are '1mportant to 1nst1tutiona1 1nvestore, hecause they'7

'glve valuable 1n51ghte to the plane of the company : Theyee
'_use. phe. annual report more -than any . other sourve of .
informetien'” ' The authors do not however, etate 1n whetf

_capac1ty it is ueedig_fer'}

:After the annual repert users rely on the followmng :
- sources of 1nformation._: '

SEC Form IOK

-company quarterly reports
other analysts _
company management.



. Most users felt that they could ldantlfy blases 1n an

"‘f”_annual report.

Jﬂgg;fﬂbst""used*' sources did not corra;ate with mostif”'
'i'useful" sources. " When a source iz inexpensive and-

_ Eésy_ to .ggt, 1t is. wmdely used aven though it may not._._

;_v'bé' ﬁéefﬁl.':' of all the snurces uged by 1nst1tutlona1 i

: ;lnuastors and analysts the followlng are . the mast -

 useful in investment decision making,
' - ‘company management
v L fellow analysts
s --sac,ﬁorm;lux; o

"-corpcraté _ offlcers -E&W-_ their ' annual reparts &g B
"”multlpurpose ‘reports. They considered the role of .x
'-stewardshlp was of prlmary 1mpnrtanﬂa.~ Preparers a150'~

- felt that the report was prepared prlmarlly fbr tha
- -existing shareholder.~ :

'The Firth Study (1973)

In his study . Flrth useq a questlonnalre as hls basxc _
*research instrument. - The questlonnalre comprlsed of 75 o
items that were, .or could have been, disclosed in &

company's annual veport. - The respondents weie asked to

. weigh “each of the items in terms of meortance. The
research was conductea ‘localiy, 1n the U. K and as a result*
the. questlonnalre wag sent to: : '

:_250. flnan01al directnrs, _
- 250 quallfled accoantants,

*1291 financial an&lysts wnrklng with stockbrokers and B

financial instltutlons, and

::_;1303.loan -officers of major. hanks and flnance houses 1n'~

_the clty of London. i

'In' general, historlc accounting informatlon tended to’

_receive falrly hlgh scoras.

PR .

i
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" page 18

Firth requested his. resmpondents to rate information that

‘could have been disclosed in financial statements, but at
' that ‘stage was not. Some of these items were regarded as.
~ important and to be included in an annual report. Forecasts

of future information did not recemve as  high a ‘gcore.

_ This;' Flrth eurmised, could have heen attributed to the fact'
| -that both nsers  and preparers placed some doubt on the
-accuracy of forecaets.- More specifically, Tirth's analysls
:_of the responses to questions. regarding poethbalance'sheet o
events and lnflatlon adjusted acceunts indicated that all:
| groups surveyed regerded ‘this information as impo:tant,

. Firth (page 67) concluded that financial directors and

'.eﬁditors"'were in 'SHbstantiel_ agreaﬁent .regarding the
 weighting 6f” information and that financial directors and
auditors did not .share opinions similar ‘to those of
financial analysts and bank loan officers. As & whole,

: _finaneiel _ analysts and bank loan officers placed moreﬂ'

1mportance on all items than did flnancial directore and

. auditors. Firth concluded that the .high degree of
eeimilarity between finaﬁcial analysts and bank loan officers
suggests that ene annual report could satiafy the neede of
all ‘users.  The dlfferencee betWeen users amd preparers in .

Firth's study, with the former group placing a greater

~ weight on.infermatlon, could result in informatlon not belng 
__released to users although it could be aupplied with 1;ttle

extra cost and w:thnut dlscuESLng competitive 1n£ormation.

ety i bty
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- reports 1n a South African contaxt. Althﬁvﬁh, the r@part o

Ca relatlonshlp exxsts between the level o£ dlsclosura of_'
"rblevant inVQstor informatlon and Bpeclfled company_

"characteristlc-.  Bs the. research in th;s report ‘was

' 1sub$;diary abjectlves .and- results_-were-of.aignmf;canca int'

' atructuring “the IQueétionnaire used  in. gathering datﬁ for
 this report, 8 detalled review of Msth's research zs glven.":

. The report complated by Meth resulted in the davalopment of :'
a disclosuxe ‘moore ocard. that measures = the extent- .nfif_-'
“disclosure of indimidual information'items by aompaniés’and.

' In order to fu1f11 the objeatlves af the report Meth'

sotalt o S LA Y S e CC Y Rt T

‘Page 1y

The Mbth Raport (1985)

Thlﬁ repnrt addresses the lmpact of dlsclosure in annual -

deals with disclusure, the objactives of the Meth Report are

not as clasely related to the objectuves of this report as
- are the other rGVIBWBd reparts. ‘Meth (Page 5) states that -
| the ultumate objective of his report is to establish whathpr .

canducted in a South Afrlcan enV1ronmeut, and many of Heth's

the ovarall level of disclosure qf each respondant company_

(Eage 63)

'uonatruﬁted a-: welghted 1ndax of disclosure 1mportance by

- requesting them to weight on a five potnt scale aach of 49

sending ;-a questzunnalre to 395 investment analysts

items of dlsclosure appearlng in the questionnaire. E



" page 20

- jﬁeth’s. (Page '53) 'éur#eY"of"-invesﬁaré' indicated that fha_ .
; investors rankad as’ mosL lmportant a discussion of the:.
'-firmS" results for the past year wmth reasons for changes._.

As ieast 1mpqrtant _they_ ranked ~the names_and salariea_oﬁﬂi

N ééniaf =maﬁa§emeht. o :For' the 10 'items rdnked'-as most
fiﬁportant, aight had g standard deviation of less than one

‘which suggasted aubstantzal agreement between lnvestment

|  ana1ysta. o

lih' terms 'o the 1nformation requestad tha level of :
_'dlsclnsure for aach item of information was not high. A -
'-score of 100% would indicata full disclosure of- that item by -

' all flrms in the survey, whlle 0% wbuld lndlcate camplete_'

'nonwdlsclosure by all the companlas.

He stated that Firth (Page 81) wsuggested that two major

reasons gxist--iarf tha poox . disclaaufe. one'may be that

prepareras are mot aware of the 1nfommat1on needs of
investors, and another ¢ould be that the information may '
reveal - important infazmmtlon tc competltors. Wien comparing _

the ranklng of 1nformatlon by. investors to tha dlsclnsure

- leval in annual reports Meth (Page 85) concludes that there :
| :is 11tt1a carrelatlon between the 1evel of disclosure of
~ items apd their perceived relative 1mportanca. .Mbth atated- :
that over the survey period the 1eve1 of dlsclosure had

_ 1mproved (see tabla 1 below)

N L M L IR
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. The average disclosure level for all items was:

."e' 89)
1980 = 27.12
- lg8l -~ 29,45
©.4982° - 20,31
. 1983_ - 239,68 .

o Regarding- _sgecific items of ;nformg 3-tne.repe;t indicatesﬁe“

}; allew;ng Heth to conclude that disclosure improvemente wére'_7'

 that the items tha. showsd thé gu < jest improvements over |
the' survey ~peried were ranked as~unimpe%tént'by investors,

:teklng place in. relativeJy unwmpertant information items

 (Page 86).

4.6

 the Bell Report (1984)

- This etudy 1nvest1gated whether the alternatlve ferms of

information presentatlen affect the use of information in

evaluating corperete performance.

The study cansidered two fotme- of presentation, namel#;_'

numeric and non~numeric, with the numerlc form referring to

& number ‘whether presented as a fagure or a.word, while'.

non-numeric messages ‘described an edjeetxval—qualtitetlve

edeecrlptlon, 8.g, extremely large decllne. The Bell study*
did not address other dimensicns of prasentation form such

'as formatting, use of graphs or charte.



- .GQ; .

~ entirely.

page2z

:Huﬁa#ico oﬁd:7non#numofio méésogeS'ﬁere oerceived'differehtiy_:
B ;by'ousers; _' cherry fiéﬁs, Page 10) reported that usefs
':peroelve -numerlc messagos to be hased on moasuroment and to“ )
| obe more proolse than non-numerlc information. Bell's basig
. for argument was thot informatxon prosentod nuMBrloally can
' be . more easily (1n)va11dated than - when a prosentsd'
.'fnonwnumerlcally. - IE thls were the case, Bell's quostlon'fo
 -_beoomes - ;-Is non—numeric 1nformatlon really usod in._7_
; corporate evaluatimns by flnancial analysts? - In :ecant.._v
'-c;oyeaxs  there haoﬁ' boon - increased moVement to quantify -- 
| proviously: nonnquantified : 1nformatlon., Human resourca o ;
T_?accounting | ond]  social acoountlng are two -areas ‘vhere
'suggestions have been made to roport numerxcally lnformatlon;"'

. that was previously dlsclosed non-numor;caliy. '

 Research ' by Flamholtz (1979, ‘Page 31) indicated that ‘numeric
 informotion would be used in hus;ness deczslons vhile

B honfnﬁmetic intormation would he diooounted ox 1gnored_'

_oBell presenfed hls suhjects w1th three components Of the

annual report. }
Balanoe sheet
; Incoma-stgtement"'

- President's letter.
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Q*§§§f

: -teHe ueed the preeident's 1etfer td present 1n£ermet1on in a ;32

;numerlc and non~-numeric ferm._- Bell produced a verelen of

‘the - presldent'e letter in whlch the preeldent discussed

Qflnan01a1 perfermence,- operatlng productlvity,' general.e

_Peeonomie cenditzone and effic;ent utlllzation of corporate

- assets. In the sacond vereion, the preeldent focused en*f”

. changes '7in' strategy, policy, organlzetlonal etructure,-:'

'.fffeocial and polltlcal condltlons and manpower develogment andr_f -

ddfutlllzatlon.' The partlclpante were then eeked to evaluate _'

'twb Research and Development cempanies and two praductlon...'

j'companles

"aIn- both 1netancee o the companlee belng evaluated hed}m

'“elgnlfleantly dlfferent fmnanclal stetemente.' The twelve:

perticlpante were membere ef the finenciel enalyete eociety'f'e3

of Los Bngelee.

The results of Bell's study -indieeted that noh-numeric

lnfermetlen wes used more in the evaluetioﬁ of R & D

compen*ee. Bell pemnted out thet.---e

. "Thle might haVe eeeurred beceuse efforts and reeourcee

expended can he dlrectly B, lenked-_to‘_reeulte in

preductlon eompenles, while such-linkefcannotfhe made

‘for research and development companies.® (Bell, p.180).

Bell concluded that the form in whi‘dh information is

preeented cen effect 1te uee in the eveluatlon preceee'-:-

dlfferently acreee functlenal typee of arganizatidne.
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W o

::;Ancordlng ta Bell thls nccurs in sztuatlons where 1mperfect-_;,;
'1nformatlon--_is' -used for evaluatlon, and feedback onz

_.correatness 18 1nadequate (thereiore R & D companles are

| .;faffected) On the. cher hand where praductlon companles are  '5'f
 *f_’;ava1uated and numerlc performance measures hava 5ystemat1c:  

':if'statuﬁ, 1nformatlan used seems less dependent on the form of

presentation._
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EMPIRICAL RESEARCH

© Introguction

_The -research wae based upon 1nterv1ews uSLng a structured

anuestlonnalre as a dqta gathering mechenlsm. '

"'g.'The 1ntervmew pracess covered both preperers and users of_

:'annual reports The obﬁectlve of the method selacted was to

I'develop an intervlew based on . a questlonnelre that. addressed

" the reseerch questmons. ' After the questionnaire and the

| 'interV1ew format were eelected, a pilot study was performed

_to. ensure_ that the_ ebjectlves. oﬁ._the -queetionnalre_and :

interviews were achievable.

The - financisl executiVes ("Users?®), " either financial

 directors or company secretaries, im nine selected.

organisations (See 2.2.2.), were interviéwed in order to

.-identify what they considered -important issﬁes' when

_preparlng the - annual repert of the -group or, in certeln |
cases, for any set of flnancial etatements. In additlon,
nine portfolio managers - (“Usere") were interviewed from

selected insﬁitutiena1. investors (See 2.2.2 ) to identlfy -

* how they  perceived information sources and what their views

were' fegarding:'certaiﬁ components of the annual report, ae_

well as certain more specific items in the annual repott.
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(Seé appendix I for a list of interviewses.)

s, t:dmpiliug‘__-thé questions -

.‘L;.

1

| In order to ldentlfy ‘whether the . annual report plays a  |

' slgnlflcant role in an 1nstitutlona1 investor s de0151on the'jf

research questlons ln the questlonnalre were lelded 1ntu'_'

fﬂur general areas.' Tha areas relate to._T,3 _ :jjﬁ :

ﬂ)

. b)

The sources of 1nfnrmation avallable to users andj;_i”'
- ‘the 1mportance of the sources in maklng 1nvestmentf;j.a

;dECISlonE.- .

_Theﬂ' perception of users and greparers uf the jf

_-usefulneas of the annual report as it is currently'. _

:ffprepared.

' _¢)uﬁ

a

',;presentational aspect,_ and  two heing the content of5 -

The dlfierences “in 1mportance, users and preparers__.

_place “On’" 1nformatlon contalned w1th1n the annual

report. i

The, quallLy of the annual report, thh qunllty be1ng'i
'lelded intg Ctwo components,._ " heing the

:'the renort, ‘and: whether it has any 1mpact on the'  o

*user 5 perception of the company and h;s investment}.

- d60151on.



Cpage 11

:_'The most effic1ent data gathering lnstruments available for_?; '
- obtalnlng the views of both the preparers and the users of |
"--annual reports, were conSLdered to be a questlonnalre or an

"1nterview

-1_  1£]~ wﬁs' declded that the data capture wnuld be mcra'
'Q_éfflciently expeditad it the author were ta follow an
'_1nterv1ew proceSS u51ng a structured questionnaire-_ The _
':nature of fhe questlons asked Ln the questlunnaire wouldi’
fﬁrequire a ‘measure of interpretatlon. A Personal 1nterv16w   §
'fwnuld _ ensure that. a11 the respondents 1nterpreted the"

ijuestlon canslstently.__

iifThere are two baslc typas of interv1ews - exploratory and_f;”

:structured 1nterviews (Vbckell, 1983, Page 76)

' An' exploratory 1nterv1ew 18 designed to elmcxt goad ideas':

for subsequent data collectlon._ Tt is 1nforma1 and quite

unstructured. “The researcher merely asks_leadlng questions,"

| __nbtés_ the answers; aﬁd use§.the'respdnses as o basis for the '
- mext question. -'Iﬂ”a strﬁctured interview'fhe%&ueStioﬁnéire |

is appiied : as a' data gatherlng mechanlsm durzng the 

1nterV1eW proceas._

Although tha 1ntervaew is a more affialent data gather;ng   "

' process, 1t has certain lm@ortant advantages and



: disedvan*eges which should he noted -Afmajor edwantege-of'
ethe 1nterV1ew over the ordlnary questlonnalre, lles in ltS
”,flexibillty. An 1nterview is time consumlng.. The questlons -

 'c_ere being POsed by the lnterV1ewer on an one—on—one ba51s. ;*:- N

e:The' personal _1nterv1ew limits response tlme because of tlme

.ﬁ. c0nstra1nts. The personal presence of ‘the interviewen often,;”eli g
'fo,_reduoes the respondent's spontenelty Anonymlty dlsappeﬁrs'

| f_and so the WllllngneSS to he completely frank and honest,fe:
 "mey ‘be reduoed.: a queetionnaire can be oirculatEd toa

f j'1erger number of respondents.:e

.  5.3; o Selectlon of sample - Users e

B “Besed' on dlscuseions with several Merohant Benkers, the""e

:;mejor 1nstitutlonal 1nVBstors ‘were Selected on a 3udgmentali“

_ besls.;_ The ten 1arge 1nstitutlons seleoted were then'se'ee
Iepproeched telephonlcally to 1dent1fy which member of thelr-'
1nvestment teems would be an eppropriate respondent.. The
portfolioc menegere of f1nano1e1 instltutlons whlch displeyeds

the following cherecterlstios, were ‘ar’ - ~Hed:~

- Institutions | whioh . are- 1ead:nq South Afrlcanﬁe“
".1nstitutlonel shere 1nvestors and thus play a megor..
role as flnaneeal 1ntermedier1es in the South African
. __market. Themr investment policies and actione featureis_l.'

-_promlnently 1n the overall domestlc merket.--
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~institn£ions -whioh ‘have ;a'ostrong' commitment - to and
' believe in fupdamental analysis. Due to the focus of

oyftnis:re§0f£,wsuoh connitmontﬁnés necossary:

sThéis ssleonion rsgardxng the stock brokers was made;’

| o;'conSLderlng the folloW1ng qualiflcations°- o

fi'f”::-Large and reputable stock broklng firms which -are

f,;msmbers of tne Johannesburg Stook Exchange.ﬁs'

'l_s'ﬂ“ Aﬁalwsts wlth. a strong commitment to ‘a bollof ina;-”

'f-fundamental analy31s.

'fThs total assets adm;nistared by the 1nst1tutions sampled']
amounts o' Rlze bllllon. . Of the respondents, 45%_"'
sadmlnlstered funds of < R 5. billlon and 55% assets > R5

bil ion._ . Of the portfolio managers 1nterv1ewed, 67%'f

| followed less than 100 componles, and no portfolio managerlg

.followed more than 150 companies.

- One- institution deolinod_to'pafticipnte.f

(S‘s_nppondix I for a list of'intérviowoes}"'

In a piiot__stndy. poriormods'in the fintialﬂsﬁggeg of the

research design, it became apparent that the decision makers



for or on hehalt of the 1arge lnstitutinns were Portfolio_ejh
Managers g ("USers") rather than the Wxnanclal analysts._ﬁo
| Flnanolal analysts tend to dlasemlnate large quantltles ofu3
.”f  1nformation and therefore requlre a plethora of. informatlonfef'
"ﬁ in order to prepare a oonclse and brlef 1nvestment report:eT
that will be forvarded to Portfol:.o Man&gers. It later
beoame B aPParent that 1n many of tho lnstltutlons theJ.fe
1nterv1ewee wa hoth. a portfollo manager and a flnanclal'e .
ana’ yst.,m It was-stressed dutring the interview process that,= 
for purposes of the 1nterV1ew the respondent wae to reply toe:_
"the quastions in the llght of hls _vequirements ‘as a

5.4. - Seleotlon of Sample ~ Preparers :'ff"f'd't"

”ﬁi The populatmon of thle group comprlsas finanolal executlves

-3 of - companies llEted on ‘the JSE Iudustrlal Sector andj J
fd.refore excludes oompanles on the mlnlng and finaRC131 ':

_ oactors of the JsE.

- The. companles whoee Financlal Exeoutlvos (“Preparers") were- |
approached to undertake an 1nterv1ew were selected using. ﬁhe:f

followmng crlterla'- o

"4'. COmpanies appearmng in either the top twenty, the_-*

| bottom twenty or. the o 1mproved xankzng in the -
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':_Flnanclal Mall Annual ﬁccounts Award for 1990, as

dJ.ar'losed in the dissue of the F:manc:.al ‘Mail dated 11

_ January 1991, page 32-34,

o The  qua6tive' wa&'td,selectﬂsix companies from the top

" twenty and the remainder of the companies from either,
the"bottom' twenty,  or, the most improved rankings,

thereby obtalning a preparer's’ parspectlva from the»

ful) spectrum of financial reportlng.

_Mbre:_emphasis was  placed on the top twenty section of

the_'acCQunting awards as most of the'companiés in which

. ipstitutions invest, tend to feature in the top twenty |

rather than in the bottom twanty-'of'the-acodunting'

awards.-

- Companies selected frnm both rankinga with a profitable

track record and net assets in the last annual repart '

~of at least R10 000 000,

A review of the bottom twenty section of the Finaneial Mail

accounting awards ideptifies one maior group that is a

highly_ rated cnmpany and ig normally a favourite investment

of 'pOrtfolio mahagers ("Users") at 'all the large major
financial -institutions. However, in accordanra with their

- current attitude towards reporting and communication with
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bdth. invest0rS and',the  Public. in -genetéi, the fiﬁaﬂciﬁl.*”
: répreséntati#es' ("Preparersﬁ) of thlB campany, refusad to
participate in the éurvey. “The company had ‘issued a
_dlrectlve prohlblting employeas ot reprasentatlves of the _
company from particlpating in any research Whlch m;ght'
'gafiect the profile of the company or might suggeat that_"
| their attitude towards flnancial reporting and communicatlon-
in ganaral had in ‘any way changed over time. As a reault,
this. major :group was deleted fram the sample» ‘311 other
_companies ' and__ Lnstltutlons approached wexe willing to
. partlcmpate in the survey, e e '_ o >

" on the basgis of the 5top tﬁéuty, bottom twanty and most

improved sections - of the - annual awards as computed by the o

Financial -Mail (1991, page 32), companmes fulfilling tha

cr:teria 1dent1f1ed above were selected.

Top Twenty Combanies _
Th> basis upon which comp&ni;a-listed'in £he-£op tWéntyf

awards were selected' ensured .that_the'sample did not
result in being representative of only one of the major'
large dindustrial conglomerates of South Africa, le:

_ Barlnw Rand or Bnglo amérLCan etc..

The Sample is reprasentatlve of the majorlty of 1arge"'
" conglomerates in South Africa. '
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E A"ﬂudgmeﬁtal ‘method was used to select campaniés £rom

: - the most lmproved and bottom twenty._ Two companjes__ |

_frOm this list were selected. B gompany was selected
_;from the bottom twenty. The company however refused taf
_ part1cipate and was deleted from tha sample. R

 The preparers in . the sample comprised 63% financial
'diréﬁtérs,_"zsa_ financial' managers an@=112%'-company .

'1éecretaries;- Of the companies samplad,-75%-wéra’in3the_'  T

tap twenty of the accountlng awards and 25% were. ranked

88 mnst 1mproved hy the &ccountlng awards (anancaal |

‘ fmall, 11 . January 1991, Page 32) The_company seleated _"

' from the bottom twenty was delatad from the sample.

”_'Questmunnalr& Deslgn

' The basic rasearch ingtrument canslsted of a que-tlonnalre'

 containing approxlmately 30 ltems, Wlth each _1tem being

sélected__in' order .to' support thefreéaarch.questioné._-The _

- sgelection of the items was based largely oh an examination -

-of the relevant 1iterature. The questlons were selected on:;}

the basis of ensuflng that tha ovqgall researcn queginns'{;;f
would he addreSsed anca the detalled questions had been'A"’“

answarad by the respondents.ﬁ= In certaln ixstances, 1tems .

were lnc]uded An the questxonnalre, not onlv to address the -
overall rasearch questlnns, buw also to
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facilltete a comparlsen with ether etudles referred to in

"the~prior research,

liaccurecy. It was then teeted in twn pllot interVLews.(Refertel

i \

‘The qustlannalre was tested for relevance,'validity'end |

to. hppendlx II and III for detailed queetlonnairee)

5.6.

. Adminietration- of the Questinnnaire’_-
The interview wag structured as follows‘_"

B A brlef telephonlc discugsion was ‘conducted in whleh theJ -

_caller -1nformed the intexviewee of the objectives of the

-reseerch A copy ef the questlonnalre wae forwarded te the;

N participant fer his eerutiny but not for completion as it

would be_ completed ;byh the_ interv;ewex‘. The_inte:uiewe:Zt

relating '_te 'portfelio managers .(Users)'-aad -£inancial_..-'

executives (Preparere) were echeduled to be condncted over a

three week perlod. o

Potentlal biasg resultlng from the naturel human reluctance

to;_ appear incompetent ‘was taken into eceeunt in the”

jinterieW-' preeees | whenever poeseble by presenting the
queeternnaire in a nqn;thrEetening-menner endfensurlng thett =

| "there was no mlsunéeretandlng of the queetlone posed,

At. the beglnning of eaah interview, the eb:eetivee of the
reeeerch were briefly outlined ln order to place the-

_1nterview and the queetione in perepeetlve.-




- in sectian 6.:"

The completed questlonnalre: have not been 1ncluded in thlsf

repart.. A summary ‘and an 1nterpretatlon of the results is

' Responses to closed-ended questlons that appeared biased or__

odde wmth_. the. ~other rhsponses were queried and

g _satisfactory : reSmngas. -obtained._ g Where pQﬂSlhle, the -

H.research rasults were evaluaﬂed against prior research.

":jThe de51gn bf the quastionnamre has resulted.ln the ‘answers.
and data collected belng nonyparametr;c. The 1nformatlonf__:

collected mas in- the foxm nf answerr ta a five-point leert.

 type scale ‘and true/false type quastlons._ The five-polnt~f

| leErt type.' questlons are non-parametrlc Jin that ‘the __'
ipterva1  between ‘the _ranklngs._ls not equally spaced{_ ‘The
use of means and other statisticaiftééts to interpret such

-non—par&metrlc 1nformatlon is not con81dered statlstlcally5

-valld and tharefore not. appllad to the results.

conclusions - have not been made based on .any of the

f"statistical" type measures. - The pufpoéa of the regéardh

was' to document ‘the opinions of 1arge 1nstitutlona1_f -'

 investérs, to illustrate thelr perceptions ‘regarding the

ﬁséfﬁlnéss of - annual reports,- and as & resu1t the sampla

selected may. nnt be reprasentative of the populatlon of a11  |

1nvesturs.

b R iy gyt e o i b

e
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6.1, Introductinn

The resaarah ‘report addresses the sources. aﬁd uaefulnaas of

the 1nfsrmatlon contalned dn the annual rap&#t to portfnlio_ _
.'_ managars of large 1nstitutlonal shareholders for making o

1nVQstment decisions.- 3 In many cases prepqrers were asked '

queatlons aimllar or 1dentica1 to those aaked af users.f

Thls Was con51derad necasaary to establish whether prepaners;-'

":i and’ users have tha same perceptmons regardlng informatlon_

The _raport also addresses othar aapacfs of raportlng'5 the_:'
| afferences in 1mportance usera and - praparers place on _ |
1nformatlon, and the impact af the quality Qf the annualnj}.:.f

' repnrt on the user g5 perceptlan “of a company and an his'___ '-

o 1nvastmant dec1szon -

Thaf; responsas_ of the varloua respondenta have baen_"
summarlzed and interprated under 6 2 balow. A copy of the ;

questlonnalre used in\the lntarvaew 13 included in Appendix_ 

IX (“Preparers“) and hppend11 III (“Users"}

i

6.2, Pesearch Results

6.2.1, obgactives ln acqulrlmg Equltaes -

Questian II (1n Appendix II and 1i1) in both queationnairas

| addressea the objactlvas of . portfollo managars in acqulrlng e

sharas on . the JSE. Tha respondent was quulred to rank tha

A bt e = R —- ar A e e on e

e e a1

e N
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jfive 90531b1e lnveetment objectlves, wmth the most important‘
dbelng ranked 1 and the least xmportant belng ranked 5,

| Teble . 1n Appendix 1V shows thet pertfelio managers o
-(“Ueers“)and the financial executlvee ("Preparere") ranked a"
| cemblnatlen of 1ong~term cepltal grnwth and leldBndS as

most 1mportant. o

J'Tﬁé obeervetlon was made durlng the 1nterv1ew Wlth two users
':[that a crlterlon wh;ch they coneldered to be ‘of major“'

| -1mportance had not been included on the llst presented. In
ethelr assessment of cnmpanies, earnings growth is- considered]le
to be a. fundamentel objectlve. . dff'dfz.' o |
! éérﬁ&in'fﬁseﬁs;fstated' that:-diVidend"inegmemdid not play a
significant _roief in. their organlzatlone, but - if' they -
considered. certain funds in ieolation, such as 1ncome fundsd

' or"neneionjdfunde,_'then dividends play a mp:e-eign;ficant_'

role.

One user  stated  that his-inyeetment department believed in
thef'minimnm ’dividend 'theory,'end that the balance sheet efdd
“the company should be strong enough te maintain the. 1eve1 of

ed1v1dend, although ‘it was not neceesary'that a d1V1dend be_'.

declafed. ' ﬁlthough leldendE vere rated 1ow by both groups

| (ueers and preperere), they_-were_rated lower_by_the users‘
: which;_may -explain the_ecceptance-of_the low dividend yvields
- reported on the JSE, A Preparer commented that the change
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' 1n tax leglslatlon has made the cumbinatzon of 1ong—term

capltal gains and d;v1dends mnre attractlve"ﬂ--’

B, 2 2.- sources of Informatxon

Questlon III aﬂd V in the User and Preparer questionn&ires'

{ﬂppendix III and II, rBSpBthvelY) reapectzvaly required _ '

reSpondents "-to-.; 1dent1fy sources - of infprmatxon;]---" n

1ndepeudently,.. The sources of informatlon ldentlfled are;';“

3 1zsted ;n 'Tuhle 2 in Appendlx IV. Table 2 illuﬂtrates the

emphasls placed on . 1nformatznn derlved from brokers. 311-  

the preparers named brokers" reports as a ‘source off'

informatlon, and 89% of users named these as a snurce. ThB 

lower rating 1n terms nf users can be ascrlbed to tha user"

sample 1nc1uding two brakers who were the only users that: o

placed 1itt1e 1mportance on hrokers' reports., - f '§-.:

:,_‘-.‘_ .

The internal analyst waa not identlfled as a source of’ o

- 1nformatlon as frequently as may have been expacted.-, B

- The afoliptiﬂg ohéérvaﬁibn' was. mnde -r§gé;dingf inﬁéinal_
' "I do not expect my analysts to re-invent ‘the wheell:
' -,  If we . feel Lhat the . fundamentals of an 1ndustry are

- sound, we will selact,. based on aur parceptlons, the

:two strongest brokers ln that lnduatry and obtaln thalr'j!:

7.viawa‘- . 'Thé g sama ‘applies for the analy51s of o

- :'cOmpanies.F ;-:
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;"'

oSouth African lnstltutlons ploce a large emphasis on dlrect

"~”_”contact. w:th- management. _ Thls phenomenon appoars to be a

'functlon of the size of the JSE. The 1ncestuous nature of'd:-'

"-the JSE lo corroborated by a preparer who stated that one_ ofio

-_"the souroes of lnformatlon is. the oross shareholdlnga by the -

'ngajor ilnancial institutions and othors.- The shareholdlng o

.;glves theso users 1nszghts to a ‘company to whmch an ordinary.-

”’sharoholder is: nof privy In ‘some 1nstances instltutlonS'
are -ropresented on the board oi derCtDrE and have access to. |

fmanagoment acoounts. -

- Questlons Iv and VI 1n the User and Preparer—questlonnalres"

~(Appond1x III and II, respecfivoly) required respondents to

' ]_orank sources of 1nformatlon presonted in. the quastlonna;ro..”.-f

There is. a dlstlnctlon batWEen the 1nformatlon dlsplayed 1n','_l

Table 'z and the informatlon dlsplayed in Tabla 3, Table 2
‘t=documents 'j.tha;_' sourcas 'Q_Qf-.'lnformatlon > respondents' 
'1nst1nct1vely ldentified, Table 3 records _the 1mportance'
placed on differont 1n£ormatlon sources as ldentlflad by tho .

author._

':_Uhers placed most - 1mportance on informatlon gathering by
[thelr own 1nternol analysts, 'j The seoond nost 1mportant.
'SOurLo of xnformation given by usors was porson&l eontactsrf
| and interim roports followed.: ' .



- It. ié_‘ 1ntereat1ng that 'ah- internal anaiyst ﬂwas”'notf
| -1dent1f1ed_ as a source of 1nformation," 'hwaVer,“’ﬁhen'_ f

_ 'dlscu551ng the dec151on maklng process users'sfated'that.the'

: internal analyst is regarded as an important source. The

analysts’ importance _appears to be more 1n the collatlon of3 

- information rather than belng regarded a& an. 1nformat1an -

'--source.

'f'Dlverse responsas hY ‘users were glven for the followiﬁg.{- o

;stources.

i

Intarvmewsfnlwcu551ons with manmgement,

z_'j- other newspapers,

brokers reports, and Ty

trade._publicatiuns‘ : R

. The 'majur;:reaSOnf_fa:'thé_divsréiﬁy:relating to.discuSSiams

with company management relates to users from one particular -

einstitution. . Thie ihstigufion'was the oniy user that h&d'a
short term perspectlve,qn investments and comblned technical

: analysis with fundamantal analysms. If this user is removed

frOm the sample for that questlon, the dlversity is reduced'

- as 75% Qf the resgondents will have ansuﬁred four (4) or

- _flVe (5) and the remaln&er a thrae (3).

The majox reason for the diversity regardzng the “other

_newspapers" relates . to two usexs that -are both- from

 -predom1nant1y Afrikaans staffed 1nstitut1nns. It would be

i
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 misleading to remove these two users from the test as

 afrikaans 1in3titutionsf-oté' 1arge'p1ﬁygrs-inothe.invastmento
_ markets and the oreéponse,_ 'thereioro,.o_sighifies the.
. importance of T"other = newspapers" in  the -invéstments-

commnity. ~ The brokers within the user sample create the

diﬁorse_.rosﬁonsof'pattefn 'in the amswers relating to the

| ;oimportancé'of brokers" reports.

reparers ranked disousslons w;th.oompany management as the

| most ' meortant,_ followed by internal ‘analysts at

-1nst1tutlons and brokers reports (see Appendlx v, Tahle 3).

.oToblo: 4¢.ig:-Appéhﬁix_ IV indicates that all of the top five
:souroos; ~in terms ot importance;, as rankéd'by’prooarers are
'alsoi_in' the top five of?ﬁsors. Tho:emphasis ﬁlaoed;oﬁjeaoh
': item; however, :diffefo in oooh groop..'In-nll oaSos, exoept _

. for ;.disouséions'..with. mhnagemoht;o users placed nore
1mportance on the source’ than the preparers dld  An

.'lnterosting_.observation is -that. portfollo_mﬂnagers do'not

place as much emphasis on discussions with management as

preparers_-havé been led to believe.  They do emphasize

' anaayst reports, however,' and’ thié may- be wheré' the

prepa:ﬁrs mﬂy have identiflod dlBCﬁBSlbns W1th.managemont as

o meortant._ The flnancial analysts at the 1arga 1nstitution3"_

are constantly in contact with managoment when pwaparing

reports to be submitted to portfolio managers. Portfolio

_managero -rank the ond ptoduct,- fhat ‘is,  the analyst's

report as very 1mportant ﬁreparera are exposed to the



zmeans af genaratlng the end product, and therefore place thez"”
_;emphasis on - the . dlscuSSLQns they hﬁVB with the aralysta.;
._The perceptlons of‘ the user and the preparer are therafnre;“

L sxmllar. '

LThe annual report is a wide*y used source of informatlon anid

| - is regarded as cna of the five most 1mportant saurces of

'- 1nformat1on hy users. Preparers, 1n turn, are aware-of the:

'SOurces nf informatmon that users ara accassing ln order ra.'

i

' make lnvestment dec131ons.- '

' é 2'3§h.' Tha Rprcaptlons of ﬁﬁers nf the Annual Beport

- In order to obtaln ‘the' vmews of the users and- preparers of
' the annual report, ‘geveral true or- falsa questions were . .

" s dESlgned. Table 5, Appendlx IV, illustrates the results of

these questions. S

The - responses . betweén ‘the two groups - regarding"fheir-

'perceptlons are. slmllar ln most cases (see table f5'in_

Appendix IV); The £1rst dlfference appears in the need for

différént* versions of an annual report for different

_ audiendes; _ 'The users of financial stafaments were strongly
against the creation of dlfferent reports = for d;fferent;.
audiences. | Although not directly expressed, the lmprQSSLOn_".
__was fcreéted that i different verslans were to exigtk, uaers.;

vould fear that certain critical information that would

appear in_a genaralﬁpurposé raport, would be excluded framf_



thelr ﬁarsioﬁ: 6f.:an- aﬁnu&i répbft.,r“ The"respﬁnééifbf 3?
preparers toak into conamderatlon the diﬁierent audienaes  "
for - whdm they nrepare the annual repoxt, as well as “he
'_;dlverse Feguasts “that thay receive from.thelr shareholders,. _
i;bankers;?”amplmyees and other interesteﬂ partzesﬂ 55% nf.'T
. users Cﬂnﬁldered that ‘they would not be able to identify a

“_;sxtuatibn wheta management was gloss;ng mver problems Then=
fi”fDIIOWlng ohsarvatian was made: | |

. "Where we have an ;nvegtmgpt that has not performed to-f 

. fexpectatmons, reviy | annual reports to see
| if - the problen had bean-g.é ooy management in the
_annual report....In most L. 3 thh there is no .

évidencafito;,highlight: thaﬁ“ﬁh»ﬂ%& r:ms were nhout to*

Dccuru (] "

. 67% of the users stated that they hiad to read the noteg to

 the ‘annual ‘report td. get an ackurate 7§ictufef Qf- the
pérformanée--af 'fhe.'company;' Tg.ﬁiarify-thé-wﬁﬁd accﬁr&te,.
- the following question was put to the respondant durlng the
interview: " If . you read the chairman 8 statsmant, the_
iﬁcome stdtemen; and balanae_sheet do you feal you_have_an :
acdurﬁte'i (as - opposed to cdmpréhensive)- picture of the
-performance of the company?" ) In- 1ight of the effort and '
time that 15 1nvested to. 1nser£ addltaanal 1nformatlon into

the non~statutory portiuns of the report it is surprlalng .




. wers preparing annual reports to comply with statutory

 fhe users sampled in this':épart stated that they are only
 interested 'in*_appraximate;y 100 companies (average over

6.2
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‘that such & high proportion of users surveyed stated that
they . had to review the notes in order to get an scourate

pictuxa;'

45%  of uséxs also felt that many bfﬂthb rompanies on the JBE

requirements rather tham to inform shareholders (See
Appendix 1V, ‘Table 5).  This response seems at odds with
their statement that they are generally satisfied with the |

quality of the annual reports.

iusers)' It may be inferred that the top 100 are reporting to
thé'_ satisfact;on of the users but that tha remaining_

companies on tne JBE may not be doing 50.

-4%» Importance of Informgtibﬁ Cantaineda in the hnnna&

Repart

Questions V and VII of the user and preparex questidnnaires'

(Appendix III and II, respectively), respectively are aimed

at datermining how' important 1t is that certain xnfnrmat;on

ba contalned in the annusl report. The guestion does not
attempt to determine ﬁhethar_tha information s importart,-
but, rather vwhether it is important that the information |

appear in the amnusl report. Table 5 in Appendix IV shows
the results of the answers reueived from the samples of
hoth users and preparers,
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E _ﬂsers-'af annual reports were of tha_opiniun.ﬁhat,'axcept-far

commentary cn. the economy, information about the company's

products and the opinions of othar prafessionala, ‘a1l other
'infarmatian contained in. the quastlon shnuld bsxincluded in

an" annual ‘report. Uaexa were '} the wg;nion that -

iniormatian about the products of the company heed not be

contained in the -annual weport. When.makxng invaatmant |

. decisions, the ]'naéura " of ‘the company's 'husineés"was
::_'important, ‘but. details of products did not play 'a majcr role
" in the mnjerity'ai industrmal companlaﬂ‘. :* ~ |

With the information about the nature of the business, the
user is dbié ko 'avalunﬁe Ehe risk aSsp#iated fwith‘thé' 
?-company from other sources of .information. Bias waa'the
major concexn axpremsad by users about including opinions ox
analysls of other professionals in an anmual report.

| Althoﬁgh. .mnst~_institutians ‘plaed reliance on"brbkars'_
reports, 'ﬁhey did not  want brokers' reports to  he
-incarporated in'the_ahnual report. The raapoﬁéasiwithin the
aer sample reflected that users were in agreement in
respect of mﬁst-of the guestions in thia.section. There was
a diverse Yresponse, howavar, to  the questian.cancerning
“whether commentary on the economy should be included in the
'-_annual raport. . .cartain respondents (23% of users, see |
hppendix IV, Table 6) were 6£'tha'upinion that referancg'to
the economy in an anpual report is used as & scapagpat'far
poor.company-performanue. They wera of the opinion that
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- mare accurate econom;c projectlons cauld be ohtainad from_'

_ qther .sources._; other users (22% of users, ‘see appendix Iv,'

‘Table 6) canaldered the company's view of the-aconomy-a_?-

useful yardstick fnr gauging. whether the aompany's views
correlated with their own expectations. ' ' )

'fPreparEra of annual reports 'highlighted-'otherr areas nfi--
| 1nformatmon as critmcal for lnclusian in the annual repurt.
The preparers - 1danti“1ed racent avents,“ cashflow and;-

infcrmatman business unlts us impoxrtant 1n£ormatlon. It is__'

"_ 1nterestang to note that the quantltative forecaat Was not_-

'highly ranked by prepaxexs. comments made during the

intarviaws highllght the concern: ' o
o Any quantmtative foracast by managament can be used -

. to  hang them...would not look good if they gq wrong and'

the iorecaats are nut mat v

_3§Other faréa of - interest was the response by'preparers_'.
regarding thé d;scloshre of risks,  Seven of the eigh£ .
respondents gavqf réaponéeS'nf 4-5, and ébmménté gathered o1
this during the interviews 'wera;*interésting.f A preparer 5_
~ commented that ag long as mention was mnde.of-the riskfﬁhen -
. management had fuliilled ihs’obliéation.' Anbther!s cbﬁmant: -
~ was thaty o | _
'...shareholders should do thair homework before they N
enter ;nto the maxkets‘..buyer beware..."
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”ﬁsers"of"annualfrépurta.rgquire preparers of annual reports

' to go further than the Statutpry-infOrmatioﬁ_réquirédt
6.2.5  The Effect of the Quality of the Anmual Report

laﬁ:géﬁgtigg |

. In designing the questionnamre and in the pllot studies the

' respandents had difficulty 1nterpret1ng the—wnrd “quallty" '
The word quality has been- divided into tW° componants for
purpases of this report. o ' '

 3— prasentatlon, and

. - content.,

Users ware asked to state whethér the fact that a-réport.'
appears S on gloasy paper woula impact thELr 1nvestment o

decisions.

During the interview the impact on the investment decision
was emphasized, and not whether the report affected their

perception of the company, The majormty (67%) of users

stated that this characterxstlc was not an important factor'
in the investment decision process. Alsa, the fact that the
cCOmpany appears_'in the top twenty of the aacounting awards |
did not seem to affect the investment déciSibns.uf the

- majority (67%, 9&§ Appendix IV Table 7) uf‘user,

gt ¢ 1 im b am—— . 4 gt
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_rBSpandents.:' . What did  appear fa.*bé -an Jimpﬁfténﬁ;-,f.-”
;CBéracteriétia for at laasf'half thé-pdrtfolioamaﬂagers;*was 
_:whether an ﬁuﬂlt oplnian was signed by a "Blg 8" accounting

- Lirm, | One af the users that rated this eharacteristic as
"'nnt 1mbortant but quallfied this by Stﬁtlﬂg that 1£ a repart .

| ig ‘sighed .hy a "Big 8" audit :,E:.rm_,_r and the company"

. ;suhseqﬁently 'changes fta,_aJ ﬂmalier 'aud1t3,£irm,.-then the

3¢h&r5dteriatic becames-important. The fact that the-company :
: has ﬁbéen: ﬁhdiﬁéd' by a émail-audit firm for ?earé;_h%wéver}:
":dbes"ﬁot'-make~-the -aharactérisfic important.-"_ltiislthé |
.'change that is . meortant. -it ﬁds enphasized ‘that a'mbve;-

'from a small firm to a large firm is not as perturbing as a"

move from & 1arge flrm to & small firm._

 The" majbrity= of ugers (78%) sutveyéd Btated'-thAt-'thel
:presentatidnal_'appearanca of an annual repnrt affected their'
perception 6: the company. One user stated that there is a
fine balance between a report that is overdone and & report 

that is well presented but Justiflabla.

The business ‘and aperatmons of the huslness must warrant a

f'detailed and well presentad report, It may thus be construed._
that a pncrly presented. report ‘may . not only impact the
user's percaptlon of the campany, but also ereata cartain _

m;sapprehensions in making the inves taent decision.



A cehparieen' 6f- fhe responses of usefe7ahd-ﬁreparere as to.

‘hov important the preeentatmou of infarmatlon is in the

| _decieion maklng process indicates geﬁerul agreement that the

'menner e£ preeentatien is Amportent' The two areas where_
e usere and preparers seem to. dlffer re;ate to the cosmetlc-
::asperts of the-;document. j More preparere- (62% ve 22%,e .
.'_appendlx v, Téble- f) rated graphs and - photographs as
.1mpertant. _';' The responses from both sample grnups (Userse

's?%, | Prepareru 508, Appendix IV, Tahle 8) ind:.cate i;ﬁ;;t the_: T

a-presentation of 1ninrmaﬁion.1mpares on lnvestment d.ClSlOns

fThe subtle differencee hatween the resulte dlEyuayed 1n'.“
_Table 7 and Table 8 are al a reeult of the questlene posed“'
In Table 7. ‘the questlons were pesed 1n the context of. how:-
:the 1tema affeeted investment deelslons. Table a dlsplaye

'e  ansWers to - queetlons that were posed in the centext of haw

the 1tems affeeted thelr pexceptlons of the companyg
' I ﬁ ol :
the Eﬁﬁect oﬁ Cogtenj; Q thy_mzme__gum
In order to aeeese the impact of the content af an annual 1.

report on znveetment ‘decisions, two sets of questlons were'

formulated. o The first set _comprising queetion XXII (Seeﬁﬂz_

Appendix III) ef the user quest;onnaire and question XIX :
(See Appendlx II) of the ﬂteparer questiennaire 1isted the
. different componente of “the annual report as identified by

the author after . a review of the score sheets for both thej-'

‘Finapcial ggil'“moplmwenty" Rulee for 1990 Reperte and the
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f'chartered Accountants/ﬁuslness times. Raporting Award 1%39"
'.Mhrk_ Plan.-' The total number of 1tems 1dentifled amountg to

- .seventeen,

| _Re'spondeﬁts' -;mre  asked to identify the ten items they would

consider 1mpartant and to ramk thos itams-'in'drdér'df

1mportance, w;th one bELRQ the nost lmportant and. ten the

| :leaat lmportant (see ‘tables 9 -awt 10 in Appendix IV for7'

results) When interviewing users the word lmportance wAs

further elaborated upon with the‘fallowing question.:

" If when making investment decis;ons as a portfollo'7

) manager you could have access to only ten uf the ltems

o 1lsted below, whlch WOuld you ey A

L

“ When ;'interviawing-f'preparersf tﬁé'_wbrﬁ “impdrtance" ‘was
_elabqraﬁed_upon-in]the following way: ' :

n Wheh' prepaying yout*'annu&i *fepbrt, Cif ynu"wﬁfe'é
‘restricted to ten of the seventeen items listed below, =

which would you select to incorporate into the annual i"

_repert? Please list thém in oxder of 1mportance."

_Durlng the 1nterv1ew the following aspects were clar;fled.
‘The directors' report was to be considered the report that
‘has to be submitted in terms of Schedule 4 of the Companies

Act ' (1973, as amended), and t1¢ chdirman's statement was to

' be considered as thg-report'that includes all the additional




| disciesuxe"'maﬁagemen+' 'miqht "Wieh” to' meke‘--' In 'hoth:'
’eifuatiene, the respnndent was esked to’ meke a eelectmon on -
' the be51s thet there wae no statutory requlrement to present-

_any of the camponente.

'_[Fipencial' highiights':(sa%'_refed"it_.li or-greater),7eteck5
':Texcheﬁge 'perfermehce- (88% rated it- 11 . e&- gfeeﬁer)* and
;lnfletien edJusted supplementary accounte (57% rated it 11' ”
"or greater) were considered leeet 1mportant by the mejerlty.
: ,efof users surveyed ~ The lncome statement (89% reted it 1or
':_ 2} halence shEet (39% rated thie atem 1 or 2) and- cashflow
"etetement are regarded by: users as the . most. neceeeary- .

-'c0mpenente of the repert (66% of usere rated the caehflow

fﬁ)._ -.Thg preparers, in.turn, rated the income stetement,e*

’chairmeﬁ'e report ‘and summery o£~reeu1te fbr-the last & to
- d0v years as mest important.. The stock exchange performence .

) sect;qn (89% of preparers rated it 11 or greater), 1nter1m' |

results annauncement (88% of preparere rated this ltem 11':

f Or'-gféﬁter} ‘and aﬁdltUrS' report (100% of preparers-rated -

the audit epiniOn g or greeter) ara ccneldered unneceeeary

by the mejc-ity of preparere. L

12) o - _
The second set of questions poeed'(Queetion XXIII-to'Usersf,f.

. and XX to Preparers Appendix ITT and 1, respectively) in -

order & to - aecertaln the views of users “and ‘preparers -

regardeng the content ef informatlon cemprlsed of a 1ist of
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'iﬁdividﬁélt itéms"that' aﬁe,'qrfdguldzbe;'presentedtinta-sat:

-.: of ' financial statamahts,= Fach respondent was askéd'td,rank

T_f'feabh' item nn-& fiﬁe'poiﬁt scalé’with"bne'being'not'iﬁpértantt_ft"

_'to the 1nvestment dec;sion and five beang very 1mportant toﬁ:
.'the_ declsion.___' nuring the 1nterv13w procens 1t wast;
empha31zed th&t the answer was to be- glven in the context of
| important the _ information was to an 1nvestmant |

~decisibnﬁ"

. Many 65 the items- seléctéd have also been tested by Firth
'-_(1976, Page 62) an. Mgth (1965, Page 63) and as & result théA'

Z:author ‘has computed 8 ‘mean score for these items to allow

| .}fnr3 compar;EOn_tp thetprevious_stpdies. The mean scores are

given fo:t_iilustrativa: purposés .dnly_'and'afe not used to

draw any conclusions..

t'Table 11 in: Appendix v illuatrates ‘the respnnses to the
questions by the users surveyed in thls study and comparesﬂ;
'_thg;r raaponses. to thﬁ results obtalned-by Meth (1985)-and:“
Firth '(1978) Table 12 compares the repl;es of the ugers to
the rapl;es given by the preparers. 3

The 1tems listed in tahle 11 are those items tor which there;
was ‘a slmilar test parfozmed by. ther Flrth (1978) or Mﬂth
1985). It should be noted that although sxmmlar 1tems are
'tasted, the surveys differ in terms of th@ samples. Flrthlﬁ
- examined ‘the dmsclosure views of f;nancial analysts.emﬁloyed
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by stockbrokers and lnvestment instmtutlons. Meth éént'6u£  .
A questlonnalre to members of the 1nvestmsnt ﬁnalyst society'

resident in SOuth Afrmca.

 i£”'is}g howéver:_ Jnteresting that the hlgh scores (Maxmmum___

'fpossible acore is 5) 1n ‘the Meth study were in respect of_;
-the dlSQuESIOH of the company L results for the past year_
.-(4 69), | disclosure af ‘a dividend poliay (4 49) and a:f

zdiscu531on on the progress of recent acqulsltions (4 21)

| Lh -Pérbentage 6f-user§ sﬁrve?édzin this.répdrﬁ.identified thé _::
;_ £011owing items as very 1mportant- (Maximum possible score::

ls 5) _ . o o e
B disclosure of cast of goods sold {4 11),

- extent - of dependence on a few. customers (4.22),

infarmation relating to capﬂtal expend;ture (4 22), and.7

'-dlscuESLGn of the *ompany s results (4.33)

The disclosure of Gross Préfit.iw'a_reQuirement in'tarms of
the; U.K. Companiea Act, which indicates theat theregﬁay be-a_;
“need locally for 'sunh :a'disclosuré requirement. - This mﬁy'

: also 1ndicate that over the perlod between the two SUrveys. . |
the tradlng condltions in South Africa have deterlorated and
.1t is therefore important for user- to. obtaln detailed R
information regardlng the fundamental well-being of the:

o busineas.'
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When édmparing 'ﬁhe- respoﬂsés of South African portfolio

managers to the results obtained in surveys in the U.8, U.K

and Néw zéaland' (Most et al, 1985) (refer tn 4.2 above) it
is noteworthy that in all the above markets, the 1ntent1on

of instltut;onal investors. is to hold equit;es for a-lung-

-_Periﬁd:fof.‘time.a:Thaselresults gbrrglate closely with»thése :

of 'thé U.K and New Zeaiand' in:that7fhe'combination of gains :

':and leldends was. consmdered +o be the- most 1mportant 

'objectlve.  :.

Tahle 2 “in ﬁppandix IV dlsplays ) dcmparison of the results

) obtamned based on lnteereWE with South African 1nst1tutions

and the results of ‘the. SRI Internatlonal (1987) report. This

. indicates . that the sources of information - differ
'_aignificantly. Whlle u.B- users favaur the annual report
'(85%), ‘South Afrlcan lnstitutlons prefer the “interview with

management"' (89%) ‘Both South African and U,S institutions

‘use  other profeSSlonals (ie Brokpra' reports) in making

1nvestment dBCiBanS (s A Users - '78%; U.S Users - 54%).

The major departure between the two countries 15 on the

empha51s placed on lntEle reports. It is interesting that

the U. S users use  this 1n£ormataon source exten31ve1y to"'

- make investment declainns (57%), whereas the 1qna1 users doh'

not place -great reliance on such annoumeements (22%) The
reasons for thls difference may be the size and activity of

the markets and the frequency of the announcements.
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a comparlson of the §.a users varsus the V.8 urers as . .

'_leSDlayed in Table 4 of Appendlx Iv, shows that - thriee of theLaf'

'- tnp five 8.A sources (Iﬂtarnal Analysts, discussions with

;*'managemant and Annual Raports) are also hlghly regarded by

u.s instltutlons. Interim results in 8.5 are the equlvalant.;' -

'*to quarterly announcements 1n the u.s. . Personal contacts:
were ranked 14th hy .8 1nvestors, and 1nterna1 ansilysts

wera ranked 17th (SRI 1987) In the 8.8 hop flve, there is': 
“mo equlvalent to a SEC Form’ 1DK and other analysts (le

- f:brokers rqports) ware ranked seventh4 i

: In order to complete the study, question xxxv from the user"
"ﬁquastionnalre (See Appendlx III) and questlﬁn XXT- from theT;*
'%fprsparer questionnalra (Sae Appendix :-II) | allow ‘the i
f_:respondent to rank certaln phrases regardzng annual reportaf;%

n:as either nat 1mportant or very 1mportant. ke
. fThe inclusiun :af thié _quastion wag maiﬁlyéto'facilitata'a
compariren of the resulte of ﬁhislstudygwith that of the SRT
'_Internationai {1987} sﬁudy..-. A secondary ohjéctivé was'to
identify whethel users and praparers though* that tha annual-'
report could be lmproved,_ '

The results of the questions to users and prepavers are

'cqntéined*'in ‘Table 13 in Appendix IV. It is intgrésting to;r
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“ xnote that users 1dent1fled the _following issues as mnat :
5usefu1 1f the annual report were to be improvad.

| | 1nc1u51on of flnancial projectlons.139§),
providingbiﬁduStfy ﬁréndyinformationw(agzj,'and' )

_]inclusian'of_an abstract in the annual report (89%).

".7?fepafér§,- on the ‘other hand 1dent1£ied the follow1ng issues'g

which they regarded as important and WhlGh wnuld 1mprove the -
.;usafulness of the, repart*I' |

-Management ought to defina themr goals and objectlvea-f?il
f.more claarly . | e - .
;Nanagement should he mmre frank ahr., repq2tiﬁg poar o
"iperformance. | A - | L

:} ;LI

lhmhe annual report prov1des 1ndustry trend lnfo:mation. o

o Tﬁbl& 14 compares the results of this questlun wmth the”33
results ubtained by the SRI 1n 1987." o ' e

It must be stressed that the U.8 sample consisted of 312
teiephone intexviews. This study consisted of nine personal_

interviews. T O

The only response whlch appears to dlffer smgnmf;cantl; *rom

the u.8 survey is the reply to foracasts. South_agricang':_ |

seem to be more interested in the forscasts. ~ & possible



- explanation “fer thie-could.be the diffeieﬁee iniinflatign&ryeeﬂ.'

| enVLronments 1n the two countrlee. 'iﬁfletion'in the U-S has-
ever the 'peet two decades been signlflcent1y~1ower then;

1nf1et1en_1n South Africa.

gﬁ.s;.f" Research flndlngs | S
| The_ research results thet were sumarized and interpreted in
6.2 ere evaluated in thle paragraph.- The research findings
bave been grouped under the appllceble research questiens to_'
malntaln a 51m11ar structure to ‘that usad in sectlon el

T efIn' Bome '1nstances, _vhere - one set of findings held

impliuatxone for another eet of findlngs, these flndingse' o

' were eddreesed in the mest eppropriete place.

~ The research question/objective addressed was: =

Before any discussion can hegln on the souraes used by
lnqtltutlenel investers,_ it is 1mportant to identify their
-.chje@t1Vas. - Teble 1 in Appendix v 1ndicates that the”e:
mejority"efi institutions invest .in equities for 1ong term
capital growth and dividends.  Although the majority
selected the combination of both, it is significant to note

that the majority of portfolic mendqers placed more
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'impdrfancé “on ldng:'ferm :éapital gains:(séé of uééfs'fatéd" B
thls 1 ‘or 2) than thay dld on dlvidands (11% of users rated

thls 1 or 2). The commants made durlng the 1nterview by
 _portfa11o managers 1nd1cated that they are capital growth
--_orlentated. - Many use earnlngs as a surrogate for measurlng -

'capital grnwth

The 1nterviews wlth porthallo managers, tha brokers reportl

and annual réport were : the most common sources of

.1  lnformatlon ;dantlfled by users and praparers (See Appendlx_-
v, Table_ g). _81gn1f1cant1y, however, users Wlthln the.
.'finaﬁci§1 -  instiﬁutibns' 1dent1fled ___;nterlm '_.resglts.
E pﬁbiicdtionsN and; Persﬁnal- contacts as. ﬁost'im@fﬁtﬁn_ {See
| Appendlx IV, Table~ 3)-' Ultamately, ‘all informatxon about -
the company and lts perfn:mance orlginates within the: 

company 1t991f* By the - time the lnformathn reaches.th{j

. user it has gone through numercus screenings and

iﬁtérpratations,.'_-The: most used" infoxmaﬁidhf'dbég"not
necessarily dbrralate' with the  "most 'impb:taﬁtn“
information.  This phenomenon also ocourred in the research
- conducted by the SRI (1987). _Whén a source is insxpensive
and 'eaéy'to @btain, it'is widely used evén though it-may not
‘be very -ﬁsafulﬁ For. institutional investors, the sources
 "most . used“ are easily available. Two of the most important"
soqrqes,- lnternal  analysts  (ie. analysts within the_:
institutibn) and personal contacts are not easily access;b1e .
to the gehwral interested public. Internal analysts ara a
hlghly. pald *esourca of an 1nd1v1dua1 1nst1tutlon, and
- personal contacts take years of relationshlp buildzng to
"establi_s.h.' | SR | |
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.'; Iﬁ'1987 the SRI (Page 34} made the fOllOWlng comment~3~'ﬁ
: ﬂ"...._ Investors value each source of lnformation basedf3:
" on its obJect;V;ty; -_Gontent, accesﬂlhlllty,j and
 :t1me11ness.i';_1 These components .are fnof--medsured ’
“explicltlyx;-*buﬁlffvﬁlued _subjectively, dépgndiﬁg anﬁi

-'It is true to say that all uﬁers lnterV1ewed want unbiased '
f'info;mation. _ Thay .do not want 1nformation that has been:-

o diétorted.' bv 1napprapr1ata .1nterpretatlon and analysis,:l

:USera place hlgh value on lnformatlan sources whlch allow'

 _'them personally to fil ax out blas, or on infﬂrmation o

"’ saurces Wthh they beliEVL have removed hl&Eof It 13 ':_ 

'"7f therefore 1mportant for prepaxers to be aware of the sources-

_”of 1nformatlon .whlch. users :ind 1mpst-usefu1.. should the
. preparer ;wish.to-change'iﬁétitutiona1 thiﬁking'regarding-hiéf

particular~'cdmpéﬁ}, it is impartant for hlm to know whlch:'

= _information sources should be targeted. The user will pay-

) unly for a service whlch “he feels is giving him unblased'
infarmation. - The mast easily accessed 1nformatlon ig not

necessarlly the most used informatlon. _'

Thé research question addressed was:

USars ‘ate in general satisfied with annual reports. a
"'review of Table 5 in Appendix v lllustrates the overall
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' aatlsfactlnn uaers and pxaparers experlence 1n their use of =

'_'annual xeparts. | Users regazd the annual report as: the  

primaly souree of 1nformatian. Although other mnre precise-:

or fl1t91ed Sources of lnfOrmation may exist, users contend'-'

that wzthcut the annual rePurt, thera would he no- startlng' - :’

' ap01nt of reference for any iHVEstment analysls.3

f;ﬂsérsaféiac?fcbnaidéi’Lcartain jinfbrmationiatb be obtainable « -
aa_aniy frém 'ﬁﬁe 'aﬁnﬁal 'repbrt.__, onca ;ihe' ifem. has been .
aildentlfled 1n tha annual repart 1t can be further eprQIEdii._ma,
"hy 31ther an, Lntexnal or external analyst. Tha majorlty off :;”;
a_users surveyed ara of the opinzqn that annual reports do.f
"*_ prov1da 1nformatlon that a uaar cannat gat from any other* ]__

E puhllshed aource.ﬁ :f;

The majority Of:ﬁSérs'iﬁdicated t&afathey'needad to read thef.=::"
notes to the flnaﬂClal statementa to gat an accurate plcturer

L of the company, An accurate plcture of the company was not -

obtalned hy readlng the chairman's report 1nc0me statemant.

- and balance sheet exclusive of the notes to_tha financlal

© statements.

'Uaers conaider it te be important that tha annual raports'.
_ ara truthful (?8% 0f users (See Appandzx IV, Table 13) rated_”
'thls 5 ar 4, 5 halng wost 1mportant) and that they should i
- provide 1nformation f shout the future 1n the form aﬁl
fﬁrojadtions (89% of usars rated thie 5 or 4, & being most
'impdxtant_ (Sae Appendix - IV}-Table 13))._-Tha concern.about'ﬁ'



_ the truthfulness of annual raports that users ha"e‘exprsssed_

throughout thls research report 15 surprlslng as audltars

o have & statutory role to remove this factor from jnvestmant '

"ana1y51s. o Informatlon about the future is considered to be_

- an 1mportant comporent. of - reportinq which makes annual

'ﬁreports more useful. Usefs are of the QﬁlnlOH that this . -

 '1nformat1on is avallable, as management nses 1t Ln plan and’
: to nperate the bu31ness successfully. '
Althéugﬁ*%aé%”'of' sau£h7fhfrican-'uéafs 'waht-the~company to

"provide flnancxal projectiana only 55% of U.S3. investors
3felt that thlB was necessary (SQe Appendlx iv, Table 14).

. The major reason for this is that the U 8. 1nvestors did not

~ trust forecasts presented by manaaement. i They felt that

"they | were 1nvar1ab1y oPtlmistlc." SQuth Afrlcan users_:;_'

f_presumably want forecasts in order to make & c*’uarison wmth'
thelr own assessments. Because of the high inflatlonaryf_'
'_env1ronment, ~ South _nfrlca's economic ~ climate makes'
'_prpgectlons 1mportant':in i$VBstmant'3aﬁaly&is,.as historic

:eéults lose their forecasting characteristics. -

~ The research question addressed was: .

w_i_:nm_th e annu_al.mpg::;



B :Pegé:6215f

(AR

 In 'eveluetlng ‘non stetutery informatlon contained in thet_”

annual report (see Table 6 in Appendlx IV) users .ande'

:gn‘preparere | exhiblt baslcelly : 1dent1cal } v1ewe on the
[:_1mportance placed on - the dlfferent compenents. In-areES-:

'“_where" there *was_ 10 . consensus, the results could be'.';i~~'

ettrlbuted to different perspectlvee on the iseuee. Whlle-: |

'Tueers (10&% rated thls 4 or 5, 5 being mosL 1mportent)_
'wented. guantlflable forecasts, nreparere (59%_rated_thle.4 .

ar 5 being meet 1mportant) did not rete'“this ‘as
important | o

'fUEers consider the informetlon to be useful for 1nveetment_':_“
_*-anelyels,  but - preparere R belleve that usere went the-'
.:lnfermetlon 1n. order to hold management accountable. Whllee_t.'
 'users- stete thet ‘there is llttle need to discuse the

_'compeny 8 producte 1n detall, preparere cen31der this to be

a necessary part ef the annual report. UEBrE are thinking :

as inetltutional investore, but preparere know thet they

- must eater for - the needs of all 1nVestore, including those

of instltutienal ueers. -

" The ereas- where - tﬁere ﬁppéar"to"be differeneesf in:the;t't
. L : . F Y

f'ranking of _lnformatlon hetWeen ueere' and'.pneparers'earée

o (Appendlx, Tables 9 and 10).
' The balance sheet .
- cashflow statement

Interim statements
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3  89% of_ the portfolao managers rankad the balance sheet as

f'elther S Mmeer ona cr number two (cne belng the mast'

vy whereas only 38% cf prapararsv'ranked 1t “lor2 in

Importance in 1nVestment decialon maklng‘_*'

__f Lndlcate either a lack of understandlng of the sfatement nr,J
B that users are ot lnterested in. the hlstoric cash fiow but'_
__.':f rather 1n * the futura cash flows of the oomgany f It ig
:*_ pogglhle thay slnce cashflow informatlon 15 a relatlvaly
_recent developmant *users do not yet knaw how to use thé
: -lnformatlrl..:' When comparlng the VleWS of users in this
; ireport to those of users,ln the Flrth (1973) and Meth (1985)4
'studies QSee Appendxx IV, Table ?Ll),' certaln p01nts:6ﬂ

interast are 1dent1fxed._ The salari L of bnth directors aqd.':

 ”51gn1f1cance The majority of portfollo managers r&nked thei"

'fstatement as a five or greater.._The maaor;ty of preparers -

' '5ranked ‘the statement hetween ‘one and fout. Thls may -

S i

."-

senlor management are not important to Bouth Afrxcan usars'3

'\'1mportant, tan ‘the 1east 1mportant, See Table 9 1n Appendlx AN

e i e

"Tne dlversity surroundlng the cashflaw stutement is af' _ §"'

but are 1mportant to U K investors. A larger emphasls is - B

to 1935 South Afrlcan users.

iﬁ : SQuth" Africa,”u employae report;ng has hecome more'-

xmpor*ant than 1t was to users in 1985.

- belng placed on cost Of gaoﬂs sold by 1991 users as comﬁaredr_-“__
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L

j-Whép;~users_'and epreperers ewere-'aeked- how ”imbcrtant they

'cenéiderede an "individnal-.piece- of informatien.toxhe'te.en_ “
- investment - dec1$10n,_ interesting differences were noted.
'_Users (73&) ‘feel that the size of a company's order book is
;important ‘to an lnvestment decis;on ‘(See Table 12 in .
| Appendix- Iv). ;“ Preparers (38%), en ‘the other hand, do not .
":thihk-'if':is imﬁdrtaht. The same applies to dlsclosure of
~cost of goods sold and- a breakﬁawn of e&penees 1n variablee~e

- and fixed portione._ The majob reason for this difference is

that the preparers have to be _consczous of compet;ter”"
Q-sen31tive xnformatlnn, whereas. users are 1ook1ng at thez

':_lnfermatlbn from an lnvestor = perspectiVe only._,

\”ebividehd pdliCy'ie'net ag imporﬁent teeﬁSErs.(SS% reted this
5 or 4, 5 belng most 1mportantj as it 15 te.preparers (100%
e'rated thlB 5 or 4, 5 being mnst 1myurtant) of annual_”
- reporte. | | DN | |

In the economlc envmronment prevalllng in the perlod covered
hy’ thls emplrlcal research it appeare that users are.

becomlng sceptlcal of div:dend pollcles; The_lsgl.South

© African - user _plaCES._less emphaSLB on the dividend-policy"ff

1tﬁan he 'did in 1985. - Users 'are ihterested'in-empleyee o

_reporting speciflcally and less 1ntﬁrested in  corporate
social responsibllity in - general, which includes thele
recognltlen df the ‘human  resource - as an important S

_contribution to the organlsation. )
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S

Preparers | flnd it"'ﬁédeésaty _to - repdr£3"- . soclal:

'._'respon51b111ty in general ~and 1ess important to rooo:t_'

-speo;floally on employee statistics and welfare. -

'V'Tho]roseatoh~question:oddrosBod.WEo:

'The word quality has been broken into two components for |
V'opurposes of thls report. - Lt conszsts of presentatlonalf ; ”

| qual 1ty and oontent quallty - The - majority of portfolloi_o |

_'honagers (““sers") agreed that the prosentational quallty of 7

.’tho abnual report oontributes to ﬁheir impresslon of the o
z__oompany (Soe 'Appendix IV, Table B) - of slgnlfloance is the.'_

| faot that when users wero askod Mhether the preaentatlon of:,o'

'lnformation affectad 1nvestment dEClslonS, the majority

(67%) ansvered ,;n ‘the affirmative.

With regofd:_to: the oontont_ of . an annual report.the'mpst

important non~5tatutoryf-iﬁformotion used in the investmert -

- decision hy' a user was'the_ohairman!s'statemoﬁt*(exoluding_

divisional miews;- | 'wee' Appondix IV, Table 9), Other

1mportant 1nformation was' .
segmental reportlng quantltatxva,'
interlm statements, |

' summary of 1ast 5 years‘ performanoe.
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very 11tt1e . emphesls was placed on the supplementary

1nf1atlon adjusted accounts._

6.4, applicablllty of EMH e
It 1s apparent that the users in thls survey are of the;io
opmnlcn that EMH is dependent ‘on good fundamental analysls.
Two questlons were asked Legardmng ths respondents' V1ews on'

(questlons XKV and XXVI 1n the User Questlonnalre

(Eppendxx ' III) and,. XXII and ZXXIII ‘in ,the-_Pneparer_ .

Questlonnalre (Appendix II))

The speclflc responses to these two questlons show. that 70sj*
of the users agnee mlth the seml—strong EMH (see Appendix
1w, Tahle 15) Two users stared that they did not belleve'
in’ the EMH,I but replled in the afflrmatlve to the questlon3z
:egardingf the effic;ency of the JSE.- These were. remeved
~from the 'results of the ssmple as any response to the JSE'sf
efficlency was not in the context of the EMH theories.
_"The'_ responses may, howevsr, 'be*:. &~ reflectlon of the o
knowledge of the sample as a whoie with regard to- modern
portfolio theoriesq It appears that the portfoilo managers_
were either ignorant of the theories of markowitz and other
| modern portfolio theorlsts, or, at best, aware of the
theorles hut ‘not how they related or 1nteracted w1th the |
JSE.



7.1
s Thle report lS exploretory in ite neture, the eample elze;;i;ﬂ'
L'-%gdeta was non-perametric. “whe. cenclusiene expressed in this-_}f

E.fobtalned in this sample end no extrapeletieng concluelons::.:ﬁ

e
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" CONCLUSIONS AND SUGGESTIONS FOR THE FUTURE RESEARCH -

“3conc1ueion

'ammunted te seventeen respondents end the nature of the

report are,_ therefore,_ on the baBlS of the . responees -

| eor analyeie dt the general pepulatxen ef inetltutlonal-

j users or preparers of annual reporte As establlehed.

J|

| 'fnltheugh the ehnual report. is not the most:- useful source ef;

'__ef the mest cemm0n1y used._' The reepeneee regardlng the“

information td the pertfolio manager, it ie regarded as ene"

. sources ef lnformatlon conflrm that due to the size af the'V'
 South Afrlcen Merket,' and the majorlty of the inveetment

'aetlvitles aﬁ the 1net1tutlens being 11m1t6d ﬁo the top 100

cempanles, tne persenal lnterV1ews and relatlonehlps with

" the cempanieg eppear_-te be the most useful enurcee of

intbrmatien '%o- users, ' The reeearch also indlcates that_

-_:ueere uee erker reperte to. a 1erge extent.

E'

_ UEere are. in general EﬁtleiEd with ennual reperts. There:

ere eerta;n areae where they feel thet improvements ean be .

| 1mplement#d.,,



“_'The major component of concern 18 the lack of progeotlonst

1nto the future, by way of forecasts or other quantiflable:

measures. P ey

The  views of. the users and the preparers wers s;mllar o

"eacept ':or oertain case

izn. whlch ‘there were major"

IVn:differencés; ) hreas oﬂ note, regardlng'the differences are=;-'

'o'fthe=5ﬁalancé 3heat cashflow Statemant and Interlm RePorta,3f'"

B _The majority of users ranked the Balance Sheet and’ Interxm;'”

'"nimpderately 1mportant. The fact tho the Cashflow statemen{'

'-:lE not usod extens;vely by users may be asorlbed to thw._

o Reports . as- important and the Cashflow Statement ani~'.

_;_faot that the accounting statament requlring the completlon't:'“

*of the Cashflow Stétement (AC 119) is relatlvely new and;

| therefore the pDSSlhllltY exlsts that users do not know how

]
LI

'_to use the information._"

. -

'Pfepérers;' on. the other hand, ranked Cashflow Statements asfﬁ

important and the Balance Sheet aé moderately 1mportant and

_the Intexlm Statemont as not 1mportmnt.

tThe majorlty of ‘the uaers concluded.that the presentatlop _tt“

| of the annual report ‘aifécted thelr perceptlon of the"“

company and fhelr lnvestment declsions. '

-.:The annual report does play a ront ip the lnvestment E

.__'deolslons ofn instltutlonal 1nvestora ' Although then.'

’]n portfo11o manager (“User"), who isg the decmsion maker as
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n_opposed to the analyst “has other sources of 1nformatlon |

that ‘he acnesses, it appears that the annual report plays a-”

1VGry impartant 1nformatlona1 and conflrmatory role.

ﬁRB a praparer lt is important to nate that there are other
. 1mportant channals of lnformatlon in the eyes of then
:;nsnmtutlonal invgstqrs.;:_ When managqment_W:sh to.;nform_
 institutional 'iﬁVestbrs7f of certain 'ev@hts it"nay‘ be
_ TWDrthwhlla to inveStlgate the channel of 1nformatlon whlch; ;

wnuld be mnst effeetlve.

” Q{While-'usefs are satistied wiﬁﬁ“the-annuai-repﬁrt; ‘they are

concerned about the candldness of management when maklng - f

statements in tne- annual report. They 4o not. cons;dpr it .
necessary to go 1rto exmenslve detall ‘abvut progect;ons on
| the economy, .nor to tu;n the.annual.report-into a_product o
:catalcgueﬂ' Thé='annuhl 'réport .as i£ is preééntly-being

'prepared seems to focus oh 1ts stewardshlp function, 1e_-":

| reporting on the past. . -Users want more quantltatlve -
information 'bn the pro:ectlons and forecas s of the"

company.

- The similarity 'in réplies‘uf'users'and prépafers indiéated_'_
that the preparers had a generally good understandlng of _
the - needs of users. - In many cases where there vas a -

'difference in the replies the preparer=wns con31dering his -
"othg:n audiences,j5 - It is of significnnce that = the

difﬁg:encss'identified in Appendix IV Tnbies 9 and 10



' 1ndlcate that users do not always place a strong amphasis5 '

Page 70

om areas that prep&rers conslder 1mportant.

The quallty of the annual report plavs a significant role ”

in asszstlng a user to develop a general impre531nn of the'

_;company,{ and - both tha content of the annual report and the_

- presentatlan of that infbrmation are lmportant 1n the

"investment ueems;on._

3Unt11 those crlteria are. metr the insﬁitutioﬁéi'iﬁvestbr;-"*'

.will nat be 1nterested in the company, and as a result 1s__  _:'

v,'The 'annua1 ':eport is impdrtant_to.an institution once it

feéls'-that the company meetsffits'=inﬁestment criﬁérié;-"

" not that preparer's target market.

There _ave'thrée'nSpects which appeared most frequently when

portfollo managers were asked to identify the criterla used'.

to identlfy companies in which they would 1nvest.

_Track.Récdrd .
 Availability of Seript
Portfolio Analysis

:Whlle the annual report plays a conflrmatury role in

 _astabl1shing the track record of a company, without tha :

above thres criterla most institutions will not. be |

interested in the annual report of the companya



ﬁf'indlcates that an Aw dbpth lnvestlgatlon to-ascertain the_ fF””'

; 45“5’ - page 71

Suggestions for Future Research

W

"needs of lnvesturs and preparers of flranclal statements__

"may be frultful.

L B
R

‘report as cr1t1ca1 to 1nst1tutlona1 1nvestors. Whether the;_

can. be xmproved should.ba furtheg ;nvestigated

: \'\;‘_I‘\
h

©op

_The annual report has bean 1dentifled as a1 importpnt" “
.anGStmﬂnt tbOI‘ - Thls study- was however, explaratory andf1"’f'

:The study. has 1dent1fiad certain components of the annual'-'f'

'.dis¢losure of the 1nfqrmatzon content of these componentsf.-ﬁ
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L

"Adcock Ingram lelted L
- Allied Technologies lemted

.. Holdains Limited - -
 ipterleisure Limibted .

Iscor Limited '

" Pretofia Portland Cement le;ted
© Sappi Limited .

. Poco Holdings L1M1ted -
-_Decllned to Partlclpate

I

KR
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cientim the sourc

_An a;»sessment of a company in order to make a deczslon about buylng,' o
o holdmg or sailing shares Is made penodlcally ‘What events oceur that result '
i the need for.an mvestcr or potenttal investur to make the assessment and

: o .'subsequent mvastment demsmn?
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&

| _Whén’méking décisibns about bu'yi"ngf, holding or sel!ing'Shareé what'are' the
- important objeclives of investors? Piease rank the items below in order of

tmportance with 1 being the most lmportant and 5 being the Ieast :mportant .

- a) Dividend incofne L ssseesearsrasens

b) . . Frofits from _an.inc_:réase i_n_ e
ket price within 6 months
~ {Shortterm capital gaing) |
c)__:_-. Profits from an inc_ta_.ase’ N e,
' market price after 6 months I
 Longterm captl gaie) -
d)  Acombination of VIdend uewscemrcninn
© hicome and longterm capital - .
gans

&)  Acombination of dividend

income and short-term capttal
gains
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| m ln Sauth Afnca Annual Financial Statements are astatutary reqmremant Over
' and above the statutory requ:rements please state management’s Gb]ECﬁVGB .

when preparing the Annua.l Report (In arder of :mportance)

5

to-l-o;--s-:oﬂcb-guiu-w---u-alhi--n-uicc;-lbh:uuo-ou-lgi-cobinnt--i-Ip--l-c----n--I&--ii-iit-i---y-l-iiilhuonbilt!-nH
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abjectives stated in B above
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. . i . . Y . .
31 "
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Discuss the above benefts, with the aim of assessing whether thes -
Annual F&eport is the rnost cost eﬁactwe manner of ach!evmg tha :
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PleaSG nst the sources from wh!d'r lnforrnatmn rs gathered by art mvestor ta
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N When making decisions about buylng. seillng or holdmg shares what are _

o each)

- _ important sources of 1nformation to an mvesim’? (Please cwcle r.me numbar fur

o S ' Notmp ’onang -..ifVey_' ;mgom;_ .
; :Ybur.ownqiscussidﬁé“wi_th 1.2 8 4 B
| company management | |

" Company Financial Statements 1 2 8 4 5

e sEmmdokes)

5. Intedm resuts publioations 1. 2 8 4§

Companypressreleases 1 2 3 4 5

. General business publicatiori 1 2 3 a4 5
(Finance Week Flnanclal R ' :

‘Mail etc) |

. '..._.Busi'ne'ss Day Newspaper 1 2 8 4 5
Othernewspapers (e Gitzen =~ 1 2 3 4 5

Ster, Beeld Business
Section)

Page 76 f-'?.-5=

10.

11,
~ reporis etc)

Analysts in my company

Other analysi:s (ie: Brokers



o 13

&3

:'Investmant mformatlan
SR servloes (ie lvor Jones,
R MaeGregors)

' Perscmal contacts

o (Busmess Associates)

B 14
1.

20,

Radio and A

Rumours and Tips |

Suppli'ers:?' -
 Govemment Reports

 Other; please specity

| _ o _'j‘?f;f-"-"Pa;g'ef' 77 -
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-4,

- Mot .Im' portant

- Recant developmsnts and
~ ouliooks for the industry |
 - in which the cornpany '
- _""nperates e

| | 'The*.-outiock_ _fpi' fh&_. B
ecoromy <,

" "Tha company’s positlon in

the mdustrles irr which it

- c:mnnpe'cest such as product

market shars, and growth

- thereln, etc .

__Company goajs and strategic

d:rectlon -

| FOrecasts of company
performance

Recent events affecting the - E
company, such as management o

changes prnduct _
introductions, acqutsiﬁans,.

efe

 Very importent

'_ Below 1s a Izst of the difrerent typas of irrformal:lon ’that cou!d appaar ir‘ an o
- Annual Reporl For éach type of Information: please mdicate how importart -
' that type of mfonnatlon is to an mvestor when maklng deClSIDI"IS about buyhng, -
| g .sellmg or holdlng shares, - = -

S



- ..ﬁ 11

1

1-" . ”'e')

lnfarmat;on on tha j*najor
. ‘businese umts wi'thin the
R ;.__mmpany /

\‘\,

o Annual uompany cashﬂuw, L
' ‘“that is, sourcas and users
"'of funds, mfonnatwn

. :RISKStﬂWhICh the oompany . S
- "_ls exppsed

FIO

: 'lnfOrmatlon on tha e.ompany s: |
: -praducts '

'Oplnlons and analysis on the - o

“company by other analysts or

dther professronals




C o B P

Annual He’}aorts areihe mast usaful publlshed source orl‘ company lnformation
for Il'l *ment ana!yms.f‘ ’: RN S

es, eg mdwidua! sharehoiders, employees and p“')fe&sional ana!ysts
' AGREiE e DISAGHEE o

Annual Reports proVide mformahon | cannot get from othar pubiishsd sources
_ _.-_TB_UE_ SRR FALSE S :

* 1 have to read the nates to ths Annual Raportto gst an accurate plcture of a

) eompany‘s performance

Many cumpanias primary pn;pose in éupplwng ﬁ.nnual Fieports is ta satusfy

iega! requirements rather than supply shareholders and the inves'tlng publ;c S .

. wnm useful hfonnanon about the oampany?
- . ;'.-_:TFlUE-‘.'-__ T FALSE



X

‘When making investor decisions about buying, selling or holding shares and

using an Annual Report what characieristics are important 'to.'an_inves_tor?-_ -

: "F_He_repor_t appears
- in glossy paper
* The company be in the
~ top twenty of the |

: accountmg awards

- Theauditreport ba "
- unquallﬁed

 The l"'epprt""is slgned "

by & 'Big &" audit

- company

The quantitative

- Information is

graphicaﬂy dlsplayed

' ‘There are a signlﬁcant_ |
‘number of phpto_graphs
displaying the |
operations and pmducts
- of the company |

1

5

3

5
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¥

i Does the quahty of the Annuai Report 1mpact on mvestment declslons'? e

e L . ’ ST i . ) : T i

Paga 82

- The appearance ofthe oompany s Annual Fleport e,g colours, graphics and
o the qua.'i‘ty of paper, ccntnbutes to my !mpraasion of a oompany |

TRUE - FALSE

o The use of graphs and charts adds to my understandmg of company '
C perfcrmanoe - ' -

TRUE FALSE

e Most Annual Reports are. candtd in ‘Ih&ll’ d[scussmn of oompany

THUE S FALsE'_j-_.__.-'{

"'lntenm Heports do ;1_,__ contmn the *talled mformatmn i requnre‘ "

THUE R FALSE

S

P
3

[
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V- sl

Rl
F

- l'nfo_"’"tionca'taied":-."_ or -

XK

- Stock Exohange Performance |

| Summary of results for the last | s s————
51010 years -
-Income Statement

- Cash Flow Statement

E Feomotee to Finaricial Statements :
 Auditors’ Report |

- Accounting policies

' page 83

. Below Is a fist of the general components of an Armual Heport. Pleaee"
~ Identity from the list the 10 Issues you consider important and then rank
“those items In order of importance, with 1 being the most important and

number 10 being the least |mpertent tothe investment decisien (either buy,

. heid or seil)

L LT L L T A R T LR PR T T T YTy T

Chaimlan s Report . . ..U.l.‘llll‘I]i!lll.‘lll..l .Illll.l\l‘igll."ll
Dzrectere Report =

YT
[T T T L rT Py FEETTTTOT S

'li.:!..l‘lll..‘.ll
i“l;l NRRTEI RN Rt 4B r o AEPhabadduT R nddp R nbdudp bbb nnd

R LTI LR Ry P T R E O L L Y T DL LI E T LI Y Y

Balance Shest -
Financial nghilghte

T IITTITY tlw"t_l“nu.l'!!.lll-uu“lu LIITLATY)

|iulnnnulu‘nuglun LIS EIT I LLRTR TN IT N R R T oY ] .

LLLLELL R R R ISR VL LI LY T EL VLT e LR RN RN IL I EE S s Ly L) :

Segmenta! Reporting -
Quantitative, ie: Turnovery

B L Ty T R Ty T T L T L O PP T T S P P ]

- EarnlngslAesets
Segmental Reporting - -

. AARANP A AT AN R AR RN A A SR AR AN RN dA RN AT Al AN RN

Qualitative, ie: Divislonal
roview

AR IR RIS AE OB IR R R PR AN EN RN AT i huh b

Hst of officers and directors

---nqll!h-c-t;en..bIQQttlaelinllli!‘enlldltqhnltlltenrl.«'lil

EELILTARRLRIT LT IS LR TR LS ii‘l'lll‘llll!l!! EERANARN IR RNy )

Inteim Reports
Va.Je Added Statement
inflation adjusted
supplementary accounts
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Page 84  '

'Below Ia a list af spac:fic items of informatlon currently ln an Annual F{epcrt' _
or items that could possibly be included i an Annual Reyort.. For each
ltern of the raport please indicate the importance an investor attaches to

such when maklng an inveshnent dBcISIOI'l
 Notlmportant Very Importcnt

Salaries of company
directors:-

 -bydrestor: 1 2 3 4 B
- -@ggregate . . 1 2 8 4 5

The saleries of senfor

management:- __ | - .
- by manager 1 2 8 4 5
- aggregate' 1 2 8 4 s

'Statemenmfthe-rateof'- 1 2 8 4 &

return required by the

- company on fts projects

Extent of dependence on t 2 8 4 B
a few custorners | |

Money value ofthe 1 2 3 4 &

“company’s order book

lnformation relatingte 1 2 8 4 &
research and development | |

(Eg. progress with new

praduct developmants,

planned expenditure)



Income. Staternent Cont -

7.- . Classficationof - 1 2 8
expehses for past yeer. | "

into fixed and vanabla
-cnmponents

8 "'-'_-Gast_-ofgaudssbld. 1 28

e '-'Dataﬂsmlaﬂngtmmports“ 1 2 8

and ex;:orts

e _DEScIOSure ofturnwer‘fih 1 2 8

1. Dividendpoiy . 1 2 @

'siDirectors” Repol

1. Functionsl responslbillies 1 2 8

of compariy directors and
their major outside
affiliations

2 . Nemesandfunctional 1 2 8

responsibilfties of senior
management :

X Briefnatrativahlstcry' B  1 2 8

of the company

Not Important

 page 85



 Chairman's/Directors’ Report Cont
4. Discussion of the

o 7. !ndicaﬂqn af.-emplbyee |

'8 Information on corporate

-2 Information about the

company’s results for the

pastyear

& Discussion of the impact

ofinflaion onthe
fnencial esuts

o 6 __Nurﬁbar-oftyp.ea_of:. o

- ém'ptoygas-_- .

~ morale (je: labour tum-

* over, srkes, absonfeslsm)

- social responsibiiity -
(e attitude of company,
expendituresj

8, Definttion pf'r'aﬁas
ahd terms

- Balance Sheet

1, Discusslon of the progress
‘of any recent acquisitions

lsasing of assets

T i



 Information relating to-
- capital expenditures .

- (eg-expenditure in past
~ yean, planned expenditure)

. Gsographical location ot 1
. thecompany's assets

Gurmnt resale value of

| the company'si_assets o

. Breakdqwn ofborrowings __
" (eg. lending institubion e
” -dateotmaturrtv, security) B

o lnfonnation on contingent
| llabilitles

| Infbrﬁlati'on relating to -

~ post balance sheet events-

 Page 87
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0
I lmproved Piaasa use the same 5 paint scale to indicats your feelmgs '
- about each item, Each statemant starts with "Annual reports would be more

Page B8

The foilowmg statements descnbe ways that the Annual Reports might be .

usefultame!f..." .
N_Ot_lmgor-tan: VNery 'lmgo@t_ -

they provided standard 1 2 8 4 5
~ financlel statements |
. for each busnness segment

- {ile. Divisional Review)

_they promded analyszs of

 themanagementdiscusslon 1 2 8 4 5
~ wasfrank about reporting o
- 'POOr- 'edr_r'ipan’y pérrormanoe

-
N
£
th

'the ﬁr;ancial statements

~_In the form of a company
performance statisties and

menagement objectives snd 1 2 3 4 5
goals were defined R |

__theyprovidedﬁnandal 1 2 3 4 .5-

projections

 they provided industry - 4 2 & a4 5

trend information

they presentedmore 1 2 3 4 &

~ Information in the form

of graphs



' jargon

| Not -I_’r_ngortant

_they were prowded on '_ | Kl 2 .3

they uééd‘ﬂndefstandable | "1 2 K

Ianguage without techniaal

.fi-;_..-mev providad adetalled 12 8

al Annual Fleports were 1 2 8

published {n a standard o

o format .

' . 12.._f

-'they provided abriet 1 2 8
- shatract summarising key ERRRE
~ facts and statlsﬁcs tobe
' found in the Annual Report

Page 89
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e T e

X«

%

Do you agrea with the Efﬁclent Markat Hypomesis cantent;on that the

- current share price reects el publlcaﬂy available mformaﬂon?

o

XXV

XV your Opinion, h.as the: presentation of lnformatlon in Annual Reporzsi L

. yY|eS . N0

Do you believé that the JSE is an efficient market?

* Are you generally satisfied with Annual Reports? -

- _ln your opmlcn, has the ccmtant of information ln Annual Reports :mproved |
' .”-over the past 5 years? :

L -_Improved over the past 5 years?

ves N0

vl

What is the approximate Rand velue of assets under managament in your -

Qrgaﬂlsaﬂon? nnuqiunbunniunuu_lnn'ﬂ-_-h_ ﬁﬁﬁﬁﬁﬁﬁﬁ LRI LIANAT Y NT) [LIET 1) j-iuiynn“c_i_"u_ iiiiiiiiiiiiiiiii

~ XOVAIL Approximetely how marty compandes do you follow?

LR R T L L T P T L T e T T P P Y T Ty

- X0VIX Tumover of the_cqmpany i_'o'r.'tha last F_iﬁ@ciéj_.)'eiér?

...........



LT T R R T ey N T T T TP T TP P PT T P T T T LTI E T T ST e T PP T T LT PP PP T TP R PRI PP

:_ ‘When maklng decismns abaut buylng, holdmg ar selling sl'tares what are your T
- lmportant ob;ectives? Plaase rank the items below in order of lmpnrtance with_'

- 1 bemg the most lmportant and 5 be:ng the Ieast lmporl:ant

b). . Profits from an ncrease in i '

o market pnce within 6 morrths
- {Shortterm capltul gains) _ o .
c) - Profits from an iricrease in it s
- “market price a&er 6 months o | ST
. (Long-term capital geins) _ _ _ .
@) ACOMDINGHON Of GVIAENG cemmrosimsssssomsseomin
- 'income and Iong-tenn capital o o |
- 'gams

g 'é)- A combmation ofdlvidend ) o

-inoome and short-te:m cap?ba!
galns :

An assassment of a company in order to make a decision about buying, : o
- -holding or selling shares is made penadieauy What mﬂm Geeur that resut
_ in the need to make the assassment and subsequent decnsnon? i

o a) ] DMdBﬂd iﬂCOﬂ"le e T at_o or rasungs sessaraisnaitin !Il_;.-......“.‘.“"..’.."“'. . o



o .
%

Please list the sources from which informaxan ls gathered in ordar to make a.
dec!smn“ ayseliorhaldashare N ﬁf’/ SR -

1!

AR e ErR e

[ITLIRET LT T

[CLTEL T FrT S

AnivnRga e IO LTI T

[LEELE LA ET LL)

iit‘-iu'q (L T Y P I T P T e T Y T n-ug“lhgub_uuiin sedyeudndnkbdannnnbibn it LELLL] [T TR T I N L LTy

LLITTTTITITY L Y T e T T T T P T R P L N L L L L L LIt LELTE LI AL LI T S ] ITITLLTI

LI L L L L R L P T PR R P PR P FE YT LA LR LR TR LS LT FEFTL L) ACLLTI YRR I LI E LI ]

LLLLTL Sl Cd ) :uucrgl-; LI Ly R e L PN LI Ry T L) i‘ul»_-ni uNEdapmany LCLLLE R LRI P I A f v Y L Py Y] [LLell]

llli_uu’auuunnanju L L Ty e I T P I LI LT Lottt luh Y [LLEIT S T TY

LT the pddma webrdarrrrasread

REES R AR FRRAN R R ATEANNIY

e LEE LTS )

AER AR R AP RN EAE R RN EN TSRy

o

h‘nnl H AYTILITLIT] bunui u“.inu

Y

R L S




10.

11,

 Your own discussions with
‘company management

- '-Analvslﬁ’.:'pfesaniéﬁons o
| '-c@rnp'any'Finéndial'-Stétements- o

. lntanm re'sﬁlte';_'pubiii:ﬁﬁo'ns -
 Company prass reloases

 General business publication
 (Finance Week, Financial

Mail etc)

Business Day Newspaper o

~ Ofher newspapers (ie Citizen
' Star, Beeld Buslness
| Sectson) -

| Analy'sis i my company

Other analysts (: Brokers
reports etc) |

o .Na_,r': -l'mgmtant _

8

. Page 93

V\mgn makmg declswns about buylng, selling or holdmg shares what are your
} important sources of informatlon? (Please circle one numbar for each)

5

‘ Very important -



e e e T S

7

12,

BRE

14,

;nvestfﬁeﬁt Fniérmgﬁéq o |
~ sérvices (ie: Ivor Jones,
L Macaregors) T

CRedomaTe
o Pubcaons
Rumoufs and -ﬁps .- _ 3

| aoVefnmént. Hepofs." |

Omer,plaase specily

LTI T I L LTI YT PYP TS )

. LRI T IV IL LI LETS ST N YT ) P

T L I L L L LTI T T I

g



6.

6

Recent developments and o

| ~ outlooks for the induStry

in whlch the company

E oparates

" “The outiook for the

economy .

ﬁ Thé _oompany’s"'_._pasﬂftan mo

the industries in which it =~
competes such as product

' market share. and growth
' thereln. efc

Utmpany goaJs aind stratag!c

dlractlon

Forecasts of compary
© performance- |

- Recent events affecting the
- company, such as management -
~ changes, product

Intraductions, acquisitions,
eto -

Not Important

o Below is-a hst 9* the dtfferent types of lnforrnatlon lhat could appear in an. _
. Annugl Report. For each type of information please mdtcate how important S

- thet type of Jnfonnatlan is ta you when making decisuons abcn nt buymg, selhng'
* orholding shares ' o

| Veylmpotent




e et e s

. 3’:;'.

e

Informatipn on the rﬁajbr o
bumnes!: urnts withmths o
) :_comnany -

 Annuai r'sompénv cashiiow,
C shat ls sources and users
. of fundsa. nformation

-- Rlsks i whlch tha oompany
- Is expoﬁed BN

o P

lnfon'nation on the oompany G

- _produeis /

='|

_opin_ionss and analysis on the

company by other analysts or
" ofher professionals

Page 96-
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L
o own ofﬂce or s;amewhera e!sé in the org‘anisaﬂﬁn (inthe llbraly)? -

-Vl]_l_

Approxinia'tely howmany Annual Reﬁorhs doybu-parséhélly recelve sach yeﬁr," o
 gither directly from companles or from someons In your organisation? :

LIS YIRS LA TLL) AR O RN R ISRy a N ITTIRE AT RYTRTN 1 Y suddn [LELT RS LER] T2 s LIEL L] LT IR TS LLITIAFY R RN ER AN ISIRTRE N 1] LEThE

Of thess, 'What_percentage do You pérsonal'!y" save for futiire uss, efther jn yaur |

1, fle without readiing It

2 skim the )-éhole feport to get
 ageneral impression of the

company

8, glante through'lt sto'ppi.ng to
read ltems that attract your

| attent!un

4,  soan the entlra rapo'rt, saaking'
out specific items or information

5 read_ﬂ'le_ entire raport

‘Which of the fcllowmg statements most nearly descﬂbes the way you nead an
. .Annual Fieport when you first receive it?

TR I IR LTSN T LT

RRARAYARUBAYRRTNY ans

Annual Reports are the miost useful published source of campany Informaﬂon _'

fﬁr Invastmant analysle,
. _‘TFll_JE

FALSE.



X,

Coxm

RV

- :Page_ o8

* Companies should p-.ibllshed different tterSioné of the Annual Report for
- daﬁerent audiences, eg: mdwidual sharehazdars. amployees and profassnonal- S
- ahalysts. oo R A

'AGHEE o : '_.:D'S_AGHEE.{“ o

* Annual Reports provide informetion | canriot get from other published souroes.

~TRUE. .  FALSE )

1 can teli from the Annua! Report when company management Is. trylng to'-' -

B gloss aver problems and poor cnmpany performance.

. TRUES FALSE

1 hava o read the notes to tha Annual Flapnrt to get an aacurate plctura c:f a

companys performance o
| mE  PasE

_ -Many campanlas primary purpose. ln supplying Annual Hepnrts is to sa'tisfy

legal requiretnents rather than supply shareholders and the investing public _

-~ with useful information: about the company?

TRUE - FASE

itk
"N
vt



 page 99

'ual R :_t:ir:t' : 'e'cts'_ e Invest _meg;__decislqﬁ_

KV, When makmg dﬂClSlOﬂS about buylng, selling or halding sharas and using an -
: Annual Report how important are. the fallowmg charactenstics? '

ﬁ.'."___fhgfe}aortappea;ﬁs' 1 2 8 4 &5
- inglossypaper .

o The pc'mpany'_.bieinthe oy 2 8 4 5
-accounting awards -

8 Theeudtrepotbe - 1. 2 .8 4 §
. unqualified o |

4 _;_Theraport-lssignad R 2 8 4 5
by a "Big 8 audit. T e
company

5. Thequaﬁﬁtaﬂve._ 1 '2'__3'. '4- 5
©information is . o
graphically displayed

—tle
R
H
o

| displayingtha R
- Operations and praduots
- of the company -



Coxvi

Y g Does the qualﬂy of the Annual Heport impact on mvestment dacisions?

by

3-a &_; . _'f':_ P :_ . -‘ff: e Page 100 s

o _'”An expenswa Annual Fieport isa Waste of the shareholders money

~TRUE FALSE

- The appearance oftha Dompany 'S Annual Hepm eg oolours, graphlcs and : -
_ tha quaﬁty of paper, contnbutes to my lmpressaon of a oompany S

TFIUE FALSE

-The use of graphs and charts adds to my understanding of company

s THUE . '_ © FALSE

CTRUE o FASE

Most Annual Heports are candid in thelr dsscussnon nf oompany
- 'perfnnnance : ' :

CTRUE FALSE

- Inferim Reports do not contain the detalled Information | require.

TRUE . FASE



Below is a fist of the general components of an Annual Report. Please

idlentify from the list the 10 issues you consider important and then rank.
- those items in order of lmporl:ance with 1 being the mast important and

number 10 being the least important tothe mvestmertt dec!ssnn (eit’ner buy. '

N .'hoid or sall)

Stock Exchan'ge.l‘-‘feﬁonnance-_ |

. .. Chairmaﬂ s Hepﬁl’t : _. . . : 'q.-.u'a_-_--unu.u'uu'u.uu-

Dirsctor's Report i
Summary of results for the Iast R

510 10 years

.lncorne Statament - o o ) .

e _BalanceSheat e st

Financial Highllgh’as _ -

 Footnotss to Financial SEtEMEMS i

AUdi’tOl'S' H@por" : .- . s - . : L LITCL LRI

| Segmantal Fleporﬂng = . . : | LI LT T LY PETTRTIT Y I R

Quantlta.uve ie; Turnoverl

Eamlngs]Assets )

Segmental Feporting < st
Quaﬁl:ative o lesmnal | R

Accounﬂng 'poiiciés E -
List of officers and difectors  wwmnncnieanr

Interim Reports = U i
'Value Added S?:atement S

Infiatiors adusted e

.supplementary accounts



. Page 102 -

: XX Baiow is 2 list of speclﬁc ltems of lnformatmn currently in an Annual Report B
- -or ltems thet. couid possubly be included in an Annual Report. For sach.
item of the report, please indicate the Importance you attached to such ™

~ when makmg an invesh'nent decision.

o 'Ng:;.lm'gonaht' ' Very importar
1. Sa}ariesafcompany

dlrectors- o _
 bydreor 1 2 8 4 5

2 . The sa_léﬁ.é_s@fSeniﬂ |
menagement- - . . . -
- bymanager 1 2 8 4 5

‘3. Statementoftheraeof - 1 2 8 4 5
retum required by the B
| company on its prqjec_:ts'_ :

" 4, _Extentofdependenceon 9 2 8 4 5
afmcustomets ' : B

5 ) Moneyvasueome- 1 2 8 4 B
ocmpany's order book | -

6 _infonnia_tiori relating to 1 2 8 4 5
research and development B
(Eg. progress with new
product developments,
planned expenditire)

re.



7.

o

. Classification of
expenses for past year
Into fixed and veriable

' Cost of goods sold

~ Details relating to imports
- and @xports |

- t_liisi_.closut_fé of turnover in

 Dividend poley

S

n's i ctors’ e_'o'r-'t

| F.unctionél responsibilities
- of'company directors and
their _mai'oq outside

afilllations

Names and functional

responsibilities of senior.

managemers,

 Brief narrative history -

of the compary

- . Page 103 .

' Motimpotant  Veryimpoment



Cha]rman s@@g_tgzg Eegoﬂ Cog

-4 . Discussion of the

-companys results for the

5 'Discusswn of the impact

~ of infiation on the
.ﬂ_nancs_al resul_ts

L S 'Numberoftypesof

- emp%oyees

7 indation of'embibvée o

o 'morale {ie: Iabour turn- |
S over, strikes, absentealsm)

- social responsibility
- (le: atfitude of company,
' axpendltur%)

9. Definition offra.t_ios :
" arndterms

g _Bal " ce Sheet

1. ._Dls_cussion'of tl'ne‘-prégreas |
o ofany rasent’acqu-isiﬁons' -

" 2.._' : Informa’aon about the
' Iaaslng of assets

Page 104 o



B .lnformation relating to

capital expenditures:

| ull‘\fﬂl‘mailon on Conﬂngent--_'-_ S .
- Itabiittles

. {eg. expenditure in past -
| y_'aar,- plannad e‘xpenditure)'

_ -'.Geugraphlca! Ibcatlon of -
o the compenys asaeis

'-c'prretnt res;ala_vajua of o

. -.the.éompany's'assets.:j"‘-

" Bréakdown of borrowings
~ {eg. lending institution
: aa';eg:fmaturitv, security) o

-

S

l'nfonnati@:m r__elatirig to

postba}ance sheet events -

o

?a'gé- 105

5




XV
. improved. . Please use the same 5 point scale to indicate your feelings -
- gbout each ttem Each statementstartswtth "Annual reports would be more '

 useful to me if ... 0 N | o g

' tl?aey'bre&bhted'more 1 2. 8 4 &
_-lnformation Inthefom': S Y A

.. opage 106

.The foilnwmg statements descﬁbe ways that the Annual Reports mlght be

N_ot_!.mam _memggrt_an:

. ‘lheyprovldedstandard .1 2 8 4 5
finencal statements - . - R
- for each business segment "
{e. Divisional Review)
 was frank about reporting I Co
* poor company performance
| they provided enalysisof 1 2 3 4 5
. the financiel statements | I L

in the fom of & company -

' performance statisﬁcs and o
rafios g '

© managemert objectvesand 1 2 3 4 5
goalswersdefined | |

"ﬂiey'broﬁided ﬁnan'cla!'. 1 2 8 4 5
. projections o -

~ theyprovidedindusty - 1 2 @ 4 5

trend information



0.

11,

;

3 they were provlded on T
g vldeo cassettes :

Thﬁy usedunderstandable |
' language without technical :

my proviaed a detalled

all Annusl Reportswere - - 1
| 'pubushed inastandard o
format L
_ﬂwaypréﬁdiedabr_i‘efi' o
 abstract summarising key

facts and statisticstobs.
“found in the Annual Report -

Fh o Lo e

5



P P T SUR A

| XXV‘“ " In-your opinfon, has the OUI‘ltentcﬂ

et sl o mary ccmpenies do you follaw?

L - : - . Page'108
o XXv . Do ynu agree. with the Efﬁcaent Markat Hypothesis conianﬁon that the E

~‘current share price teflects all publically avaliable Information?

NO

X0 Are you generally satisfied with Annual Reporis?

"~ over the past*:‘:years? ?

XXX n your opinicm, has e presenta;tlon of lnformation in Annmm Flepol'ls_f '_

~ Improved over ﬂne past 5 yaars? _

'a aﬁ ) Utthe ot :

xxx  What is the appmxlmate Hand vaiue of assets under management in your

.i'.'lllll.'.ll_"’ill.’ L

Qrganisat'on? ..l‘il Ui‘..I lﬂ...lli....ii.lﬂ.ll'l.ll_.l‘ [ LLLL T R L R TR LT L L] ]

L L I LTI IIT I T

" #npual Reports Improved



g - . : . . N gty
B T e o e
A o Y ] % S

Dividend o e o
Income . . 0 11-11 33 45 1212 0. a8 38 -

Prefite from an intrease -
in market price within T P o
. - 6 months (a rt—term Bl R L :
' capltalga;n h 0 110 33 56 0 12 25 38235

_'Profits fruﬁ 2318 incxeasa

- . in market price aftexr = _ _ _

- & months (1ongvterm - ' o o S _
n¢apita1 galns) L --'11 85 22 12 @ 0 63 37 00O

‘A combination of dividend | |
-~ income and long-term & . - o a
- capital gains . 788 00 -1 6 78 0 -0 0 12

SR A aombination of dividend"
P . income and short-texrm = = o R N
L _'capltalga ne . - @ 22 §7 31 0. 012 38 24 35

- ot : i . o e

PO T U RS SO UE A P VR S 0 Y

: o _ ) 1 Being Vbry Important
_31;.:' . ;.;ﬁf. e _ '__' -3 Being Not Impurtant




O Lo ey -

Annual report

Brokers report

Intexvipws with

. management. @
- Internal analysts .
cwr Interim resulte (70
“- . Press coverags .

Co presentations

. Results announcement
- In house magazine

Competlition .
Investor guides

Suppliers .

Cross Holdings

nme
e

i

portfolio
0 ooy TS+

7%

42 L |
33

33
S

o

L

| 75%
8g: . 100

62
25

e
N i-T

.
o 38

0
0
12

12

e

_ Finanolal  SRI

 B5%

54

54
12
57,

37
- nfa
.43 _
aja
S U
n/a
A

n/a’

it &

-:r--‘_;{') R



N

R
souxce
anﬂﬂal report

. Interviews/ -
- discugsions with _

management

‘outside analyst -
- presentations.

(ie Investment

3 an&lyst soclety)i

5 Being véry Impartant

1 Being Not Important :

67

55

Statistlcal fact L

_books (e.g. JSE

Handbook}

Interin rasulta -
o publlcatmons o

~ Company press

releages

General business =

ublications
Finance
Week, Financial

 Mailetc)

Business Day
Hamapaper

(&3 Citizen,
Star Beald ete).

Analysts_ln my
own institution

other analysts
(ie. brokers
reports)

"
78

45

85
'other New%papars '

E_:tﬁgligﬁﬁangggxﬁ
- {MIsers®)

3
%

.:_3.3

28

a5

45
w

45

- 58

23 .

45

L1l

58 %

”-6 . T_Gg T ,3?_:

1 os8 iz

44 PP 2 _:: 'l2

22 50 38

33 - 28 &0

22 75 - 25

_ page 111I'}
5. ,;uuzam@uggn_~"

E&agngzgl_gxggu;;xea
{"Preparerg¥})

2%1 B4 32

o

;?6 .

i31

12

12



o

-~ Souree -

‘Investment
Information

- Services.

"(e,g Macgregnrb)

”.5'7 !

7-Persona1 qontacts/3 .

- Business
- aasocmates

_Radlo snd 7. V

:Trade;publicat1§n$_

 Rumours and Pip

'3nn§&1 report -
Friends

-ijppliars_

. Government Reperts

78
45
S

11
41

23

-2
11

ﬁ*zz_.  |
f44

33

87
22 '

18

12
50
63

28

T

B

Y

63

13.
e

25

a7
80
50
-5

B

13
63
'”_}53_
o
25
_241

i



 Rank  S.A Users
B 'zntétnalvanalystsf”{f

2.  -personal contacts

3. Interim Results

5. . Discussions with -

‘company management

Discussions with
‘company management

Internal analysts
Personal contacts -

Ipteriﬁ‘gepurtsf; 

. with
‘maragement

| hnnual'rgport _:a

' 8EC Form 10K
Quarterly
. announcement L
- Other = amalysts
_ . er L
- - . professionals

Annual report - '

Discussions -
 company

’ Et‘-\':f’! "



.. @ i i

sortfolio Mgrs ~ Financisal

tatenest  fme el fme  alse

Annual repcrts are the mnst

useful published sourte of

company information for o : S . o
investment analysls .- 8 11 .. BB 12

Companles should publlsh

different versions of the

annual report for dlfferent _ o ) o
audiences. o o1 8¢ .38 62

hnnual reports 5~ovide
% information investors cannot '
get from other publlShed o o : S -
- .sources. - _ . 22 - -8 . 12 .

- An- 1nvastor‘can tell from the
annual report when company - -
management is trying to ‘gloss -
over problems and poor- - . . - o P _
company performance : 48 55 ~ ‘mfa - . nfa

An investor hag to read tha =~ o

notes to an annual report to -

get an accurate picture of a. . S ' : _
company's performance; - 67 . 33 ' -1 50

Many companies primary

purpose in supplylng aphnual

reports is to satisfy legal

requirements rather than

supply shareholders with

useful information about ‘ o

the company. _ 45 . B5 : - 28 .75

Are you generally _.;a.ati!sfied o | o
with annual reports. R 78 - 22 . .- 75 . 25

The'content of an annuﬁl
report hzs improved over- the . _ L o S
past five years. . : - 100 o B8 12

fhe presantation of '
- information has 1mproved over . o ' _
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