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The study aims to investigate the effect of an analysis of e& y nature and by function on

he presentation of expenses by nature

¢ Ot o firm financial performance in both
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1. Introduction

There are several issues related to presentation
of information in the financial statements. One of
the key issues is aggregation and disaggregation
of information. This debate has arisen from the
requirement of International Accounting Standard
No. 1 (IAS1) that whether a firm should present its
expenses classified by nature or by function which
can provide more reliable and relevant information
(IFRS foundation, n.d.). IAS 1 suggests that the level
of detail of accounting information presentation
is of management’s concern. Management should
not select by function or by nature if that
disaggregation is not relevant for organization
structure, industry type, and their managing results.
The appropriate level of disaggregation is the vital
to the quality of information presentation.

The prior studies revealed that forecasts
based on disaggregated information are more
credible than those from aggregated information
and that disaggregated information influe
analysts’ judgments on price-earning t
and enhance the financial reporting ity (Hirst,
Koonce & Venkataraman, 2007;@\&2[&
Buttross, & Papiernik, 2004

. >he results are
consistent with the Incomp > Revelation

Hypothesis (IRH) proposed oomﬁeld (2002).
IRH suggests that fi citement information
presentation influengas.t ost to extract financial

information in fin @tement analysis. Another

powerful expl theory is Human Information
Processing@ature (HIP) which explains how

decisjg is influenced by amount and
-

50  915d183818WUrYT

of financial information. HIP argues that
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the differences in presentation format res

different judgments even if they are the sal0g

piece of information (Lindsay & Norman, 12 %
There is scarce evidence of e -q)
different expenses analysis patterns gai
firm performance valuation. Th tuay then
addresses a research q' does the
presentation of expensé sis by nature

sn performance

improve the investors’N
evaluation judgme%n compared to by

function anaty@
The main p f this study is to examine
the effect of enses analysis on investors’

operating per ance evaluation judgments.
This st nds a study of Yolrabil (2009) by
foc gy nature and by function information

on. Yolrabil (2009) addresses and reaches

only the classification and disaggregation issues

bu¥there is no statistical evidence on disaggregation

Qlypothesis. Hence, my investigation modified her

study into two ways. First, | use the traditional
classification scheme according to TAS 1- revised
2007 to prevent the effect of unfamiliarity with
proposed classification scheme in Preliminary
View on Financial Statement Presentation (2008).
Second, | investigate the appropriate placement
or location of expenses analysis by nature.

A 4 x 1 between-subject design with an
expense analysis as an independent variable is
employed to test the hypothesis. Results reveal
that the presentation of expenses analysis by
nature is likely to enhance capability of investors
in operating performance evaluation analysis,

which is consistent with the IRH. The results also



The Effect of an Analysis of Expenses by Nature or by Function on Investors’ judgments

demonstrate that the placement, labeling, linkage
to net income, isolation, and aggregation level
facilitate human cognitive process and decrease
the level of cognitive costs incurred which is in
line with HIP. In addition, the study shows that
appropriate amount of presented information
is critical to the efficiency and effectiveness in
information utilization. The results suggest that
by nature information enhances the ability of

investors in performance evaluation.

2. Theoretical Background and
Hypothesis Development

Financial Information Reporting and
Financial Statement Presentation

Preliminary View on Financial Statement

because the boards believed that this wilL

users’ capability in predicting timing, nat
frequency of future cash flow itemgs, Ho
entity concerns about putting to

infofmation in

on the face of the financial stat

option to disclose the by-na
the notes to financial
the face of the financi

In the commen on the Preliminary

ment Presentation’® (IFRS

y respondents showed

concerns ony‘the (©lsaggregation issue on the
statement prehensive income. There are

ndations from respondents. The

on overload problem, the expenses

%
Presentation (FSP), issued by the Boards in 2008,&1 d be presented only by-function on the
solicits comments from various parties on tm:at ment of comprehensive income and disclose

proposed accounting standards on FSP. One of

the issues being proposed is the expense analysi®

by function and by nature®. It state@gn

entity should disaggregate expens ction

and further disaggregate the ite nature in

the statement of comprehensive. This is
D

e by-nature information in the notes to financial
statements. The second group stated that expense
items should be reported either by nature or
by function, but not both, on the face of the
statement of comprehensive income and disclose

the other one in the notes to financial statements.

A
According to the Prelimiw 2008 stated that “function is method which is the classification of expenses
according to their fun a-’ part of cost of sales or administrative activities and nature refers to the economic

characteristics t ish expenses items that do not respond equally to similar economic events without

allocation into i i

Question 16

vigion of entity”

(e

,

ty as capital provider? Why or Why not”

un

inary View on Financial Statement Presentation (IASB, 2008) solicited the comments on the
analysis by function and by nature. It stated that “Entity should further disaggregate within each
sectio d category in the statement of comprehensive income its revenues, expenses, gains, and losses by their
flue ‘their nature or both if doing so will enhance the usefulness of the information in predicting the entity’s

cash flow, would this level of disaggregation provide information that is decision useful to users in their
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The third advice is to present only either by- As Hopkins (1995) and Maines, and Mc%

function or by-nature information on the face of  (2000), it is reported that the financial presenta “\

the statement of comprehensive income, but not  format impacts on investors’ jme

both. Despite the format is of the concerns of  decision making. These studies als¢

the entity, the Boards insist that the by-nature
information will enhance the ability to of the
investors to predict the uncertainty and timing of

the future cash flows.

Financial Information Reporting and
Investors’ Judgments

The Incomplete Revelation Hypothesis (IRH)
by Bloomfiled (2002) stated that “Statistics that
are more costly to extract from public data are  This is parhapsdvecause five factors influencing

less completely revealed by market prices”. This  investo dNance on information when they

hypothesis suggested that the stock prices are asse ate performance; namely, placement,
not completely revealed from public data as in | ing, tihkage to net income, isolation, and level
the efficient market hypothesis. In other words, 't@gat'on (Maines & McDaniel, 2000).
is implied that the financial presentation format
and/or accounting standard choice can affect @inancial Information Reporting and
to investors’ judgments. This is due to d@o Human Information Processing

tend

costs of information extraction, both ca According to literature review relating to

cognitive cost, associated with variountation human information processing, people can be

formats and various accounting chol categorized into 2 groups. The first group is the

As mentioned previous he empmcaL people who have individuals’ capacity to utilize
evidence from numerous shovved the the information with diversified dimensions;
findings which is consiste IRH The result i.e. they are said to have abstract conceptual

of prior studies also J that the reliability — information processing. In contrast, the second

the notes is to some  group has the limited capability of information

face of the fin tatements (see Libby, Nelson  presented in complicated form; i.e. they have

of information discl
extent lower thag@atlon presented on the processing, especially when the information is

& Hunton, . Belzie, Fortin, & Viger, 2006, and  concrete conceptual information processing.

Nelsqz ; , 2007). The amount of information input is the vital

determination of complexity level and the quality

aUUR 35 AUEIYU 2559
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The Effect of an Analysis of Expenses by Nature or by Function on Investors’ judgments

of judgments (Driver & Strefert, 1969; Lindsay &
Norman, 1977). Similarly, Miller (1972), contended
that the amount of information input can be the
important factor of information input complexity
structure. To maximize output of information
processing and increase judgment’s quality, the
appropriate degree of information input complexity
is needed. Schroder, Driver and Strefert (1967),
claimed that more information presented in a
constant environment will increase the usefulness

of integration until it reaches the optimum level.

Financial Information Reporting and
Investors’ Prior Knowledge
The previous research demonstrates that the

differences in the level of prior knowledge influence

%e
the investors’ judgments on firm’s performance&o eses:

evaluation. Based on level of prior knowledge am

expertise, the investors can be categorized into

(1) professional investors who have higher leve®
of knowledge and (2) nonprofessiona@gs
who have lower level of knowled evodge
& Pronk, 2006; Elliott, Hodge, K Pronk,
2007; Maines and McDaniel, 2000;"Btgomfield et
al,, 1999; Belzile et al,, ZOst and Hopkins,
1998 and Pinsker, 2007 for ¢ ple).

According to Hu d McEwen (1997),
and Hodge and P), the nonprofessional

e

investors with | vel of business-related
knowledge u la@ugage in sequential search

y assess financial information.

strategy w
That is,

investors do not have a well-defined

valuation framework and search fqr spest
that are relevant for their prede

In summary, prior literature

Hypotheses%

Baséd the theoretical background on IRH

and ({Z0ad prior literatures on investors’ prior

ge stated above, | form the following

H1la: By nature information that is presented
n the face of statement of income enhances
capability of the investors’ judgment on firm’s
performance evaluation as compared to the case
when by function information is presented on the
face of statement of income.

H1b: By function information that is presented
on the face of statement of income with by nature
information disclosed in the notes enhances
capability of the investors’ judgment on firm’s
performance evaluation as compared to the case
when only by function information is presented
on the face of statement of income without by
nature information disclosed in the notes.

Hlc: By function and by nature information
that is presented on the face of the statement of
income enhances capability of investors’ judgment

UR 12 QUUA 35 AUIgU 2559  91sANSITIBWINYS 53
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on firm’s performance evaluation as compared to  however, they might not be able to extraa
‘\\

the case when by function information is presented  information as to what causes the change

on the face of the statement of income with by  operating performance due to lack ¢f by
nature information disclosed in the notes. information.
H1d: By function and by nature information @

presented on the face of the statement of income  CELL 2: F&N_NOTES

enhances capability of investors’ judgment on Second, the expense Ndis

firm’s performance evaluation as compared to the by function on the face %
N’ C

ggregated
ent of income

case when by nature information is presented on  with by nature informati vsed in the notes

the face of the statement of income with no by (F&N NOTES). The pattitwants should be familiar
at as well. Moreover,

function information disclosed in the notes. with this pres o
Next, section 3 outlines the research design, the participant o be able to spot the
independent variable and the case materials used changes in ﬁ performance from the by

that is disclosed in the notes.

in this study. nature info

3. Research design CEL ~ FACE
To test the aforementioned hypotheses, | hir(; the expense analysis is disaggregated by
designed and conducted a 4 x 1 between-subject ction and by nature on the face of statement
%come (F&N FACE). That is, by function
independent variable. All experimental conditions @hformation is presented as totals and, within each
in this study are controlled for amount of ;@O total, the expense is further broken down into
o

loss for the period on the statement m
@ boards believe that this format will enhance the

experiment with an expense analysis as an

subtotals based on the nature of the items. The
Variable Defined relevancy and linkage of financial performance
Independent Variable information. Therefore, the participants who

The variable of interest i ense analysis, received this format should be able to spot the

which is manipulated in fojls as follows: true causes of changes in operating performance.

CELL 1: F_ONLY CELL 4: N_ONLY
First, the es are analyzed and Finally, the expense analysis is disaggregated
disaggregated@by function on the face of only by nature on the face of statement of

statement ¢

ome without by nature information  income without by function information disclosed

soisclosed (F ONLY). The participants  in the notes (N_ONLY). By nature information is
miliar with this format of presentation;  presumably useful in predicting future cash flows.

54 91sa1s3u1dwOryd  UA 12 aluf 35 AUEIEU 2559
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Measured Variable

The prior knowledge of the participants is
measured and used as a controlled variable to
ensure that the participants are randomly assigned
to each of the experimental conditions. | measure
participants’ knowledge with two tests- self-rated
test and knowledge test. Firstly, the participants
are asked to self-rate their accounting, finance
and general investment as well as understanding
financial statements. Secondly, to prevent the
optimism or pessimism in self-rated test, the
knowledge test on accounting, finance and

investment is solicited.

Dependent Variable
Dependent variable in this study is investors’

judgments on operating performance evaluation.

to better pinpoint the problems with opdoh

who receive by nature information shouL ble
G‘Q

performance and have more

confidengaxin
judgments compared to those w
that the by nature information gledxly re
causes of decline in t NN

@)
The details of the ca 'al are elaborated

by function information. This is

expected signs in

in the following secm
hypothesis testingutated in Table 1 below:
Case Materia m

To tesypothesis, | modified the case

m Yolrabil (2009 by adding some

osnses in order to make the operating
6,0

,00J. The by nature information will demonstrate

mater.

ance decreased in an amount of Bath

The case material is manipulated by reductionf%;:e causes of decline. Thus, the participants who

operating performance. If the financial information

reports is useful, the investors should be able t&®

spot the decline and causes of the re(fc Ci)n
the financial operating results. Th ticpants

ceived the expenses by nature form would be
able to identify the true cause of the changes;

that is, the increases in employee benefit.

of iée aypothesis Testing

Hic: (Cell3>Cell2) H1d: (Cell3 > Celld)

Table 1 The Expected Results
Hypotheses: H1a: (Celld > CeLl%}év b: (Cell2 > Celll)

@\U

Dependent variable

v

Expected Results

)

Overall performance \‘rjn

Operating performa valuation

o

Confidence j

Future e&Qings per share prediction

Analysis the ¢ x@changes in operating performance +

orming analysis to identify the causes of changes in operating performance +

| 12 QUUR 35 AUENEU 2559
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Research Participants

The totals of 160 participants were randomly
assigned into four experimental conditions. Out of
160 participants, 86 participants are the students of
Masters of Business Administration (MBA) of leading
public university in Thailand, and 74 participants
are the students of Masters of Accounting Program
(MAP) from the same university. Those students
are surrogates of nonprofessional investors as
suggested by Libby, Blommfield, and Nelson
(2002), and also Elliott et al., (2007).

4. Findings
Pre-experimental Results
Self-rated test
The participants were asked to rate their
knowledge on various aspects such as their

interests in business news, understanding about

financial statements, risk behavior as well as i

in all conditions are in the comparable

(p-value = 0.5151, for accounting

(p-value = 0.3542, for investment apd fipaqcn
scores). ©§ Qj

Even though the self-rated kno

experimental conditions is stati

from each other, the

ARV AOR
that the knowledge test

different. It is possible t orné of participants

alysis shows

ot statistically

pessimistic about their

are overly optimistic_d

7real knowledge level

nt from each other. This

participants were solicited to evaluate

N he
(%ft performance and operating performance,
d

ify the causes of decreasing in performance,

their investment expertise. The 11 point rating Qate the confidence level in identifying the

scale (O[low] - 10[high] were carried out {ss
rated variable. As for the result, The u laead

ANOVA indicates that there is no @ces in
the level of self-rated of participants”acvoss the
experiment conditions, except ta.aspect related
to investment expertise (p.0280).
Knowledge Test

The participan{@asked to answer 12
S C

true/false questi h related to accounting
(5 questions)ansinvestment and finance (7
ledge. The ANOVA results indicate

edge test scores of participants

questions)
that

56 918d153v1BwOryS  UN 12 alUR 35 Augngu 2559

causes and predict the future performance as
well as the confidence level in predicting the
future performance. The scale that used in this
experiment is 11 point scale (0-10).

Panel A of Table 2 indicates that the
participants’ rating of overall performance in each
of the experimental conditions are not statistically
different from each other (p-value =0.2219).
Likewise, the operating performance rating
is not significantly different from each other
(p-value = 0.8803). This suggests that the participants
are not susceptible to be overly optimistic or

pessimistic in evaluating firm performance.
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Panel B of Table 2 shows that the participants’
ability in identification the causes of decreasing firm
performance and the associated confidence level
are statistically different among various conditions
(p-value < 0.0000 for ability in identification the
causes and p-value = 0.0002 for the participants’
confident).

Panel C of Table 2 suggests that the participants’
predictions of future firm’s performance and the
associated confidence level are not significantly
different across the experimental conditions
(p-value = 0.0828 for the participants’ predicting,
p-value = 0.2367 for the participants’ confidence,
and p-value =0.7628 for the participants’ rating
on earnings sustainability).

The result of planed comparison t-test analysis

of Hla is shown in the panel D of table 2. It is

information (p-value = 0.0003 for the pa
rating the causes and p—valu. N
participants’ confidence in rati

is, only the aspect o
future firm’s performa

(p-value = 0.0277).

suggests th
That is, it sh

p-value 1).
clude an expense analysis by nature
~ capability of investors’ judgments in
e

rating performance evaluation. The detailed

indicated that Hla; Cell 4>Cell 1) is supportfo mation presented that is broken down based

Specifically, the participants who received by nature

sn the nature of the items certainly helps investors

information are better able to correctly identiff® in pinpointing the causes of decline in operating
Q

the causes of the decline in firm’s pe@wce
as compared to those who receive ction

information only (p—vaLues0.0so, those
in Cell 4 have higher level of onfidence as

ses identification

to the correctness of the
(p-value < 0.0000).

re better able to identify the causes

e in the operating performance and

performance. The results further indicate that
by nature information not solely enhances the
quality of the operating performance evaluation,
but also it increases the associated confidence
level of the investors in their judgments. The
more confidence they have in their judgments, the
more effect the information has in the decision
making. For the result of Cell 3 which the Boards
preferred, it is only partially supported. This is
perhaps because there are too many pieces of
information presented on the face of the financial

statements.

UR 12 QUUA 35 AUIEU 2559  91sANSITABWINYS 57
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Table 2 The analysis of investors’ judgments on firm’s performance evaluation &g%

Panel A: firm’s performance evaluation

_ Experimental Conditions BUF-S
Performance Evaluation ©
F_ONLY F&N_NOTES | F&N_FACE N_ONLY 6@6
Overall N
Mean 4.3500 3.9500 3.6500 > 1.4809
Std. Deviation 1.5941 1.8804 1.3691 1.3 0.2219
Operating (\\/
Mean 3.8750 3.8750 3.725 5 250 0.2219
Std. Deviation 1.4882 1.4709 1.7& D .8465 0.8803

Panel B: Investors’ judgment on identify the cause of firm’s performancy’ degypasing

The causes of performance Experimentay\®nio\ls F-Statistic

decreasing F_ONLY F&N_NOTE 2\ “FACE N_ONLY (P-Value)
Employee benefit V@
Mean 5.1471 7 7.0750 7.3000 8.6878
Std. Deviation 2.5001 2.0050 1.4884 < 0.0000
The confidence o
Mean 3.950 C5).4250 5.3250 5.6750 7.1649
Std. Deviation 1.& 2.3522 1.5914 1.6233 0.0002
Panel C: the investors’ judgment on of future firm’s performance
Experimental Conditions F-Statistic

Future performance predicting @)

Predicting of earning per H

Mean 11.2495 14.6484 8.3539 8.4266 2.2834

F_ONLY F&N_NOTES F_ONLY F&N_NOTES (P-Value)

Std. Deviation 12.8512 17.7144 2.6491 3.8885 0.0828

The confidence

Mean 3.4091 2.2188 2.8387 3.0938 1.4337

50

3.0653 2.1211 1.8092 2.0535 0.2367

&\)/
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The Effect of an Analysis of Expenses by Nature or by Function on Investors’ judgments

Table 2 The analysis of investors’ judgments on firm’s performance evaluation (Cont.)

Panel C: the investors’ judgment on predicting of future firm’s performance (Cont.)

Experimental Conditions

o

Future performance predicting
F_ONLY F&N_NOTES F_ONLY F&N_NOTEFS) Value)
Persistence of future earnings
Mean 4.3636 4.1875
Std. Deviation 1.8910 2.1767

Panel D: the comparison planed T-test

N_ONLY VS F_ONLY

Mean
Cell 4>Cell 1 (H1a) T-Statistic* P-Value
Cell 4 Cell 1 @
i\

Overall performance 4.2750 4.3500 Q§78.OOOO -0.1975 0.4220
Operating performance 4.0250 3.87 ) 74.6316 0.4000 0.3451
Identify the causes 7.3000 71 51.1760 4.8968 < 0.0000
Identify confidently 5.6750 950 78.0000 4.6940 < 0.0000
Predicting earning per share 8.4266 112495 52.0000 -1.1714 0.1234
Predict confidently 3.093 OO3.4O91 33.7792 -0.4218 0.3379
Persistence of future earnings 4.6 4.3636 52.0000 0.6932 0.2456

F_&N_NOTES VS F_ONLY @

Mean
Cell 2>Cell 1 (H1b) Q df T-Statistic* P-Value
Cell 2 Cell 1
b/\\"
Overall performance (Oj) 3.9500 4.3500 78.0000 -1.0262 0.1540
Operating perforr@ 3.8750 3.8750 77.9893 - 0.5000
Identify the mu@ 7.1282 5.1471 71.0000 3.5801 0.0003
Identify C(@ly 5.4250 3.9500 70.2022 3.2382 0.0009
Predicting g per share 14.6484 11.2495 52.0000 0.7704 0.2223
i entLy 2.2188 3.4091 34.5641 -1.5799 0.1233
ce of future earnings 4.1875 4.3636 52.0000 -0.3078 0.3797
UR 12 QUUA 35 AU 2559  91saNSTTIBWONYE 59
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Table 2 The analysis of investors’ judgments on firm’s performance evaluation (Cont.)

Panel D: the comparison planed T-test (Cont.)

F_&NFS_N (VS) F_&_N_FACE

7

Mean
Cell 3>Cell 2 (H1c) df
Cell 1 Cell 2
Overall performance 3.6500 3.9500 78.0000
Operating performance 3.7250 3.8750 78.0000
Identify the causes 7.0750 7.1282 77.0000 0.3975
Identify confidently 5.3250 5.4250 68.5 0.4122
Predicting earning per share 8.3539 14.6484 32.4299 0.0277
Predict confidently 2.8387 2.2188 61. 0.1087
Persistence of future earnings 4.4194 4.1875 S\\@m 0.3257
-~
N_ONLY (VS) F_&_N_FACE %o
Mean &‘
Cell 3>Cell 4 (H1d) df T-Statistic* P-Value
Cell 3 {éell%

Overall performance 3.6500 4.0y50 78.0000 -1.7496 0.0421
Operating performance 3.7250Q CL?.OZSO 78.0000 -0.7510 0.2275
Identify the causes 7.?(77\ 7.3000 78.0000 -0.8264 0.2055
Identify confidently 80 5.6750 78.0000 -0.9737 0.1666
Predicting earning per share 8.3539 8.4266 61.0000 -0.0864 0.4657
Predict confidently .8387 3.0938 61.0000 -0.5224 0.3016
Persistence of future earning 4.4194 4.6875 61.0000 -0.6257 0.2669

G

vy

Note * One-tailed tt

S
S

60  915d183B1EWUIYT
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gnificant level of 5%
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Information Extraction Analysis

The participants are solicited to explore
expenses associated with employee benefit from
the financial statements in the case materials.
Further, they are asked to calculate the raw
material cost per total expenses and then assess
the difficulty level associated with the calculation.
The statistical result demonstrates that the
means of error (Error = [Amount specified - True
amount]/ True amount) in extracting employee
benefits information is significantly different in
each of experimental conditions (F =8.4879,
p-value = 0.0004). In addition, the means of
error in the calculation of raw material per total
expenses is also statistically different from each
other (F =10.3681, p-value =0.0001).

The un-tabulated ANOVA points out that the

tools to determine whether the manip is
successful.

Familiarity with the Statement of
Presentation Format
oartrlipants are

In the debriefing session,

presentatio ot

(revised 2007, . he cross tabulation analysis,
the particiorrectly respond to familiarity
quest'm= 55.0313, p-value <0.0000). The
who received the statement of income

participants who received the expenses analymjwo ent, stated that they are not familiar with the

by nature presented on the statement of income

have the lowest rate of error in informatior®

extraction. Besides, the expenses a@%y
function in totals amount with N e in
subtotals amount is associatedhe lowest
rate of error in determining raw L per total
expenses. Consistent with s and McDaniel
(2000, the information pla t, isolation and
ch investors rely on

on forming judgments.

information presgte

Post-Experimerta lysis
The p erimental analysis addresses

manipun checks. The familiarity of the
¢ 3 format and recall test are used as

resentation. This suggests that the manipulation

is successful.

Recall Test of By Nature Information Presentation
and Disclosure

In the debriefing session, the participants are
also solicited to indicate which the statements the
cost of goods sold break-downs are presented.
The result indicates that the participants answer
the questions appropriately in all conditions
(% = 223.6932, p-value < 0.0000). Also, they are
required to recall and identify the statements that
are the most useful for their analysis. The result
shows that the participants who received the by

nature information on the face of statement of
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income indicate that the statement of income In order to study the effect of the exp}

is the most useful information, while those that analysis by function and by nature on investd
received in information in the notes stated that performance evaluation judgments.
the notes provide useful information to them conducted a 4x1 between-subjec
(X% =223.6932, p-value < 0.0000). The independent variable is the expgs
To sum up, findings of the recall test revealed presentation format. The indepe
that the participants acquire the information and  manipulated into 4 level
they are attentive when they perform the task  NOTES, (3) F&N FACE, an
in the experiment. More importantly, the results  of prior knowledge of pa

suggest that the manipulation in this study is and used as control

successful. Next, | will outline the conclusion of The result
this paper. by nature could jy he ability of the investors
when they evanancial performance because

5. Conclusion the by nalure~yYjsaggregated information helps

The Boards’ collaboration in pursuing pinpoin 3 possible causes of decline in firm’s

convergence of accounting standards leads to perf 7 In addition, the result of this study
the proposed format of financial statement ugdests that the presentation location of by
presentation. This collaborative project addresses manalysis affects the investors’ judgments in
the controversial issues of an expense anaLysis%ating of the overall firm’s performance and
which address the level of disaggregation of @h predicting firm’s future performance.
financial statement items on the state t © According to the IRH, the information is
income. presented in difficult-to-find or difficult-to-
Based on literature review, location see location can increase the cognitive cost to
of items and format of financi@ement investors because they need to put more effort
presentation influenced o investor’s in searching for the information. In some cases,
judements and decision ma Besides, the that information might not be acquired or used in
aL data are also  forming judgments at all. In addition, the volume

’

volume and complexity o
critical to the qual judgments. and the complexity of the information are also
Investors with limitezhcoyfitive ability might not  important in whether the information is used in
be able to digest @nplicated information or  judgment formation.

too many pi information. Therefore, the Although this study can distinguish other

appropriatey in information presentation should  factors from interesting influences, to generalize

be tal count to prevent the information  the results the artificial context is of concern. On

oVETTe the positive side, the results of this study are

62 91sa1s3v1BwWOrYS  UN 12 aUUR 35 Augngu 2559



The Effect of an Analysis of Expenses by Nature or by Function on Investors’ judgments

useful to the Boards, investors, and other groups
of market participants that it identifies the benefits
of by nature information and suggested the proper
presentation location of by nature information.
For future research, it is possible to examine
whether the location and/or the format of other
comprehensive income presentation affect the
investors’ judgments on performance evaluation.
Also explore, the effect of disaggregated
components of the statement of income on the
transparency of financial reporting. In addition, the
value-relevance of by nature information may be
investigated by both archival and experimental

study.
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