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In September, 1979, the Financial Accounting Standards 

Board issued FASB Statement No. 33, which required certain 

corporations to issue specified supplementary information 

based on constant dollars and current costs. This informa-

tion is intended to show the impact of inflation on the 

reported earnings and capital of business enterprises. 

Opponents of Statement No. 33 claim that the required 

supplementary information is difficult to interpret and,1 

therefore, will not be used. Proponents contend that the 

information is self-explanatory and would highlight the impact 

of inflation on the performance of business enterprises. 

Thus, they conclude the supplementary data will be useful to 

various user groups and will be used. 

This dissertation's primary objective was to determine 

whether the supplementary data will be used by financial 

analysts in the Dallas/Fort Worth and Houston regions in 

evaluating an enterprise's operating performance and its 

ability to maintain physical operating capability and the 

general purchasing power of financial capital. 



The secondary objectives were to determine the extent 

of use of supplementary information, the type of data 

(constant dollar or current cost) most used, and to gather 

additional comments regarding the supplementary information. 

To address the primary objective, six hypotheses were 

formulated and the historical cost statements and supple-

mentary information for two hypothetical manufacturing 

companies were prepared, one of which was more capital 

intensive. The supplementary information indicated the 

extent to which these companies were affected by inflation. 

The 408 members of the Financial Analysts Association 

in the Dallas/Fort Worth and Houston regions were randomly 

divided into a control and an experimental group. The 

control group received the historical cost information and a 

questionnaire requesting participants to rank the two 

companies relative to companies they had previously analyzed. 

The criteria for evaluations were the companies' long-run 

operating performance and their ability to maintain the 

physical operating capability and the general purchasing 

power of financial capital. 

The experimental group received historical cost data, 

supplementary information, and the questionnaire. The partic-

ipants were requested to make the same rankings as those in 

the control group and also to specify the type of information 

used in each evaluation. 



The Mann-Whitney U-procedure was used to test the 

hypotheses at a significance level of .05. Results indi-

cated that evaluations made by the experimental group were 

significantly different from those made by the control 

group. Therefore, it was concluded that the supplementary 

information significantly influenced the evaluations made 

by the analysts in the experimental group. 

Descriptive statistics were used to analyze the data for 

the purposes of the secondary objectives. The analysis 

indicated that approximately 77 percent of the respondents 

in the experimental group thought the supplementary informa-

tion was useful and used it at least once in completing the 

questionnaire. It was also revealed that current cost data 

was used most in evaluating the sample companies. Finally, 

the supplementary information was used most in evaluating 

the sample companies' ability to maintain the general pur-

chasing power of the invested capital. 

The results obtained for the secondary objectives sup-

ported the conclusions drawn from hypotheses testing. That 

is, the majority of the respondents in the experimental group 

utilized the supplementary information in the evaluations. 

Some comments indicated a need for more clarification of the 

constant dollar and current cost concepts and the information 

provided under Statement No. 33 if they are to be more 

useful. 
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CHAPTER I 

INTRODUCTION 

In September, 1979, the Financial Accounting Standards 

Board (FASB) issued Statement of Financial Accounting Stan-

dards No. 33 (hereinafter referred to as Statement No. 33), 

"Financial Reporting and Changing Prices," which required 

certain corporations to include in their annual reports 

supplementary information showing the impact of changing 

prices on their reported earnings and financial resources."'" 

The basic objective of this dissertation is to conduct a 

field experiment to determine whether the presentation of 

supplementary information prepared in accordance with State-

ment No. 33 will be used by the financial analysts in the 

Dallas/Fort Worth and Houston regions in evaluating an enter-

prise's (1) operating performance, (2) its ability to maintain 

its physical operating capability, and (3) its ability to 

maintain the general purchasing power of its invested 

financial capital. 

There have been no published results of any field ex-

periment concerning the requirements of Statement No. 33. It 

is hoped that the results of this dissertation will provide 

"'"Financial Accounting Standards Board, "Financial 
Reporting and Changing Prices," Statement of Financial 
Accounting Standards No. 33 (Stamford, September, 1979). 



the FASB and others with some measure of the usefulness of 

the required supplementary information. 

Background for the Study 

"The goals of Accounting are to measure, record, and 

communicate economic reality. In the long run, these goals 

are necessities—both for accounting and for society. . . . 

Among economic realities, inflation is perhaps the most com-

2 

plex and perplexing." Conventional financial statements 

prepared in accordance with generally accepted accounting 

principles fail to reflect the impact of inflation on the 

reported earnings and capital of business enterprises. This 

failure stems from one of the most important weaknesses of 

contemporary accounting—the assumption of a stable monetary 

unit. 

While this assumption was not seriously questioned 

during times of relatively low rates of inflation, the 

economic events of the past few years have resulted in 

double-digit inflation, with prices of some commodities 

increasing by several hundred percent. As a result, validity 

of the stability assumption has become increasingly subject 

to serious scrutiny. 

The Statement of Financial Accounting Concepts No. 1 

includes the following among the objectives of financial 

reporting. 

2 
Current Value Accounting: Economic Reality in Financial 

Reporting, A Program for Experimentation (New York, 1976), p. 1. 



1. Financial reporting should provide information 
that is useful to present and potential inves-
tors and creditors and other users in making 
rational investment, credit, and similar 
decisions. 

2. Financial reporting should provide information 
to help present and potential investors and 
creditors and other users in assessing the 
amounts, timing, and uncertainty of prospective 
cash receipts from dividends or interest and the 
proceeds from the sale, redemption, or maturity 
of securities or loans. 

3. Financial reporting should provide information 
about the economic resources of an enterprise, 
the claims to those resources (obligations of 
the enterprise to transfer resources to other 
entities and owners' equity) and the effects of 
transactions, events and circumstances that 
change resources and claims to those resources. 

4. [Financial reporting should provide] information 
about an enterprise's performance provided by 
measures of earnings and its components.3 

In times of rapidly changing prices, these objectives 

may not be met by relying solely on the information provided 

by conventional financial statements based on historical 

costs. More specifically, the ability of the users of 

accounting information to make assessments in the following 

areas may be impaired: enterprise performance, future cash 

flows to the enterprise and to investors and creditors, the 

maintenance of the physical operating capability of the 

enterprise, and the maintenance of the general purchasing 

power of invested financial capital. 

3 
Financial Accounting Standards Board, "Objectives of 

Financial Reporting by Business Enterprises," Statement of 
Financial Accounting Concepts No. 1 (Stamford, November, 
1978), pp. 16-21. 



The absence of specific accounting standards or manda-

tory requirements to measure and report the impact of 

inflation on the operating performance and the financial 

capital of business enterprises has resulted in problems for 

many businesses as well as for users of accounting informa-

tion. In the past fifteen years, changing prices have had a 

significant impact on the overall performance of business 

enterprises. Business organizations have included in their 

reported incomes so-called "illusory profits," causing 

4 

serious capital formation and liquidity problems. In 1974, 

nonfinancial corporations in the United States reported $66 

billion in after-tax profits, an apparent increase of 74 
5 

percent over profits reported in 1965. However, after 

adjusting the income reported in each of these years for the 

effect of "underdepreciation" and "inventory profits," it 

became evident that adjusted after-tax profits had actually 

declined from $37 billion in 1965 to $21 billion in 1974.® 

An advance copy of the 1979 annual report of International 

Business Machines (IBM) indicates that when its reported net 

income based on historical cost was adjusted for the effects 

of general inflation, the result was a decline of almost 42 

percent from the $3.85 billion nominal dollars reported to 
4 
Current Value Accounting, p. 1. 
5 
Ibid., p. 3. 

6 T 1 . , ,, 
Ibid., p. 4. 
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$2.25 billion adjusted dollars. Similarly, General Motors 

Corporation reported that its income based on historical 

cost figures adjusted for general inflation and for current 

cost were 61 and 62 percent, respectively, of the reported 
8 

income based on unadjusted historical costs in 1979. It is 

argued that corporations nevertheless pay taxes to various 

governmental agencies, pay dividends to stockholders, and 

satisfy the demands of labor unions based on the reported 

"illusory profits." 

Experts in the area of inflation accounting argue that 

in times of rapidly rising prices some companies are paying 

out most, and in some cases all, of their "real" earnings as 

dividends, raising serious questions regarding where these 

companies will obtain sufficient funds to maintain their 
9 

existing capacity and finance future growth, The end result 

of this paradox is the erosion of physical operating capa-

bility, the erosion of the general purchasing power of 

invested capital, and the deterioration of the earning power 

of many business enterprises. Harold M. Williams, Chairman 

of the Securities and Exchange Commission, observes that 
7 
Tom Herman, "Your Money Matters—How Much Is Inflation 

Hurting Big Business? Financial Data Will Start Giving the 
Answers," The Wall Street Journal, February 4, 1980, p. 38. 

8 
General Motors Annual Report 1979, stockholders' 

report (Detroit, February, 1980), p. 29. 
9 
Herman, "Money Matters." 



The economic reality of an inflationary environ-
ment is that much of American business isn't 
generating and retaining sufficient funds to 
replace existing capacity and to maintain present 
levels of operations—let alone expand and invest 
in improved productivity.10 

The deterioration of earning power has further implications 

for business enterprises: it will reduce their ability to 

generate enough cash to replace existing physical capacity 

and to pay interest and dividends, and therefore to attract 

additional capital. 

The historical cost dollar amounts reported on the 

financial statements of business enterprises do not possess 

uniform purchasing power; consequently, the comparability of 

financial statements is reduced. This in turn impairs the 

ability of the users of accounting information to assess and 

compare the performance of different enterprises. 

Inflation also has an impact on the purchasing power of 

dividends paid to shareholders. Cash dividends paid by 

almost all companies show increases from one year to another; 

however, when these figures are restated in terms of general 

purchasing power, indications are that in most cases the 

increases have actually been decreases. The same observation 

generally holds true for consistent stock price increases.'*""*' 

There is an obvious need for some type of supplementary 

information to disclose the impact of inflation on the 

10T, . , 11^., 
Ibid. Ibid. 



reported earnings and financial resources of enterprises. 

In recent years specific steps have been taken, culminating 

in the required disclosure of supplementary information to 

show the impact of inflation on the reported earnings and the 

financial resources of business enterprises. The nature of 

these requirements and their historical antecedents are 

reviewed below. 

Development of Specific Standards 
for Inflation Accounting 

A survey of the accounting literature reveals that the 

accounting profession has long recognized the problems and 

difficulties caused by changing prices in measuring and 

comparing the elements of financial statements. As early as 

1922, Professor William Paton noted that 

The value of the dollar—its general purchasing 
power—is subject to serious change over a period 
of years, and the fluctuation in a single year is 
not always negligible. . . . Accountants, [there-
fore], deal with an unstable, variable unit; and 
comparisons of unadjusted accounting statements 
prepared at intervals are accordingly always more 
or less unsatisfactory and are often positively 
misleading.12 

The accounting problems resulting from changes in the 

general price-level were considered by the Committee on 

Accounting Procedure of the American Institute of Certified 

Public Accountants (AICPA) in 1947. In December of that 

year, the Committee issued Accounting Research Bulletin No. 

12 
William A. Paton, Accounting Theory (Houston, 1974), 

p. 427. 
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13 

33, examining the problem of "depreciation and high costs." 

In this Research Bulletin, the Committee disapproved any 

departure from generally accepted accounting principles 
14 

(historical cost) for determining depreciation charges. 

In October, 1948, the Committee in a letter to the 

members of the Institute reaffirmed its earlier position. 

A portion of that letter concluded: 
The Committee, therefore, reaffirms the opinion it 
expressed in Accounting Research Bulletin No. 33, 
December, 1947. Any basic change in the accounting 
treatment of depreciation should await further 
study of the nature and concept of business 
income.15 

In 1953, the Committee issued Accounting Research Bul-

letin No. 43, "Restatement and Revision of Accounting 

Research Bulletins." In this Research Bulletin, the Committee 

once again reaffirmed its earlier position that depreciation 

charges should be based on historical cost data. In so 

doing, however, the Committee voiced full support for 

attempts by management to explain, through footnote disclo-

sures and supplementary schedules, the effects of inflation 

and consequently the need for retention of earnings in busi-

ness enterprises."*"® 

13 
Committee on Accounting Procedure, "Restatement and 

Revision of Accounting Research Bulletins," Accounting 
Research Bulletin No. 43 (New York, June, 1953) [reprint ed., 
Professional Standards, Volume 3 (Chicago, July, 1977)], 
pp. 8651-8654. 

14T, 15t, . , 16T, . , 
Ibid,, Ibid. Ibid. 



In 1963, the Accounting Research Division of the AICPA 

published Accounting Research Study No. 6, "Reporting the 

Financial Effects' of Price-Level Changes." This Study 

recommended that companies present supplementary price-level 

adjusted financial statements along with their historical 

cost statements. In addition, it concluded that 

. . . financial data adjusted for price-level 
effects provide a basis for a more intelligent, 
better informed allocation of resources, whether 
those resources are in the hands of individuals, 

of business entities, or of government.17 

In June, 1969, the AICPA's Accounting Principles Board (APB), 

which replaced the Committee on Accounting Procedure in 1959, 

issued APB Statement Ho. 3, "Financial Statements Restated 

for General Price-Level Changes." This Statement maintained 

that 
General price-level financial statements should 
prove useful to investors, creditors, management, 
employees, government officials, and others who 
are concerned with the economic affairs of busi-
ness enterprises. 

The Statement recommended that general price-level adjusted 

financial statements be issued along with the primary 

financial statements based on historical costs. Since this was 

17 
Staff of the Accounting Research Division, "Reporting 

the Financial Effects of Price-Level Changes," Accounting 
Research Study No. 6 (New York, 1963), p. 16. 

18 
Accounting Principles Board, "Financial Statements 

Restated for General Price-Level Changes," APB Statement 
No. 3 (New York, 1969), p. 4. 
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only a recommendation rather than a requirement, few com-

19 

panies followed the APB's recommendation. 

Early in 1974, the FASB added the subject of adjusting 

financial statements for changes in price-level to its 

agenda, and on December 31, 1974, it issued an Exposure 

Draft of Proposed Statement of Financial Accounting Standards, 

"Financial Reporting in Units of General Purchasing Power." 

The Exposure Draft called for the supplemental disclosure of 

specified financial information restated in terms of general 
20 

purchasing power. In the latter part of 1975, the FASB 

announced that additional analysis of results of the field 

study were required and that the final statement on general 

purchasing power accounting would not be issued in that year. 

In March, 1976, the Securities and Exchange Commission 

(SEC) issued Accounting Series Release No. 190 (hereinafter 

referred to as ASR 190), "Disclosure of Certain Replacement 

Cost Data." ASR 190 required publicly held corporations of 

a specified minimum size to disclose replacement cost infor-

mation about inventories, cost of sales, productive capacity, 

and depreciation.^"*" 
19 
Financial Accounting Standards Board, Statement No. 

33, p. 36. 
20 
Financial Accounting Standards Board, "Financial 

Reporting in Units of General Purchasing Power," Proposed 
Statement of Financial Accounting Standards (Stamford, 
December 31, 1974), pp. 8-19. 

21 
Securities and Exchange Commission, "Disclosure of 

Certain Replacement Cost Data," Accounting Series Release 
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In June, 1976, the FASB deferred action on the Exposure 

Draft issued in 1974 and concluded that 

. . . general purchasing power information was 
not sufficiently understood by preparers and 
users, and the need for it was not sufficiently 
demonstrated to justify imposing the cost of 
implementation upon all preparers of financial 
statements at that time.22 

Another reason for the FASB's deferral of action on the 

Exposure Draft was that the SEC's current replacement cost 

requirements were to be in effect as of December 25, 1976. 

On December 28, 1978, the FASB issued an Exposure Draft 

of Proposed Statement of Financial Accounting Standards, 

"Financial Reporting and Changing Prices." In that 

Exposure Draft, the FASB proposed to require publicly held 

corporations of a certain size to issue supplementary 

information on specific items based either on current costs 

or on constant dollars. This Exposure Draft provided 

guidelines regarding the circumstances under which the 

No. 190 (Washington, March 23, 1976). The requirements of 
ASR 190 applied to companies that had inventories plus gross 
plants totaling more than $100 million and amounting to 
more than ten percent of total assets. This Release became 
effective for the fiscal years ending on or after December 25, 
1976. However, the requirements of ASR 190 will be 
eliminated entirely for the fiscal years ending on or after 
December 25, 1980, when the current cost requirements of 
Statement No. 33 become effective. 

22 
Financial Accounting Standards Board, Statement No. 

33, p. 36. 
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current cost information would be preferable to constant 

23 
dollar information. 

On March 2, 1979, the FASB issued a supplement to the 

Exposure Draft of December, 1974, "Constant Dollar Accounting." 

In this supplement, among other things the FASB proposed 

that the Consumer Price Index for All Urban Consumers (CIP-U) 

rather than the Gross National Product Implicit Price 

24 

Deflator be used in constant dollar accounting. 

In September, 1979, the FASB issued Statement of Finan-

cial Accounting Standard No. 33, "Financial Reporting and 

Changing Prices." This Statement required publicly held 

corporations larger than a certain size to issue supplemen-
25 

tary financial statements based on both constant dollar 
26 

and current cost information along with their primary 

financial statements based on historical cost. The Statement 

applies to publicly held corporations that have either 
23 
Financial Accounting Standards Board, "Financial 

Reporting and Changing Prices," Proposed Statement of Finan-
cial Accounting Standards (Stamford, December 28, 1978), 
p. 9. 

24 
Financial Accounting Standards Board, "Constant Dollar 

Accounting," supplement to Proposed Statement of Financial 
Accounting Standards, "Financial Reporting in Units of Pur-
chasing Power" (Stamford, March 2, 1979), p. 2. 

25 
This method attempts to restate the historical dollars 

having different purchasing power to uniform dollars which 
have the same purchasing power. 

26 
Basically, the current cost method attempts to measure 

how much it would cost in today's dollars to build currently 
existing capacity. 
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1. Inventories and property, plant, and equipment 

(before deducting accumulated depreciation) 

amounting to more than $125 million; or 

2. Total assets amounting to more than $1 billion 

2 7 
(after deducting accumulated depreciation). 

It is estimated that almost 1,300 corporations will be 
O O 

affected by this Statement. However, the FASB encourages 

other companies that are not affected by the Statement to 

voluntarily disclose the information specified. The enter-

prises subject to this Statement are required to disclose 
29 

the following information: 

1. Historical cost/constant dollar information 

a. Net sales and other operating revenues 

b. Total income from continuing operations 

c. Income per common share from continuing 

operations 

d. Net assets at fiscal year-end 

e. Purchasing power gain (loss) on net 

monetary items 

27 
Financial Accounting Standards Board, Statement No. 

33, p. 10. 

2 3 
Herman, "Money Matters." 

29 
Disclosure of items in 1 and 3 is required for fiscal 

years ending on or after December 25, 1979. Disclosure of 
items in 2 is required for fiscal years ending on or after 
December 25, 1980, but early disclosures are encouraged. 
Corporations that prepare the current cost information before 
December 25, 1980, will not be required to comply with ASR 
190's requirements. 
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f. Cash dividends paid per common share 

g. Market price per common share at fiscal 

year-end 

2. Current cost information 

a. Total income from continuing operations 

b. Income per common share from continuing 

operations 

c. Net assets at year-end 

d. Excess of increases in specific prices of 

inventories, property, plant, and equip-

ment over increases based on general 

price-level 

3. Other information 

a. Consumer Price Index (average or year-end, 

whichever is used to compute measurement 

of income from continuing operations) 

b. Some explanation of the information dis-

closed and its significance in the 

circumstances of the enterprise. ̂  

The disclosure of supplementary information is intended 

to show the impact of changing prices on the reported earn-

ings and the resources of the corporations. More specifically, 

the FASB believes that required information will help the users 

of the financial statements in the following assessments: 

30 
Financial Accounting Standards Board, Statement No. 

33, p. 13. 
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1. The assessment of future cash flows; 

2. The assessment of enterprise performance; 

3. The assessment of erosion of operating 

capability; and 

4. The assessment of erosion of general pur-

31 
chasing power of invested capital. 

Statement of the Problem 

The disclosure requirements of Statement No. 33 have 

already created a lively debate regarding their likely 

32 

impact. Some of the arguments regarding the requirements 

of this Statement are discussed below. 

Some accounting experts and investment analysts warn 

that income figures computed under the constant dollar and 

current cost models will be extremely difficult to interpret. 

Even some advocates of a general concept of inflation 

accounting note that most of the users of accounting informa-

tion will be exceedingly confused by the results of Statement 
33 

No. 33. "William E. Hoglund, comptroller of General Motors 
Corp., predicts that 99 and 44/100ths of the people are not 

34 

going to understand it." Others argue that the additional 

cost of preparing the required supplementary information can-

not be justified. Finally, the opponents of Statement No. 33 

note that 
"31 "39 
Ibid., pp. 1-2. Herman, "Money Matters." 

33T. . , 34t, . , 
Ibid. Ibid. 
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Even two of the seven members of the FASB itself 
aren't happy with aspects of the new requirements. 
"The result is most confusing," said board member 
Ralph E. Walters, who voted against the rule. 
The other dissenter, David Mosso, says he is con-
cerned that people "won't understand a lot of 
numbers."35 

On the other hand, some believe that the figures are 

relatively self-explanatory and may contain many surprises. 

They contend that inflation-adjusted figures will help the 

users of accounting information by highlighting the follow-

ing aspects of an enterprise: 

1. Which enterprises are paying out most, or all 

of their "real" earnings as dividends; 

2. Which enterprises are dipping into capital or 

liquidating themselves to keep dividends at 

current rates; 

3. Which enterprises have increased dividend pay-

ments in terms of general purchasing power; 

4. Which enterprises' stock prices have appreciated 

in terms of general purchasing power; 

5. Which enterprises are maintaining and expanding 

their existing operating capability; and 

6. Which enterprises and industries have been hit 

36 
by inflation harder than others. 

35t, . , Ibid. 

36 T, . , Ibid. 
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Some believe that despite the possible confusion the 

new data will help analysts to study companies from differ-

ent angles. Finally, SEC Chairman Williams notes that "I 

know this [supplementary information] will create confusion. 

. . . But I hope it will be a healthy confusion. The concept 

of a single number to reflect a company's earnings is 

37 

increasingly invalid." 

The processing and disclosure of the required supplemen-

tary information will undoubtedly require additional expense 

on the part of business enterprises. The justification for 

this additional expense and the resolution of related prob-

lems cannot reasonably be made until the following questions 

are answered. 

1. Will the supplementary information be used? 

2. If so, to what extent? 

3. Which type (constant dollar or current cost) of 

information will be used most? 

4. For what purposes will the information be used? 

The FASB is aware of the additional cost and the issues 

involved and intends to conduct studies in the future in an 

attempt to find specific answers to the above questions. 

Based on the findings of these studies, the FASB may expand, 

delete, or modify the requirements of Statement No. 33. 

37 
Ibid. 
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Purpose of the Study 

The primary objective of this study is to determine 

whether the presentation of supplementary information 

(based on current costs and on historical cost data restated 

in terms of constant dollars) in published financial state-

ments will be utilized by financial analysts in the Dallas/ 

Fort Worth and Houston areas to assess the following 

aspects of an enterprise: 

1. Future operating performance (earning power); 
v 

2. Ability to maintain physical operating capability 

from the periodic revenues generated; and 

3. Ability to maintain the general purchasing power 

of invested financial capital. 

In addition to the primary objective, the study has 

three secondary objectives: 

1. To determine to what extent the supplementary 

information will be used; 

2. To determine which type of supplementary infor-

mation (constant dollar or current cost), if 

either, will be used in making each of the 

assessments; and 

3. To gather additional comments from the analysts 

regarding the supplementary information. 



19 

Methodology 

In order to accomplish the objectives of this study, 

two "manufacturing" companies that differ with respect to 

their operating and financial structures were selected, and 

their historical financial data were modified to fit the 

purpose of this study. One of these companies was designed 

to be more negatively affected by general inflation and by 

increasing prices of specific assets than the other company. The 

supplementary financial information required by Statement No. 

33 was prepared for each company in order to indicate the 

extent to which the companies were affected by changing 

prices. 

Financial analysts in the Dallas/Fort Worth and Houston 

regions were randomly divided into two groups: a control 

group and an experimental group. Information Packet I 

(included in Appendix A) was mailed to the analysts in the 

control group. This information packet contained: (a) a 

cover letter explaining the project and inviting the financial 

analysts to participate; (b) two-year comparative historical 

cost financial statements (income statements, balance sheets, 

and statements of changes in financial position), along with 

relevant financial ratios and background information of the 

two sample companies; and (c) a questionnaire to be completed. 

In this questionnaire, the analysts were requested to rank 

the two sample companies, relative to the array of companies 
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that they had analyzed in the past, in terms of (1) their 

future earning power, (2) their ability to maintain their 

existing physical operating capability from the periodic 

revenues generated, and (3) their ability to maintain the 

general purchasing power of their invested capital. 

Information Packet II (included in Appendix B) was 

mailed to the analysts in the experimental group. This 

information packet contained the same information as was 

presented in Information Packet I. Additionally, Information 

Packet II contained the required supplementary information 

and a brief explanation of some of the supplementary data. 

The analysts in the experimental group were requested to 

make the same rankings as those made by the analysts 

selected for the control group, but the experimental group's 

rankings could be made on the basis of both historical cost 

and supplementary information. 

In addition to ranking the companies, the analysts in 

the experimental group were asked to indicate 

1. Whether supplementary information was useful 

in those rankings; 

2. The type of supplementary information used in 

each ranking; and 

3. Any comments they deemed appropriate. 

The Mann-Whitney U-test, described in Chapter III, was 

used to analyze the collected data. This test made possible 
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the determination of any significant difference between the 

rankings of the control group and the experimental group. 

A significant difference, if any, could then be attributed 

to the use of the supplementary information by the experi-

mental group. 

Limitations of the Study 

The major limitations of this study are 

1. The study includes only one of the many groups of 

accounting information users. This study concentrates only 

on the financial analysts in the Dallas/Fort Worth and 

Houston regions. Therefore, the findings of this study can-

not be generalized to other user groups or to financial 

analysts in other regions. 

2. Another limitation, peculiar to this and to many 

other behavioral research studies, stems from the method of 

conducting the study. Participants were asked to evaluate 

two sample companies; it is possible that evaluations made 

under controlled and isolated research conditions are com-

pletely different from those made in a "real-world" situation. 

3. Finally, the findings of this study can only be 

generalized for the time period during which this study was 

conducted. It is possible that after additional exposure and 

familiarity with the requirements of Statement No. 33, the 

financial analysts who participated in this study might react 

differently to the required supplementary information. 
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Other specific limitations are discussed in the subse-

quent chapters. 

Contributions 

It is anticipated that the results of this study may 

contribute to the accounting profession's evaluation of the 

usefulness of the supplementary information required by 

Statement No. 33̂ . The overall findings of this study and of 

similar studies conducted in other regions should be bene-

ficial to the FASB, business enterprises, and the users of 

the supplementary information. 

Organization of the Study 

In Chapter II of this dissertation, prior empirical research 

studies relating to price-level adjustments and to current-value 

accounting are reviewed. The major emphasis is placed on 

previous behavioral field experiments, their similarities, and 

their significance to the present study. 

In Chapter III, research methodology, which includes a 

description of research design, formulated hypotheses, and 

test procedures, is discussed. 

In Chapter IV, the criteria for accepting or rejecting 

each hypothesis are discussed, the test results are 

presented, and the interpretation of those results is made. 

In Chapter V, the study is summarized, conclusions based 

on the findings of the study are drawn, and fields for further 

research are suggested. 



CHAPTER II 

REVIEW OF LITERATURE 

Introduction 

In September, 1979, the Financial Accounting Standards 

Board (FASB) issued Statement of Financial Accounting 

Standards No. 33 (Statement No. 33), "Financial Reporting 

and Changing Prices." This Statement required publicly held 

corporations of a certain size"*" to issue specified supple-

mentary financial information based on constant dollars and 

on current costs in addition to traditional historical cost 

financial statements. The disclosures are intended to 

highlight the impact of inflation on reported earnings and 

financial resources of the corporations. The FASB claims 

that the supplemental information will assist users of 

accounting information in assessing each corporation's future 

cash flows, operating performance, erosion of operating 

capability, and erosion of general purchasing power of 

invested financial capital. 

Meanwhile, the FASB intends to conduct studies to deter-

mine the extent of the utilization, as well as the usefulness, 

of the required supplementary information to the most 

1 
Corporations affected by the requirements of Statement 

No. 33 are discussed in Chapter One. 

23 
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important users of accounting information (investors, 

creditors, financial analysts, etc.)- Based on these 

studies, the FASB will evaluate the effectiveness of 

Statement No. 33. That is, after those studies have been 

made, the FASB may delete, expand, or modify the require-

ments of Statement No. 33. 

In the following sections, previous research related to 

proposals for price-level adjustments and for current-value 

accounting proposals are explored. 

Previous Studies 

FASB Statement No. 33 was issued in September 1979, 

effective for fiscal years ending on or after December 25, 

1979. There have subsequently been no published results of 

empirical research studies involving the requirements of this 

2 

Statement. However, there have been numerous empirical 

research studies of other proposals related to price-level 

adjustments and current-value accounting. These research 

efforts can be categorized as either case studies, simulation 

research studies, or behavioral research studies. Some of 

2 
While research for this dissertation was being con-

ducted, a simulation research study by Black was published 
i n Public Utilities Fortnightly. The study dealt with the 
constant dollar aspect of Statement No. 33. The results of 
this study will be discussed in the appropriate section of 
this chapter. See Thomas B. Black, "Constant Dollar Account-
ing—Its Usefulness to Utility Investors," Public Utilities 
Fortnightly 105 (May 22, 1980), 29-31. 
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the more relevant research projects are discussed in the 

following sections. 

Since this dissertation is concerned with the impact of 

Statement No. 33 on the behavior of financial statement users, 

previous behavioral studies will be discussed in detail. On 

the other hand, because of dissimilarities between the 

research conducted in this dissertation and that used in 

published case studies and simulation studies, research in the 

last two categories is reviewed only briefly. 

Case Studies 

Under the auspices of the Accounting Principles Board 

(APB), Paul Rosenfield conducted a field test to evaluate 

general price-level procedures and the effect of inflation 

actually experienced in the United States in the latter part 
3 

of the 1960s. Eighteen U.S. companies participated in this 

field test. The companies were asked to restate their 

historical cost financial statements for fiscal years 1967 

and 1968. Results of this test revealed that in spite of 

modest price-level changes in 1967 and 1968 (2.7 percent 

and 3 percent, respectively), the differences in dollar 

amounts between financial statements based on historical cost 

and those adjusted for price-level changes were significant 

for many companies. Thus, Rosenfield concluded that the 

3 
Paul Rosenfield, "Accounting for Inflation—A Field 

Test," Journal of Accountancy, 127 (June, 1969), 46. 
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findings of his field test supported the view of Accounting 

Research Study No. 6 that " . . . presentation of supplemen-

tary general price-level adjusted financial statements would 

make available potentially useful information that otherwise 

4 

is not disclosed." 

Various other case studies concerning price-level 

adjustments have been conducted. Among those, studies 
5 6 conducted by Donald Corbin, Raymond Dockweiler, and Ralph 

7 

Jones can be mentioned. The overall findings of these 

studies were compatible with those of Rosenfield's, as were 

their attempts to justify the feasibility of preparing 

supplementary price-level adjusted statements. 

Simulation Research Studies 

Simulation research studies utilize computer simulation 

models to estimate or generate price-level adjusted and/or 

current-value financial information from historical cost 

financial statements. These simulation studies generally 

provide more data than does the case-study approach. 

4Ibid., p. 50. 

5 
Donald A. Corbin, "A Case Study of Price-Level Adjust-

ments," The Accounting Review, 30 (April, 1955), 268-281. 
6 
Raymond C. Dockweiler, "The Practicability of Developing 

Multiple Financial Statements: A Case Study," The Accounting 
Review, 44 (October, 1969), 729-742. 

7 
Ralph C. Jones, Price-Level Changes and Financial 

Statements—Case Studies of Four Companies (Columbus, 1955). 
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8 9 

Russell Petersen and James Parker developed simulation 

models to estimate price-level adjusted information. Peter-

sen estimated price-level adjusted information for sixty-five 

companies. Comparisons were made with the historical cost 

data, and the findings revealed that in some cases price-level 

adjusted income and return on owners' equity were substan-

tially different from those based on historical cost state-

ments. Parker applied his model to a sample of 1,050 

companies. His findings also indicated in most cases a sub-

stantial difference in the dollar amounts between statements 

based on historical costs and those reflecting price-level 

adjustments. These differences were more material in cases 

of more capital intensive and more heavily leveraged 

companies. 

Dale Buckmaster and Leroy Brooks"^ used simulation models 

to calculate price-level adjusted and current-value finan-

cial statements. They compared these statements to 

historical cost statements and concluded that operating 

income reported on adjusted statements would be lower than 

operating income based on historical costs. 

8 
Russell J. Petersen, "Interindustry Estimation of 

General Price-Level Impact on Financial Information," The 
Accounting Review, 48 (January, 1973), 34-43. 

9 
James E. Parker, "The Impact of Price-Level Account-

ing," The Accounting Review, 52 (January, 1977), 69-96. 

"^Dale Buckmaster and Leroy D. Brooks, "The Effects of 
Price-Level Changes in Operating Income," The CPA Journal, 
44 (May, 1974), 49-53. 
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Other simulation research studies have been conducted 

by Sidney Davidson and Roman Weil,'*'1 Jack Gary and John 

12 13 

Simmons, C. W. Bastable, and others. These studies 

used simulation models to compute and compare income measured 

under different methods during times of rising prices. In 

most cases income based on price-level adjustments and 

income based on current-values were lower than income based 

on historical costs. 
15 

Thomas Black conducted a simulation research study to 

determine whether constant dollar information would be more 

useful than historical cost information in predicting the 

future rates of return on stock investments in public utility 

companies. In his study, Black used traditional historical 

Sidney Davidson and Roman L. Weil, "Inflation Account-
ing: What Will General Price-Level Adjusted Income Statements 
Show?" Financial Analysts Journal, 31 (January-February, 
1975), 27-31, 70-84. 

12 
Jack Gray and John K. Simmons, "An Investigation of 

the Effect of Differing Accounting Frameworks on the Pre-
diction of Net Income," The Accounting Review, 44 (October, 
1969), 757-776. 

13 
C. W. Bastable, "Depreciation in an Inflationary Envi-

ronment," Journal of Accountancy, 142 (August, 1976), 58-66. 
14 
In their study, Davidson and Weil discovered that in 

public utility companies price-level adjusted income figures 
before gain on monetary items were lower than historical cost 
income figures. However, this position was reversed after 
adding monetary gain to the price-level adjusted net income 
figures. See Sidney Davidson and Roman L. Weil, "Inflation 
Accounting—Public Utilities," Financial Analysts Journal, 31 
(May-June, 1975), 30-34, 62. 

15 
Black, "Constant Dollar Accounting," 29-31. 
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cost financial statements of ninety utility companies for 

the period 1970-1975, along with the appropriate index of 

price-levels, to generate the constant dollar information. 

Then, the predictions of rates of return on stock of the 

sample companies were made based both on constant dollar 

information and on historical cost information. Black 

utilized the Wilcoxon test to compare the predicted values of 

rates of return against the actual values observed for the 

companies involved in his study. 

On the basis of the test results, Black concluded that 

constant dollar information did not prove to be more useful 

than historical cost information in predicting future rates 

of return on stocks of utility companies. 

Behavioral Research Studies 

Previous behavioral studies related to price-level 

adjustments and current-value accounting utilized two 

distinct types of experiments. The first type was comprised 

of laboratory experiments. These experiments are conducted 

in a controlled environment with a setting which bears a 

16 

minimal resemblance to "real-world" stiuations. Students 

are often used as surrogates for analysts or other users in a 

classroom environment. 
16 
John Grant Rhode, "Behavioral Science Methodologies 

with Application for Accounting Research: References and 
Source Materials," Research Methodology in Accounting, ed. 
Robert R. Sterling (Lawrence, 1972), p. 127. 
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The second type consisted of field experiments in which 

less control is utilized over experimental variables than in 

17 

laboratory experiments. In these experiments, subjects 

act as their own control, and therefore experiments more 

closely resemble "real-world" situations. As a result, 

researchers are better able to generalize their findings 
18 

beyond the experimental setting. Since the research in 

this dissertation can be classified as a field experiment, 

more emphasis will be placed on the studies that fall in this 

category. 

Laboratory experiments.—James Heintz conducted a 

laboratory experiment and used student surrogates for state-

ment users to determine whether those using only price-level 

adjusted statements or those using both historical cost and 

price-level adjusted statements would make significantly 
different stock price projections from those who base their: 

19 

decisions solely on historical cost statements. 

Eighty-four undergraduate and graduate students partici-

pated in this experiment. At the beginning of the experiment 

these participants were provided with a $15,000 hypothetical 

endowment to use in making investments. In addition, at the 

beginning of each decision period, these subjects were 

17Ibid., p. 128. 18Ibid. 

19 
James A. Heintz, "Price-Level Restated Financial 

Statements and Investment Decision Making," The Accounting 
Review, 48 (October, 1973), 679-689. 
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provided with the background information, financial statements, 

stock prices, and dividend information for three different com-

panies. However, the type of information each subject received 

was exclusively one of the following: (a) historical cost 

information, (b) price-level adjusted information, or (c) 

both historical cost information and price-level adjusted 

information. 

Each subject was asked to make a forecast of the end-of-

period stock prices for each company and to indicate their 

investment decisions. Once stock price projections were 

completed, subjects were informed of the results of their 

investments for the period, their investments were liquidated, 

20 

and the investment decision cycle began again. This cycle 

was repeated for a maximum of four hours. 

A statistical technique, analysis of variance, was used 

to analyze the stock price forecasts. The overall findings 

revealed that price-level adjusted information did not lead 

to an investment decision different from that reached using 

only historical cost information. Heintz offered several 

following possible explanations for his findings: (1) numerical 

differences between historical cost and price-level adjusted 

statements were not sufficiently large to result in different 

decisions; (2) subjects did not know how to utilize price-

level adjusted information in their decision process; or (3) 

90 
Ibid., p. 680. 
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laboratory experiments may not truly reflect the reaction of 

21 

actual investors to price-level adjusted information. 

In another laboratory experiment, Edward Mclntyre used 

student surrogates for statement users to determine: 

(1) whether investment decisions of those using both histor-

ical cost information and current cost information would be 

significantly different from those basing their decisions 

solely on historical cost information; and (2) if these 

decisions were different, whether those based on current cost 
22 

information would be "better." 

Seventy-five undergraduate and graduate students partic-

ipated in this experiment. The subjects were divided into 

three groups and the members of each group received only one 

of the following types of financial information for four 

companies: (a) information based on historical cost, (b) 

information based on current cost, or (c) information based 

on both historical cost and current cost. Then the subjects 

in each group were asked to select from the four companies 

for whom data were supplied the one company that they thought 

would produce the highest rate of return and to specify their 

investment holding period as being either one, two, or three 

years. 
21Ibid., pp. 688-689. 

22 
Edward V. Mclntyre, "Current-Cost Financial Statements 

and Common Stock Investments' Decision," The Accounting Review, 
48 (July, 1973), 575. 
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Mclntyre concluded that students using current cost 

information did not necessarily make "better" decisions than 

those utilizing only historical cost information. He 

offered the following possible explanations: (1) inappro-

priateness of using student surrogates for investor, (2) 

probable unreasonableness of current cost adjustments, and 

(3) inappropriateness of using rates of return on common 

23 
stock to determine "goodness" of subjects' decisions. 

Behavioral field experiments.—There have been numerous 

behavioral field experiments related to price-level and 

current-value accounting. However, only the three most 

relevant to this dissertation are discussed below. 

One of the earliest behavioral field experiments relating 

to price-level adjustments was conducted by Thomas Dyckman. 

The study was sponsored by the American Accounting Association 

and was published as Studies in Accounting Research #1, 

"Investment Analysis and General Price-Level Adjustments."^ 

Dyckman used financial investment analysts as subjects to 

investigate "what difference, if any, in investment evaluations 

emerge when this change [price-level adjusted information] is 

25 
reflected in the accounting reports." 

OQ 
Ibid., pp. 581-582. 

24Thomas R. Dyckman, "Investment Analysis and General 
Price-Level Adjustments," Studies in Accounting Research II 
(Evanston, 1969). 

25T, . , 
Ibid., p. 2 
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The investment evaluations made by analysts involved 

two hypothetical companies having essentially the same 

operating structures. They differed, though, in certain 

respects. First, Firm One had older long-lived assets 

acquired at lower total cost than Firm Two. Viewed differ-

ently, Firm Two had adopted more aggressive asset-replacement 

strategies than Firm One and, as a result, had a relatively 

newer set of long-lived assets acquired at a higher total 

cost. Second, Firm One had a higher current ratio (ratio of 

current assets to current liabilities) than did Firm Two. 

Numerous other factors, which might have influenced 

investment evaluations, were held constant to give the 

investigator greater control over the experiment. For 

instance, the firms chosen were in the same industry, used 

similar depreciation methods, and followed the same inventory 

costing methods. 

Three sets of financial reports covering ten years 

(1957-1966) were used. The first set contained comparative 

historical cost financial statements and ratios. The second 

set contained both historical cost statements and ratios and 

price-level adjusted financial statements and ratios. The 

third set contained only price-level adjusted financial 

statements and ratios. 

Dyckman's data were designed so that, based on historical 

cost financial statements, Firm One appeared to be superior 
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to Firm Two with regard to earning power and trend of earn-

ings. However, when price-level adjusted financial statements 

were used, Firm Two appeared to have greater earning power 

and a more favorable earnings trend. 

Individuals used in this study comprised three distinct 

groups, and each received only one of the sets of financial 

reports (historical cost financial statements, both historical 

cost and price-level adjusted financial statements, or only 

price-level adjusted financial statements). This procedure 

eliminated repeated use of the same individuals but required 

a large group of individuals as subjects. The distinct 

advantage of this procedure is that it eliminated any con-

founding experimental results associated with the learning 

phenomenon that occurs when the same subject is used more 

than once in an experiment. In addition, individuals were 

randomly assigned to each group to eliminate or reduce any 

differences in the demographic characteristics such as age, 

education, or training of the participants. 

Dyckman used as a population approximately 9,000 

financial analysts who were members of the Financial Analysts 

Federation. From this population, three stratified random 

samples, without replacement, with the following sizes were 

selected: Group One, 400; Group Two, 800; and Group Three, 

800. Each group received a different set of information. 

Members of Group One received background information and 

historical cost financial statements and ratios. Members of 
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Group Two received background information, historical cost 

financial statements, price-level adjusted financial state-

ments, and financial ratios based on both historical cost 

and price-level adjusted data. Members of Group Three 

received background information and price-level adjusted 

financial statements and ratios. 

Members of each group were requested to evaluate the 

two firms. They were asked to indicate which of the two 

firms should have higher stock prices and to determine the 

approximate range of prices that should be offered for the 

stock of each firm. 

Dyckman formulated the following hypotheses: 

A-l: The preference for Firm One, the firm with 
older asset structure, will decline as one 
moves successively from unadjusted reports 
to unadjusted plus supplementary reports to 
adjusted reports. 

A-2: The differences in the relative per-share 
evaluations are associated with the reporting 
method and the firm selected.26 

Dyckman used nonparametric statistics (the Contingency Coef-

ficient Statistics and the ICruskal-Wallis One Way Analysis of 

Variance) to test the hypotheses. 

The contingency coefficient obtained in the analysis was 

.34, indicating that correlation between preference for a 

firm's stock as an investment and its reporting method is 

only .34. Dyckman noted that "although the measure of 

association was highly significant in a statistical sense, it 

26Ibid., p. 11 
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does not suggest an extremely strong relationship . . . [and] 

correlations of about .70 would, in the author's opinion, 

have made statements about a strong relationship here justi-

27 

fiable." The results also revealed that the preference 

for a corporation's stock as an investment declined as one 

moved in sequence from historical cost financial statements 

to historical cost plus price-level adjusted statements to 

price-level adjusted statements. 

Jimmy Sheriff, in a behavioral field experiment, used 

accountants in South Carolina to determine whether significant 

attitudinal differences existed toward current-value finan-
28 

cial statements among different groups of accountants. His 
study had the following objectives: 

First, to determine whether current value financial 
statements have a significantly different effect 
upon estimated stock prices when projections are 
made by South Carolina public accountants, private 
accountants, and accounting educators; second, to 
determine whether these three groups have signifi-
cantly different opinions of current value account-
ing. 29 

Stock price projections made by the subjects in this experi-

ment involved a single company (XYZ Company) for which 

historical cost and current-value financial statements were 

prepared. 

27Ibid., p. 13. 

28 
Jimmy Don Sheriff, "An Empricial Investigation of 

Attitudes toward Current Values among Accounting Groups in 
South Carolina," unpublished doctoral dissertation, College 
of Business Administration, University of Georgia, 1976. 

29 
Ibid., p. 63. 
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Names of 713 members of accounting societies in South 

Carolina representing public accountants, private accoun-

tants, and accounting educators were selected. These names 

were randomly divided into a control group and an experimen-

tal group. Members of the control group received a ques-

tionnaire, along with background information and historical 

cost financial statements of XYZ Company for two years. 

Members of the experimental group received a questionnaire 

along with background information and current-value financial 

statements of XYZ Company for the same two years. Members 

within each group were asked to estimate the selling price of 

one share of XYZ Company common stock at the end of each of 

the two years. They were also asked to express their attitudes 

toward current-value financial statements on a seven-point 

scale basis, ranging from completely opposed to completely in 

favor. 

Sheriff formulated the following hypotheses: 

Major hypothesis I. There is no significant dif-
ference in the estimated selling price of one share 
of XYZ common stock between the experimental and 
control groups of public accountants, private 
accountants, and accounting educators in South 
Carolina regardless of whether their projections 
are based on historical cost or current value finan-
cial statements. 

Major Hypothesis II. There is no signficant dif-
ference of opinion toward current value accounting 
between the accounting experimental group exposed 
to XYZ Company current value financial statements 
versus the accounting control group exposed to XYZ 
Company historical cost financial statements.30 

30Ibid., p. 90-110. 
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Sheriff utilized the Kruskal-Wallis One Way Analysis of 

Variance (a nonparametric statistical test) to evaluate the 

hypotheses at a= .10 (90 percent confidence level). On the 

basis of his test results, he rejected hypothesis I and 

concluded that, at a 98 percent confidence level, inference 

may be drawn that stock price projections based on current 

value data were significantly different from those based on 

31 

historical cost data. However, the results revealed that, 

when tested at the previously determined confidence level 

(90 percent), hypothesis II could not be rejected. He con-

cluded, therefore, that there was no significant difference 
of opinion between those exposed to current-value and those 

32 

exposed to historical cost data in his experimental study. 

In another behavioral field experiment, Kenneth Lambert 

used bank loan officers to determine whether the presentation 

of supplementary general purchasing power financial state-

ments would significantly influence their decisions concerning 
33 

term loan agreements. The corporate loan divisions of the 

293 largest commercial banks in the United States were 

requested to secure the participation of their loan officers 

in this research. One hundred eighty-nine loan officers, 

representing sixty-four banks (21.8 percent of the banks 
•31 QO 
Ibid., p. 94. Ibid., p. 150 

33 
Kenneth Ray Lambert, "General Purchasing Power Finan-

cial Statement—A Behavioral Study," unpublished doctoral 
dissertation, College of Business Administration, University 
of Arkansas, 1977. 
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contacted) participated in the study. The loan officers were 

asked to evaluate a term loan request from two hypothetical 

companies, Alpha and Beta, and to specify the conditions for 

the loan agreements. For Alpha Company, comparative histor-

ical cost financial statements for five years were provided. 

For Beta Company, both historical cost statements and price-

level adjusted financial statements for the same five years 

were provided. 

The information provided to the loan officers had the 

following characteristics. On the historical cost basis, 

Beta Company appeared "fairly impressive" with regard to 

performance (earning power). However, on the basis of price-

level adjusted figures, Beta Company did not seem "impressive" 

with regards to earning power. In addition, on the basis of 

price-level adjusted financial statements, Beta Company 

appeared to have a significantly different capital structure 

from that based on historical cost financial statements 

because, as a result of price-level adjustement process, the 

total dollar amount of stockholders' equity increased relative 

to the total dollar amount of liabilities. This, in turn, 

resulted in a change in the ratio of stockholders' equity to 

total liabilities and the ratio of stockholders' equity to 

total assets. This change became obvious when the ratios 

based on price-level adjusted statements were compared to 

those based on historical costs. The result of this process 

was that, based on price-level adjusted statements, Beta 
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Company was placed In a favorable position in terms of capa-

bility to assume further debt. 

The bank loan officers were randomly divided into two 

groups: a control group (Group I) and an experimental group 

(Group II). Members of Group I received a questionnaire 

containing term loan requests from Alpha and Beta Companies, 

background information about both companies, five-year 

comparative historical cost financial statements for Alpha 

Company, and five-year price-level adjusted financial 

statements for Beta Company. Participants were not told that 

the information provided for the Beta Company was adjusted 

for price-level changes. Members of Group II received the 

same information as those in Group I except that, for Beta 

Company, both historical cost and supplementary price-level 

adjusted financial statements (both clearly labeled as such) 

were provided. 

Lambert formulated the following major hypothesis: 

Professional decisions of commercial bank loan 
officers based on conventional financial statements 
are not significantly different from comparable 
decisions that are based on financial statements 
containing both general purchasing power and histor-
ical cost information.34 

Lambert utilized two tests to analyze his data. First a z-test 

was used to determine whether there was a significant differ-

ence between the backgrounds (education, experience, etc.) of 

the two groups of loan officers. To test the homogeniety of 

*34 
Ibid., p. 58. 
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the twp groups, Lambert analyzed the evaluations made by 

both groups with respect to Alpha Company. For this company, 

both groups received only historical cost data. The test 

results revealed that there was no significant difference 

betweejn responses of the two groups. Therefore, Lambert 

concluded that the two independent samples were drawn from 

the same population. 

Second, a t-test was utilized to test the major hypo-

thesis! . For this purpose, the responses of each group for 

both qompanies were statistically compared. The t-test 

indicajted, at a 99 percent confidence level, that the hypo-

thesis should be accepted. Therefore, Lambert concluded that 

the loan decisions made on the basis of historical cost 

information were not significantly different from the loan 

decisions made on the basis of both historical cost and price-

level adjusted financial statements. 

Lambert noted that his findings were inconsistent with 

the claims of Accounting Research Study No. 6, "Reporting 

the Financial Effects of Price-Level Changes," and Accounting 

Principles Board Statement No. 3, "Financial Statements 

Restated for General Price-Level Changes," which indicate 

that i}rice-level adjusted financial data should be beneficial 

to th^ users of accounting information. Lambert offered 

three possible explanations for the discrepancy: (1) the 

numerical difference between historical cost information and 

the general purchasing power information in the test was not 
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sufficient to cause the two firms to be evaluated differ-

ently; (2) the loan officers in the second group did not use 

the general purchasing power information available to them; 

or (3) the general purchasing power information was used but 

35 
did not cause the test companies to be evaluated differently. 

Relationship of Previous Behavioral 
Studies to the Present Study 

The behavioral field experiments discussed in this 

chapter (those by Dyckman, Sheriff, and Lambert) are related 

to the research in this dissertation. They can be properly 

categorized as behavioral field experiments using actual 

subjects (financial analysts, bank loan officers, or accoun-

tants) rather than surrogates to determine the degree to which 

subjects use, or would use, price-level adjusted data, current-

value information, or the information prepared in accordance 

with requirements of Statement Ho. 33. 

The previous studies, as well as the research in this 

dissertation, all employ similar research designs and metho-

dologies in that 

1. All ask participants to make comparative 

evaluations of two companies based on their 

financial statements, where one group of 

participants (control group) utilizes or 

presumably utilizes only the historical cost 

Ibid., p. 94. 
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data in its evaluations and the second group 

of participants (experimental group) bases 

its evaluations on historical cost and infla-

tion adjusted data; 

2. All use questionnaires as a data-gathering 

technique; 

3. All are concerned with the utilization of 

accounting information by some professional 

group (financial analysts, bank loan officers, 

and accountants) in their decision-making 

process; and 

4. All except Sheriff's study use nonparametric 

statistics for analyzing data and testing 

hypotheses. 

Summary 

In this chapter, Statement No. 33 and its requirements 

were briefly reviewed. Previous studies relating to price-

level adjustments and current-value accounting were discussed. 

Major emphasis was placed on those studies that are concerned 

with the behavioral impact of price-level adjustments and 

current-value accounting. These behavioral studies and the 

methodologies used were discussed in detail and their 

similarities and relationship to the research employed in this 

dissertation were analyzed. In the following chapter, the 

research design and the research methodology employed in this 

dissertation are discussed. 



CHAPTER III 

METHODOLOGY 

Introduction 

The development of the discipline of accounting has been 

assisted by other disciplines such as law, economics, and 

statistics. Reliance on those disciplines has provided a 

part of the current accounting theory and practice framework. 

Another discipline, behavioral science, can facilitate a 

realistic examination of the validity surrounding accounting 

practice and theory through analysis of the behavioral pattern 
2 

of real-life subjects—users of accounting information. 

Behavioral science, with the aid of statistical tech-

niques, facilitates certain types of experiments in accounting. 

In these experiments, the behavioral patterns of users of 

accounting information in utilizing a given set of informa-

tion in their decision process are observed and analyzed. 

This process provides a tool for testing formulated hypotheses 

concerning the attitudes of one or more segments of user 

groups toward some accounting information. 

1John Grant Rhode, "Behavioral Science Methodologies with 
Application for Accounting Research: References and Source 
Materials," Research Methodology in Accounting, ed. Robert 
R. Sterling (Lawrence, 1972), p. 123. 

^Ibid. 

45 
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The verification or rejection of a formulated hypothesis, 

in turn, provides a basis for evaluating the validity of 

theoretical statements about the nature and consequences of 

an existing accounting practice.3 

Like other professions, accounting serves a society by 

providing a service—information. Ideally, the information 

provided should be tailored to the needs of user groups. 

Through behavioral experiments, the attitudes and behavioral 

patterns of various user groups toward a set of information 

can be studied and analyzed. Based on the findings of these 

experiments, the extent, the form, and the nature of account-

ing information can be modified to better meet the needs of 

user groups. It is anticipated that the awareness of the 

decision-making process and of behavioral patterns of user 
4 

groups would influence future accounting developments. 

Research Objectives and Sample Selection 

The primary objective of this study is to determine 

whether supplementary information required by Statement No. 

33 will be utilized by financial analysts in the Dallas/ 

Fort Worth and Houston regions in assessing an enterprise's 

(a) operating performance, (b) ability to maintain physical 

O 

Edwin H. Caplan, "Accounting Research as an Information 
Source for Theory Construction," Research Methodology in 
Accounting, ed. Robert R. Sterling (Lawrence, 1972), p. 45. 

4American Accounting Association, A Statement of Basic 
Accounting Theory (Evanston, 1966), p. 63. 
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operating capability, and (c) ability to maintain the general 

purchasing power of invested financial capital. 

In addition to the primary objective, this study has 

three secondary objectives: 

1. To determine to what extent the supplementary 

information would be used; 

2. To determine which type of supplementary infor-

mation (constant dollar or current cost), if either, 

would be most used in making each of the 

assessments; and 

3. To gather additional comments made by the 

analysts regarding the supplementary information. 

Financial analysts were chosen as subjects in this study 

because use of the supplementary information prepared in 

accordance with Statement No. 33 requires a high level of 

sophistication in understanding financial data. Presumably 

financial analysts have this level of sophistication. 

Analysts in the Dallas/Fort Worth and Houston regions 

were selected from the analyst user group to serve as subjects 

in this study because of their relative accessibility for 

gathering data. The names and addresses of 408 financial 

analysts in these regions were taken from the 1979-80 edition 

of the Handbook of the Association of Financial Analysts. 

Originally it was planned to divide the analysts randomly 

into two groups: a control group and an experimental group. 
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Members of the control group were to receive Information 

Packet I, which contained historical cost information, and 

members of the experimental group were to receive Information 

Packet II, which contained historical cost and supplementary 

information. These packets and their contents will be 

discussed in detail in later sections. However, a close 

analysis of the list of financial analysts in the Dallas/Fort 

Worth and Houston regions revealed that, in many cases, more 

than one analyst was employed by a single company. If the 

analysts were randomly assigned to the control group and the 

experimental group, it would be possible that some employees 

of a firm would be selected as members of the control group 

and some other employees of that firm would be selected as 

members of the experimental group. Inter-group collaboration 

in completing the questionnaires would be possible, which 

would have invalidated the results of this study. 

Three alternatives could be used to resolve this problem. 

First, only one analyst might be selected from each firm. 

This alternative was rejected because the number of analysts 

to be surveyed would have been reduced from 408 to approxi-

mately 160, which could have severely limited the power of 

5 
experimental methodology. 

5 
Since increasing the size of the sample is one of the 

most common methods of increasing the power of experimental 
methodology, an opposite effect could ensue if the size of 
the sample were to decrease. For further discussion see 
Roger E. Kirk, Experimental Design: Procedures for Behavioral 
Science (Belmont, 1968), pp. 2, 31. 
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The second alternative would be to randomly assign each 

of the 408 names to either the control group or the experi-

mental group, with information packets being mailed to those 

companies with only one member in the Financial Analysts 

Association and to those companies whose analysts were 

exclusively in either the control group or the experimental 

group. In those cases where a company's analysts fell into 

both groups, a time lag would be introduced between mailing 

information packets to those in the control group and to 

those in the experimental group. This alternative was 

rejected because: (1) mailing information packets at differ-

ent time periods might have introduced a so-called "learning 

effect" in favor of those receiving the questionnaires at the 

later time; and (2) this alternative would have made it 

difficult to follow up on those who did not complete the 

original questionnaire. 

The third alternative would be to classify each firm as 

being in a category based on the number of analysts represent-

ing that company in the Dallas/Fort Worth and Houston 

Chapters of the Association of Financial Analysts. The firms 

within each category would then be assigned randomly to 

either the control or the experimental group. As a result, 

all analysts in a single firm would receive only one type of 

information packet. An obvious shortcoming of this procedure 

is the lack of "true" randomization, i.e., all analysts of a 

single firm would be selected only as either control-group 
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members or experimental-group members. However, despite 

-this deficiency, this alternative prevents confounding the 

experimental results which are associated with the "learning 

effect" and inter-group collaboration; hence, it was chosen 

for randomization procedures. Numbers were assigned to the 

companies within each category and random number tables were 

used to determine whether the analysts within the companies 

were in the control group or the experimental group. Table I 

shows the number of analysts in the control group and the 

experimental group to whom information packets were mailed. 

TABLE I 

ANALYSIS OF ANALYSTS BY GROUP 

Group Number of Analysts 

Control 200 

Experimental 208 

Total . . 408 

Description of Test Companies 

The evaluations made by financial analysts in this study 

involved two "manufacturing" companies that differed with 

respect to their financial and operating structures. The 

financial statements of these companies (hereinafter referred 

to as Companies A and B) were originally taken from 

Moody's Industrial Manual. The financial statements were 

modified to better fit the purposes of this study. The 
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statements of Company B were modified to be relatively more 

affected by general inflation and rising specific prices than 

those of Company A. (The modified financial statements for 

Companies A and B are included in Appendices A and B.) 

Company B is capital intensive, with its long-lived 

assets comprising 61 percent and 54 percent, respectively, of 

its total assets in 1977 and 1978. Company A, on the other 

hand, is relatively less capital intensive and its long-lived 

assets comprised 29 percent and 30 percent, respectively, of 

its total assets in 1977 and 1978. In Company B, cost of goods 

sold and depreciation expense together are approximately 

87 percent of total expenses in both 1977 and 1978. In 

Company A, cost of goods sold and depreciation expense 

together account for approximately 52 percent of total expenses 

in both 1977 and 1978. 

Based on historical cost data, one may conclude that 

Company B, because of its capital intensity and financial 

structure, would be relatively more affected by rising prices 

than Company A. Therefore, Company B's earning power would 

be deteriorated and it would be unable to maintain its 

physical operating capability and the purchasing power of the 

stockholders' equity relative to Company A. But, based on 

historical cost data, the extent of deterioration of earning 

power, the degree of erosion of the physical operating 

capability, and erosion of the purchasing power of stock-

holders' equity are not clearly evident. 
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Based on the supplementary information, it is clear 

that Company A has outperformed Company B with regards to 

earning power and trend of earnings. It is also apparent 

that Company A has been relatively better able to maintain 

its physical operating capability and the purchasing power 

of the stockholders' equity. 

Description of Information Packets and 
Pretesting Questionnaire 

Information Packets 

In this study two information packets were prepared. 

Financial analysts in the control group received Information 

Packet I (illustrated in Appendix A). This packet contained 

the following: 

1. A cover letter explaining the project and asking 

the financial analysts to participate; 

2. Background information about the two companies; 

3. Comparative historical cost financial statements 

for fiscal years 1977 and 1978 for the two com-

panies. These statements included income state-

ments, balance sheets, and statements of changes 

in financial position; 

4. Basic financial ratios based on historical costs 

covering the period 1974-1978; and 

5. A questionnaire. 
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The questionnaire requested the analysts to rank 

Companies A and B, relative to the array of companies that 

they had analyzed in the past, with regard to (1) future 

performance, (2) ability to maintain existing physical 

operating capability from the periodic revenues generated, 

and (3) ability to maintain the general purchasing power of 

invested financial capital. In the ranking, a quartile 

ranking scale was used. The first quartile represented the 

most favorable position and the last one represented the 

least favorable position. In arriving at their rankings, 

analysts were asked to consider only the financial data 

provided. They were also asked to specify which statement(s) 

or ratio(s) they utilized in making the rankings. 

In order to control the experiment and to test only for 

the content of financial information, some factors were held 

constant so that any differences between the experimental 

group and the control group in evaluating the companies could 

be attributed only to the supplementary information. For 

instance, it was specified that both companies use the same 

depreciation and inventory costing methods. Background 

information provided was limited to the statement that both 

companies were manufacturing companies and that they differed 

only with respect to operating and financial structures. 

Holding nonfinancial data constant made it possible to test 

the effects of supplementary information on the evaluations 

of Companies A and B. 
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Information Packet II (illustrated in Appendix B) was 

sent to financial analysts in the experimental group. It 

contained the same information as Information Packet I, 

except for the following supplementary information covering 

the period 1974-1978: 

1. Historical cost/constant dollar information for 

the two companies: 

a. Net sales and other operating revenues 

b. Total income from continuing operations 

c. Income per common share from continuing 

operations 

d. Net assets at fiscal year-end 

e. Purchasing power gain (loss) on net monetary 

items 

f. Cash dividends paid per common share 

g. Market price per common share at fiscal year-end 

2. Current cost information 

a. Total income from continuing operations 

b. Income per common share from continuing 

operations 

c. Net assets at year-end 

d. Excess of increases in specific prices of 

inventories, property, plant, and equipment 

over increases based on general price-level 

3. Other information: Average Consumer Price Index 

for All Urban Consumers 
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4. A brief explanation of some of the supplementary 

data and its impact on the earnings and financial 

resources of test companies. 

Financial analysts in the experimental group were 

requested to make rankings similar to those made by the 

analysts in the control group, except that the rankings could 

be based on both historical cost statements and supple 

mentary data. In addition to ranking the companies, these 

analysts were requested to specify 

1. Whether supplementary information was useful 

in those rankings; 

2. The type of supplementary information used in 

each ranking; and 

3. Any comments they deemed necessary. 

Figure 1 depicts the research design and shows the informa-

tion contents of the packets. 

Pretesting the Questionnaire 

Prior to mailing the information packets, the question-

naires were pretested. Ten accounting and finance graduate 

students at North Texas State University and two financial 

analysts participated in the pretest. These participants 

were divided into a control group receiving Information 

Packet I and an experimental group receiving Information 

Packet II. After completing the questionnaires, the partici-

pants were requested to make any comments and suggestions 
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Financial Analysts in Dallas/Fort Worth and Houston 

Random Selection into 

CONTROL GROUP 
Received 

Information Packet I 

EXPERIMENTAL GROUP 
Received 

Information Packet II 

Contents of Packet I: 

A. Cover letter 

B. Financial statements 
based on historical 
costs for two years 

C. Basic historical cost 
ratios for five years 

D. Questionnaire request-
ing analysts to rank 
Companies A and B in 
terms of: 

1. Future performance 
(earning power) 

2. Ability to maintain 
physical operating 
capability 

3. Ability to maintain 
purchasing power of 
invested financial 
capital 

Contents of Packet II: 

A. Cover letter 

B. Financial statements 
based on historical 
costs for two years 

C. Basic historical cost 
ratios for five years 

D. Supplementary information 
for five years 

E. Questionnaire requesting 
analysts to rank Companies 
A and B in terms of: 

1. Future performance 
(earning power) 

2. Ability to maintain 
physical operating 
capability > 

3. Ability to maintain 
purchasing power of 
invested financial 
capital 

Fig. 1—Research Design and Contents of Information Packets 
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that they deemed necessary. Based on comments and sugges-

tions made by the pretest participants and the analysis of 

the results obtained, several modifications were incorporated 

in the information packets. The results of this pretest 

were not otherwise used in the research study. 

Hypotheses 

As previously stated, the primary objective of this 

study is to determine whether the presentation of supple-

mentary information provided in accordance with requirements 

of Statement No. 33 will be utilized by financial analysts 

in the Dallas/Fort Worth and Houston Regions in evaluating 

Companies A and B in the following terms: 

1. Their future operating performance (earning power); 

2. Their ability to maintain physical operating capa-

bility from the periodic revenues generated; and 

3. Their ability to maintain the purchasing power of 

invested financial capital. 

In order to accomplish the primary objective, the 

following research hypothesis was formulated: 

Professional opinions of financial analysts 

in the Dallas/Fort Worth and Houston regions 

in evaluating an enterprise's operating 

performance, its ability to maintain physical 

operating capability, and its ability to main-

tain purchasing power of invested financial 
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capital are not significantly different 

whether the opinions are based on his-

torical cost information only or on both 

historical cost information and the 

supplementary information prepared in 

accordance with Statement No. 33. 

This research hypothesis is subdivided into the following 

statistical null hypotheses (H s) and alternative hypotheses 

(HlS): 

1. H : There is no statistically significant differ-
o 

ence between the assessments of the performance 

(earning power) of Company A made by the 

financial analysts in the control group (those 

receiving only historical cost information) and 

by the financial analysts in the experimental 

group (those receiving historical cost, constant 

dollar, and current cost information). 

H^: There is a statistically significant difference 

between the assessments of the peformance 

(earning power) of Company A made by the finan-

cial analysts in the control group and by the 

financial analysts in the experimental group. 

2. H : There is no statistically significant differ-
o 

ence between the assessments of the performance 

(earning power) of Company B made by the 

financial analysts in the control group and by 
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the financial analysts in the experimental 

group. 

H^: There is a statistically significant differ-

ence between the assessments of the 

performance (earning power) of Company B made 

by the financial analysts in the control group 

and by the financial analysts in the experimental 

group. 

3. H : There is no statistically significant differ-
o 

ence between the assessments of the ability of 

Company A to maintain its physical operating 

capability made by the financial analysts in 

the control group and by the financial analysts 

in the experimental group. 

: There is a statistically significant difference 

between the assessments of the ability of 

Company A to maintain its physical operating 

capability made by the financial analysts in 

the control group and by the financial analysts 

in the experimental group. 

4. Hq: There is no statistically significant differ-

ence between the assessments of the ability of 

Company B to maintain its physical operating 

capability made by the financial analysts in 

the control group and by the financial analysts 

in the experiment al group. 
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H^: There is a statistically significant difference 

between the assessments of the ability of 

Company B to maintain its physical operating 

capability made by the financial analysts in 

the control group and by the financial analysts 

in the experimental group. 

5. Hq: There is no statistically significant differ-

ence between the assessments of the ability of 

Company A to maintain the general purchasing 

power of its invested financial capital made 

by the financial analysts in the control group 

and by the financial analysts in the experi-

mental group. 

: There is a statistically significant difference 

between the assessments of the ability of 

Company A to maintain the general purchasing 

power of its invested financial capital made by 

the financial analysts in the control group and by 

the financial analysts in the experimental 

group. 

6. Hq: There is no statistically significant difference 

between the assessments of the ability of 

Company B to maintain the general purchasing 

power of its invested financial capital made by 

the financial analysts in the control group and by 
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the financial analysts in the experimental 

group. 

H1: There is a statistically significant difference 

between the assessments of the ability of 

Company B to maintain the general purchasing 

power of its invested financial capital made 

by the financial analysts in the control group 

and by the financial analysts in the experi-

mental group. 

In addition, this study had the following secondary 

objectives: 

1. To determine the extent to which the supplementary 

information would be used; 

2. To determine what type of supplementary information 

(constant dollar or current cost) would be most 

used by analysts; and 

3. To gather additional comments regarding the supple-

mentary information. 

The secondary objectives will be analyzed with the aid of 

descriptive statistics. 

Testing 

Nonparametric Statistics 

Most behavioral studies are especially amenable to non-

parametric statistics, also referred to as "distribution free' 

statistics. Nonparametric statistics are most appropriate 
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where: (1) the data obtained are measured on at most an 

ordinal scale (ranking technique is used or the relationships 

of two or more variables are expressed in terms of higher, 

lower, preferred, etc.); and (2) less stringent assumptions 

need to be made regarding the population distribution, 

variance, etc. While nonparametric tests are slightly less 

power efficient than their parametric counterparts, this 

shortcoming can be offset by their appropriateness in appli-

cation to small behavioral studies in absence of feasible 

7 
parametric tests. 

Statistical Tests 

The Mann-Whitney U-Test is used to test the hypotheses 

of this study. The Mann-Whitney U-Test is one of the most 

powerful nonparametric tests and is the most useful alterna-

tive to the parametric t-test where the researcher wants to 

8 

avoid the assumptions made by the t-test. This test is 

conducted to determine whether the two populations have the 

same distribution. The null hypotheses in this study state 

that the control group (population A) and the experimental group 

(population B) have the same distribution. Stated differently, 

there is no statistically significant difference between the 

assessments of Company A and Company B made by the analysts 

in the control group and the assessments made by the analysts 

^Sidney Siegels, Nonparametric Studies (New York, 1956), 
pp. 32-33. 

7Ibid. , 8Ibid., p. 116. 
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in the experimental group. Mathematically, the hypotheses 

can be stated in the following terms: 

HQ: P(a) = P(b) = 

P(a) f P(b) f i 

whe re: 

P = probability 

a = "bulk" evaluations by control group 

b = "bulk" evaluations by experimental group 

In order to use the computer for the analysis of 

data, a quartile ranking scale on the collected data is 

translated into numerical values. The method of translation 

used is shown below. 

Quartile Ranking Categories Numerical Value 

First quartile (most favorable position) 4 

Second quartile 3 

Third quartile ^ 
Fourth quartile (least favorable position) 1 

On the basis of the numerical values obtained, the U 

value (the statistics used in the Mann-Whitney U-Test) can be 

computed. The U value is given by the number of times that a 

score in the group with n2 cases (the larger sample size) 

precedes a score in the group with n-̂  cases (the smaller 

9 
sample size) in the ranking. That is, 

n1 (n1 + 1) 
U = n in 2 + Rx ; 

9Ibid., p. 120. 
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10 

n (n9 + 1) 
D " nl n2 + 2 B2 

where: 

n 1 = smaller sample size 

ng = larger sample size 

R1 = sum of the relative ranks computed for group whose 
sample size is n^ 

R2 = sum of the relative ranks computed for group whose 
sample size is rig-

After computing the U value, by referring to appropriate 

tables, the null hypotheses can be evaluated. The above pro-

cedure is appropriate for small sample sizes (n2 <20 observa-

tions). However, as the sample size increases, the sampling 

distribution of U rapidly approaches the normal distribution 

with:11 

nln2 
Mean = yu = — 5 — 

and 

Standard Deviation = au = A nl^ n2^ n.l + n2 + _ 

V 12 

When n2 > 20 (in this study n 1 and n 2 are larger 

than 20), one can determine the significance of an 

12 
observed U as follows: 

10In Mann-Whitney U-procedure the smallest of the two U 
values should be used. 

11 12 
Siegels, Nonparametric Studies, p. 116. Ibid., p. 125. 
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U 
nln2 

U - yu 
au Jy//(n1)(n2)(n1 + n2 + l) 

12 

When many tie scores in the observations may be expected 

(as in this study), a correction factor for the tie scores 

must be used. The correction factor is £T, and that is the 
t3 - t 

sum of values of (tied scores). Therefore, the final 

formula becomes 
13 

12 

Z = 

U 
nln2 

nln2 
N(N - 1) 

N3 - N 
12 

- ET 

where: 

N = number of observations in the experiment; 

Other terms already defined. 

For the computation of Z, the Statistical Package for the 

14 

Social Sciences (SPSS) will be used to test each null 

hypothesis at .05, the traditional probability level. 

Summary 

In this chapter, the importance of behavioral science 

and, more specifically an understanding of the decision 
— 

Ibid. 

"L4Hull C. Hadlai and Norman H. Nie, SPSS Update: New 
Procedures and Facilities for Releases 7 and 8 (New York, 
1979). 
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process and of the behavioral pattern of users of accounting 

information to the accounting profession have been discussed. 

The nature of information sought in this study, the procedure 

for selecting control and experimental groups, and the con-

tents of information packets sent to participants were 

explained. The objectives of the study, the formulated hypo-

theses, and the statistical tests to be employed were 

discussed. In the following chapter, the collected data are 

analyzed, the hypotheses are tested, the test results are 

interpreted, and finally, based on the findings, conclusions 

are drawn. 



CHAPTER IV 

ANALYSIS AND INTERPRETATION OF RESULTS 

Introduction 

In the first section of this chapter, the data collection 

procedures used in this study are discussed. The second part 

of the chapter includes the statistical test results, evalua-

tions of the tests of the formulated hypotheses, and the 

interpretations of the test results. The responses and com-

ments made by analysts in the experimental group about the 

supplementary information are presented and analyzed in the 

third part of this chapter. Finally, in the last part, 
I -

Chapter IV is summarized. 

Collection of Data 

As previously pointed out, financial analysts in the 

Dallas/Fort Worth and Houston regions participated in this 

study. These analysts were randomly divided into two groups: 

a control group and an experimental group. Information 

Packets I and II, shown in Appendices A and B, were mailed to 

408 financial analysts (208 in the experimental group and 

200 in the control group). A follow-up letter (shown in 

Appendix C) was sent to all analysts from whom responses were 

not received within three weeks after the information packets 

were mailed. 

67 
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A total fo 105 responses were received. This represents 

a response rate of approximately 26 percent. However, only 

65 responses, representing approximately 16 percent of the 

analysts to whom packets were sent were usable. Table II 

summarizes the responses for each group. 

TABLE II 

ANALYSIS OF RESPONSES BY GROUPS 

Total 
Total Responses Usable Responses 

Group Information 
Packets 
Mailed Number* 

Percent of 
Packets 
Mailed 

Number 
Percent of 
Packets 
Mailed 

Control 200 50 25.00 31 15.50 

Experimental 208 55 26.44 34 16.34 

Total 408 105 25.73 65 15.93 

*Forty uncompleted questionnaires were returned. Of 
these, five respondents indicated that because of time limi-
tations or company policies they were not able to complete the 
questionnaires, and thirty-five respondents stated that they 
were not working as financial analysts and thus did not par-
ticipate in the study. In addition, three completed question-
naires were returned after the analysis of data was completed 
and were not included in the final analysis. 

Two specific limitations of the study stem from the data 

collection process. The first limitation results from the 

low response rate. As indicated in Table II, approximately 

26 percent of the analysts to whom packets were sent responded. 

Although this percentage appears low, it is not unique to 
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this study. The response rate obtained in most data collec-

tion procedures utilizing mail questionnaires is low. The 

modal response rate in such procedures is usually between 

20 percent and 40 percent."'" 

The second limitation arises because the sample was 

limited to analysts who are members of the Financial Analysts 

Association in the Dallas/Fort Worth and Houston areas. 

Some of the persons who are members of the Association are 

not currently engaged as financial analysts. Also the 

sample does not include analysts who are not members of the 

Association in the two regions. These limitations, as well 

as those mentioned in the previous chapters, must be 

considered in evaluating results of this study. 
m 

Analysis of Data—Primary Objective 

In the following paragraphs, the results of testing the 

statistical hypotheses formulated in the preceding chapter 

will be discussed and evaluated. Each null and alternative 

hypothesis will be reiterated, the significance level and 

the rejection area will be discussed. The test results 

will be presented and the hypotheses will be evaluated. 

Since many financial and nonfinancial factors influencing 

the assessments made by the analysts in this experiment 

were held constant, any observed difference between the 

"4?aul E. Green and Donald S. Tull, Research for Mar-
keting Decisions (Englewood Cliffs, 1975), p. 152. 
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assessments made by the control group and those made by the 

experimental group may be attributed to utilization of the 

supplementary information. 

Hypothesis 1 

Restatement of null and alternative hypotheses.—Hq: 

There is no statistically significant difference between the 

assessments of the performance (earning power) of Company A 

made by the financial analysts in the control group (those 

receiving only historical cost information) and by the 

financial analysts in the experimental group (those receiving 

historical cost, constant dollar, and current cost informa-

tion). H1: There is a statistically significant difference 

between the assessments of the performance (earning power) of 

Company A made by the financial analysts in the control group 

and by the financial analysts in the experimental group. 

Significance level.—A significance level of .05 (95 

percent confidence level) is used to test this and other 

hypotheses in this chapter. 

Rejection area.—Since in this and the other hypo-

theses does not predict the direction of the difference 

between the evaluations by the control group and by the 

experimental group, the area of rejection is two-tailed. It 

includes all values of Z (the test statistic), which are so 

extreme that the probability of such occurrences under Hq 
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is equal to or less than .05 (the pre-established signifi-

cance level). 

Test results.—Table III shows the test results for 

Hypothesis 1, This table, as well as those presented for 

other hypotheses, contains the following: number of 

TABLE III 

TEST RESULTS FOR HYPOTHESIS 1 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group 

U Value 
Z Value 

Corrected for 
Ties 

Two-tailed 
Probability 

Level 

31 

(26.24) 

34 

(39.16) 

317.50 -3.0471 0.0023 

*mean relative rank appears in parentheses 

observations in each group, mean relative rank, computed U 

value, computed Z value, and the probability associated with 

2 
occurrence of the Z value. As shown in Table III, the 

probability of the occurrence of a Z value < -3.0471 under 

H is 0.0023 o 

^The U and Z statistics have been discussed in Chapter 
III, pages 63-65. The mean relative rank represents the 
average rank for each group (control and experimental) and 
is based on the analysts' evaluations of each company. The 

y r> 

mean relative rank is computed by the formula — , where ER 

is the total of the individual relative ranks of the evalu-
ations of analysts in the group and n is the number of analysts 
in the group. A close look at the mean relative ranks for 
Company A by the control group (26.24) and by the experimental 
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Interpretation.—Since the probability ( 0 . 0 0 2 3 ) is 

smaller than the previously determined significance level 

( . 0 5 ) , H Q is rejected in favor of B ^ . This means that the 

evaluations of the long-run performance (earning power) of 

Company A made by the financial analysts in the control group 

are significantly different from those made by the analysts 

in the experimental group. The test results indicate that 

group (39.16) suggests that the experimental group evaluated 
the company more favorably than did the control group. This 
was not expected because the supplementary information for 
Company A was designed to show that this company would not be 
materially affected by inflation. For this reason, there 
should not be a substantial difference in the mean relative 
ranks of the evaluations by the control and by the experimen-
tal groups with regard to Company A. 

There are two possible explanations for this difference. 
First, it is possible that the respondents in the experimental 
group have overreacted to the supplementary information. That 
is, possibly analysts in the control group, in evaluating 
Company A, had discounted the historical cost information for 
the effects of inflation. However, when the analysts in the 
experimental group observed that Company A is not materially 
affected by inflation, they tended to over-evaluate this 
company. As a result, a significant difference between the 
evaluations of the two groups became evident. 

The second possible explanation is that the participants 
may have compared the sample companies relative to each other. 
That is, comparing the supplementary information for both 
companies clearly supports the relative superiority of 
Company A over Company B in its ability to cope wit̂ h infla-
tion. Therefore, it is possible that the respondents may have 
compared Companies A and B relative to each other, and they 
may have 'ignored the instructions of the questionnaire, which 
clearly instruct them to rank these companies relative to the 
arrays of companies that they have analyzed in the past. 
Even if the analysts did rank Companies A and B relative to 
each other rather than ranking them relative to the array of 
companies they have analyzed in the past, or overreacted to 
the supplementary information, the collected data still ful-
fills the objective of this study and shows that presentation 
of the supplementary information significantly influenced the 
respondents' evaluations of the two companies. 
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the supplementary information significantly influenced the 

evaluations of long-run earning power of Company A made by 

the analysts in the experimental group. 

Hypothesis 2 

Restatement of null and alternative hypotheses.—Hq: 

There is no statistically significant difference between the 

assessments of the performance (earning power) of Company B 

made by the financial analysts in the control group and by the 

financial analysts in the experimental group. There is 

a statistically significant difference between the assessments 

of the performance (earning power) of Company B made by the 

financial analysts in the control group and by the financial 

analysts in the experimental group. 

Test results.—The test results for hypothesis 2 are 

shown in Table IV. This table shows that the probability of 

the occurrence of a Z value ^ -2.4167 under Hq is 0.0157. 

TABLE IV 

TEST RESULTS FOR HYPOTHESIS 2 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group 

U Value 
Z Value 

Corrected for 
Ties 

Two-tailed 
Probability 

Level 

31 

(38.48) 

34 

(28) 

357 -2.4167 0.0157 

*mean relative rank appears in parentheses 
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Interpretation.—The computed probability is smaller than 

.05; therefore, the decision is to reject Hq in favor of H^. 

The test results indicate that the evaluations of the earning 

power of Company B made by the financial analysts in the con-

trol group are significantly different from those made by the 

analysts in the experimental group. Also the mean relative 

ranks indicate that the experimental group evaluated Company 

B less favorably with regard to its earning power than did the 

control group. This observed difference in evaluations may 

be attributed to the use of the supplementary information by 

the experimental group in evaluating the earning power of 

Company B. 

Hypothesis J3 

Restatement of null and alternative hypotheses.—HQ: 

There is no statistically significant difference between the 

assessments of the ability of Company A to maintain its 

physical operating capability made by the financial analysts 

in the control group and by the financial analysts in the 

experimental group. H^: There is a statistically signifi-

cant difference between the assessments of the ability of 

Company A to maintain its physical operating capability made 

by the financial analysts in the control group and by the 

financial analysts in the experimental group. 
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Test results.—The test results for hypothesis 3 are 

shown in Table V. This table indicates that the probability 

of the occurrence of a Z value < -0.9804 under Hq is 0.3269. 

TABLE V 

TEST RESULTS FOR HYPOTHESIS 3 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group U Value 

Z Value 
Corrected for 

Ties 

Two-tailed 
Probability 

Level 

31 

(30.77) 

34 

(35.03) 

458 -0.9804 0.3269 

*mean relative rank appears in parentheses 

Interpretation .—Since the computed probability is larger 

than the .05 probability level, the decision is made to not 

reject Hq in favor of H.̂ . This means that the evaluations 

of the ability of Company A to maintain its physical operating 

capability made by the financial analysts in the control group 

do not differ significantly from those made by the analysts 

in the experimental group. That is, the presentation of the 

supplementary information did not significantly influence the 

evaluations made by the financial analysts in the experimen-

tal group of Company A's ability to maintain its physical 

operating capability from the periodic revenues generated. 

The mean relative ranks of the control group (30.77) and the 

experimental group (35.03) suggest that this company has 
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been evaluated differently by the control and by the experi-

mental groups. That is, the experimental group evaluated 

Company A more favorably than did the control group in the 

above evaluation. However, this difference in evaluation is 

not significant in the statistical sense. 

Hypothesis 4 

Restatement of null and alternative hypotheses.—Ho: 

There is no statistically significant difference between the 

assessments of the ability of Company B to maintain its 

physical operating capability made by the financial analysts 

in the control group and by the financial analysts in the 

experimental group. H1: There is a statistically signifi-

cant difference between the assessments of the ability of 

Company B to maintain its physical operating capability made 

by the financial analysts in the control group and by the 

financial analysts in the experimental group. 

Test results.—The test results for hypothesis 4 are 

shown in Table VI. According to this table, the probability 

of the occurrence of a Z value 4 -2.7010 under Hq is 0.0069. 

Interpretation.—Since the computed probability is 

smaller than .05, the decision is made to reject Hq in favor 

of H^. This means that the evaluations of the ability of 

Company B to maintain its physical operating capability made 

by the analysts in the control group are significantly 
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different from those nia.de by the analysts in the experimental 

group. The mean relative ranks also indicate that the experi-

mental group evaluated Company B's ability to maintain its 

TABLE VI 

TEST RESULTS FOR HYPOTHESIS 4 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group 

U Value 
Z Value 

Corrected for 
Ties 

Two-tailed 
Probability 

Level 

31 

(39.23) 

34 

(27.32) 

334 -2.7010 0.0069 

*mean relative rank appears in parentheses 

physical operating capability less favorably than did the 

control group. The evidence implies that evaluations made by 

the analysts in the experimental group are significantly 

influenced by the supplementary information. Therefore, it 

may be concluded that in making the above evaluations, the 

analysts in the experimental group used the supplementary 

information. 

Hypothesis 5 

Restatement of null and alternative hypotheses.—Hq: 

There is no statistically significant difference between the 

assessments of the ability of Company A to maintain the 

general purchasing power of its invested financial capital 

made by the financial analysts in the control group and by 
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the financial analysts in the experimental group. H^: There 

is a statistically significant difference between the assess-

ments of the ability of Company A to maintain the general 

purchasing power of its invested capital made by the finan-

cial analysts in the control group and by the financial 

analysts in the experimental group. 

Test results.—The test results for hypothesis 5 are 

shown in Table VII. This table indicates that the probability 

of the occurrence of a Z value 4 -3.7506 under Hq is 0.0002. 

TABLE VII 

TEST RESULTS FOR HYPOTHESIS 5 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group 

U Value 
Z Value 

Corrected for 
Ties 

Two-tailed 
Probability 

Level 

31 

(24.55) 

34 

(40.71) 

265 -3.7506 0.0002 

*mean relative rank appears in parentheses 

Interpretation.—Since the probability is smaller than 

.05, the decision is made to reject Hq in favor of H^. This 

means that the evaluations of Company A's ability to maintain 

the general purchasing power of its financial capital made by 

the analysts in the experimental group are significantly dif-

ferent from those made by the analysts in the control group. 

A close look at the mean relative ranks also suggests that 
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the experimental group evaluated Company A's ability to main-

tain the general purchasing power of its financial capital 

more favorably than did the control group. Thus, the evidence 

indicates that the supplementary information significantly 

influenced the evaluations made by the analysts in the experi-

mental group with regard to Company A's ability to maintain 

the general purchasing power of its financial capital. 

Hypothesis 6 

Restatement of null and alternative hypotheses.—Hq: 

There is no statistically significant difference between the 

assessments of the ability of Company B to maintain the 

general purchasing power of its invested financial capital 

made by the financial analysts in the control group and by 

the financial analysts in the experimental group. H^: There 

is a statistically significant difference between the 

assessments of the ability of Company B to maintain the 

general purchasing power of its invested financial capital 

made by the financial analysts in the control group and by 

the financial analysts in the experimental group. 

Test results.—The test results for hypothesis 6 are 

shown in Table VIII, which indicates that the probability 

of the occurrence of a Z value 4 -3.5942 under HQ is 

0.0003. 
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TABLE VIII 

TEST RESULTS FOR HYPOTHESIS 6 

Number of Observations* Computed Statistics Two-tailed 
Probability 

Level Control 
Group 

Experimental 
Group 

U Value 
Z Value 

Corrected for 
Ties 

Two-tailed 
Probability 

Level 

31 

(41.42) 

34 

(25.32) 

266 -3.5942 0.0003 

*mean relative rank appears in parentheses 

Interpretation.—Since this probability is less than .05, 

the decision is made to reject Hq in favor of H^. This means 

that there is a significant difference between the evaluations 

of Company B's ability to maintain the general purchasing 

power of its financial capital made by the analysts in the 

control group and the evaluations made by the analysts in the 

experimental group. The mean relative ranks also indicate 

that the experimental group evaluated Company B's ability to 

maintain the general purchasing power of its financial capital 

less favorably than did the control group. This suggests 

that the financial analysts in the experimental group utilized 

the supplementary information in evaluating the ability of 

Company B to maintain the general purchasing power of its 

financial capital. 

Summary of Relative Ranks 

In Table IX the mean relative ranks for each question and 

by each group are shown. It shows that the mean relative ranks 
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computed for Company A (less capital intensive company) for 

the experimental group are higher than those computed for the 

control group. On the other hand, the mean relative ranks 

TABLE IX 

MEAN RELATIVE RANKS OF EVALUATIONS OF COMPANIES A AND B 
BY THE CONTROL AND THE EXPERIMENTAL GROUPS 

Company A 
Mean Relative Rank 

Company B 
Mean Relative Rank 

Q U E S T I O N Control 
Group 

Experi-
mental 
Group 

Control 
Group 

Experi-
mental 
Group 

1. Evaluating long-run 
performance (earning 
power) 

26.24 39.16 38.48 28.00 

2. Evaluating ability 
to maintain physical 
operating capability 

30.77 35.03 39.23 27.32 

3. Evaluating ability 
to maintain general 
purchasing power of 
financial capital 

24.55 40.71 41.42 25.32 

computed for Company B (more capital intensive company) for 

the experimental group are lower than those computed for the 

control group. That is, because of the supplementary infor-

mation, the analysts in the experimental group have evaluated 

Companies A and B differently than the analysts in the con-

trol group. The quartile rankings of each company by the 

control group and the experimental group are shown in 

Appendix D. 
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Analysis of Data—Secondary Objectives 

The secondary objectives, as stated in the preceding 

chapter were 

1. To determine to what extent the supplementary 

information would be used; 

2. To determine which type of supplementary infor-

mation would be most used; and 

3. To gather additional comments made by the 

analysts regarding the supplementary information. 

The responses from participants in the experimental 

group about the perceived usefulness and the utilization of 

supplementary information are summarized in Tables X and XI. 

Table X shows that : (1) twenty-six respondents (76.50 per-

cent) perceived the supplementary information useful and 

used it at least once in completing the questionnaire; and 

TABLE X 

ANALYSIS OF THE RESPONSES MADE BY ANALYSTS IN 
EXPERIMENTAL GROUP WITH RESPECT TO PERCEIVED 

USEFULNESS OF SUPPLEMENTARY INFORMATION 

No. of Analysts 
in Experimental 

Group 

Analysts Who Perceived 
the Supplementary 
Information as Useful 

Analysts Who Perceived 
the Supplementary 

Information 
as Not Useful 

34 (100%) 26 (76.50%) 8 (23.5%) 

(2) of the thirty-four respondents, eight (23.50 percent) 

commented that they did not think the supplementary informa-

tion was useful in completing the questionnaire. 
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The eight analysts who did not find the information use-

ful gave two basic reasons for the perceived lack of useful-

ness. Six respondents found the concepts of current cost and 

constant dollar were confusing to them. Two other respondents 

indicated that the format used to present the supplementary 

data was confusing. The comments of respondents who did not 

perceive the supplementary data as being useful, as well as 

the comments by other respondents, are presented later in 

this chapter. 

Table XI shows the number (%) of the participants in the 

experimental group who used each type of supplementary 

TABLE XI 

SUMMARY OF USE OF SUPPLEMENTAL DATA IN EACH 
EVALUATION BY EXPERIMENTAL GROUP 

Q U E S T I O N 

Number (%) of Analysts Using 
Supplementary Information 

Q U E S T I O N Const ant 
Dollar 

No. (%) 

Current 
Cost 

No. (%) 

Both Constant 
Dollar and 
Current Cost 
No. (%) 

1. Evaluating long-run 
performance (earning 
power) 

18 53% 21 62% 17 50% 

2. Evaluating ability to 
maintain physical 
operating capability 

15 44% 19 56% 14 41% 

3. Evaluating ability to 
maintain general pur-
chasing power of 
financial capital 

20 59% 23 68% 18 53% 
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information (constant dollar, current cost, or both) for each 

of the three evaluations. The first row of Table XI indicates 

that eighteen resondents (53 percent of the analysts in the 

experimental group) used constant dollar information in 

evaluating the long-run performance (earning power) of the 

two sample companies. For the same question, twenty-one 

respondents (62 percent) indicated that they utilized cur-

rent cost data. Only seventeen respondents (50 percent) 

specified that they used both constant dollar and current 

cost information. 

In evaluating the ability of the sample companies to 

maintain their existing physical operating capability, 

fifteen respondents (44 percent) indicated that they used 

constant dollar data. For the same question, nineteen 

respondents (56 percent) utilized current cost data and 

fourteen respondents (41 percent) stated that they employed 

both constant dollar and current cost information. 

In assessing the ability of the two companies to main-

tain the general purchasing power of their financial capital, 

twenty respondents (59 percent) used constant dollar infor-

mation, and twenty-three respondents (68 percent) stated that 

they used current cost information. Eighteen respondents 

(53 percent) utilized both constant dollar and current cost 

information. 

Finally, Table XI shows that: (1) current cost data 

were used more than constant dollar data in answering all 
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three questions, and (2) constant dollar and current cost data 

were more commonly used in answering the third question 

(assessing the ability to maintain the general purchasing 

power of invested financial capital) than in answering the 

first two questions (assessing the long-run performance and 

the ability to maintain physical operating capability). 

Sample of Comments by Respondents 

The following comments about the supplementary data are 

typical of those made by respondents in the experimental group. 

1. [Constant dollar information has] limited use 
because of various concepts used to determine 
constant dollar values. 

2. The CPI [Consumer Price Index used to calculate 
the constant dollar data] does not reflect real 
world conditions. 

3. Summary "breakouts" of FASB 33 (such as provided) 
tend to complicate rather than assist the analytical 
process. The five year data need more breakdown. 

4. [The supplementary information is] not useful 
because the market has, in effect, accounted for 
changes brought about by inflation. 

5. [The supplementary information is] not useful because 
of lack of relevance to the real business world. 
Financial statements were designed to use historical 
cost dollar, that is all. Sometimes even the 
historical dollar amount comes into question. 

6. [The supplementary information] must be used along 
with other factors in evaluating an enterprise's 
performance, etc. 

7. [The supplementary information was] useful, but 
primarily interesting. 

8. [The supplementary information is] useful in 
determining how much inflation is eroding capital 
assets of the firms. 
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These comments reflect that the reactions of respondents to 

supplementary information range from completely unfavorable 

to completely favorable. Some of the comments suggest the 

need for clarification of the constant dollar and current 

cost concepts if they are to be useful. 

Summary 

In this chapter, the responses by the control group and 

the experimental group were discussed and analyzed. The over-

all usable response rate was approximately 16 percent. On 

the basis of the analysis and at the .05 significance level, 

the formulated hypotheses were tested to determine whether 

the supplementary information provided was used by the 

analysts in the experimental group in evaluating the two 

sample companies. The results of testing the hypotheses 

indicated that, in most cases, the supplementary information 

significantly influenced the evaluation of the sample com-

panies by the analysts in the experimental group. The 

collected data were further analyzed to achieve the secondary 

objectives (the type of supplementary information used in 

answering each question, the type of supplementary informa-

tion used most) of this study. The analysis revealed that 

current cost data were used most commonly in all three evalua-

tions. 

In the following chapter, the study is summarized. 

Additionally, conclusions based on the findings of the study 

are drawn and fields for further research are suggested. 



CHAPTER V 

SUMMARY OF THE RESEARCH 

FASB Statement No. 33 

In September of 1979, the Financial Accounting Standards 

Board issued Financial Accounting Standards No. 33 (FASB 

Statement No. 33), "Financial Reporting and Changing Prices." 

This Statement required certain corporations to present 

specified supplementary information based on constant dollars 

and current costs along with their traditional statements 

based on historical costs. The FASB claims that the 

required supplementary information will help users of 

accounting information in making (1) an assessment of future 

cash flows, (2) an assessment of enterprise performance, 

(3) an assessment of erosion of operating capability, and 

(4) an assessment of erosion of general purchasing power of 

invested financial capital. 

Statement of the Problem 

Since the issuance of Statement No. 33, numerous 

arguments have been presented both for and against the 

requirements of this Statement. Some of the arguments are 

presented below. 

Opponents of Statement No. 33 argue that the net income, 

as well as many other measures, obtained under the constant 

87 
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dollar model and the current cost model are exceedingly 

difficult to interpret. Therefore, most of the users of 

accounting information would not understand a large part of 

the supplementary data. Some add that because of the diffi-

culties involved in understanding the supplementary informa-

tion, the provided data would not be useful. Finally, the 

opponents of Statement No. 33 contend that the additional 

costs involved in preparing the required information cannot 

be justified. 

On the other hand, proponents of the Statement No. 33 

claim that the supplementary information is self-explanatory 

and easy to understand. These proponents argue that the 

supplementary information would highlight the impact of 

inflation on the performance and the financial resources of 

business enterprises. Therefore, the required data would 

show which enterprises are better coping with inflation. 

Still others add that this information would enable the users 

of accounting information to evaluate the enterprises from 

different perspectives. Thus, the presentation of supple-

mentary information would enhance the efficient allocation 

of limited resources. 

The FASB is aware of the additional costs involved in 

preparing the required supplementary information and of the 

controversy regarding the usefulness of the supplementary 

data. Therefore, the FASB intends to conduct studies to 

determine the effectiveness and the usefulness of the required 
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supplementary information. Based upon the findings of those 

studies, the FASB may expand or modify the requirements of 

Statement No. 33. 

Purpose and Significance of the Study 

The primary objective of this dissertation has been to 

determine whether the presentation of the required supple-

mentary information will be utilized by the financial analysts 

in the Dallas/Fort Worth and Houston regions in evaluating 

an enterprise's operating performance, its ability to main-

tain existing physical operating capability, and its ability 

to maintain the general purchasing power of invested finan-

cial capital. 

Additionally, as the secondary objectives, attempts 

have been made to determine the extent to which the supple-

mentary information will be used, the type of supplementary 

information which will be most widely used, and finally to 

gather additional comments from the participants about the 

supplementary information. It is anticipated that the 

findings of this study will contribute to the FASB's evalua-

tions of the usefulness of the required supplementary 

information„ 

Research Hypothesis 

In order to accomplish the primary objective of this 

dissertation, the following research hypothesis was formu-

lated: 
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Professional opinions of financial analysts 

in the Dallas/Fort Worth and Houston regions 

in evaluating an enterprise's operating per-

formance, its ability to maintain physical 

operating capability, and its ability to 

maintain purchasing power of invested 

financial capital are not significantly 

different whether the opinions are based on 

historical cost information only or on both 

historical cost information and the supple-

mentary information prepared in accordance 

with Statement No. 33. 

As discussed in Chapter III, this research hypothesis was 

subdivided into six statistical hypotheses, and these hypo-

theses were tested at the traditional probability level of 

.05. 

Research Methodology 

In order to evaluate the formulated hypotheses and to 

achieve the secondary objectives of this dissertation, two 

related information packets (illustrated in Appendices A and 

B) were designed. Information Packet I contained a question-

naire and the historical cost financial information for two 

companies. The historical cost financial statements of these 

companies were designed so that the companies would be affected 

differently by rising prices. One of the companies was 
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substantially more capital intensive than the other company. 

The capital intensive company would be relatively more 

affected by rising prices than the second company. However, 

based on historical cost data the extent to which these 

companies would be affected by inflation was not 

clear. Information Packet II contained the same information 

as Information Packet I, but it also included the supplemen-

tary information required by Statement No. 33. This 

supplementary information showed the extent to which the 

companies were affected by inflation. 

The names of members of the Dallas/Fort Worth and 

Houston Chapters of the Association of Financial Analysts 

were randomly divided into two groups: a control group (200 

analysts) and an experimental group (208 analysts). A total 

of 408 information packets were mailed to those analysts. 

The analysts in the control group received Information 

Packet I and the analysts in the experimental group received 

Information Packet II. 

The questionnaire in those packets requested the 

analysts to evaluate the two companies relative to the array 

of companies they had analyzed in the past in terms of the 

companies' future long-run earning power, the companies' 

ability to maintain the existing physical operating capa-

bility from the periodic revenues generated, and the companies' 

ability to maintain the general purchasing power of the invested 
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financial capital. The analysts were also requested to 

specify the type of information used in each evaluation and 

additionally to make any comments they deemed necessary. 

Any observed differences in the evaluations of the con-

trol group and the experimental group could be attributed to 

the only differentiating factor between the two groups—the 

supplementary information provided only to the analysts in 

the experimental group. 

A follow-up letter (shown in Appendix C) was mailed to 

those analysts from whom a response was not received within 

three weeks after the information packets were mailed. 

Research Results and Conclusions 

The analysis of data was based on sixty-five usable 

responses (thirty-one in the control group and thirty-four 

in the experimental group) representing a usable response 

rate of approximately 16 percent. The Mann-Whitney U pro-

cedure was used to test the statistical hypotheses at a 

significance level of .05 (95 percent confidence level). The 

test results indicated that in most cases the evaluations 

made by the analysts in the experimental group were signifi-

cantly different from the evaluations made by the analysts 

in the control group. That is, the interpretation of the 

hypotheses testing indicated that presence of the supple-

mentary information significantly influenced the evaluations 

made by the analysts in the experimental group. Therefore, 
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it may be concluded that the supplementary information was 

utilized by the analysts in the experimental group in 

evaluating the two sample companies. 

The analysts' responses in the experimental group were 

then analyzed. Seventy-six and one-half percent of the 

respondents in the experimental group commented that they 

found the supplementary information useful in completing the 

questionnaire, while 23.50 percent of the respondents in this 

group did not find the supplementary information useful. 

Those who did not find the supplementary information useful 

cited two basic reasons for the perceived lack of usefulness. 

First, some commented that the constant dollar and current 

cost concepts and information were confusing to them. Others 

indicated that the format used to present the supplementary 

information was confusing. 

Seventy-six and one-half percent of the analysts in the 

experimental group used the supplementary data at least once 

in completing the questionnaire. Analysis of the responses 

showed that the current cost information was used more than 

the constant dollar information in answering all three ques-

tions in the questionnaire. Finally, the analysis indicated 

that the supplementary information was used most in evaluating 

the sample companies' ability to maintain the general pur-

chasing power of invested financial capital than in making 

the other two evaluations. This analysis of comments sup-

ported the conclusion drawn from testing the hypotheses. 
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Thus, the results obtained from both the testing of the hypo-

theses and the analysis of comments indicated that the 

supplementary information was used by a majority of the 

respondents in the experimental group in evaluating (a) the 

long-run earning power, (b) the ability to maintain existing 

physical operating capability, and (c) the ability to maintain 

the general purchasing power of invested financial capital of 

the two companies. 

The comments made by the analysts in the experimental 

group ranged from completely favorable to completely un-

favorable toward the supplementary data. It appears from the 

comments that some analysts were confused about the concepts 

of current cost and constant dollar accounting. It must be 

concluded that there is a need for clarification of those 

concepts and of the information required by Statement No. 33. 

Recommendations for Future Studies 

Additional research studies regarding the requirements 

of FASB Statement No. 33 are recommended. 

1. The experiment used in this dissertation might 

be replicated in other regions of the United 

States and might include both financial analysts 

and other groups of users of accounting informa-

tion. It would be useful to determine if the 

results obtained in other studies would be 

compatible with those obtained in this study. 
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2. In order to make the research more practical, 

studies employing methodology similar to the 

one used in this study might be utilized, but 

the respondents could be provided with addi-

tional background information such as industry, 

management, major policies, number of employees, 

etc. 

3. Another study that might have more practical 

application and give more measurable results, 

should use a methodology similar to the one 

employed here, but ask analysts to project 

stock prices for the sample companies rather 

than make the evaluations called for in this 

research. 

The proposed future studies may provide additional guidelines 

to the FASB in evaluating the usefulness of the requirements 

o f Statement No. 33. It is obvious that much work remains 

to be done. 

Recommendation 

The results obtained in this study indicate that supple-

mentary information showing the impact of inflation on the 

performance and resources of business enterprises is needed 

and will be used. It seems appropriate for the FASB to 

continue to require business enterprises to prepare the 

supplementary information required by Statement No. 33. 
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However, the FASB obviously must clarify the constant dollar 

and current cost concepts and must also clarify and simplify 

the information requirements of Statement No. 33>. 
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North Texas 
State 

University 

Denton, Texas 
76203 

Department 
of 

Accounting 
and 

Information 
Systems 

As you undoubtedly know* the Financial Accounting Standards Board recently released 
Statement of Financial Accounting Standards Nck 33 (FASB No. 33), which requires 
certain corporations to include in the i r annual reports supplementary information 
showing the impact of changing prices on the i r earnings and f inancial resources. 
These requirements are intended to benefit the users of accounting information, 
especially f inancial analysts, in making economic decisions. 

I am conducting research in connection with my doctoral dissertat ion in accounting 
at North Texas State University to determine whether the opinions of f inancial 
analysts using only h is tor ica l cost data in evaluating two hypothetical companies 
d i f f e r s ign i f i cant ly from the opinions of f inancia l analysts using both h is tor ica l 
cost data and the required supplementary information prepared in accordance with 
FASB No. 33. 

Accordingly, selected f inancial analysts have been divided into two groups. The 
members of each group w i l l be asked to evaluate two hypothetical companies; however, 
the members of group number one w i l l make the i r responses based solely on h is tor ica l 
cost data while those in group number two w i l l base the i r responses on h is tor ica l 
cost data supplemented by the information required in FASB No. 33. As a member of 
group number one, your opinions and answers to the attached questionnaire w i l l be 
invaluable and your part ic ipat ion w i l l increase the va l i d i t y of the conclusions 
drawn from th is project. 

The project is being conducted under the supervision of North Texas State University 
Drs. Horace Brock and William Giese, Department of Accounting and Information Systems; 
and Dr. A. Etebari, Department of Finance. Your responses w i l l be kept in absolute 
confidence and, upon completion of th is project , i t s f indings w i l l be available 
to a l l part ic ipants. 

I f you would l i ke a br ie f summary of the results to compare your responses with 
those in the whole group, f i l l out the appropriate section of the questionnaire. 

Your help in th is research w i l l be greatly appreciated. I t is anticipated that the 
findings of th is project w i l l prove beneficial to both the users of f inancial state-
ments information and the FASB in evaluating the effectiveness of FASB No. 33. Would 
you please complete the attached questionnaire and return i t to me at your ear l iest 
convenience in the enclosed pre-addressed stamped envelope. 

Sincerely, 

Ross Tondkar 

Dallas-Ft. Worth Metro 267-2832 • College of Business Administration • AC 817-788-2311 Ext. 30 
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COMPARATIVE HISTORICAL COST INCOME STATEMENTS FOR THE YEARS ENDED 
D e c e m b e r 31? 1978 and 1977 ( I n $000 except per share amounts) 

COMPANY A 

100 

COMPANY B 
1978 1977 1978 1977 

Sales 
Cost o f sa les 
S e l l i n g , gene ra l , and a d m i n i s t r a t i v e expenses 
Depr c i a t i o n expense* 
I n t e r e s t expense 
To ta l expenses 

953,572 
TT?76l3 
388,563 

19,685 
13,738 

$357999 

$44,300 
362,980 
343,513 

17,100 
11,640 

735,233 

'929,845 
TsfJ'U 

92,601 
25,956 
11,600 

B2379SB" 

773,058 
553,177 

82,463 
23,772 

8,592 
6737005" 

Earnings before taxes 
Incoiie taxes 

117,573 
51,394 

109,067 
51,887 

105,877 
45,527 

95,054 
42,774 

Net Income 66,179 57,180 60,350 52,280 

Earnings per share 2 ,80 2.k2 hM 4,3.6 

•*B6th companies are us ing the same d e p r e c i a t i o n method. 

COMPARATIVE HISTORICAL COST BALANCE SHEETS AT DECEMBER 31, 1978 and 1977 ($000) 

COMPANY A COMPANY B 
ASSETS 1978 1977 1978 1977 

Cash and equivalents 
Accounts receivable (net) 
1nventor i es* 
Total current assets 

90,640 
217,212 
228,603 
536,455 

101,000 
168,486 
200,113 
469,599 

38.775 
118,403 
157,871 
315,049" 

26,670' 
81,440 

108,586 
216,896 

Plant, property, and equipment (net) 
Other n n current assets 

216,534 
9,022 

188,105 
9,340 

363,404 
13,980 

332,798 
10,075 

Total a ets 762,011 667,044 692,433 559,569 

LIABILITIES • 
Accounts payable 
Notes payable ( s h o r t - t e r m ) 
Income taxes payable 
To ta l c u r r e n t l i a b i l i t i e s 

Long-term l i a b i l i t i e s 
Deferred income taxes 
T o t I 1 t a b ! 1 i t l e s 

H REHOLDERS1 EQUITY 
FUTAL L I A B I L I T I E S AND SHAREHOLDERS' 

LIABILITIES AND STOCKHOLDERS' EQUITY 

EQUITY 

106,229 89,387 145,234 108,720 
59,306 27,181 16,349 12,247 
34,832 32,843 15,851 15,723 

200,367 149,411 TTh1??* 1 3 M 9 0 

96,625 98,539 151,278 95,386 
16,899 13,421 

2967992 247,950 345,611 245,497 
465,019 419,094 346,822 314,072 
7S270TT 667,044 ^927533 5597559 

*Both companies are using the same Inventory costing method. 

COMPARATIVE HISTORICAL COST STATEMENTS OF CHANGES IN F I N A N C I A L P O S I T I O N - -
WORKING CAPITAL BASIS, FOR THE YEARS ENDED DECEMBER 3 U 1978 and 1977 ( I n $000) 

COMPANY A 
SOURCES OF WORKING CAPITAL 1978 977 

Both companies have received an unqualified opinion 
for the years ending December 31, 1977 and'1978, 

COMPANY B 
1978 1977 

From operations: 
Net Income 66,179 57.180 60,350 52,280 
Add items not requiring working capital during the 
current year: 

Pepreclat Ion expense 19,685 17,100 25,956 23,772 
Increase in deferred income taxes 3,478 2,361 

Total working capital generated by. ope ra t i ons " B s T W t 74,2^0 89,784 "757513 
From other sources: 

Increase In long-terra liabilities 3,379 55,892 
Decrease In other-non-current assets 318 

Total, working capital generated during the year 86,182 77,659 145,67^ "78 ,413 

USES 0.F'WORKING CAPITAL 
Payment of cash dividends 20,254 16,286 27,600 26,400 
Decrease in long-term liabilities 1,914 8,100 
Increase In other non-current assets 2,171 3,905 9,200 
Purchase of property, plant, and equipment T8,114 21,729 56,562 39,532 
Total working capital applied during the year "707212" 4o,186 " 88,067 "517232 

Increase (decrease) In working capital during the year •8 5,900 37.473 57,609 ( 4,819) 



INSTRUCTIONS FOR ANSWERING QUESTIONS 101 

1. The following information is provided for your use in completing this questionnaire, 
a. Background information and five years comparative historical cost ratios, page 1. 
b# Comparative historical cost, statements, page. 2. 

2. You will be asked to rank the companies (A and B) using the categories below. (First 
quartile represents the most favorable position; fourth quartile represents the least 
favorable position.) 

First Quartile Top quartile, 76-100 percent 
Second Quartile 51-75 percent 
Third Quartile 26-50 percent 
Fourth Quartile Bottom quartile, 1-25 percent 

3. In answering questions (ranking the companies), consider your past experience.. 
Presumably in your work as an analyst, you have analyzed or used financial statements 
of an array of companies representing different industries. Rank Companies A and B 
in the category in which they would fit, in relation to the array of companies you 
have analyzed in the past, (In this ranking, consider only the financial data,) 

PLEASE ANSWER THE FOLLOWING QUESTIONS 

3. Hank the companies according to your opinion of their prospective long-run performance 
(earning power). Indicate the best possible answer by placing a check mark in the 
appropriate space. 

COMPANY A COMPANY B 

First quartile (76-100?) 
Second quartile (51-75?) 
Third quartile (26-50?) 
Fourth quartile (1-25?) 

What information did you utilize in this ranking? 
a. Financial statements. 
b. Ratios provided. If you checked this item, please specify the ratios that 

were utilized by listing the appropriate letter(s) on the following line 

e. Other. If you checked this item, please specify. 

2, Rank the companies according to your opinion., of their ability to maintain their 
existing physical operating capability from the periodic revenues generated. 

COMPANY A COMPANY B 
First quartile (76-100?) 
Second quartile (51-75?) _ _ _ . 
Third quartile (26-50?) . 
Fourth quartile (1-25?) 

What information did you utilize in this ranking? 
a. Financial statements. If you answered this Item, please check 1, 2, 3, or 

and combination. 
1. Balance sheet 
2. Income statement 
3. Statement of changes In financial position 

b. Ratios provided. If you decked this item, please specify the ratios that 
were utilized by listing trie appropriate letter(s) on the following line 

c« Other. 'if you checked this item, please specify 

3, Rank the companies according to your opinion of their ability to maintain the 
general purchasing power of their financial capital. (This maintenance is measured 
in terms of the ability to maintain, the general purchasing power"of the stockholders1 

equity at the end of each period equal to or greater than the general purchasing 
power of the stockholders' 3ou:lty at the beginning of each period assuming there 
were no additional contributions by the owners.) 

COMPANY A COMPANY B 
First quartile ( 7 6--100? ) . . 
Second quartile 51-75?) . 
Third quartlie (26-50?) . 
Fourth quartile (1-25?) . 

What information did you. utilize in this ranking? 
a. Financial statements. If you answered this item, please check 1, 2, 3> or 

any combination,, 
•..I. Balance shee : 
2, Income i atonier ~ 

~~~ 3. State rut-m <S • » In financial position 
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3. Continued 

b. Ratios provided, If you checked this item, please specify the ratios that 
were utilized by listing the appropriate letter(s) on the following line 

c. Other. If you checked this item, please specify_ 

Please complete the following information. 

a, If you would like to have a copy of the results of this study, please complete 
the following: 

NAME 

ADDRESS 

b. Are you a member of CPA? 

YES 

NO _ _ _ _ _ _ _ 

c. How many years have you been in your present profession? 

d. What is the.highest level of formal education you have attained? 

Bachelorfs degree 

Master* s degree 

Other. Please specify 
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North Texas 
State 

University 

Denton, Texas 
76203 

Department 
of 

Accounting 
and 

Information 
Systems 

As you undoubtedly know, the Financial Accounting Standards Board recently 
released Statement of Financial Accounting Standards No. 33 (FASB No. 33), 
which requires certain corporations to include in the i r annual reports 
supplementary information showing the impact of changing prices on the i r 
reported earnings and f inancial resources. These requirements are intended 
to benefit the users of accounting information, especially f inancial analysts, 
in making economic decisions. 

I am conducting research in connection with my doctoral dissertat ion in account-
ing at North Texas State University to determine the perceived usefulness of the 
required supplementary information by f inancial investment analysts in the Dallas/ 
Ft. Worth and Houston areas. As a selected respondent, your opinions regarding 
the supplementary information w i l l be invaluable, and your par t ic ipat ion w i l l 
increase the va l i d i t y of the conclusions drawn from th is project. 

The project is being conducted under the supervision of North Texas State 
University Drs. Horace Brock and William Giese, Department of Accounting and 
Information Systems; and Dr. A. Etebari, Department of Finance. Your responses 
w i l l be kept in absolute confidence and, upon completion of th is project , i t s 
f indings w i l l be available to a l l part ic ipants. 

I f you would l i ke a br ief summary of the results to compare your responses with 
those in the whole group, f i l l out the appropriate section of the questionnaire. 

Your help in th is research w i l l be greatly appreciated. The p i l o t study (pre-
test ing) of th is questionnaire revealed that the average time needed to complete 
the questionnaire was 20 minutes. I t is anticipated that the findings of th is 
project w i l l prove beneficial to both the users of f inancial statements informa-
t ion and the FASB in evaluating the effectiveness of FASB No. 33. Would you 
please complete the attached questionnaire and return i t to me at your ear l ies t 
convenience in the enclosed pre-addressed stamped envelope. 

Sincerely, 

Ross Tondkar 

Dallas-Ft. Worth Metro 267-2832 • College of Business Administration • AC 817-788-231} Ext. 30 
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COMPARATIVE HISTORICAL COST INCOME STATEMENTS FOR THE YEARS ENDED 
December 31, 1978 and 1977 ( In $000 except per share amounts) 

COMPANY A COMPANY B 

Sales 
Cost o f sales 
Selling, general, and administrative expenses 
Depreciation expense* 
Interest expense 
Total expenses 

1978 1977 1978 1977 
Sales 
Cost o f sales 
Selling, general, and administrative expenses 
Depreciation expense* 
Interest expense 
Total expenses 

953,572 
5157013 
388,563 

19,685 
13,738 

835,999 

844,300 
"352,980" 
343,513 

17,100 
11,640 

735,233 

929,845 
5937811 

92,601 
25,956 
11,600 

8237958 

773,058 
563,177 

82,463 
23,772 

8,592 
5787005 

Earnings before taxes 
Income' taxes 

117,573 
51,394 

109,067 
51,887 

105,877 
45,527 

95,054 
42,774 

Net Income 66,179 57,180 60,350 52,280 

Earnings per share 2.80 2,42 5-03 4.36 

*Bot'h companies are using the same depreciation method. 

COMPARATIVE HISTORICAL COST BALANCE SHEETS AT DECEMBER 31, 1978 and 1977 ($000) 

COMPANY A 

SHAREHOLDERS' EQUITY 
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 

465,019 
762,011 

415,094 
bTTToW 

COMPANY B 

346,822 
5927533 

ASSETS 1978 1977 1978 1977 
(a >h ^nd equivalents 
Ac< o j n i i receivable (net) 
I r w e n t j r l e s * 
Total current assets 

90,640 
217,212 
228,603 
5357555 

101,000 
168,486 
200,113 
5557599 

3^7775 
118,403 
157,871 
3Ts7o59 

26,670 
81,440 

108,586 
2 1 M 9 5 

Plant, property, and equipment 
Other non-current assets 

(net) 216,534 
9,022 

188,105 
9,340 

363,404 
13,980 

332,798 
10,075 

Total assets 762,011 667,044 692,433 559,569 

LIABILITIES 
Accounts payable 
Motes payable (short-term) 
Income taxes payable 
Total current liabilities 

LIABILITIES AND STOCKHOLDERS' EQUITY 

106,229 89,387 
59,306 27,181 
34,832 32,843 

2007357 149,411 

145,234 
16,349 
15,851 

T777535 

108,720 
12,247 
15,723 

136,690 

Long-term liabilities 
Deferred income taxes 

96,625 98,539 151,278 
16,899 

95,386 
13,421 

Total 1 iabi1i ties 296,992 ?AJ 950 345,611 245,497 
114,072 
5517559 

*Both companies are using the same inventory cost ing method. 

COMPARATIVE HISTORICAL COST STATEMENTS OF CHANGES IN FINANCIAL POSITION-
WORKING CAPITAL BASIS, FOR THE YEARS ENDED DECEMBER 31, 1978 and 1977 ( In $000) 

Both companies have received an unqua l i f i ed opin ion 
fo r the years ending December 31, 1977 and 1978. 

SOURCES OF WORKING CAP ITAL 
COMPANY 

, 1978 
A 
1977 

COMPANY 
1978 

B 
1977 

From operat ions: 
Net Income 
Add Items not requ i r ing working cap i t a l dur ing the 
current year: 

66,179 57,180 60,350 52,280 

Depreciat ion expense 
increase in deferred income taxes 

19,685 17,100 25,956 
3,478 

23,772 
2,361 

Total working cap i ta l generated by operat ions 
From other sources: 

85,864 757250 "897785 78,413 

Increase In long-term l i a b i l i t i e s 
Decrease In other non-current•assets 318 

3,379 55,892 

Total working cap i ta l generated dur ing the year 86,182 777559 145,676 787513 
USES OF WORKING 'CAPITAL 

'Payment of cash dividends 
Decrease in long-term l i a b i l i t i e s 

20,254 
1,914 

16,286 27,600 26,400 
B, 100 

Increase in other non-current assets 
Purchase o f property., p lan t s and equipment 
Total working cap i ta l appl ied dur ing the year 

48,114 
70,2'S2 

2,171 
21,729 
"507185" 

3,905 
56,562 

"88,067 

9,200 
39,532 

"817232 
Increase (decrease) In working cap i t a l dur ing the year 15,900 37,473 57,609 ( 4,819) 
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COMPANY A 
STATEMENT OF INCOME FROM CONTINUING OPERATIONS ADJUSTED FOR CHANGING PRICES 

f o r the year ended December 31, 1978 ( In $000 except per share amounts) 

Adjusted fo r Changes 
As Reported In Adjusted f o r in Spec i f i c Prices 

Sales 953,572 953,572 953,572 
Cost o f sales TTfToTJ 3207200* ¥T7785o*: 
Deprec ia t ion expense 19,685 27,680* 31 ,*26* ' 
Other-operat in.g expenses 388,563 388,563 388,563 
1n teres t expense 13,738 13,738 13,738 
Prov is ion f o r income taxes 5U394 51,39* 51,39* 
Tota l expenses W 7 3 9 3 901,575 902,981 

Sncome from cont i nu i ng operat Ions 66,179 51,997 50,591 

Net Income per share 2.80 2.20 2 .1* 

Gain from dec l ine in purchasing power o f net amounts owed 675 
Increase In s p e c i f i c p r ices (cur ren t cost) of i n v e n t o r i e s , p roper t y , p l a n t , — 

and'equipment he ld dur ing the year 2*1 ^556 
Less: E f f e c t o f increase in general p r i ce leve l 35,610 
Excess of Increase in s p e c i f i c pr ices over increase In general p r i ce level ~1T^P*6" 

At December 31, ' 19-78, cur ren t cost o f inventory was $232s5S5» and cur rent cost o f p roper ty , p l a n t , 
and equipment, net o f accumulated dep rec ia t i on , was $360,825. 

FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA ADJUSTED FOR EFFECTS OF 
CHANGING PRICES [ ( i n $000 except per share amounts) average o f 1978 Dol l a r s ] 

f o r the years ended December 31 

Net sales and o ther opera t ing revenues 
1978 1.977 1976 1975 197* 

Net sales and o ther opera t ing revenues 953,572 908,960 862,524 BoSToTi 770,152 

HISTORICAL COST INFORMATION ADJUSTED FOR GENERAL 
INFLATION 
1ncome from cont i nuing operat ions 51,997 ** ,112 38,09* 35,250 36,220 
income from con t inu ing operat ions per common share 2.20 1.87 1.61 l . * 9 1.53 
Net assets at year-end 550,612 518,19* *91,293 *70,03* *52 , * *6 

CURRENT COST INFORMATION ' 
1ncome f rom con 11n uIn g ope ra 11 on s 50,591 *3,980 37,560 35,100 35,300 
Income from con t inu ing operat ions per common share 2. 14 1.86 1.59 1.48 l . * 9 
Excess or increase in s p e c i f i c p r ices of . Inve.ntor i .es, > 

property p l a n t , and'equipment over Increase In the 
gener 1 p r i ce leve l 5,946 * ,933 2,650 3,*61 2,75* 

Net assets t year-end- 581,906 5* * ,9 *8 513,2*6 *89,871 *71,913 

uiHEP DATA 
taam rrom dec l ine In purchasing power of net amounts owed 675 322 356 520 253 
Ca h dividends declared per common share 0.89 0 .7* 0.72 0.77 0 .7* 
Market p r i c e per common share a t year-end 23 23 29 29 20 
Average consumer p r i ce index 195.4 181.5 170.5 161.2 1*7.7 

NOTE: The reader is caut ioned that a l l p r i o r years ' data are s ta ted in 1978 d o l l a r s . 

EXPLANATION OF THE SUPPLEMENTARY DATA - -

-This data is computed by .ad jus t i ng the h i s t o r i c a l cost of the items' f o r general i n f l a t i o n using 
Consumer Pr ice Indexes f o r A l l Urban Consumers in 1978. (CPI-U) ... • These adjustments r e s u l t in a 
lower' income than the one reported in the primary income statement. 

**This data Is computed by- ad jus t i ng the h i s t o r i c a l cost of the items to the cur rent cost leve l when ' 
appropr ia te . These adjustments r e s u l t in -a lower Income than the one reported in the 
primary income statement. 

M g p M COST DEFINED. ' Bas i ca l l y i h cur rent cost method attempts to measure how much i t would cost 
in today*s d o l l a r s to b u i l d c i r r e r t l / e x i s t i n g capac i ty , 

NT FOR GENERAL I NFL AT ION DEFINED, (Cons tan t ' do l l a r ) This method attempts to res ta te the 
h i s t o r i c a l d o l l a r s having' d i f f e r e n t purchasing power to un i form d o l l a r s which have the same 
purchasing power (based In terms of 1978 d o l l a r s ) . 

ND OTHER COSTS« (Costs o ther than deprec ia t ion and cost of sales.,) Sinee these data are 
considered to r e f l e c t the average p r i c e leve l f o r the year , they have not been adjusted fo r cur rent 
i>ost or general I n f l a t i o n . 
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COMPANY B 

STATEMENT OF INCOME FROM CONTINUING OPERATIONS ADJUSTED FOR CHANGING PRICES 
f o r the yea r ended December 31 , 1978 ( i n $000 excep t per share amounts) 

A d j u s t e d f o r Changes 
As Repor ted i n A d j u s t e d f o r i n S p e c i f i c P r i c e s 

P r imary S ta tements General I n f l a t i o n ( C u r r e n t Cost) 
Sales 9 2 9 ^ 5 9 2 9 7 ^ 5 9 2 9 ^ 5 

Cost o f s a l e s S 9 3 , W T p T f f * 7} 
Deprec ia t ion expense 25 ,956 A3 ,260- ^ 9 , 9 3 3 " " 

O t h e r o p e r a t i n g expenses 92 ,601 V~> 
I n t e r e s t expense I c ' c r ? 

P r o v i s i o n f o r Income taxes 4$ ,527 JiZjJjLL 
T o t a l expenses 369 ,^95 2iJjL§^liL 

Income f rom c o n t i n u i n g o p e r a t i o n s 60 ,350 26,251, -JLSLl^LL 

Net Income per sha re 5 .03 2 .19 **33. 

Gain f rom d e c l i n e i n p u r c h a s i n g power o f ne t amounts owed 13>S3.1_ J L l z j H 

Inc rease i n s p e c i f i c p r i c e s ( c u r r e n t c o s t ) o f i n v e n t o r i e s , p r o p e r t y , p l a n t , 
and equ ipment h e l d d u r i n g t he y e a r 5 5 , 6 7 ^ 

Less : E f f e c t o f i n c r e a s e i n g e n e r a l p r i c e l e v e l 
Excess o f I n c r e a s e i n s p e c i f i c p r i c e s o v e r i n c r e a s e i n gene ra l p r i c e l e v e l -1 

A t December. 31 , 197B, c u r r e n t c o s t o f i n v e n t o r y was $165 ,786 . and c u r r e n t c o s t o f p r o p e r t y , p l a n t , 
and e q u i p m e n t , ne t o f accumu la ted d e p r e c i a t i o n , was $700 ,420 . 

FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA ADJUSTED FOR EFFECTS OF 
CHANGING PRICES [ ( I n $000 excep t per share amounts) average o f 1978 D o l l a r s ] 

f o r t he years ended December 31 

1978 1977 1976 1975 1974 

Net s a l e s and o t h e r o p e r a t i n g revenues 929 ,845 $32 ,262 823,5§4 788,296 797,796 

HISTORICAL COST INFORMATION ADJUSTED FOR GENERAL 

Income f rom c o n t i n u i n g o p e r a t i o n s 26 ,251 18,340 20 ,182 20 ,357 18,791 
Income f ro i r c o n t i n u i n g o p e r a t i o n s pe r common share 2 .19 1 -53 J - 6 9 1.56 
Net asse t s t y a r - e n d 470 ,567 -*58,085 460,720 4o3,853 4 6 j , 0 8 l 

CURRENT COST INFORMATION 
Income f r o m c o n t i n u i n g o p e r a t i o n s . 
income f r o m c o n t i n u i n g o p e r a t i o n s pe r common share 
Exr-ess o f i n c rease ' i n s p e c i f i c p r i c e s of I n v e n t o r i e s , 

p r n p e t y ? p l a n t , and equ ipment ove r i n c r e a s e i n t he 
y er 1 p r i c e l e v e l 

Net c " t s a t y e a r - e n d 

OTHER DATA 
Gain f rom d e c l i n e i n p u r c h a s i n g power, of n e t amounts owed 
Cash d i v i d e n d s d e c l a r e d per common s h a r e 
Market p r i c e per common s h a r e a t y e a r - e n d 
Average consumer p r i c e i ndex 

NOTE: The reader I s c a u t i o n e d t h a t a l l p r i o r y e a r s 1 d a t a a r e s t a t e d i n 1973 d o l l a r s . 

15 ,9 *1 13,070 11,808 12,168 14,400 

1 .33 1 .08 .98 1.01 1.20 

11,945 10,480 9 , 3 5 0 8 ,500 7 ,300 
652 ,720 638,603 636 ,028 638,185 637,102 

13,831 7 ,447 5 ,840 10,089 13,650 
2 .27 2 . 2 8 2 .42 2 .47 2 . 8 6 

28 29 43 31 35 
195.4 181.5 170.5 161.2 147.7 

EXPLANATION Of THE SUPPLEMENTARY DATA 

* T h j s da ta i s . computed by a d j u s t i n g the h i s t o r i c a l c o s t o f t h e i tems f o r g e n e r a l i n f l a t i o n u s i n g 
Consumer P r i c e Indexes f o r A l l Urban Consumers in 1378 (CP I-U.) „ These a d j u s t m e n t s r e s u l t i n a 
lower Income than the one r e p o r t e d i n t h e p r i m a r y income s t a t e m e n t . 

* * T h i s da ta is computed by a d j u s t i n g t he h i s t o r i c a l c o s t o f t h e i tems t o t he c u r r e n t cos t l e v e l when, 
a p p r o p r i a t e . These a d j u s t m e n t s r e s u l t in a lower Income than t h e one r e p o r t e d i n t he 
p r i m a r y income s t a t e m e n t . 

CURRENT COST DEFINED. B a s i c a l l y , t h e current c o s t method a t t e m p t s t o measure how much i t wou ld c o s t 
' i n t o d a y ' s d o l l a r s t o b u i l d c u r r e n t l y e x i s t i n g c a p a c i t y . 

ADJUSTMENT FOR GENERAL INFLATION DEFINED, (Cons tan t d o l l a r ) T h i s method a t t e m p t s t o r e s t a t e t h e 
h i s t o r i c a l d o l l a r s h a v i n g d i f f e r e n t p u r c h a s i n g power t o u n i f o r m d o l l a r s wh i ch have the same 
p u r c h a s i n g power (based I n te rms o f 1973 d o l l a r s ) . 

REVENUES AND OTHER COSTS» (Cos ts o t h e r t han d e p r e c i a t i o n and c o s t o f s a l e s ) S i nce these da ta a r e 
c o n s i d e r e d t o r e f l e c t t h e average p r i c e l e v e l f o r the yea r^ they have no t been a d j u s t e d f o r 
c u r r e n t c o s t o r g e n e r a l I n f l a t i o n , 
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INSTRUCTIONS FOR ANSWERING QUESTIONS 

1. The following information is provided for your use in completing this questionnaire. 
a. Background information and five years comparative historical cost ratios, page 1, 
b. Comparative historical cost statements, page 2. 
c. Supplementary information, pages 3 and 4* 

2. You will be asked to rank the companies (A and B) using the categories below. (First 
quartile represents the most favorable position; fourth quartile represents the least 
favorable position.) 

First Quartile Top quartile* 76-100 percent 
Second Quartile 51-75 percent • 
Third Quartile 26-50 percent 
Fourth Quartile Bottom quartile, 1-25 percent 

3. In answering questions (ranking the companies), consider your past experience. 
Presumably in your work as an analyst, you have analyzed or used financial statements 
of an array of companies representing different industries. Rank Companies A and B 
in the category in which they would fit, in relation to the array of companies you 
have analyzed in the past. (In this ranking, consider only the financial data.) 

PLEASE ANSWER THE FOLLOWING QUESTIONS 

1, Rank the companies according to your opinion of their prospective long-run 
performance (earning power). Indicate the best possible answer by placing a check 
mark in the appropriate space. 

COMPANY A. COMPANY B 
First quartile (76-100?) 
Second quartile (51-75?) — ~~ 
Third quartile (26-50# )'• _ 
Fourth quartile (1-25j) 

. What information did you utilize in this ranking? 
a* Primary financial statements (historical cost financial statements) 

— Ratios provided, If you checked this item, please specify the ratios that 
were utilized by listing the appropriate letter(s) on the' following line 

~ c • Supplementary information dis closed 
check 1, 2, or both. 

1. Constant dollar information 
2. Current cost information 

d* Other. If you checked this item, please specify 

2, Rank the companies according to your opinion of their ability to maintain their 
existing physical operating capability from the periodic revenues generated. 

COMPANY A COMPANY B 
First quartile (76-100?) — _ _ _ _ _ _ 
Second quartile (51-751) ~ ~ """ 
Third quartile (26-~5G|) " — — 
Fourth quartile (1-25?) ~~~ ~ ~ 

What information did you utilize in this ranking? 
a• Primary financial statements (historical cost financial statements). If 

you answered this item, please check 1, 2, 3, or any combination. 
1. Balance sheet 
2» Income statement 
3. Statement of changes in financial position 

b• Ratios provided. If you checked this item, please specify the ratios that 
were utilised by listing the appropriate letter(s) on the following line 

™ * Supplementary information disclosed. If you answered this question, please 
check 1, 2, or both. 

1- Constant dollar information 
2. Current cost information 

Other, If you checked this item, please' specify 
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3. Rank the companies according to your opinion of their ability to maintain the 

general purchasing power of their financial capital. (This maintenance is . 
measured in terms of the ability to maintain the general purchasing power of the 
stockholders1 equity at the end of each period equal to or greater than the general 
purchasing power of the stockholders1 equity at the beginning of each period 
assuming there were no additional contributions by the owners.) 

COMPANY A COMPANY B 
First quartile (76-100%) 
Second quartile (51-75$) 
Third quartile (26-50$) 
Fourth quartile (1-25$) 

What information did you utilize in this ranking? 
a. Primary financial statements (historical cost financial statements). If you 

answered this item, please check 1, 2 5 3, or any combination. 
1. Balance sheet 
2. Income statement 
3. Statement of changes in financial position 

b. Ratios provided. If you checked this item, please specify the ratios that 
were utilized by listing the appropriate letter(s) on the following line 

_c. S u p ^ e i i m t ^ ^ If you~answered^ please 
check 1, 2, or both, 

1. Constant dollar information 
2. Current cost information 

d. Other. If you checked this item, please specify 

<4, How did you find the supplementary information disclosed (check one or more) 

a. Useful, 

b. Not useful because of being: 

1. Confusing in the manner in which information is presented 

2. Confusing in concept 

c. Other. Please spec!fy _ 

5* Please complete the following information 

a. If you would, like to have a copy of the results of this study, please complete 
the following: 

NAME 

ADDRESS 

b, Are you a member of CPA? YES NO 

c. How many years have you been .in your present profession? 

d. What is the highest level of formal education you have attained? 

Bachelor1s degree 

Masterf s degree 

Other. Please specify 
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APPENDIX C 

North Texas 
State 

University 

Denton, Texas 
76203 

Department 
of 

Accounting 
and 

Information 
Systems 

Several weeks ago you received a questionnaire as part of a study being 
conducted under auspices of the Departments of Accounting and Information 
Systems, and Finance at North Texas State University. The study is intended 
to help assess the impact of FASB Statement No. 33 on the interpretation 
of financial data by financial analysts. 

Your response is very much needed to help increase the validity of 
conclusions drawn from the study. In the event that you may have misplaced 
the original questionnaire, I am enclosing another copy. Although completing 
the questionnaire may appear to be time consuming, we have found that the 
average time required is only twenty minutes. 

Again, I solicit your help. Please complete the questionnaire and return 
it to me in the enclosed business reply envelope. Your response will be kept 
in absolute confidence. If you wish to receive a summary of results, please 
fill out the appropriate section of the questionnaire. 

Thank you very much for your help. 

Sincerely, 

Ross Tondkar 

Dallas-Ft. Worth Metro 267-2832 • College of Business Administration • AC 817-788-2311 Ext. 30 
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APPENDIX D 



113 

1—1 
XI 

PQ 
<d 
EH 

W 
O 
525 

a 
OH o 
P5 
W 
ft 

55 
P 
P5 
I 

O 
55 
O J 

o 
ft p 
o 
P5 
O 

J 
<1 PQ 

S t 3 

1—I 
PS < ! 
W 
ft GO 
»Xj H 
pq W 

55 
Q < U 
5 & 
<3 ^ 

O 
ft o 
£> 
O Ph 
P3 O 
0 

J 
§ 

EH 
S3 
O 
O 

>H 
PQ 

03 
o 
55 
i—i 
W 
55 

OH 

pq 

HH 
E-T 
PS 
<1 

G? 

co 
-H P O O O O 

a t> lO a i 01 
P CD • • * • 

d ~ T3 
a> 2 1 a 

r-1 CD m lO d ~ T3 
a> 2 1 a rH CM lO 
a g o 
•H P f t 
a g o 
•H P f t 
u o ra 

CD tl) 
PQ a On • PQ 

X 0 0) G> CM 
w ^ 55 rH 

55 CO 
<3 
ft a W 

f « 

O o O O 
O 

a W 

f « 
cq CO O O 

O 8 0 • • • * O 

i 
CD 0> o 

i rH LO CM 

& 
g CO 
* CD 
fl * 

0 ^ 
u n 

& 
g CO 
* CD 
fl * 

0 ^ 
u n 

& 
g CO 
* CD 
fl * 

0 ^ 
u n 

O lO l > O o 

& 
g CO 
* CD 
fl * 

0 ^ 
u n 15 rH 

CO 
rH P O O o o 
d a CD CD 00 o 
p a b * • • 

00 
* 

0 S1 S3 
IS O ° 

o t> 00 CO 
0 S1 S3 

IS O ° 
CM CD 0 S1 S3 

IS O ° 
•H g ft 
u {i co 
0 w <D 

•H g ft 
u {i co 
0 w <D 

<3 ft PS • 

X 0 t> CO CO rH 
tx w ^ 15 CM 
55 
--rl 

CO 
< l 
ft a , W 

B4 -P o O o O 
O o d /*"N t> l> CD O 
O 2 ° • • • • O 

S 1 Oi 00 rH o S 1 CO LO 

r! o . 

C
o

n
tr

o
 

3
1

 
R

e
s
i 

0 CO CN3 CD o 

C
o

n
tr

o
 

3
1

 
R

e
s
i 

15 rH rH 

/—N a 
a /*"N 0 

O 0 to 
O *H £> o LO P 

pq rH P I m CM -H pq 
1 -H rH i 1 CO 

CD CO LD CD rH 0 
t> O v-/ cq w f t 

i—i w f t w f t 
0 0 0 

EH 0 0 I—1 0 i—1 rH 
rH r-H *rH i—i •H 

PS •H P •rH P aS PS 
P P U 

<1 U U ctf PH ctf O 
oS 0 3 aS 3 > 
3 > 
<y A* 

a 1 3 
<y 

<y 
P=H 

O* Ph "d 
t3 

X! O* 
P A t3 P P 
CO P O u ^ CO 

CO o •H ^ aJ 
•H 0 0 O 0 

OQ En 



114 

h H 
X 

w 

m < 
E n 

C O 
H 
M 
S 5 
<! 

O 
G 

O 
E h 
h H 

> H M 
E H P Q 
w < 1 
^ ft 
M < J 
P Q O 
< d 
P*H 

o 
& 

o 
5 5 
h - i 
E h 

P 3 
O N 
0 3 ft 
0 O 
J ^ 

<1 <1 
E H O 
SZ i m 
p q OQ 
a . W 
H H { 1 } 
P 5 ft 
& - g 

M i r 1 

E h 
Q ^ 
! z i M 
< X 

m 

P p 4 
9 M 

P h p q 
0 I X j 

E h 

Q 
P 5 - H 
E h < j 
^ B 
o a 
O h H 

> H S 
P Q o 
C Q E H 
0 
5 5 P Q 
H H 
« £ 9 
S22j a 

3 * 

w 

h H 
E H 
0 5 

G * 

c o l 
r H - P o O o O 
d a ^ ~ N C O m o t > 

- P a> • • • * 

a ) S 1 a 
£ § o 

0 0 C D t > 1 > 
a ) S 1 a 
£ § o 

C M r H a ) S 1 a 
£ § o 

• H , Q i - S-i ^ 
f n g m 
( D O) P Q ft 0 3 • 

X 0 C O O C D C D 
! x p q ^ S z i H 
! z ; 
—H 

0 0 
< q 

& ft ® o o O O 
o 
ft ® 

/""""N C O C M L O O 
o 8 ® • • • • 

V - / Cfo L O L O o 
t H C O 

7 ^ R 
u m 

a K 

0 _ i 
" n 

7 ^ R 
u m 

a K 

0 _ i 
" n 

7 ^ R 
u m 

a K 

0 _ i 
" n 

0 C D t H o 

7 ^ R 
u m 

a K 

0 _ i 
" n 

J2J 
C D 

H t H 

CO 
r H - p O O o o 
d a / - N O C D a 

• P " CD • • • • 

e
ri
m

e
n
 

G
ro

u
p
 

e
s
p

o
n

d
 

V - / C M E > a o 

e
ri
m

e
n
 

G
ro

u
p
 

e
s
p

o
n

d
 

C O C M 

e
ri
m

e
n
 

G
ro

u
p
 

e
s
p

o
n

d
 

< ft 0 3 • 

X 0 r H C D l > o 
fc* H ^ & t H r H 

0 0 
< 3 
ft C L 0 3 

§ * +* O O o a 
o n 0 / — \ 0 0 C Q o o 
o 2 ® • • * • 

1 0 lO 0 1 o 
C M C M 

7 ^ S , 
2 0 3 

U CD 
fl « 
/-s 

7 ^ S , 
2 0 3 

U CD 
fl « 
/-s 0 0 0 G > o 
O _ j 

U C O 
J z ; r H 

a 
^ d /^~N 0 
o 0 t o ^ • H 
o - H I > o 1 0 - P 
r H - P I l O C M - H 

p q 1 - H r H \ 1 CO p q 
C D CO L O C D r H 0 

h 3 

h H 

E > O 
^ ft 

0 

C M w f t 

0 0 
0 CD r H 0 r H r H 

E h r H r H • H i—1 • H , D 
• H & * H - P c 3 

P h • P d U U U P h 
erf PH <3 o 

< U d o d ^ > 
3 > G P 0 G? d 
<y c s 

P n 

G P 
<y P H 

& 
G ? • p a t3 - P - P G ? 

CO - P 0 U U CO 
U CO O • H ^ d 

* H O 0 0 0 
P H S C O E h P H h - 3 



1 1 5 

X 

H 
H-I 
CP 
< 1 
Eh 

(3Q 
W 
hH 
JZ| J 
& ^ 

S m 
O 
o 

PH 
O 

>h 
H 
M 
J 
M 
CQ 
<d 

ft < 
o 
J 

<d 
hH 

o 
521 
<1 
!z: 
hH 
pH 

PH 05 
O HW 

ft ffl 
P ^ 
O 
0 5 P H 
O O 

J 
< 
H 
55 

03 
W & 
O 
ft 

m O 
03 Jzi 
W w 
ft GQ 
X <d 
pq W 

O 
Q 0$ 
jz: P 
<d ft 

s 
o 

J 
<! 
P3 

o J 
o 
PS w 
gg 

J — 1 

>H <J 
CQ Eh 

GQ M 
o < 

M pq o 
Eh 

<d 
os m 

w 
h3 
hH 
E H 
03 
<u 
p 
a* 

Q 
< 

CO 
rH -P o O o O 
Ctf Pi /̂ v 00 1> rH 
-P 0 • • • • 

S o.'S 
o> £r c! 

V-/ 00 t> C5S S o.'S 
o> £r c! 

rH CM 
s 2 o 
•H g a •H g a h 5 ® 
0 0 

CQ ft Ph • 

X! o CO CD LO o 
W ^ 

CO 
tH rH 

ft W 

Jf -P o O o O 
O n c CO CD 00 CO 
o 2 0 . • . • • 

S 1 \ - / G> rH LO CO S 1 rH LO CQ 

rH 0 

^3 ft 

2 m 

A « 

S H 
VJ 00 

^3 ft 

2 m 

A « 

S H 
VJ 00 

o CD CD 00 rH 

^3 ft 

2 m 

A « 

S H 
VJ 00 

5ZT TH 

03 
rH -P O O o O 
d a /—S lO t> 00 O 
P> 0 • • • • 

0 & a 
CD 00 o 

0 & a (M CD 
a o ° •H ? ft •H ? ft 
PH ;a w 
CD CD 

<5 ft Ph • 

X 0 O CQ CO o 
>H W ^ J25 Osl 
125 CO 
<• <• 
ft 
a CL 03 g* O o o o 
o 

8 ® 
/"N o lO CO LO 

o 8 ® b* • • • • 

& 1 Vw' o LO 00 CD & 1 CO 

rH 0 

r? o, 
s ® 
r i o 
iz o3 
d ^ o CO rH LO <M 

C
c
 

3
1
 

Jz; rH rH 

•"N a 
D ^ 0 

O 0 lO 
O -H I > o LO P> 
rH -p 1 LO oq -H 
1 *H H i 1 05 
CD 03 lO CD H 0 
l> 0 
^ f t 

V-/ CM 
V-/ 

w f t 

hH 0 0 0 
0 CD 1—} 0 rH rH 

E H rH rH TH •H ,JQ 
•H ,£ -P •H P aS 

03 P d U P 03 
U U c& !H d o 

<1 O c& ?J > 
3 > O? 0 a? c$ 

P <y c& <y PH 
PH 

o? P a P p 
W P o fH ^ CO 
PH 05 o 
•H O 0 XI O 0 

1 P H a GO E H PH ^ 



BIBLIOGRAPHY 

Books 

Edwards, Edgar 0. and Philip W. Bell, The Theory and Measure-
ment of Business Income, Berkeley, University of Cali-
fornia Press, 1961. 

Green, Paul E. and Donald S. Tull, Research for Marketing 
Decisions, Englewood Cliffs, Prentice-Hall, Inc., 1975. 

Hull, C. Hadlai and Norman H. Nie, SPSS Update: New Procedures 
and Facilities for Releases 7 and 8, New York, McGraw-
Hill, 1979. 

Kirk, Roger E., Experimental Design: Procedures for Behavioral 
Sciences, Belmont, Brooks/Cole Publishing Company, 1968. 

Oppenheim, Abraham Naftali, Questionnaire Design and Attitude 
Measurement, New York, Basic Books, 1966. 

Paton, William A., Accounting Theory, Houston, Scholars Book 
Company, 1973. 

Revsine, Lawrence, Replacement Cost Accounting, Englewood 
Cliffs, Prentice-Hall, Inc., 1973. 

Siegel, Sidney, Non p ar ame t r i c Statistics for the Behavioral 
Sciences, New York, McGraw-Hill, 1956. 

Articles 

Baran, Arie, Josef Lakonishok, and Aharon R. Ofer, "The 
Information Content of General Price Level Adjusted 
Earnings: Some Empirical Evidence," The Accounting Review, 
55 (January, 1980), 22-35. 

Bastable, W. C., "Depreciation in an Inflationary Environment," 
Journal of Accountancy, 142 (August, 1976), 58-66. 

Black, Thomas G., "Constant Dollar Accounting—Its Usefulness 
to Utility Investors," Public Utilities Fortnightly, 105 
(May 22, 1980), 29-31. 

Buckmaster, Dale and Leroy D. Brooks, "The Effect of Price-
Level Changes in Operating Income," The CPA Journal, 44 
(May, 1974), 49-53. 

116 



117 

Caplan, Edwin H., "Accounting Research as an Information 
Source for Theory Construction," Research Methodology 
in Accounting, edited by Robert R. Sterling, Lawrence, 
Scholars Book Company, 1972, pp. 45-51. 

Casey, Cornelius J., "Variation in Accounting Information 
Load: The Effect on Loan Officers' Prediction of 
Bankruptcy," The Accounting Review, 55 (January, 1980), 
36-49. 

Corbin, Donald A., "A Case Study of Price-Level Adjustments," 
The Accounting Review, 30 (April, 1955), 268-281. 

Davidson, Sidney and Roman L. Weil, "Inflation Accounting— 
Public Utilities," Financial Analysts Journal, 31 
(May-June, 1975), 30-34, 62. 

, "Inflation Accounting— 
What will General Price-Level Adjusted Income Statement 
Show?," Financial Analysts Journal, 31 (January-February, 
1975), 27-31, 70-84. 

Dermer, Jerry D., "Cognitive Characteristics and the Per-
ceived Importance of Information," The Accounting 
Review, 48 (July, 1973), 511-519. 

Dockweiler, Raymond C., "The Practicability of Developing 
Multiple Financial Statements—A Case Study," The 
Accounting Review, 44 (October, 1969), 729-742. 

Drake, David F. and Nicholas Dopuch, "On the Case for 
Dichotomizing Income," Journal of Accounting Research, 
3 (Autumn, 1965), 192-205. 

Driver, Michael J. and Theodore J. Mock, "Human Information 
Processing, Decision Style Theory, and Accounting Infor-
mation Systems," The Accounting Review, 50 (July, 1975), 
490-508. 

Gray, Jack and John K. Simmons, "An Investigation of the 
Effect of Differing Accounting Frameworks on the 
Prediction of Net Income," The Accounting Review, 44 
(October, 1969), 757-776. 

Heintz, James A., "Price-Level Restated Financial Statements 
and Investment Decision Making," The Accounting Review, 
48 (October, 1973), 679-689. 



118 

Mclntyre, Edward V., "Current-Cost Financial Statements and 
Common Stock Investments Decisions," The Accounting 
Review, 48 (July, 1973), 575-585. 

Parker, James E., "The Impact of Price-Level Accounting," 
The Accounting Review, 52 (January, 1977), 69-96. 

Petersen, Russell J., "Interindustry Estimation of General 
Price-Level Impact on Financial Information," The 
Accounting Review, 48 (January, 1973), 34-43. 

Prakash, Prem, and Shyam Sunder, "The Case against Separation 
of Current Operating Profit and Holding Gain," The 
Accounting Review, 54 (January, 1979), 1-22. 

Rappaport, Alfred, "Measuring Company Growth Capacity during 
Inflation," Harvard Business Review, 57 (January-
February, 1979), 91-100. 

Revsine, Lawrence, "Surrogates in Income Theory: A Comment," 
The Accounting Review, 51 (January, 1976), 156-159. 

Rhode, John Grant, "Behavioral Science Methodologies with 
Application for Accounting Research: References and 
Source Materials," Research Methodologies in Accounting, 
edited by Robert R. Sterling, Lawrence, 
Scholars Book Company, 1972, pp. 123-132. 

Rosenfield, Paul, "Accounting for Inflation—A Field Test," 
Journal of Accountancy, 127 (June, 1969), 45-50. 

Samuelson, Richard A., "Prediction and Price-Level Adjustment,' 
Journal of Accounting Research, 10 (Autumn, 1972), 322-
344. 

'Should Replacement-Cost Changes Be 
Included in Income?," The Accounting Review, 55 (April, 
1980), 254-268. 

Woo, John C. H. and Shirish B. Seth, "The Impact of Replace-
ment Cost Accounting on Financial Performance," Financial 
Analysts Journal, 34 (March-April, 1978), 48-54. 

Reports 

Current Value Accounting: Economic Reality in Financial 
Reporting, New York, Touche Ross & Company^ 1976. 

General Motors Annual Report, stockholders report, Detroit, 
General Motors Corporation, February, 1980. 



119 

Materials of Professional Organizations 

American Accounting Association, A Statement of Basic 
Accotinting Theory, Evanston, American Accounting Asso-
ciation, 1966. 

Accounting Principles Board, "Financial Statements Restated 
for General Price-Level Changes," Statement of Account-
ing Principles Board No. 3>, New York, American Institute 
of Certified Public Accountants, 1969. 

Dyckman, Thomas R., "Investment Analysis and General Price-
Level Adjustments," Studies in Accounting Research #1, 
Evanston, American Accounting Association, 1969. 

Financial Accounting Standards Board, "Constant Dollar 
Accounting," Supplement to Proposed Statement of 
Financial Accounting Standards: Financial Reporting in 
Units of General Purchasing Power, Stamford, Financial 
Accounting Standards Board, March 2, 1979. 

, "FASB Discussion Memo-
"randum/1 Conceptual Framework for Financial Accounting 
and Reporting: Elements of Financial Statements and 
Their Measurement, Stamford, Financial Accounting 
Standards Board, December, 1976. 

, "Financial Reporting 
and Changing Prices," Proposed Statement of Financial 
Accounting Standards, Stamford, Financial Accounting 
Standards Board, November, 1978. 

, ^Financial Reporting 
and Changing Prices," Statement of Financial Accounting 
Standards No. 33, Stamford, Financial Accounting Stan-
dards Board, September, 1979. 

, "Financial Reporting in 
Units of General Purchasing Power," Proposed Statement 
of Financial Accounting Standards, Stamford, Financial 
Accounting Standards Board, December 31, 1975. 

, "Objectives of Financial 
Reporting by Business Enterprises," Statement of Finan-
cial Accounting Concepts No. 1., Stamford, Financial 
Accounting Standards Board, November, 1978. 

Ijiri, Yuji, "Theory of Accounting Measurement," Studies in 
Accounting Research #10, Sarasota, American Accounting 
Association, 1975. 



120 

Paton, W. A. and A. C. Littleton, An Introduction to Corpo-
rate Accounting Standards, monograph No. 3, Sarasota, 
American Accounting Association, 1940. 

Staff of the Accounting Research Division, "Reporting the 
Financial Effects of Price-Level Changes," Accounting 
Research Study No. 6, New York, American Institute of 
Certified Public Accountants, 1963. 

Public Documents 

Securities and Exchange Commission, Accounting Series Release 
No. 190, Washington, Government Printing Office, 1976. 

Unpublished Materials 

Lambert, Kenneth Ray, "General Purchasing Power Financial 
Statements—A Behavioral Study," unpublished doctoral 
dissertation, College of Business Administration, 
University of Arkansas, 1977. 

McKenzie, Patrick, "The Relative Usefulness to Investors of 
Price-Level Adjusted Financial Statements: An Empirical 
Study," unpublished doctoral dissertation, College of 
Business Administration, Michigan State University, 1970, 

Sheriff, Jimmy Don, "An Empirical Investigation of Attitudes 
toward Current Values among Accounting Groups in South 
Carolina," unpublished doctoral dissertation, College of 
Business Administration, University of Georgia, 1976. 

Newspapers 

Herman, Tom, "Your Money Matters—How Much Is Inflation 
Hurting Big Business? Financial Data Will Start Giving 
the Answers," The Wall Street Journal, February 4, 1980, 
p. 38. 

Norby, William C., "Inflation Accounting and Reports to 
Shareholders," The Wall Street Journal, February 20, 
1980, p. 22. 


