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ABSTRACT 

Communication theory is used to evaluate the 

achievement of the communication function of financial 

reporting. A communication model is developed that pro

vides the basis for the analysis. Components of the model 

are the information source, semantic transmitter, semantic 

noise source, transmitter, engineering noise source, 

receiver, semantic receiver, destination, and field of 

experience. 

A distinction is made between communication, 

effective communication, and influential communication. 

Communication requires meaning transference. Effective 

communication requires meaning transference and utility. 

Influential communication requires meaning transference, 

utility, and behavior influence. The analysis of effective 

communication and influential communication is limited to 

the influence upon the achievement of communication in 

financial reporting. Primary research vehicles include: 

1. Questionnaires sent to certified public accountants, 

professional users of financial information,, and 

informed users of financial information. 

2. Interviews conducted with professional users of 

financial information. 
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3. Application of two readability formulas to the 

footnotes to corporate financial statements. 

Three hypotheses are evaluated. These are as 

follows: 

1. The function of financial reporting to achieve 

communication of financial information currently is 

not being accomplished. 

2. The application of communication theory to financial 

reporting will enable specification of the causes 

for the deficiencies in financial reporting via 

published financial statements. 

3. Identification of the existing deficiencies and the 

related causes will permit increases justifiable 

from a cost-benefit viewpoint in the understanda-

bility and utility of financial reporting. 

Acceptance of the first hypothesis requires that 

deficiencies exist in achieving meaning transference in 

financial reporting. Based on data obtained from the 

questionnaire responses, interviews, and the application of 

the two readability formulas, the hypothesis is accepted. 

An analysis of communication theory indicates that 

communication theory can provide a basis for evaluating 

financial reporting. Utilizing the communication model and 

communication theory principles, financial reporting is 

evaluated and financial reporting deficiencies are 
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identified. Principal deficiencies in achieving 

communication are as follows: 

1. User unawareness of the actual identity of the 

information source and user disagreement with the 

CPA over the role of the CPA as information source. 

2. User unawareness of the assignment of emphasis in 

preparing the income statement and balance sheet. 

3. Professional user and informed user assignment of 

different emphasis and value rankings to the three 

financial statements. 

4. CPA's unawareness of users' value rankings of 

financial statement messages. 

5. Different semantic transmitters assigning different 

meanings to the same message. 

6. Management determining which alternative generally 

accepted accounting principle is used in meaning 

assignment. 

7. Attempt to assign meaning in the same way to a 

message intended for destinations with heterogeneous 

fields of experience. 

8. Nonuse of the criteria of ease of meaning assignment 

by the semantic transmitter and the semantic re

ceiver. 

9. Nonawareness of the amount of information loss 

through classification. 
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10. Use of a common denominator that does hot function 

as a common denominator. 

11. Use of untimely financial statement messages. 

12. Unqualified receivers attempting to perform receipt 

function and physical receivers making no attempt to 

perform receipt. 

13. Unqualified semantic receivers attempting to perform 

semantic receipt and destinations making no attempt 

to perform semantic receipt. 

14. Nonidentification of the intended destination. 

15. Allowing the desire to achieve effective communica

tion to interfere with achieving communication. 

16. Allowing the desire to achieve influential communi

cation to interfere with achieving communication. 

17. Inadequate communication between CPAs and users of 

financial statements. 

The third hypothesis is also accepted. Communica

tion recommendations that are intended to improve communica

tion in financial reporting are made. The cost of imple

menting the recommendations does not seem material when 

compared to the related benefit; that is, communication in 

financial reporting. 



CHAPTER I 

INTRODUCTION 

I Purposes 

Providing financial information on publicly-owned 

corporations to outsiders is a recognized practice in the 

American economy. The practice is performed in compliance 

with the requirements of regulatory agencies and stock 

exchanges. Generally, however, publicly-owned corporations 

provide more information than that required to meet these 

minimum requirements. 

The financial information is disseminated to 

various individuals and institutions. Included among the 

recipients are approximately twenty-six million share

holders."'' In most instances, the disseminated financial 

information is made available to anyone upon request. 

Mere dissemination of the financial information is 

not necessarily utilitarian. Utility is present only if the 

financial information is understandable to the recipient and 

aids the recipient in decision making. Thus, two questions 

need to be answered. First, is the financial information 

understandable to the recipients? That is, do the 

1. New York Stock Exchange, New York Stock Exchange 
Fact Book (New York: New York Stock Exchange, 1970), p. 45. 

1 
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recipients assign the proper meanings to the messages con

tained in the financial information? Second, is the 

financial information useful to the various recipients in 

making decisions? The answers are necessary because 

dissemination of financial information that is not under

standable and useful possesses a negative rather than 

positive value. 

Numerous attempts have been made to provide 

2 answers to the two questions. In 1959 the American 

Institute of Certified Public Accountants underwent 

organizational changes designed to increase the probability 

that the answers to the questions would be positive. The 

Accounting Principles Board was created and the Accounting 

Research Division was reorganized. That the two have 

attempted to discharge their stated function is indicated 

by the issuance of eleven Accounting Research Studies and 

seventeen Accounting Principle Board Opinions by March, 

1971. 

Basic to the creation of the Accounting Principles 

Board and the reorganization of the Accounting Research 

Division was the recognition that research is beneficial to 

advancing the current state of financial reporting. An 

2. Noteworthy examples are Abraham Briloff, The 
Effectiveness of Accounting Communication (New York: 
Frederick A. Praeger, Publishers, 1967) and John C. Burton 
(ed.), Corporate Financial Reporting: Conflicts and 
Challenges (New York: American Institute of Certified Public 
Accountants, Inc., 1969). 
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underlying characteristic of the research has been the 

absence of integration in the topics covered and the 

research methodology used. Frequent criticisms have been 

made of research methodology and conclusions.^ The 

Accounting Principles Board has issued opinions on some of 

the topics covered and has refrained from doing so on 

3. Maurice Moonitz, Accounting Research Study 
Number 1: The Basic Postulates of Accounting (New York: 
American Institute of Certified Public Accountants, Inc., 
1961), pp. 56-57; Robert T. Sprouse and Maurice Moonitz, 
Accounting Research Study Number 3: A Tentative Set of Broad 
Accounting Principles for Business Enterprises (New York: 
American Institute of Certified Public Accountants, Inc., 
1962), pp. 60-63, 66-83; John H. Myers, Accounting Research 
Study Number 4: Reporting of Leases in Financial Statements 
(New York: American Institute of Certified Public Account
ants, Inc., 1962), pp. 68-70; Arthur R. Wyatt, Accounting 
Research Study Number 5: A Critical Study of Accounting for 
Business Combinations (New York: American Institute of 
Certified Public Accountants, Inc., 1963), pp. 109-114; 
Staff of the Accounting Research Division, Accounting 
Research Study Number 6: Reporting the Financial Effects of 
Price-Level Changes (New York: American Institute of 
Certified Public Accountants, Inc., 1963), pp. 250-253; Paul 
Grady, Accounting Research Study Number 7: Inventory of 
Generally Accepted Accounting Principles for Business 
Enterprises (New York: American Institute of Certified 
Public Accountants, Inc., 1965), pp. 437-445; Ernest L. 
Hicks, Accounting Research Study Number 8: Accounting for 
the Cost of Pension Plans (New York: American Institute of 
Certified Public Accountants, Inc., 1965), pp. 90-92; 
Homer A. Black, Accounting Research Study Number 9: Inter-
period Allocation of Corporate Income Taxes (New York: 
American Institute of Certified Public Accountants, Inc., 
1966), pp. 117-120; George R. Catlett and Norman O. Olson, 
Accounting Research Study Number 10: Accounting for Goodwill 
(New York: American Institute of Certified Public Account-
ants, Inc., 1968), pp. xii, 116-154, 162-166; and Robert E. 
Field, Accounting Research Study Number 11: Financial 
Reporting in the Extractive Industries (New York: American 
Institute of Certified Public Accountants, Inc., 1969), 
pp. 155-157. 
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others.^ In those instances where opinions were issued, the 

Accounting Principles Board has accepted certain research 

study conclusions and has rejected others.^ In general, the 

changes in the organizational structure of the Institute 

have not fully produced the anticipated results. 

A comprehensive evaluative methodology is requisite 

to providing answers to the two questions on the effective

ness of financial reporting. Causes for any negative 

responses need to be identified and recommendations made for 

their eventual elimination. One such potential methodology 

is communication theory. This methodology is applied in 

this dissertation. 

Anticipated beneficiaries of the use of communica

tion theory in evaluating financial reporting are reporting 

entities, the accounting profession, and users of financial 

information. Improved financial reporting should be an 

objective of all three. 

4. Opinions have been issued that relate to the 
major topics covered in Accounting Research Study Numbers 2, 
4, 5, 8, 9, 10. 

5. For example, compare the recommendations 
appearing on pp. 90-91 of Accounting Research Study Number 2 
with the opinion expressed in Accounting Principles Board 
Opinion Number 3. 
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Limitations 

Emphasis on Understandability 

Utility and understandability cannot be beneficially 

segregated in evaluating financial reporting. Thus, both 

are included in the analysis. However, the primary objec

tive of the analysis is the evaluation of the achievement of 

communication in financial reporting. Since, by definition, 

communication excludes the concept of utility, no attempt is 

made to evaluate comprehensively the utility function of 

financial reporting. Such an analysis is beyond the scope 

of this dissertation. 

Literature Survey of Communication Theory 
Applications 

No attempt is made to evaluate any prior research on 

the attainment of communication in financial reporting that 

is not based on communication theory. While such other 

approaches have validity, they are outside the scope of this 

dissertation. 

Limitation to External Financial Reporting by 
-Corporate Entities 

The financial statements prepared by single pro

prietorships and partnerships normally are not prepared for 

external dissemination other than for special purposes 

(e.g., credit granting). Thus, these two types of business 

organization are excluded from coverage. Additional support 
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for the exclusion is the promulgation of generally accepted 

accounting principles primarily for the corporate form of 

business organization.® 

Nonuniversality of Survey Results 

The survey coverage is limited to three select 

groups. The results cannot be generalized to all members 

of the accounting profession and all users of financial 

statements. Likewise, neither the universal population nor 

a random selection of any of the three groups is included in 

the survey. Emphasis is purposefully placed on the quality 

of the respondent as opposed to mere quantity. By using a 

nonrandom selection technique, assurance is provided that 

the respondents possess the defined characteristics of the 

desired respondents. 

Exclusion of Nonannual or Unaudited Financial 
Statements 

By definition, only audited annual financial state

ments are included in the analysis. Only annual statements 

must be prepared in accordance with generally accepted 

accounting principles and attestation is requisite to 

validating that the principles have been applied. 

6. Sprouse and Moonitz, op. cit., p. 3. 
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Evaluation of 1969 Financial Statements 

At the time of the performance of the analysis, the 

1969 financial statements were the most current. Since the 

most current financial statements best portray the state of 

financial reporting, the 1969 statements have been selected 

for analysis. 

Nonuniversality of Readability Analysis 
Results 

Readability is applied to the footnotes of the 

financial statements of forty-nine corporations. In 

selecting the corporations, size was the primary criterion. 

The results of the analysis are limited to the forty-nine 

corporations included in the analysis. 

Definitions 

Terms assigned specific meanings in the dissertation 

are: 

Financial reporting: The process of providing 

financial statements to individuals and institutions other 

than the management of the reporting entity. 

Financial statements: The annual financial state

ments attested by CPAs that appear in corporate published 

annual reports including supporting schedules, elaborations 

of special aspects of business activity, rearrangements of 

underlying data, and supplementary statements. 
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Professional user: The individual who is a member 

of the financial community and who works directly with 

financial information (e.g., financial analyst). 

Informed user: The user who, at a minimum, has 

attempted to acquaint himself with the methodology and 

terminology of the financial environment (e.g., member of a 

securities investment club). 

General public: The adult population of the United 

States who have at least a high school education. 

Hypotheses 

The following hypotheses are tested: 

1. The function of financial reporting to achieve 

communication of financial information currently is 

not being accomplished. 

2. The application of communication theory to financial 

reporting will enable specification of the causes 

for the deficiencies in financial reporting via 

published financial statements. 

3. Identification of the existing deficiencies and the 

related causes will permit increases justifiable 

from a cost-benefit viewpoint in the understanda-

bility and utility of financial reporting. 
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Methodology 

Research Design 

A literature survey of communication theory provided 

the basis for the development of a model to use in organiz

ing the analysis of financial reporting. A literature 

survey also provided an awareness of applications of 

communication theory to financial reporting and of the 

existing shortcomings of the applications. 

Primary research vehicles were questionnaires, 

interviews, and financial statements. 

Questionnaires. The questionnaire was the basis for 

the analysis of:'' 

1. Accountants' and users' opinions of the adequacy of 

the performance of the function of external finan

cial reporting. 

2. The adequacy of two-way communication between 

accountants and users of financial statements. 

Initially, the three categories of respondents were 

defined. To provide assurance that the respondents possess 

the desired characteristics, random selection techniques 

were rejected. Instead, individuals who are leaders of the 

accounting profession (members of an accounting profession 

committee possessing the authority requisite for leadership) 

7. The questionnaires appear in Appendix A. 
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and of the professional user category (members of financial 

analysts profession committees possessing the authority 

requisite for leadership) were invited to be participants. 

Leadership was selected as a criterion both because of an 

awareness of the state of financial reporting and the 

ability to influence changes in the extant state. Tables I 

and II provide information on these two categories of 

respondents. 

Table I. CPA Participation 

Number Per Cent 

Size of population 4 3 100 

Agreed to participate 26 60 

Participated 24 56 

Table II. Professional User Participation 

Number Per Cent 

Size of population 57 100 

Agreed to participate 37 65 

Participated 37 65 
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For the informed user category, a national organiza

tion was contacted whose membership possesses the charac

teristics of the informed user category. A random selec

tion technique was used by the organization director to 

select 100 members from those residing in Arizona. Table 

III provides information on this respondent category. 

Table III. Informed User Participation 

Number Per Cent 

Size of population 100 100 

Participated 62 62 

Interviews. The primary objective of the interviews 

was to complement the questionnaires. The lack of struc

turing in the interviews enabled a greater depth analysis, 

particularly for certain questions raised by the question

naire responses. 

A listing of all the banks and savings and loan 

associations in Tucson and Phoenix, Arizona, was prepared. 

A separate ranking for each category was prepared based on 

total assets at December 31, 1969. Based on the assumption 

that a relationship exists between asset size and the 

existence in the organization of professional users of 
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financial information, the six largest banks (number seven 

was substituted for number five because five was involved in 

a merger) and the six largest savings and loan associations 

were invited to participate. A total of twenty-four inter

views were conducted with representatives of the selected 

financial institutions. 

Financial Statements. The financial statements of 

the fifty largest industrial corporations per Fortune's 

list of five hundred leading industrial corporations for 

1969 were selected. Size was the primary selection cri

terion. The corporations ranked fifty-one and fifty-two 

were substituted for two of the corporations in the top 

fifty because of nonresponse to two requests for the 1969 

annual report. 

Chapter Organization 

Chapter II presents the current state of financial 

reporting. A brief historical inquiry is made that is 

designed to provide a common perspective for the ensuing 

evaluations. 

Chapter III includes three communication models that 

provide the foundation for the development of a comprehen

sive communication model that is used in subsequent evalua

tions of financial reporting. 
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Chapter IV presents a comprehensive discussion of 

communication theory which is organized around the three 

spheres of communication. 

The development of relationships between communica

tion theory and financial reporting and evaluations of 

financial reporting in terms of communication theory are 

presented in Chapter V. The relationships and applications 

are those appearing in the literature. Communication is 

documented as a function of financial reporting. 

The model developed in Chapter III, the question

naire responses, and the interview responses are used in 

evaluating the adequacy of the communication function of 

financial reporting in Chapter VI. 

The adequacy of two-way communication between 

members of the accounting profession and users of financial 

information is evaluated in Chapter VII. 

Readability is selected as a methodology for 

evaluating communication in financial reporting in 

Chapter VIII. 

Conclusions of the research and recommendations for 

future research are presented in Chapter IX. 



CHAPTER II 

FINANCIAL REPORTING 

The purpose of this chapter is to provide a founda

tion for the analyses made in this dissertation. Financial 

.reporting is discussed relative to its purpose, development, 

and degree of attainment of purpose. 

Function of Financial Reporting 

The primary function of financial reporting is to 

provide users with useful financial information about the 

performance and position of business entities."'" To accom

plish this function, the financial information must: 

1. Be useful (i.e., understandable to the user, 

timely, verifiable, and aid in decision-making). 

2. Convey data on performance and position of a 

business entity. 

3. Be received by the intended user. 

1. Accounting Principles Board, Statement of the 
Accounting Principles Board Number 4; Basic Concepts and 
Accounting Principles Underlying Financial Statements of 
Business Enterprises (New York: American Institute of 
Certified Public Accountants, Inc., 1970), pp. 22-23; 
Committee on Accounting Procedure and Committee on 
Terminology, Accounting Research and Terminology Bulletins, 
Final Edition (New York: American Institute of Certified 
Public Accountants, Inc., 1961), pp. 7-8; and Committee to 
Prepare a Statement of Basic Accounting Theory, A Statement 
of Basic Accounting Theory (Evanston, Illinois: American 
Accounting Association, 1966), pp. 13-14. 

14 
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Importance of Financial Reporting 

Frequently, the allegation is made that financial 

reporting is requisite to the effective functioning of the 

American economic system. Not only does it provide the 

basis for the accumulation and the direction for the flow of 

capital, but it also provides the basis for the distribution 

of wages, interest, rent, and profits among labor, capital, 

land, and enterprise.^ This alleged importance is stated 

aptly by Spacek in describing financial reporting as ". . . 

the principal line of communication in our economic system 

ii 4 
• • • • 

The loss or impairment of confidence in financial 

reporting "... could be a major public relations problem 

2. John C. Burton (ed.), Corporate Financial 
Reporting; Conflicts and Challenges (New York: American 
Institute of Certified Public Accountants, Inc., 1969), 
p. 1; Arthur K. Watson, Address at 8th International 
Congress of Accountants, September 24, 1962; Andrew Barr, 
"Trends in Corporate Financial Reporting," Financial 
Executive, 35:15, September, 1967; John L. Carey, The CPA 
Plans for the Future (New York: American Institute of 
Certified Public Accountants, Inc., 1965), p. 149; Malcolm 
M. Devore, "The Meaning and Significance of Financial 
Statements," in Haskins & Sells Selected Papers, 1967 (New 
York: Haskins & Sells, 1968), p. 48; and Howard I. Ross, 
"The Current Crisis in Financial Reporting" (Statements in 
Quotes), The Journal of Accountancy, 124:65, August, 1967. 

3. Burton, op. cit., p. 1; Howard F. Stettler, 
"Meaningful Financial Statements" (Letters), The Journal of 
Accountancy, 109:23, January, 1960; Leonard Spacek, A Search 
for Fairness in Financial Reporting to the Public (Chicago: 
Arthur Andersen and Co., 1969), pp. 150, 171; and Thomas D. 
Flynn, "Corporate Executives View Accounting Principles," 
The Journal of Accountancy, 119:33, June, 1965. 

4. Spacek, op. cit., p. 120. 
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for American business."^ Since information produced by 

financial reporting . .is the basis of our so called 

'people's capitalism,'this loss or impairment of con

fidence could affect adversely both capital accumulation and 

7 the performance of the factors of production. 

Historical Development of Financial Reporting 
in United States: 1895 to Present 

In evaluating any discipline and recommending 

changes designed to improve the discipline, benefit accrues 

from possessing a historical perspective of the development 

of the discipline. "The past is a guide to the future. If 

one knows the reasons why things are as they are, he can 

better foresee how they are likely to be in the years 

ahead."® To provide the needed perspective, this historical 

inquiry into the development of financial reporting in the 

United States is made. 

The birth of financial reporting in the United 

States usually is dated around the beginning of the 

twentieth century. At that time, standards of financial 

reporting for nonregulated companies were basically 

5. Flynn, op. cit.# p. 33. 

6. Ibid. 

7. Ibid.; Devore, op. cit., pp. 47-48. 

8. James Don Edwards, History of Public Accounting 
in the United States (East Lansing, Michigan: Bureau of 
Business and Economic Research, Graduate School of Business 
Administration, Michigan State University, 1960), p. vii. 
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non-existent. A public corporation could report what 

financial information it desired or simply report nothing 

at all.® 

By 1900, only two of the four major organizations 

currently influencing financial reporting (i.e., American 

Institute of Certified Public Accountants, American 

Accounting Association, Securities and Exchange Commission, 

and New York Stock Exchange) were in existence and only the 

New York Stock Exchange was exerting significant influence 

on financial reporting. The American Institute of 

Certified Public Accountants which was organized in 1886 

under the name of American Association of Public Accountants 

had only forty-five active members in 1896.^® The New York 

Stock Exchange in 1869 had adopted a policy that companies 

listed on the Exchange agree to publish an annual financial 

report. Few companies, however, followed the policy. In 

1895, the Exchange recommended that listed companies submit 

an annual balance sheet and income statement to stock

holders. However, not until 1897 was the Exchange success

ful in extracting from a listed company a substantive 

9. Marian V. Sears, "The American Businessman at 
the Turn of the Century," Business History Review, 30:418-
419, December, 1956; David F. Hawkins, "The Development of 
Modern Financial Reporting Practices Among American Manu
facturing Corporations," Business History Review, 37:135-
137, 140, Autumn, 1963; and John L. Carey, "Management's 
Stake in Accounting Principles," Financial Executive, 32:24, 
September, 1964. 

10. Edwards, op. cit., pp. 83-84. 
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promise to observe minimum reporting requirements. By 1899, 

the Exchange required that application for listing be 

accompanied by an agreement to publish annually a balance 

sheet and income statement.^ 

The necessity for standardization in financial 

reporting received increasing attention after the turn of 

the century. A special committee on accounting terminology 

of the American Association of Public Accountants was 

appointed in 1909 and functioned through 1915.^ 

The influence of income taxation, which was intro

duced temporarily into the United States in 1861, increased 

as a result of the 16th Amendment, the Revenue Act of 1913, 

and subsequent revenue acts.The initial influence of 

income taxation was on the record keeping function rather 

than on financial reporting. However, the foundation for 

11. Hawkins, op. cit., pp. 149-150; Herman W. Bevis, 
Corporate Financial Reporting in a Competitive Economy (New 
York: The Macmillan Company, 1965), p. 16. 

12. American Association of Public Accountants, 
American Association of Public Accountants, 1909 Yearbook 
(New York: American Association of Public Accountants, 
1909), pp. 159-191; American Association of Public Account-
ants, American Association of Public Accountants, 1911 Year
book (New York: American Association of Public Accountants, 
1911), pp. 114-124; American Association of Public Account-
ants, American Association of Public Accountants, 1913 Year
book (New York: American Association of Public Accountants, 
1913), pp. 176-226; American Association of Public Account-
ants, American Association of Public Accountants, 1915 Year
book (New York: American Association of Public Accountants, 
1913") , pp. 160-162. 

13. Eldon Hendriksen, Accounting Theory (Homewood, 
Illinois: Richard D. Irwin, Inc., 1970), pp. 44-46. 



future influence on financial reporting had been estab

lished. 

The American Association of University Instructors 

in Accounting, the predecessor of the American Accounting 

Association, was organized in 1916. At this early date, 

the objectives adopted by the Association and the topics 

covered in meetings indicate that the primary emphasis was 

on uniformity of the educational aspects of accounting 

rather than on influencing financial reporting. 

In 1917 the American Association of Public Account

ants was reorganized as the American Institute of Account

ants, Whereas there had been only 45 active members in 

1896, there were 1,150 members in 1917.15 Included among 

the stated objectives of the Institute was the advancement 

of the science of accounting.^ 

Interest in standardization in financial reporting 

resulted in the Federal Trade Commission initiating 

correspondence with the Institute on the subject in 1916. 
s 

14. Stephen A. Zeff, The American Accounting 
Association: Its First 50 Years (Evanston, Illinois: 
American Accounting Association, 1966), pp. 4, 6, 8-9; and 
Frank S. Kaulback and Lawrence L. Vance, "The American 
Accounting Association" (Educational and Professional 
Training), The Journal of Accountancy, 127:85-86, April, 
1969. 

15. Edwards, op. cit., pp. 116-117. 

16. American Institute of Accountants, 1924 Year 
Book of the American Institute of Accountants (New York: 
American Institute of Accountants, 1924) , p. 211. 
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Subsequently, the Federal Reserve Board entered into the 

correspondence. The Institute committee succeeded in con

vincing the other participants of the undesirability of 

forced standardization in the financial reporting of 

industrial entities. The result of the correspondence was 

the publication in 1917 of a pamphlet prepared by the 

Institute committee on the recommended form of balance 

sheets and audit procedures. The pamphlet placed primary 

emphasis on the perspective of the creditor as the intended 

17 user. ' 

Another Special Committee on Accounting Terminology 

was appointed in 1920 whose charge was to secure greater 

uniformity in accounting terminology (i.e., compile a 

vocabulary of accounting terminology and define the 

1 R 
terms). The creation of the committee was followed by 

the opening of a department of terminology in the June, 

1922, issue of The Journal of Accountancy.^ Although 

17. "Memoirs of George O. May," The Journal of 
Accountancy, 115:42, January, 1963; Federal Reserve Board 
(Prepared by American Institute of Accountants), Verifica
tion of Financial Statements (Revised) (Washington: United 
States Government Printing Office, 1929), p. v; and Edwards, 
op. cit., p. 134. 

18. Walter Mucklow, "Accounting Terminology" 
(Correspondence), The Journal of Accountancy, 30:479-480, 
December, 1^20. 

19. Special Committee on Accounting Terminology 
of the American Institute of Accountants, "Terminology 
Department," The Journal of Accountancy, 33:4 67-470, June, 
1922; and Editorial, "A New Department," The Journal of 
Accountancy, 33:441, June, 1922. 



the department subsequently was terminated, it was 

reinstated in December, 1927.^0 

The New York Stock Exchange was continuing its 

efforts to achieve minimum financial disclosure by all 

companies listed on the Exchange. Although by 1926 the 

Exchange had not made the issuance of audited financial 

statements mandatory for retention of listing, nearly all 

the listed manufacturing companies were issuing audited 

annual reports.^ 

In the latter 1920's, the Institute attempted to 

establish cooperative relations with the New York Stock 

Exchange as the basis for improving financial reporting. 

The closest the Institute could come at this time to the 

desired cooperation was the appointment of Price Waterhouse 

as advisor to the Exchange,^2 

In 1929, a revised edition of the 1917 pamphlet was 

published as Verification of Financial Statements under the 

authority of the Federal Reserve Board.^ According to the 

20. Editorial, "Department of Accounting Ter
minology," The Journal of Accountancy, 45:34-35, January, 
1928. 

21. George 0. May, "Corporate Publicity and the 
Auditor," The Journal of Accountancy, 42:322, November, 
1926. 

22. John L. Carey, "The Origins of Modern Financial 
Reporting," The Journal of Accountancy, 128:37, September, 
1969. 

23. Federal Reserve Board, op. cit. 
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preface, the recommended audit procedures and statement 

formats contained in the pamphlet represented "... what 

the Institute [believed] to be the best modern practice of 

the profession" at that time.^ The broadening of the 

scope of intended users was indicated on the title page in 

addressing the pamphlet to bankers, merchants, manu

facturers, auditors, and accountants.25 

The stock market crash in 1929 played a major role 

in events affecting financial reporting in the 1930's. 

Whereas in 1929 the New York Stock Exchange had rejected 

the Institute's offer of cooperation, the Exchange in 1930 

made a similar offer to the Institute which was readily 

accepted.The result of the cooperative activity was the 

recommendation by the Institute committee in 1932 that while 

standardization in financial reporting was inappropriate, 

the reporting entities should list the accounting methods 

used in preparing the financial statements. The stan

dardization rejection recommendation continued to be applied 

in financial reporting, but the listing recommendation was 

24. Ibid., pp. v-vi. 

25. Ibid., p. i. 

26. Carey, op. cit., p. 38. 

27. Reed K. Storey, The Search for Accounting 
Principles; Today's Problems in Perspective (New York: 
American Institute of Certified Public Accountants, Inc., 
1964), pp. 15, 26. 
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Two significant events occurred in 1933. The New 

York Stock Exchange established a listing retention require

ment that listed companies issue annual audited balance 

sheets and income statements to shareholders.^® Congress 

passed the Securities Act of 1933. In attempting to 

accomplish the objective that reliable information about 

original security issues offered for public sale be made 

available to prospective purchasers, the act required that 

certified financial statements (i.e., balance sheet and 

income statements for each of the preceding three years) be 

included in the registration statements filed with the 

Commission.^9 

In extending the disclosure requirements of the 

Securities Act of 1933, the Securities Exchange Act of 1934 

required the annual filing of balance sheets and income 

statements of covered companies with the Commission.^ 

While the Commission was provided with the option of 

requiring or not requiring certification, the Commission 

chose the former alternative.31 The Commission also was 

28. Hawkins, op. cit., p. 150. 

29. "Securities Act of 1933 Law Text," CCH Federal 
Securities Law Reports, Volume 1, Schedule A (18). 

30. "Securities Exchange Act of 1934 Law Text," 
CCH Federal Securities Law Reports, Volume 2, Section 13 
(a). 

31. Code of Federal Regulations, Title 17, Section 
210. 
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provided with the authority to promulgate accounting 

principles, but instead usually has chosen to allow the 

accounting profession to exercise this authority.^2 

In 1935, the American Association of University 

Instructors in Accounting changed its name to the American 

Accounting Association and also modified the objectives of 

the organization. The primary impetus for the objectives 

modification was the authority granted to the Securities and 

Exchange Commission and the fear that the Commission would 

exercise its legal authority. Based on this impetus, the 

development of an underlying theory of accounting became a 

primary objective."J 

The Institute's 1936 revision of the 1929 Verifica

tion of Financial Statements was responsible for two 

significant changes in financial reporting. Whereas the 

1917 and 1929 statements had been primarily creditor 

oriented, the 1936 statement specifically identified as 

intended users of financial statements both creditors and 

stockholders.34 Associated with the movement away from the 

exclusive creditor viewpoint was the recognition that the 

32. Prentice-Hall Securities Regulation, Volume 1, 
Par. 225-227; and Spacek, op. cit., pp. 103-104. 

33. Kaulback and Vance, op. cit., p. 86; and Zeff, 
op. cit., pp. 38-41. 

34. American Institute of Accountants, Examination 
of Financial Statements by Independent Public Accountants 
(New York: American Institute of Accountants, 1936), p. v. 
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income statement was, at a minimum, equally important as the 

balance sheet.^5 

The Institute changed its policy of appointing ad 

hoc committees to attempt to resolve various financial 

reporting deficiencies. It appointed the Committee on 

Accounting Procedure in 1938. It decided to select the 

Committee on Terminology members from the Committee on 

Accounting Procedure starting in 1939.36 During the 

period 1939-1959, the two committees issued 51 Accounting 

Research Bulletins and 4 Accounting Terminology Bulletins.37 

A primary result on financial reporting was the completion 

of the shift of emphasis away from the balance sheet to the 

income statement.^8 A principal characteristic of the 

influence of the Accounting Research and Terminology Bulle

tins on financial reporting was that the recommendations 

contained therein rested on their general acceptability 

rather than being stated requirements of financial report-

ing. * Characteristic of the Institute pronouncements was 

35. Ibid., p. 4. 

36. Official Releases, "History of the Accounting 
Procedure Committee—from the Final Report," The Journal of 
Accountancy, 108:70, November, 1959; and Committee on 
Accounting Procedure and Committee on Terminology, op. cit., 
p. 7 of Accounting Terminology Bulletins section. 

37. Committee on Accounting Procedure and Committee 
on Terminology, op. cit., p. 2. 

38. Ibid., p. 7. 

39. Ibid., p. 9. 
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the emphasis on piecemeal practitioner-oriented solutions 

rather than attempting to develop a broad theory of 

accounting.^® 

During the time period after the American Accounting 

Association's objective modification in 1935 to 1960, the 

Association took significant actions that were designed to 

produce improvements in financial reporting. Included among 

the actions were the publication of various committee 

research projects and monographs.^ An underlying charac

teristic of the publications was the intent that emphasis be 

placed on developing broad unified principles of accounting 

rather than using the piecemeal, practitioner-oriented 

approach of the Institute. While few of the research 

recommendations were initiated in practice around the 

publication date, a number were implemented in later years. 

From 1934 to 1960, the Securities and Exchange 

Commission continued to follow its original policy of per

mitting the accounting profession to exercise primary 

responsibility for promulgating accounting principles. 

Statements by SEC commissioners and chief accountants indi

cated that the SEC would prefer to continue to allow the 

40. Editorial, "Accounting Research and Accounting 
Principles," The Journal of Accountancy, 106:27-28, 
December, 1958; and Official Releases, "History of the 
Accounting Procedure Committee—from the Final Report," 
op. cit., pp. 70-71. 

41. Zeff, op. cit., pp. 45-60. 
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accounting profession to exercise the authority as long as 

the resultant financial reporting was deemed by the SEC to 

be adequate or changes were being made to attain adequacy. 

Exceptions to the general policy of allowing the accounting 
i 

profession to establish accounting principles and satisfac

tion with the functioning of the accounting profession 

resulted in the commencement of the issuance of Accounting 

Series Releases by the Chief Accountant of the Securities 

and Exchange Commission. The releases are interpretive 

opinions concerning accounting and auditing matters. The 

first release was issued on April 1, 1937. Ten were issued 

by the end of 1939, 69 by the end of 1949, and 84 by the end 

of 1959.^3 At the close of the decade of the 1950's, fre

quent expressions of fear that the SEC would exercise its 

full authority in the area of financial reporting were 

forthcoming.^ 

Reacting to dissatisfaction with the state of 

financial reporting, the Institute, on the recommendation of 

42. Representative of such statements is Manual F. 
Cohen, "The SEC and Accounting: Co-operative Efforts to 
Improve Financial Reporting," The Journal of Accountancy, 
122:57, December, 1966. 

43. "Accounting Series Releases," Prentice-Hall 
Securities Regulation, Volume 2 (Englewood Cliffs, New 
Jersey: Prentice-Hall, Inc., 1971). Note, however, that 
over 50% of the Accounting Series Releases deal with topics 
other than financial reporting such as ethics and notifica
tion of hearings. 

44. For example, Spacek, op. cit., pp. 3, 19-21. 
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Institute President Jennings, reorganized the Institute 

structure responsible for developing accounting principles. 

An Accounting Research Division was created and the 

Committees on Accounting Procedure and Accounting Termi

nology were replaced with the Accounting Principles Board.^5 

The initial charge of the Accounting Research Division was 

to develop the basic postulates and broad principles of 

accounting. Once developed, the theoretical foundation was 

intended to provide the basis for future research designed 

to eliminate financial reporting problem areas/® The 

Accounting Principles Board was the organ of the Institute 

provided with the authority to promulgate accounting 

principles. With research as the underlying tool, the 

charge of the Accounting Principles Board was to increase 

financial reporting standardization (narrow the area of 

differences in accounting principles).47 Between 1959 and 

1970, eleven Accounting Research Studies were published by 

the Accounting Research Division and seventeen Accounting 

Principles Board Opinions and four Accounting Principles 

45. Official Releases, "Report to Council of the 
Special Committee on Research Program," The Journal of 
Accountancy, 106:62-68, December, 1958. 

46. Ibid., pp. 64, 67; and Official Releases, 
"Announcement of Research Projects," The Journal of 
Accountancy, 109:73, April, 1960. 

47. Accounting Principles Board, Statement of the 
Accounting Principles Board Number 4: Basic Concepts and 
Accounting Principles Underlying Financial Statements of 
Business Enterprises, op. cit., p. 101. 
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Board Statements were issued by the Accounting Principles 

Board. By the end of 1970, neither the Accounting Research 

Division nor the Accounting Principles Board had completely 

accomplished their initial charges as intended when the 

reorganization occurred in 1959. The Accounting Research 

Division unsuccessfully attempted to achieve its charge with 

4ft 
the publication of Accounting Research Study No. 1 in 1961 

and Accounting Research Study No. 3^ in 1962. Since the 

results of the two studies were not accepted as the basic 

foundation of accounting, the other research studies lack 

the unity intended when the program was established. Like

wise, significant areas of differences still exist in 

accounting principles. Instead of the Accounting Principles 

Board following the unified plan intended in 1959, it has 

continued to follow a policy that produces piece-meal 

opinions on accounting principles that are not always 

logically consistent. While the contributions of the 

Accounting Research Division and the Accounting Principles 

Board to financial reporting have been more than meager, the 

48. Maurice Moonitz, Accounting Research Study 
Number 1: The Basic Postulates of Accounting (New York: 
American Institute of Certified Public Accountants, Inc., 
1961). 

49. Robert T. Sprouse and Maurice Moonitz, 
Accounting Research Study Number 3; A Tentative Set of 
Broad Accounting Principles for Business Enterprises (New 
York: American Institute of Certified Public Accountants, 
Inc., 1962). 
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contributions have not been as significant in magnitude or 

quality as anticipated in 1959. 

During the 1960's, the Institute was responsible for 

two changes that significantly influenced financial report

ing. One was the recommendation of the desirability of 

presenting the statement of source and application of funds 

as a primary financial statement.50 The other was the 

adoption of a Council resolution in 1964 that changed the 

applicability of Accounting Principles Board Opinion 

recommendations from resting on their general acceptability 

to the requirement that such recommended principles were 

accounting principles from which departures in financial 

statements must be disclosed. 

The primary research activity of the American 

Accounting Association during the first half of the decade 

of the sixties was the publication in 1966 of A Statement of 

Basic Accounting Theory.^2 while this statement contained 

50. Accounting Principles Board, Opinion of the 
Accounting Principles Board Number 3; The Statement of 
Source and Application of Funds (New York: American Insti-
tute of Certified Public Accountants, Inc., 1963), p. 16. 

51. Accounting Principles Board, Opinion of the 
Accounting Principles Board Number 6: Status of Accounting 
Research Bulletins (New York: American Institute of 
Certified Public Accountants, Inc., 1965), pp. 48-51. 

52. Committee to Prepare a Statement of Basic 
Accounting Theory, op. cit. 
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a number of recommendations for changes in financial report

ing, none had been adopted by the end of 1970. 

During the decade of the 1960's and into the 1970's, 

the SEC generally continued to maintain its original policy. 

Twenty additional Accounting Series Releases were issued 

during the 1960's and three more issued by the end of 

1970.^ Of primary significance, however, was the leader

ship position taken by the SEC on reporting by product 

line.54 

Adequacy of Financial Reporting 

Favorable Opinions of Adequacy 

An approach occasionally used to show that financial 

reporting has reached a high level of effectiveness is to 

compare extant financial reporting with financial reporting 

C C  
as it existed at times in the past. Since improvements 

allegedly have been forthcoming, the results of such an 

analysis normally are that financial reporting more fully 

accomplishes its purpose than it did previously. 

53. "Accounting Series Releases," op. cit. 

54. Securities and Exchange Commission, Securities 
Act of 1933 Release No. 4988 and Securities Exchange Act of 
1934 Release No. 8650. 

55. Sears, op. cit., pp. 417-423; and Hawkins, 
op. cit., pp. 135-136, 167. 
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Using this comparative basis or using financial 

reporting as it exists today for the basis, some well-

informed members of the financial community express the 

opinion that financial reporting has reached a high level 

of effectiveness. They do not believe that perfection in 

financial reporting has been achieved nor do they believe 

that it is possible to do so. This latter belief is based, 

at least partially, on their opinion that financial 

reporting is an art rather than a science. Various 

criticisms of financial reporting are labeled by these 

individuals as being of minor significance or unrealistic. 

They are basically satisfied with the current state of the 

art and believe that improvements should and will continue 

on an evolutionary basis. 

Unfavorable Opinions of Adequacy 

Financial reporting never has and probably never 

will be free of all criticisms.5^ Criticisms were made 

during the early developmental years. However, critics 

56. William D. Serfass, Jr., "The Accountant's Role 
in the Preparation of Public Corporation Reports," New York 
Certified Public Accountant, 35:592, August, 1965; James J. 
Mahon, "Accounting Principles Debate and Investor Confi
dence," Financial Executive, 34:36, December, 1966; John L. 
Carey, "Management's Stake in Accounting Principles," 
op. cit., p. 24; Bevis, op. cit., p. 197; John L. Carey, The 
CPA Plans for the Future, op. cit., p. 149. 

57. Howard Ross, The Elusive Art of Accounting 
(New York: The Ronald Press Company, 1966), pp. 26-27. 
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have been particularly vocal since the 1950's. Such 

criticisms are forthcoming from within and outside of the 

accounting profession. 

The areas of criticism of financial reporting are 

widely dispersed. The following classification is intended 

to summarize the major areas of criticism. 

1. Understandability of financial reporting.^8 

2. Existence of generally accepted accounting 

principles.^9 

3. Disclosures in financial reporting.60 

4. Comparability of financial reports 

58. Russell V. Puzey, "Accounting Is Communication," 
The Journal of Accountancy, 112:55, September, 1961; R. J. 
Chambers, Accounting and Action (Sydney, Australia: The Law 
Book Company of Australia Pty. Ltd., 1965), p. 270; D. S. 
Anderson, "Communications Problems of Financial Reporting," 
The Journal of Accountancy, 115:60, April, 1963; Allen D. 
Choka, "Will All Those Who Understand Financial Statements 
Please Rise?," Public Relations Journal, 22:27-28, April, 
1966. 

59. Special Studies, "—Uniformity—Elusive Goal," 
Financial World, 126:11, August 24, 1966; Carey, The CPA 
Plans for the Future, op. cit., p. 135; T. A. Wise, "The 
Auditors Have Arrived," Fortune, 62:198, November, 1960; 
Spacek, op. cit., p. 87. 

60. Spacek, op. cit., pp. 11-12; and Wirt E. Myers, 
"Report Cards for Corporations," Credit and Financial 
Management, 67:14, March, 1965. 

61. Burton, op. cit., pp. 2, 4-5; J. A. Livingston, 
"What's Wrong With Financial Reporting?," The Journal of 
Accountancy, 112:28, August, 1961; Howard Ross, Financial 
Statements: A Crusade for Current Values (New York: Pitman 
Publishing Company, 1969), p. 4; Spacek, op. cit., p. 200; 
David Norr, "Investment Analyst's Views of Financial 
Reporting," Financial Executive, 34:26, December, 1966. 
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Timeliness of financial reporting.®2 

Measurement procedures in financial reporting. 

Summary and Conclusions 

In this chapter, an attempt is made to present the 

nature of financial reporting, its importance, and the 

adequacy with which its function is achieved. 

Based on this analysis, financial reporting 

allegedly possesses the potential for satisfying or con

tributing to the satisfaction of capital accumulation and 

providing the basis for the distribution among the factors 

of production. 

The extent to which financial reporting achieves its 

intended function is subject to considerable debate. 

Critics are not particularly concerned with the improvements 

that have been made, but instead point to alleged defi

ciencies. Proponents emphasize the improvements made in 

financial statements and express satisfaction with the 

existent machinery for change. 

62. Robert H. Roy and James H. MacNeill, Horizons 
for a Profession: The Common Body of Knowledge for Certified 
Public Accountants (New York: American Institute of 
Certified Public Accountants, Inc., 1967), p. 205. 

63. Special Studies, "Annual Reports—A New 
Approach," Financial World, 126:4-5, August 31, 1966; 
Burton, op. cit., p. 1; Morton Backer, "Financial Reporting 
and Security Investment Decision," Financial Executive, 34: 
53, December, 1966; Bevis, op. cit., pp. 148-149. 



Methodologies are needed for evaluating the 

adequacy with which financial reporting accomplishes its 

intended function and for identifying any underlying 

deficiencies. While agreement may not be reached as long 

as different standards and approaches for evaluation are 

used by different individuals, the investigative results 

are worthwhile. One methodology which provides a partial 

solution, at a minimum, is communication theory. 



CHAPTER III 

COMMUNICATION THEORY 

Communication theory is analyzed to determine if it 

provides a methodology useful for evaluating other disci

plines. An inquiry is made into the importance of communi

cation theory as a separate discipline and into the 

relevance of communication theory to the effective function

ing of other disciplines. 

If communication theory provides a methodology for 

evaluating other disciplines, it should be possible to 

develop a communication model to anchor the evaluation. An 

attempt is made to develop such a model. 

Breadth of Communication Theory 

In this age of specialization, many new disciplines 

have come into existence. In addition, many established 

disciplines have been divided into rather minute segments. 

While the specialization and related segmentation appear 

ubiquitious, it is imperative that an awareness exist of the 

interrelationships among many of the existent disciplines. 

Communication theory provides a basis for that awareness. 

In evolving to the present state, communication 

theory has borrowed from and enriched many other disci

plines. This method of development is a beneficial means 

36 



37 

for extending knowledge. The resultant communication theory 

possesses great breadth and encompasses or influences many 

other so-called disciplines. Thayer provides insight into 

the breadth in stating that communication theory has influ

enced neurological and brain research; bionics, communica

tion pathologies, and human factors; media technology; 

verbal learning and verbal conditioning; language, 

linguistics, and semantics; cognition, thinking, and 

problem-solving; personality, psychological, and psychiatric 

studies; interpersonal behavior; small group studies and 

communication nets; organizations, organization theory, 

organizational behavior, and management theory; communica

tion and information systems and information sciences and 

technology; mass communication, sociocultural, and socio

political studies; animal communication; simulation; and 

quantitative analysis and methodology.^ 

1. Lee Thayer, Communication and Communication 
Systems in Organizations, Management, and Interpersonal 
Relations (Homewood, Illinois: Richard D. Irwin, Inc., 
1968), pp. 311-324. Other discussions of the breadth appear 
in Claude E. Shannon and Warren Weaver, The Mathematical 
Theory of Communication (Urbana, Illinois: University of 
Illinois Press, 1949), pp. 95-97; Stuart Chase, Power of 
Words (New York: Harcourt, Brace, and Co., 1954), pp. 148, 
176; John R. Kirk, "Communication Theory and Methods of 
Fixing Belief," in S. I. Hayakawa (ed.), Language, Meaning 
and Maturity: Selections from ETC.: A Review of General 
Semantics, 1943-1953 (New York: Harper and Brothers, 1954), 
p. 114; George T. Vardaman and Carroll C. Halterman, 
Managerial Control Through Communication: Systems for 
Organizational Diagnosis and Design (New York: John Wiley 
and Sons, Inc., 1968), pp. 7-10, T5; Ray L. Birdwhistell, 
"Some Body Motion Elements Accompanying Spoken English," 
in Lee Thayer (ed.), Communication Concepts and Perspectives 
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No attempt is made to incorporate all of communica

tion theory into the present analysis. Statements by 

Thayer and others indicate the fruitlessness of such an 

attempt. Instead, selected aspects of communication theory 

are utilized. While the researcher is aware of the vastness 

of communication theory and the interrelationships with 

other disciplines, the limited view is necessary and 

sufficient to accomplish the desired objectives. 

Importance of Communication Theory and 
Ability to Communicate 

Communication theory has contributed to the survival 

and advancement of man and society. The ability to com

municate is mandatory for advancement above a certain level. 

(Washington: Spartan Books, 1967), p. 54; Harley C„ Shands, 
"Outline of a General Theory of Human Communications: 
Implication of Normal Pathological Schizogenesis," in Lee 
Thayer (ed.), Communication Concepts and Perspectives 
(Washington: Spartan Books, 1967), p. 99; Jerome Rothstein, 
"Measurement and Communication," in Floyd M. Matson and 
Ashley Montagu (eds.), The Human Dialogue: Perspectives on 
Communication (New York: The Free Press, 1967), pp. 51-54. 

2. Thayer, op. cit., pp. 307-309. 

3. S. I. Hayakawa, Language in Thought and Action 
(New York: Harcourt, Brace and World, Inc., 1964), p. 18; 
Colin Cherry, On Human Communication: A Review, A Survey, 
and A Criticism (New York: Science Editions, Inc., 1957), 
p. 31; Lee Lowenthal, "Communication and Humanitas," in 
Floyd M. Matson and Ashley Montagu (eds.), The Human 
Dialogue: Perspectives on Communication (New York: The 
Free Press, 1967), p. 336. 



39 

The ability to communicate is the basis for the 

superiority of man over animals in terms of advancement. 

The difference between man and animals is one of kind and 

not of degree.^ Through the use of symbols, man can share 

experiences with his fellow man and can interact with 

ancestors and descendants.^ Man is both a space-binder and 

a time-binder whereas animals are only space-binders.® 

Hayakawa aptly states the importance of communica

tion in saying, "... 'fitness to survive1 means the 

ability to talk and write and listen and read in ways that 

increase the chances for you and fellow-members of your 

species to survive together. "*^ 

4. Leslie A. White, "The Symbol: The Origin and 
Basis of Human Behavior," in S. I. Hayakawa (ed.), Language, 
Meaning and Maturity: Selections from ETC.: A Review of 
General Semantics, 1943-1953 (New York: Harper and Brothers, 
1954), p. 254; and Ashley Montagu, "Communication Evolution 
and Education," in Floyd M. Matson and Ashley Montagu (eds.), 
The Human Dialogue: Perspectives on Communication (New York: 
The Free Press, 1967), pp. 445-446. 

5. John C. Condon, Jr., Semantics and Communication 
(New York: The Macmillan Company, 1966), p. 8; and Lyman 
Bryson, Science and Freedom (New York: Columbia University 
Press, 1947), p. 97. 

6. Anatol Rapoport, "What is Semantics?," in S. I. 
Hayakawa (ed.), Language, Meaning and Maturity: Selections 
from ETC.: A Review of General Semantics, 1943-1953 (New 
York: Harper and Brothers, 1954), p. 15. See also Harold 
D. Lasswell, Daniel Lerner, and Ithiel de Sola Pool, The 
Comparative Study of Symbols (Stanford, California: Stanford 
University Press, 1952), p. 18. 

7. Hayakawa, op. cit. Hayakawa further supports 
this belief on page 13 by saying: "Language ... is the 
indispensable mechanism of human life—of life such as ours 
that is molded, guided, enriched, and made possible by the 
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Survey of Communication Models 

Selected models of the communication process are 

presented as the basis for constructing a model that will be 

used as the foundation for later evaluations. Schematic, 

mathematical, and verbal models have been used to describe 

the communication process.® Schematic models are emphasized 

in this presentation. 

Shannon's Model 

In discussing the communication process, Shannon 

takes a primarily mathematical approach. However, Shannon 

does develop several schematic models that are considered 

classical models of the communication process. The general 

model of communication is presented schematically as 

follows: 

COMMUNICATION 

TECHNICAL 
SPHERE 

INFLUENTIAL 
SPHERE 

SEMANTIC 
SPHERE 

accumulation of the past experiences of members of our own 
species." 

8. Shannon and Weaver, op. cit., pp. 98, 115-116; 
Lasswell, Lerner, and de Sola Pool, op. cit., pp. 12, 19-20; 
Glenn A. Bassett, The New Face of Communication (Binghamton, 
New York: American Management Association, 1968), pp. 97-98, 
106. 



According to the model, technical, semantic, and 

influential requirements must be met if communication is to 

be achieved. The technical requirements relate to the 

accuracy of the transmission of symbols. The semantic 

requirements relate to the preciseness with which the 

symbols convey the desired meaning. The influential re

quirements relate to the effectiveness with which the 

received meaning secures the desired results on behavior.^ 

research encompass all the spheres of communication. The 

traditional approach is to develop a model that includes 

only one of the spheres. Shannon, while recognizing the 

existence of the three spheres, limits his model to the 

technical sphere since his model is directed toward com

munication in the fields of engineering and telecommunica

tions. Shannon's model appears as follows:^® 

None of the communication models examined in this 

INFORMATION 
V SOURCE / 

TRANSMITTER RECEIVER WDESTINATION 

Message Signal Received Message 
Signal 

NOISE 
SOURCE 

9. Shannon and Weaver, op. cit., pp. 96-97. 

10. Ibid., p. 98. 
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Shannon defines the function of the components in 

the model as follows:H 

Information source: "The information source selects 

a desired message out of a set of possible messages . . . 

Transmitter: "The transmitter changes this message 

into the signal which is actually sent over the communica

tion channel from the transmitter to the receiver." 

Noise source: "In the process of being transmitted, 

it is unfortunately characteristic that certain things are 

added to the signal which were not intended by the informa

tion source. . . . All these changes in the transmitted 

signal are called noise." 

Receiver: "The receiver is a sort of inverse trans

mitter, changing the transmitted signal back into a message, 

and handing this message on to the destination." 

Ibid., pp. 6, 98-99. The process of sending a 
telegram can be used to illustrate the functions of the 
components of a communication model. The individual who 
desires to send the telegram is the information source. He 
must decide what message to convey and to whom the message 
will be sent. The function of the transmitter is performed 
by the Western Union agent via the telegraph key. The agent 
converts the message into Morse code as he taps the key. 
The output of the transmitter is the signal. The Western 
Union agent at the receiving location who receives the 
signal via the telegraph receiver is the receiver. He con
verts the received signal into the original language. 
Beginning with the functioning of the transmitter and 
terminating with the functioning of the receiver, dis
turbances (i.e., noise) may occur such that the message 
selected by the information source is not the message 
received. The Western Union agent gives the message to the 
destination who is the individual for whom the message was 
intended. 
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Destination: "The destination is the person (or 

thing) for whom the message is intended." 

Weaver's Model 

Weaver's communication model is broader than 

Shannon's in that it includes, to some extent, both the 

technical and the semantic spheres. In essence, Weaver 

modifies Shannon's communication model to include the effect 

of the semantic sphere on the performance of communication. 

Whereas Shannon is concerned with the accuracy with which 

the symbols of communication are transmitted, Weaver also is 

concerned with the preciseness with which the transmitted 

symbols convey the desired meaning.^ The following diagram 

is this researcher's conception of Weaver's verbal descrip

tion of his modification of Shannon's model.13 

INFORMA
TION 
SOURCE 

Mes
sage 

TRANS
MITTER 

Mes
sage 

Sig
nal 

SEMANTIC 
NOISE 

SOURCE 

SEMANTIC 
RECEIVER 

DESTINA
TION RECEIVER 

SEMANTIC 
RECEIVER 

DESTINA
TION RECEIVER 

SEMANTIC 
RECEIVER 

DESTINA
TION 

Re
ceived 
Signal 

Message Message 

ENGINEER
ING NOISE 
SOURCE 

12. Chase, op. cit., p. 18. 

13. Shannon and Weaver, op. cit., pp. 115-116. To 
continue the illustration began in footnote 11, the semantic 
receiver is the individual for whom the message is intended. 
The semantic receipt function is performed properly only if 
the meaning assigned by this individual is that intended by 
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Chase perceived the modification in a slightly 

different and more succinct diagram.^ 

SEMANTIC 
NOISE 

MECHANICAL 
DECODER 

Signal 

SENDER RECEIVER SEMANTIC 
DECODER 

MECHANICAL 
NOISE 

Weaver defines the functions of the additional 

components in his model as follows 

Semantic receiver: The 11. . . semantic receiver 

subjects the message to a second decoding, the demand of 

this one being that it must match the statistical semantic 

characteristics of the message to the statistical semantic 

capacities of the totality of receivers, or of that subset 

of receivers which constitutes the audience one wishes to 

affect." In essence, the semantic receiver gives the 

message a second decoding in terms of the meaning of the 

message to the receiver. 

the person sending the telegram. Anything that interferes 
with the individual assigning the proper meaning to the 
message is semantic noise. 

14. Chase, op. cit., p. 18. 

15. Shannon and Weaver, op. cit., pp. 115-116. 

/ 
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Semantic noise; Semantic noise imposes "... into 

the signal the perturbations or distortions of meaning which 

are not intended by the source but which inescapably affect 

the destination." 

Schramm's Model 

Schramm gives primary consideration to the role of 

the human being in the communication process. Certain 

limitations relating to the capabilities of man are con-

1 fk 
sidered. Schramm's model is as follows: 

COMMUNICATION: 

SIGNAL SOURCE DESTINATION 

HUMAN COMMUNICATION SYSTEM: 

SOURCE ENCODE igna: IECODEF DESTINATION 

REQUIREMENTS FOR COMMUNICATION: 

SOURCE ENCODER DESTINATION DECODER 

FIELD OF 
EXPERIENCE 

16. Wilbur Schramm, "How Communication Works," in 
Wilbur Schramm (ed.), The Process and Effects of Mass Com
munication (Urbana, Illinois: University of Illinois Press, 
1954), pp. 3-6. 
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The model component not appearing in the previous 

models is defined as follows: 

Field of experience: The accumulated experiences of 

an individual.^ 

The model emphasizes the role of man in the com

munication process. "The source can encode and the destina-

1 ft 
tion can decode only within the experiences each has had."±0 

As indicated by the third diagram, the larger the common 

field of experience of the source and the destination, the 

greater the probability that communication will result. The 

subsequent diagrams illustrate the three possible fields of 

experience of the source and the destination. 

No common field of experience: 

SOURCE DESTINATION 

o o 
Field of Experience Field of Experience 

Completely common field of experience: 

SOURCE AND DESTINATIONS 

Field of Experience 

17. Ibid., p. 6. To continue the telegraph illus' 
tration, the backgrounds of the source and the destination 
determine, to some extent, if the destination assigns the 
intended meaning to the telegram. 

18. Ibid. 
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Partially common field of experience; 

SOURCE DESTINATION 

00 
Field of Experience Field of Experience 

In the first diagram, communication between the 

source and the destination is impossible. Since the source 

and destination have no common fields of experience, the 

symbols transmitted by the source do not have the proper 

meaning assigned to them by the destination. Without the 

proper meaning assignment, there is no communication. 

In the second diagram, the fields of experience of 

the source and the destination are identical. The proba

bility of this occurring is very small, if not zero. 

Assuming that completely common fields of experience do 

exist between the source and the destination, then com

munication between them should approach perfection. That 

is, communication between them should be easy to achieve and 

very effective. 

In the third diagram, the source and the destination 

have some common fields of experience. If the source 

attempts to communicate with the destination within this 

common field of experience, the probability of communication 

occurring is high. However, if the source attempts to 

communicate with the destination outside this common field 
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of experience, the probability of communication occurring is 

low.-*-® 

Development of a Communication Model 

Shannon's, Weaver's, and Schramm's communication 

models provide the foundation for the development of the 

following model of the communication process. 

COMMUNICATION 

-*-j DESTINATION 

SOURCE 
Field of experience 

DESTINATION 
Field of experience 

RECEIVER TRANSMITTER SEMANTIC 
RECEIVER 

SEMANTIC 
NOISE 

SOURCE 

SEMANTIC 
NOISE 

SOUHCE 

EFFECTIVE COMMUNICATION 

UTILITY COMMUNICATION EFFECTIVE 
COMMUNICATION 

19. Set theory can be used effectively to describe 
the influence of the field of experience on communication. 
If set P represents the field of experience of the informa
tion source and set Q represents the field of experience of 
the destination, communication can occur only if the message 
is within the intersection of set P and set Q (i.e., P fl Q). 
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INFLUENTIAL COMMUNICATION 

INTENDED 
BEHAVIOR 

INFLUENTIAL 
COMMUNICATION 

EFFECTIVE 
COMMUNICATION 

The components in the communication model are 

described as follows: 

Information source: Selects the message to be 

transmitted, the semantic transmitter, and the transmitter. 

Semantic transmitter: Selects the symbols to convey 

the meaning of the message (i.e., assigns meaning). 

Semantic noise source: Any interferences or distor

tions of meaning not intended by the source and/or the 

destination. Causative factors are both physiological and 

psychological. 

Transmitter: Converts the symbols into a form 

(signal) such that they can be sent over the channel. 

Engineering noise source: Any changes (i.e., addi

tions or deletions) in the transmitted signal during the 

physical transmission. 

Receiver: Physically receives the signal and con

verts the signal received from the channel into symbols. 

Semantic receiver: Assigns meaning to the symbols. 

Destination: Desired recipient of the message. 

Fields of experience: Accumulated experiences of the 

source and the destination. 
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Utility: The message received is useful to the 

destination. 

Intended behavior; The response of the destination 

is that intended by the information source. 

Distinction Between Communication, 
Effective Communication, and 

Influential Communication 

Communication theory e^ Jompasses communication, 

effective communication, and influential communication. 

However, as the model indicates, communication can occur 

without the occurrence of effective communication or 

influential communication and effective communication can 

occur without the occurrence of influential communication. 

Note, however, that influential communication cannot occur 

without the occurrence of effective communication and 

effective communication cannot occur without the occurrence 

of communication. 

Communication occurs if meaning transference (i.e., 

destination assigns intended meaning to the message) is 

present. The requisites that the selected messages possess 

utility to the destination or influence destination behavior 

in a certain manner are irrelevant to the occurrence of 

communication. Failure to make the distinction can result 

in the misapplication of communication. For example, the 

results of an analysis may indicate that communication is 

not occurring when, in effect, communication is occurring, 
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but either effective or influential communication is not. 

Different corrective action is required to achieve communi

cation, effective communication, or influential communica

tion. 

In addition to meaning transference, effective 

communication requires that the message be useful to the 

destination. Only data are received if there is no 

associated utility. With utility, information is received. 

Using the model, effective communication is defined as the 

process by which an information source transmits information 

to a destination in such a manner that the intended meaning 

of the message is received by the destination. 

In addition to meaning transference and utility, 

influential communication requires that the behavior 

intended by the information source be forthcoming from the 

destination. If the behavior of the destination is not 

affected in the intended manner, influential communication 

has not occurred; at a maximum, only effective communication 

has occurred. 

The objective of a communication effort can be to 

achieve communication, effective communication, or influen

tial communication. The choice rests with the information 

source. 
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Summary 

Communication is requisite to the survival and 

growth of man and his social system. Through the use of 

the symbol, man is able to learn from his ancestors, inter

act with his peers, and benefit posterity. The ability to 

communicate separates man from animals. 

Communication theory encompasses a technical 

sphere, a semantic sphere, and an influential sphere. 

Using three extant communication models as the basis, a 

communication model is developed that is designed to encom

pass, to some extent, these three communication spheres. 

A distinction is made in the model between com

munication, effective communication, and influential 

communication. For communication to be achieved, the 

destination must assign the meaning intended by the 

information source to the message. Effective communication 

requires that the message possess utility for the destina

tion in addition to the requirement for communication. 

Influential communication is achieved only if in addition 

to the requirements for effective communication, the 

destination's behavior is that which is intended by the 

information source. 

The success with which the objectives of communica

tion, effective communication, and influential communication 

are achieved depends on the adequacy of the coordinated 

functioning of all the elements in the communication 



process. The success of a communication encounter is 

determined solely by neither the source's communication 

skills nor the destination's communication skills. "Both 

play some part—as does every other element in the 

process. 

20. Thayer, op. cit., p. 139. 



CHAPTER IV 

AN ANALYSIS OF THE SPHERES OF COMMUNICATION 

The technical, semantic, and influential spheres 

comprise the spheres of communication. An analysis is made 

of the spheres and the contribution of each to the achieve

ment of communication, effective communication, and influ

ential communication. 

The Technical Sphere 

Classical contributions in the technical sphere were 

made by Shannon and Wiener.^ Terms frequently used inters 

changeably to describe contributions in the technical sphere 

are mathematical communication, information theory, statis

tical theory of communication, probabilistic theory of 

1. Warren Weaver, "The Mathematics of Communica
tion," Scientific American, 181:11, July, 1949. 

2. Fazlollah M. Reza, An Introduction to Informa
tion Theory (New York: McGraw-Hill Book Company, Inc., 1961), 
p. 12; Robert M. Fano, Transmission of Information: A 
Statistical Theory of Communications (Cambridge, Massa
chusetts: The M.I.T. Press, 1961), p. 1; John R. Pierce, 
Symbols, Signals and Noise: The Nature and Process of Com
munication (New York: Harper & Row Publishers, 1961), pp. 1, 
41-42; Robert Ash, Information Theory (New York: Inter-
science Publishers, a division of John Wiley & Sons, 1965), 
p. v. See Claude E. Shannon and Warren Weaver, The Mathe
matical Theory of Communication (Urbana, Illinois: University 
of Illinois Press, 1949) and Norbert Wiener, Cybernetics 
(New York: The M.I.T. Press and John Wiley & Sons, Inc., 
1961). 

54 
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O 
communication, and communication theory. While the mathe

matical models developed by Shannon and Wiener differ sig

nificantly, the ultimate objective of both models is the 

same; that is, ". . . the faithful reproduction of the 

original signal."^ Faithful signal reproduction is also the 

objective of the technical sphere.^ 

A parameter associated with the "faithful reproduc

tion" is efficiency. The motivation is not only to repro

duce the signal, but to do it in the most efficient manner. 

The efficiency requirement necessitates measurement of the 

amount of information that is received.® 

The technical sphere presentation is limited to 

information, measurement of information, channel capacity, 

redundancy, and feedback. 

3. Pierce, op. cit., pp. ix, x, 9; Colin Cherry, 
"The Communication of Information," American Scientist, 40: 
640, October, 1952; Reza, op. cit., pp. ix, 12; Ash, op. 
cit., p. v; Fano, op. cit., p. 1. 

4. Fano, op. cit., p. 1. For a similar statement 
of the objective of the models see Alfred G. Smith (ed.), 
Communication and Culture (New York: Holt, Rinehart and 
Winston, 1966), p. 2. 

5. For a statement of the objective of the tech
nical sphere, see Donald M. MacKay, Information, Mechanism 
and Meaning (Cambridge, Massachusetts: The M.I.T. Press, 
1969), pp. 74-75; Smith, op. cit., p. 2; Weaver, op. cit., 
p. 11. 

6. MacKay, op. cit., p. 158. 
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Information 

In everyday usage, information means acquiring addi

tional knowledge.^ Because the contributions in the tech

nical sphere are in mathematical terminology, the terms are 

defined with precision. The technical meaning assigned to 

information is not significantly different from its everyday 

one; it is merely more precise. Information is defined as 

the freedom of choice in selecting a message.® The greater 

the freedom of choice (i.e., number of possible alterna-

tives) in selecting a message, the greater the information. 

Shannon was careful to specify that the concept of 

information, defined as freedom of choice, does not include 

meaning.According to Shannon's model, communication 

occurs if the message selected by the information source is 

physically received by the destination (i.e., symbols 

selected for transmission are those that are received by the 

destination). However, the exclusion of meaning from 

7. Ibid., pp. 156-158. 

8. Weaver, op. cit., p. 12. 

9. Luis F. Nanni, "Programming, Probability, and 
Information Theory," in Donald H. Hamsher (ed.), Communica
tion System Engineering Handbook (New York: McGraw-Hill Book 
Company, 1967), p. 4:41 and Weaver, op. cit., p. 12. 

10. Nanni, op. cit., p. 4:41; Weaver, op. cit., 
p. 12; Philippe Le Corbeiller, "Introduction," in Philippe 
Le Corbeiller et al^. , The Languages of Science: A Survey of 
Communication 7New York! Basic Books, Inc., 1963), p. xii; 
MacKay, op. cit., pp. 77, 160. 
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Shannon's communication model should not be interpreted to 

imply that he did not consider semantics to be a part of 

communication theory. Instead, Shannon restricted his 

model to the technical sphere; that is, only one of the 

three spheres of communication.^^ 

Measurement of Information 

The information unit chosen for measurement is 

selective information.12 This information unit is in 

accordance with the definition of information as freedom 

of choice. The measurement of information is solely a 

quantitative one. No attempt is made to measure the value 

1 *3 
of information. 

The following equation provides a measure of the 

amount of information, 

k 
H = - E p(i) log p(i) 

i=l 

11. MacKay, op. cit., pp. 79-80. 

12. Elwyn Edwards, Information Transmission; An 
Introductory Guide to the Application of the Theory of 
Information to the Human Sciences (London: Chapman and 
Hall, 1964), p. 28 and MacKay, op. cit., pp. 158-160. 

13. Le Corbeiller, op. cit., p. xii. 

14. Nanni, op. cit., 4:41-4:43. For a development 
of this equation as a measure of information, see Fano, 
op. cit., pp. 21-61; Edwards, op. cit., pp. 28-42. 
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H = amount of information or entropy.^ 

p(i) = the probability of the ith symbol being chosen. 

log p(i) = log of the probability of the ith symbol 

being chosen. 

k = the number of alternatives or outcomes. 

According to the equation, the amount of information (i.e., 

H) increases with an increase in the amount of uncertainty 

of what message will be produced. The greater the destina

tion's awareness of the message that the information source 

will produce, the less the information.The fewer the 

choices available to the source in selecting a message, the 

less the uncertainty of the destination as to what message 

the source will produce.^ The formula is applicable for 

those situations in which the probability of the selection 

of a particular message from the set of possible messages is 

either equiprobable or nonequiprobable.-^ 

For illustrative purposes, suppose that the informa

tion source selects the message from the only possible 

alternative. Such a message possesses no information. 

15. A synonym for the amount of information is 
entropy. See Nanni, op. cit., p. 4:43 and Pierce, op. cit., 
p. 80. 

16. Pierce, op. cit., pp. 23, 81. 

17. Ibid., p. 80. 

18. Nanni, op. cit., pp. 4:41-4:43. 



59 

1 
H = S (1) log 1 

i=l 

H = l*log 1 

H = log 1 

H = 0 bits 

Since only one possible message could be selected, nothing 

is known after the message selection that was not known 

previously. Suppose that the information source can select 

a message from four equiprobable alternatives. This message 

possesses 2.0 bits of information. 

4 
H  =  E l / 4  l o g  1 / 4  

i=l 

H = 2.0 bits 

Suppose that the information source can choose the message 

from among alternatives A, B, C, and D, but the alterna

tives have the following probabilities of occurrence: 

A = 1/8 

B = 2/8 

C = 3/8 

D = 2/8 

The message has 1.7804 bits of information. 
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4 
H = E p(i) log p(i) 

i=l 

H = 1.7804 bits 

The previous illustrations show the characteristics 

of H that "if all possible outcomes are equiprobable, then 

the value of H increases as the size of the ensemble in

creases [and] for an ensemble of a given size, H is maximum 

when all the possible outcomes are equilikely." 

Redundancy 

Redundancy is defined in the following equations as 

1 minus the relative entropy. 

Relative Entropy = Actual Entropy _ - S pi log i 
Maximum Entropy log k 

Redundancy = Maximum Entropy - Actual Entropy 
1 Maximum Entropy 

= 1 - Relative Entropy = 1 - ~ ̂ og k°^ ̂  

hs such., "redundancy is a measure of certainty or predic

tability. "... The more redundant a system is, the less 

23 
information it is carrying in a given time." Redundancy 

p. 43. 

19. Edwards, op. cit., pp. 41-42. 

20. Nanni, op. cit., p. 4:45; Edwards, op. cit., 

21. Wilbur Schramm, "Information Theory and Mass 
Communication," Journalism Quarterly, 32:135, Spring, 1955, 
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is achieved through the repetition of a signal.22 The 

maximum entropy occurs when all of the outcomes are equi-

probable. "This is the state of maximum disorder, since 

there is complete uncertainty about the possible out

comes. Thus, redundancy achieves the maximum value when 

the actual entropy is equal to zero. 

In evaluating the desirability of redundancy, 

specification is necessary as to whether the evaluation is 

being made in terms of entropy or in terms of combatting 

noise. By definition, reducing redundancy is desirable 

from an entropy viewpoint. However, with the presence of 

noise, redundancy can be used beneficially to increase the 

probability of the "faithful reproduction of the original 

signal."24 

Channel Capacity and Noise 

"An information channel is any system capable of 

conveying information."25 The capacity of a communication 

channel is finite,26 

22. Smith, op. cit., p. 365. 

23. Nanni, op. cit., p. 4:45. 

24. Pierce, op. cit., pp. 143, 149-150, 164-165; 
Edwards, op. cit., p. 50; Le Corbeiller, op. cit., pp. ix-x; 
Weaver, op. cit., pp. 13-14; Smith, op. cit., p. 365. 

25. Edwards, op. cit., p. 84. 

26. John R. Kirk, "Communication Theory and Methods 
of Fixing Belief," in S. I. Hayakawa (ed.), Language, 
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Suppose that C is the capacity of the channel and H 

is the entropy. Assuming the absence of noise, if H < C, an 

error free message can be transmitted over the channel. 

However, if H > C, a message cannot be transmitted over the 

channel without some loss of information.^7 Thus, for 

effective and efficient message transmission, the values of 

both H and C must be known. According to the fundamental 

theorem for a noiseless channel transmitting discrete 

symbols, the maximum average rate for the transmission of 

r* 

symbols over the channel is slightly less than ̂  and can 
rl 

never exceed fj. ̂ 8 

The preceding discussion of channel capacity ignores 

the influence of noise. Noise is "any undesired disturbance 

in a signaling system . . . ."29 Noise reduces the amount 

of error-free information that can be transmitted through 

the channel. In calculating the maximum average rate for 

the transmission of symbols over the channel, H is reduced 

by the amount of the equivocation (i„e., noise 

Meaning and Maturity: Selections from ETC.; A Review of 
General Semantics, 1943-1953 (New York: Harper and Brothers, 
1954). 

27. Pierce, op. cit., pp. 97-98; Ash, op. cit., 
pp. 49-50; Edwards, op. cit., p. 88; Weaver, op. cit., 
p. 13. 

28. Weaver, op. cit., p. 13. 

29. Pierce, op. cit., p. 291. For a brief discus
sion of noise, see Le Corbeiller, op. cit., pp. x-xi. 
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u n c e r t a i n t y ) O n l y  i f  H  <  C  i s  i t  p o s s i b l e  t o  r e d u c e  t h e  

noise to any desired level. 

One method for combating noise is redundancy. How

ever, redundancy reduces entropy. Thus, redundancy results 

in a less efficient utilization of the channel capacity 

although it can result, at the same time, in more effective 

signal transference.^ The objective of "efficient and 

error-free communication lis to removej from messages the 

somewhat inefficient redundancy which they have and I to add] 

redundancy of the right sort in order to allow corrections 

of errors made in transmission. "-*3 

Feedback 

Wiener defines feedback in terms of using deviations 

from a desired standard as the basis for making corrections 

necessary to enable attainment of the standard.^ In 

essence, feedback is a type of control mechanism designed to 

enable corrections of deviations from the norm. As applied 

to communication, the purpose of feedback is to provide the 

30. Weaver, op. cit., p. 13. 

31. Schramm, op. cit., pp. 140-141. 

32. Pierce, op. cit., pp. 164-165; Edwards, op. 
cit., p. 50; Schramm, op. cit., pp. 135-136. 

33. Pierce, op. cit., p. 164. 

34. Wiener, op. cit., pp. 6-7. See also pp. 95-
115. 
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source with an awareness of whether the selected message has 

been understood by the destination. If by feedback the 

source determines that communication is not occurring, he 

can take the necessary corrective action.^5 "An experi

enced communicator is attentive to feedback, and constantly 

modifies his messages in light of what he observes in or 

hears from his audience."'0 

While feedback normally is thought of as being 

interpersonal, feedback may also be intrapersonal. The 

source ". . . gets feedback of his own messages by listening 

to his own voice as he talks or by reading his own message 

as he writes. Unfortunately, in certain communication 

situations, interpersonal feedback is not available and 

intrapersonal feedback is not utilized (e.g., a one-way 

communication in which the information source either is not 

aware of intrapersonal feedback or does not utilize it 

properly). 

35. Norman B. Sigband, Communication for Management 
(Glenview, Illinois: Scott Foresman and Company, 1969), 
pp. 18-19. 

36. Wilbur Schramm, "How Communication Works," in 
Wilbur Schramm (ed.), The Process and Effects of Mass 
Communication (Urbana, Illinois: University of Illinois 
Press, 1954), p. 9. 

37. Herman M. Weisman, "Problems in Meaning," 
Proceedings of the 1964 Institute in Technical and Indus
trial Communications, Colorado State University, p. 206. 
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The Semantic Sphere 

Semantics is the systematic study of the meanings 

of words."'® The objective of the semantic sphere is to 

obtain certitude that the meaning intended by the informa

tion source is the meaning assigned by the destination to 

the message.Communication does not occur unless there is 

a transference of meaning.if the destination does not 

assign the intended meaning to the symbols, communication 

does not occur even if there has been a "faithful reproduc

tion of the original signal." Thus, semantics is concerned 

not only with symbols, but also with the relation between 

symbols and things.^ 

"Semantics shows how most of our words have many 

meanings , . . . & WOrd does not possess an intrinsic 

meaning.^ Failure to understand that a word does not 

38. Stuart Chase, Power of Words (New York: 
Harcourt, Brace, and Co., 1954), p. 128 and Hugh R. Walpole, 
Semantics; The Nature of Words and Their Meanings (New 
York: W. W. Norton & Company, 1941), p. 20. 

39. Weaver, op. cit., p. 11. 

40. Daniel Katz and Robert L. Kahn, The Social 
Psychology of Organizations (New York: John Wiley and Sons, 
Inc., 1966), p. 223. 

41. Smith, op. cit., p. 6. 

42. Walpole, op. cit., p. 20. 

43. Leslie A. White, "The Symbol: The Origin and 
Basis of Human Behavior," in S. I. Hayakawa (ed.), Language, 
Meaning and Maturity: Selections from ETC.: A Review of 
General Semantics, 1943-1953 (New York: Harper & Brothers, 
1954), pp. 254-255. 
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possess an intrinsic meaning has resulted in much misunder

standing, confusion, and noncommunication. A particularly 

useful device for enabling the elimination of the confusion 

44 regarding words is Ogden and Richards' basic triangle. 

THOUGHT OR REFERENCE 
(Person with Thoughts) 

SYMBOL _ REFERENT 
(words, NQ DIRECT RELATIONSHIP (object) 
etc.) 

Ogden and Richards desired to eliminate, or at least reduce, 

the noncommunication or miscommunication resulting from a 

lack of understanding of meaning. The triangle shows that 

meaning consists of three components. The referent is 

"... the object or situation in the real world to which 

the word or label refers. The thought or reference 

occurs in the brain. As a result of prior experiences, 

interpretation in the brain results in a particular 

44. C. K. Ogden and I. A. Richards, The Meaning of 
Meaning (London: Routledge & Kegan Paul Ltd., 1960), p. 11. 

45. Stuart Chase, The Tyranny of Words (New York: 
Harcourt, Brace and Company, 1938), p. 9. 
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reference being called up. Man then assigns some label or 

symbol. The symbol is expressed frequently in terms of a 

word.46 

The sides of the triangle represent the relation

ship among the three components of meaning. There is a 

causal relationship between the referent and the reference 

and also between the reference and the symbol. However, 

there is no direct causal relationship between the 

referent and the symbol. The absence of a causal relation

ship is indicated in the triangle by the absence of a 

complete base.4^ Therefore, the "symbols or words have no 

direct relationship to their referents and cannot be 

identified with the physical fact they symbolize except 

indirectly through the reader's mental process."4® The 

following example illustrates the working of the triangle. 

"The sign comes to us from an object, say a dog; we proceed 

counterclockwise and refer to meaning traces in the brain; 

49 
presently, we utter the word 'dog.'" 

The flow from referent to reference to symbol fre

quently is ignored. People tend to confuse the word 

(symbol) with the thing (referent); that is, to consider 

46. Chase, Power of Words, op. cit., p. 132. 

47. Ogden and Richards, op. cit., p. 15. 

48. Weisman, op. cit., pp. 207-208. 

49. Chase, Power of Words, op. cit., p. 132. 



the word to be the thing. "The most prolific fallacy of 

human intercourse is that the base of the triangle is filled 

in. Try as you may, you cannot eat the word 'oyster,1 

cannot sit on the word 'chair,' cannot live on the word 

•money.'"5® 

Utilization of the message of the triangle can lead 

to more effective communication. "Clear communication 

51 
demands referent, reference, and symbol, all three." 

Treating the word as the thing can lead to disagreement 

because the information source and the destination are 

CO 
using different referents. 

Application of the triangle message also can be 

used to eliminate misunderstandings and related conflicts 

associated with abstractions. The abstraction problem is 

that those attempting to communicate have lost sight of the 

referent. The higher the level of the abstraction, the 

greater the probability of misunderstanding.. At level one, 

symbols or labels are assigned to objects or referents. 

Examples are dog, chair, and pencil. At level two, symbols 

or labels are assigned to clusters and collections of 

things. Examples are mankind, consumers, goods, Germany, 

50. Chase, The Tyranny of Words, op. cit., p. 98. 

51. Ibid., p. 98. 

52. Ibid., pp. 9, 98-99; Chase, Power of Words, 
op. cit., p. 132; Glenn A. Bassett, The New Face of Com
munication (Binghamton, New York: American Management 
Association, Inc., 1968), p. 31. 



the white race, and the courts. Since those attempting to 

communicate may not be assigning the same meanings to the 

words used, the probability of confusion resulting is 

increased. At level three, symbols or labels are assigned 

to essences and qualities. Examples are freedom, indi

vidualism, truth, and the sublime. At level three, there 

are no discoverable referents; therefore, the probability 

of confusion is greatest. The solution is not to define 

abstractions in terms of other abstractions (e.g., freedom 

53 
for liberty), but instead to attempt to find the referent. 

In the preceding discussion, the term "symbol" 

generally is treated as being synonymous with the term 

"word." However, the interpretation that the only type of 

symbol is the word is incorrect. Even though the bulk of 

our deliberate communicating is done with words and the word 

is the most significant of the types of symbols, there are 

other symbols including facial expressions, hand movements, 

body movements, grunts, laughing, eye movements, and 

whistles.5^ 

53. Chase, The Tyranny of Words, op. cit., pp. 10, 
98. 

54. Colin Cherry, On Human Communication; A Review, 
A Survey, and A Criticism (New York: Science Editions, Inc., 
1957), p. 4; Chase, Power of Words, op. cit., pp. 23-24; 
Raymond V. Leiskar, Business Communication: Theory and 
Application (Homewood, Illinois: Richard D. Irwin, Inc., 
1968), p. 61; John C. Condon, Jr., Semantics and Communica
tion (New York: The Macmillan Company, 1966), p. 3. 
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Another major contributor in the semantic sphere is 

Korzybski. Although writing in the broader area of general 

semantics, much of his work is applicable to the problems 

EC 

associated with the meanings assigned to words. 

Korzybski believed that many communication diffi

culties resulted from the acceptance of the Aristotelian 

system. He developed general semantics in opposition to the 

Aristotelian system. The principles of non-identity, non-

allness, and self-reflexiveness were developed by Korzybski 

as the foundation for the non-Aristotelian system. 

Application of the three principles results in conclusions 

regarding meaning similar to those produced by the applica

tion of the triangle including Korzybski's now famous map 

C7 
analogy. ' 

In addition to the development of the three 

principles, Korzybski recommended that the following be 

used to aid in meaning assignment and communication.58 

1. "The symbol etc. to remind us of characteristics 

left out; 

55. Chase, Power of Words, op. cit., p. 128 and 
Condon, op. cit., p. 3. 

56. Anatol Rapoport, "What is Semantics?," in S. I. 
Hayakawa (ed.), Language, Meaning, and Maturity: Selections 
from ETC.; A Review of General Semantics, 1943-1953 (New 
York: Harper and Brothers, 1954), pp. 12-14. 

57. Ibid., pp. 12-13. 

58. Chase, Power of Words, op. cit., p. 139. 
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2. "index numbers to break up false identifications; 

3. "dates to remind us that objects are in process, in 
a state of constant change; 

4. "hyphens to show that events are connected and 
nature is all of a piece; 

5. "quotes to remind us that the term we are using is 
high up the abstraction ladder, and so, 'Beware, 
it's loaded!'" 

Also influencing meaning assignment are context, 

redundancy, and the field of experience. Context consists 

of "the words or other segments which precede or follow a 

particular word or segment and which bear upon the mean

ing."^ Implicitly included in this definition is the 

manner of presentation. The meaning of a word is affected 

frequently by typographical devices such as the size and 

color of the print, by the position on the page, by the 

location of a page in a set of pages, and by association 

with pictures and charts.®® Through the use of context, 

the proper meaning assignment can be made even though the 

misuse of meaning occurs and many words have more than one 

meaning.Some ways in which context can contribute to the 

59. Cherry, On Human Communication: A Review, A 
Survey, and A Criticism, op. cit., p. 303. For other 
similar definitions, see Leiskar, op. cit., p. 75; Ogden 
and Richards, op. cit., p. 58; Walpole, op. cit., p. 105. 

60. Schramm, "How Communication Works," op. cit., 
p. 9. 

61. Leiskar, op. cit., p. 75. 
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proper meaning assignment are to fix the meaning of words 

which are vague or ambiguous by themselves, to fix the 

meaning of words that belong to more than one word class, to 

fix the meaning of words that are homonyms, and to create or 

eliminate emotive overtones.^ 

Redundancy provides an interface between the tech

nical and semantic spheres. Not only can it be used to 

provide assurance that the symbols selected for transmission 

are the symbols received, but it also can be used to in

crease the probability that the meanings assigned to the 

symbols by the destination are those intended by the infor

mation source.^ 

As presented in the previous chapter, the greater 

the commonality of the field of experience of the source and 

the destination, the greater the probability that the 

destination will assign the intended meaning to the selected 

message. Unfortunately, much communication is attempted 

between a source and a destination who do not share such a 

commonality.^ 

62. Stephen Ullmann, Semantics: An Introduction to 
the Science of Meaning (New York: Barner & Noble, Inc., 
1962), pp. 52-53. 

63. Cherry, On Human Communication: A Review, A 
Survey and A Criticism, op. cit.f pp. 115-120; Weaver, 
op. cit., p. 14. 

64. John Wolfender, "The Gap—and the Bridge," in 
Philippe Le Corbeiller et al., The Languages of Science: A 
Survey of Techniques of Communication (New York: Basic 
Books, Inc., 1963), pp. 7-9. 
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A problem confronting the information source is 

determining if the destination assigns the intended meaning 

to the selected message. Feedback is one vehicle for making 

this determination. However, feedback in the form of 

observation of destination behavior is not necessarily 

indicative that the intended meaning has been assigned. 

In addition, interpersonal feedback is not always available. 

The Influential Sphere 

Communication and Behavior 

The position of contributors in the influential 

sphere is that all communication is designed to influence 

behavior. The influence may be in the form of maintaining 

or modifying the existing state of affairs of the destina

tion. ̂  In the context of the influential sphere, the 

selected message is a stimulus which has the function of 

securing a desired response. 

For influential communication to occur, the 

destination must assign the proper meaning to the message, 

the message must possess utility for the destination, and 

the response of the destination must be that intended by 

the information source. Conceivably, the desired response 

65. MacKay, op. cit., p. 84. 

66. Weaver, op. cit., p. 11; A. C. Leyton, The Art 
of Communication (London: Sir Isaac Pitman and Sons, Ltd., 
1968), p. 2. 
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could be forthcoming without one or both of the other 

factors (i.e., understanding and utility), but the response 

would not result from the message selected by the informa

tion source. Since the response did not result from the 

intended stimulus (i.e., message selected by the informa

tion source), influential communication would not have 

occurred. 

Influential communication may not occur even though 

the destination assigns the proper meaning to the message 

and the message possesses utility for the destination. 

Factors interfering with securing the desired destination 

behavior are the destination's misunderstanding of the 

response desired by the information source, the receipt of 

other messages that affect the response, and the predis

positions of the destination (e.g., desired response may be 

in conflict with the value system of the destination).®^ 

Assuming the absence of the second interference, primary 

among the factors determining if the destination responds 

as intended by the information source are perception, 

information source characteristics, and destination charac

teristics. 

67. Lee Thayer, Communication and Communication 
Systems in Organizations, Management, and Interpersonal 
Relations (Homewood, Illinois: Richard D. Irwin, Inc., 
1968), pp. 146-147. 
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Perception 

Perception affects behavior. Perception ". . . is 

a way of learning what goes on around us ... by means of 

certain organs called the senses.Perception is a 

mediating process between environmental stimuli and 

responses made by an organism and it usually leads to an 

external response.^ The securing of the desired response 

is the goal of influential communication. 

The perceptions of an individual are influenced by 

both hereditary factors and learned factors. Because of the 

hereditary and learned factors, different individuals' per-

7 0 
ception of reality differs. These differing perceptions 

result in different responses to the same stimulus. In 

addition, as experiences are modified, the perceptions and 

68. D. M. Armstrong, Perception and the Physical 
World (New York: The Humanities Press, 1961), p. 105. 

69. Notes in Management 635, University of 
Houston, Summer Session, 1967. 

70. Ernest R. Hilgard, "The Role of Learning in 
Perception," in Robert R. Blake et al., Perception: An 
Approach to Personality (New York: The Ronald Press Company, 
1951), p. 95; Clifford T. Morgan, "Some Structual Factors in 
Perception," in Robert R. Blake et al., Perception: An 
Approach to Personality (New York: The Ronald Press Company, 
1951), p. 24; Robert R. Blake with Glenn V. Ramsey and 
Louis J. Moran, "Perceptual Processes as Basic to an Under
standing of Complex Behavior," in Robert R. Blake et al., 
Perception: An Approach to Personality (New York: The Ronald 
Press Company, 1951), p. 9. 
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reactions of individuals to specific events are modified 

also.^* 

Instead of responding to a particular external 

stimulus, an individual's response is based on perception 

sources which are both internal and external. The external 

sources are the particular external stimulus and the 

7  ?  internal sources are the individual's past experiences. 

Therefore, the behavior (i.e., response to a stimuli) 

cannot be predicted by having an awareness of external 

stimuli alone. 

Understanding the way an individual perceives a 

particular stimulus can do much toward understanding the 

7  ̂ 
resulting behavior of the individual.'J The individual 

does not react to reality, but rather to his perception of 

reality.^ 

The way the destination perceives a particular 

message influences the destination's understanding of the 

message, the utility assigned to the message, and the 

destination's related resultant response. If the 

71. T. R, Brannen and R. W. Scofield, "Developments 
in Motivation Theory," unpublished mimeographed paper, n.d., 
Oklahoma State University, p. 2 and T. R. Brannen, "Value 
Premises," unpublished mimeographed paper, July, 1966, 
University of Houston, p. 1. 

72. Brannen and Scofield, op. cit., p. 8. 

73. Blake, Ramsey, and Moran, op. cit., p. 8. 

74. Hilgard, op. cit., p. 119 and Brannen and 
Scofield, op. cit., p. 5. 
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perceptions of all individuals were the same, the source 

should be able to act such that the objectives of communica

tion, effective communication, and influential communication 

are accomplished. Differences in perception, however, tend 

to complicate the achievement of the communication objec

tives of the source and, if not properly understood and 

utilized by the source, can prevent the achievement of the 

objectives. 

Knowledge of perception can increase the ability 

to communicate by providing an awareness of the difference 

between the real world and the perceptual world. Such an 

awareness points out that all individuals do not perceive 

objects in the real world in the same way, the difference 

between a symbol and the object it represents, and that 

unless a symbol has the same meaning to two individuals, 

communication does not occur. 

Another influence of perception concerns the 

familiar versus the unfamiliar stimulus. Various research 

in perception indicates that the individual tends to react 

negatively when he perceives an unfamiliar stimulus.^5 

Applied to influential communication, the source can 

increase the probability of the occurrence of the desired 

75. Wayne Dennis, "Cultural and Developmental 
Factors in Perception," in Robert R. Blake et al., Percep
tion: An Approach to Personality (New York: The Ronald 
Press Company, 1951), p. 159. 
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destination response if a stimulus is used which is 

familiar to the destination. 

The tendency exists for individuals to perceive 

selectively rather than to perceive all stimuli in the 

7 6 
environment. If the individual perceived all things 

equally, consideration would not need to be directed toward 

presenting data such that the data would be included in the 

selective perceptions of the desired destination. However, 

since selective perception occurs, the source must consider 

how the destination will attend to the selected message. 

The destination's perception of the source also 

influences the attainment of the source's communication 

objectives. The perceptions affect how the destination 

attends to a particular message, the meaning that the 

destination assigns to the message, and the related behav

ior. ̂77 

Destination Characteristics 

If any of the information source's communication 

objectives are to be achieved, the receipt function must be 

performed. Requisite to the performance of the function 

is the destination's attending to the message. Factors 

76. David Krech and Richard S. Crutchfield, "Per
ceiving the World," in Wilbur Schramm (ed.), The Process and 
Effect of Mass Communication (Urbana, Illinois: University 
of Illinois Press, 1954), pp. 121-122. 

77. Thayer, op. cit., p. 124. 
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influencing whether the destination will devote the required 

attention to the message are: 

1. "People will attend to those events external to 

themselves which they assume might have some 

relevance to their personal goals and objectives, 

78 
immediate or long range." Schramm describes 

this factor in terms of a likelihood function as 

follows: 

Likelihood of attention = ̂ tHi^ted'effort 

2. "People will attend to those external or internal 

events which serve the nonconscious, metabolic 

needs or 'appetites' of the conceptual/evaluative 

system itself."^ The conceptual/evaluative system 

is that which ". . .is 'within* people that 

enables them to organize and make sense of their raw 

sensory experiences of themselves and their environ-

OA 

ment . . . .,,ou The longer the system has been 

deprived of a particular type of desired informa

tion, the greater is the appetite for the informa

tion and thus the greater the attention devoted to 

O  1 
a message containing such information. 

78. Ibid., p. 51. 

1 79. Ibid. 

80. Ibid., pp. 42-43. 

81, Ibid., pp. 51^52, 
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"People will therefore attend to those things they 

can, but disattend to those things which are con

trary or disconfirming in some way to their own 

models of the world—or of their expectations about 

the future."®^ The conceptual/evaluative system 

attempts to achieve stability rather than to exist 

chaotically. Thus, a relatively stable model of the 

world is created within a person. A natural tendency 

exists to maintain the model and to ignore those 

messages which are in conflict with the model. By 

so doing, the individual's image of self is pro

tected.®"' 

84 
"People will attend to the unexpected." If a 

message is received that reports an event very dif

ferent from what the receiver expected, the receiver 

consciously attends to the message. Attention to 

the expected occurs on a more subconscious level. 

"Finally, the relationship which obtains between an 

individual and some object, event, idea, or person 

in his environment will play some part in determin

ing the attention which he gives to it (or to the 

82. Ibid., p. 53. 

83. Ibid., pp. 53-54. 

84. Ibid., p. 54. 

85. Ibid. 



81 

other person)."®® The destination's perception 

influences the attention devoted to transmitted 

07 
messages.0' 

The homogeneity of the destination influences the 

information source's achievement of his communication 

objectives. The destination may be an individual, a 

specific group, or a mass audience. Generally, the larger 

the size of the message audience, the larger the probability 

for heterogeneity. The greater the heterogeneity of the 

audience, the more difficult for the information source to 

"know the audience" and to select and transmit a message 

that is understood and that secures the desired destination 

behavior.88 

The utility and validity of the message influences 

the behavior of the destination. As previously discussed, 

the utility and validity is not necessarily that existing in 

reality, but rather that perceived by the destination. 

Resulting from the interrelationship existing between 

utility and validity, a ". . . message which is perceived 

as having potentially high utility may be retroactively 

86. Ibid. 

87. Ibid., pp. 54-55. 

88. Schramm, "How Communication Works," op. cit., 
pp. 13, 19. 
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'endowed' with more validity . . ,"89 and/or additional 

efforts may be forthcoming to attempt to validate the 

message. Likewise, the perception of a message as 

possessing a high degree of validity can result in the 

Q A  
message being perceived as more useful. w The greater the 

perceived utility and validity of a message, the greater 

are the efforts of the destination to assign the proper 

meaning to the message and the more likely the desired 

q-i 
behavior results. A 

One of the methods used by the destination to 

measure the validity of a particular message is source 

credibility. Of importance is not whether the source is 

credible, but whether the destination perceives the source 

as being credible. Ceteris paribus, the greater the 

destination's perception of the source as credible, the more 

likely the message is perceived as valid.^ 

Source Characteristics 

The source needs to be credible and to project such 

- an image. Success in achieving these requirements 

89. Thayer, op. cit., p. 171. 

90. Ibid., p. 170. 

91. Ibid., pp. 171-172. 

92. Ibid., pp. 168-170 and Carl I. Hovland (ed.), 
The Order of Presentation in Persuasion (New Haven: Yale 
University Press, 1957), p. 10. 
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influences the destination's attending to the source's 

message, the validity assignied to the message by the 

destination, and the securing of the desired destination 

behavior.93 

In many cases, destinations are bombarded with 

messages; that is, more messages are available than the 

destination is able to attend.^4 To achieve the factors 

mentioned in the preceding paragraph, the source should 

select and transmit only those messages that are believed 

to possess utility to the destination. 

The source is responsible for selecting a trans

mitter to enable the physical conveyance of the message. 

Factors to be considered in transmitter selection are 

transmitter potential, speed, permanence, capacity, 

accuracy, message presentation, and destination partici

pation.^ 

To perform properly the functions of the information 

source, the source needs to possess an awareness not only of 

93. Carl I. Hovland and Walter Weiss, "The Influ
ence of Source Credibility on Communication Effectiveness," 
Public Opinion Quarterly, 15:649-650, Winter, 1951-1952. 

94. Percy H. Tannenbaum, "The Indexing Process in 
Communication," Public Opinion Quarterly, 19:293, Fall, 
1955. 

95. Wilbur Schramm, "Introductory Notes," in 
Wilbur Schramm (ed.), The Process and Effects of Mass 
Communication (Urbana, Illinois: University of Illinois 
Press, 1954), pp. 89-90 and Thayer, op. cit., p. 178. 
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the identity of the destination, but also of destination 

characteristics such as needs and field of experience. The 

more homogeneous the selected destinations, the easier it is 

for the source to secure the needed data and to respond 

accordingly. Without the awareness, the source is unable to 

select and transmit the message such that the probability 

for communication, effective communication, and influential 

qc 
communication is at a maximum. u 

Summary 

Contributions to the theory of communication have 

been made in the technical sphere, the semantic sphere, and 

the influential sphere. The objective of the technical 

sphere is the efficient and effective reproduction of 

symbols which represent the selected message. The objective 

of the semantic sphere is the destination's assignment of 

the intended meaning to the selected message. The objective 

of the influential sphere is to secure the desired destina

tion response to the selected message. The accomplishment 

of the objective of the influential sphere is dependent upon 

the accomplishment of the objective of the semantic sphere 

96. Schramm, "How Communication Works," op. cit., 
pp. 6, 13 and Harry A. Grace, "Effects of Different 
Degrees of Knowledge About an Audience on the Content of 
Communication," Journal of Social Psychology, 34:124, 
August, 1951. 
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which in turn is dependent upon the accomplishment of the 

objective of the technical sphere.^ 

Based on the interrelationships among the spheres, 

seemingly, contributions to communication theory would draw 

upon all these spheres and attempt to integrate them. How

ever, the conventional approach has been that of an isola

tionist who establishes parameters which limit the analysis 

to only one of the spheres. 

Since all of the spheres exert an influence upon 

portions of the communication model developed in Chapter 

III, each of the spheres is utilized in the present 

analysis. 

97. Smith, op. cit., p. 519 and Weaver, op. cit., 
pp. 11, 14, 15. 



CHAPTER V 

LITERATURE SURVEY: ACCOUNTING AND COMMUNICATION 

An inquiry is made in accounting literature of 

applications of communication theory to accounting. Appli

cations utilizing concepts in the technical sphere, the 

semantic sphere, and the influential sphere of communication 

are presented along with observed deficiencies in the 

applications. 

Recognition of Communication as a 
Function of Accounting 

Communication has been long recognized as a function 

of financial reporting. Aptly, Littleton and Zimmerman 

state, "it is noteworthy that the tool of analysis we call 

accounting has always had communication as an objective."^" 

While communication as a function of accounting has 

been recognized, the importance of the communication 

function in recent years has been stressed. In 1966, the 

1. A. C. Littleton and V. K. Zimmerman, Accounting 
Theory: Continuity and Change (Englewood Cliffs, New Jersey: 
Prentice-Hall, Inc., 1962), p. 46. 

2. Irving H. La Valle and Alfred Rappaport, "On the 
Economics of Acquiring Information of Imperfect Reliability," 
The Accounting Review, 43:225, April, 1968; Howard Ross, The 
Elusive Art of Accounting (New York: The Ronald Press 
Company, 1966), pp. 57-58; John C. Burton (ed.), Corporate 
Financial Reporting: Conflicts and Challenges (New York: 
American Institute of Certified Public Accountants, Inc., 
1969), pp. 1-2. 
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American Accounting Association's Committee to Prepare a 

Statement of Basic Accounting Theory made the following 

comments in A Statement of Basic Accounting Theory: 

The development of accounting information is 
only part of the accounting function. A necessary 
companion aspect of the function is the development 
of the communication process so that information 
can be transmitted and so that those to whom 
information is provided understand it and its poten
tial usefulness. 

Communication is a vital link in accounting 
activity. It is of no less importance than that of 
developing the information itself . . . . •* 

Nelson, the George 0. May Professor of Financial Accounting 

at Columbia University, stated in 1967 that "the purpose of 

this [accounting] system is to communicate information 

4 
. , . ." Recognition of the importance of the communica

tion function performance by people in industry is indicated 

by Beeney's statement about Eastman Kodak Company's 1965 

annual report, the winner of Financial World's 1966 annual 

award for the outstanding corporate annual report. He says, 

"if there is a single word to underline the philosophy of 

Kodak's report, it seems to be: Communications. That is 

3. Committee to Prepare a Statement of Basic 
Accounting Theory, A Statement of Basic Accounting Theory 
(Evanston, Illinois: American Accounting Association, 1966), 
p. 12. 

4. Carl L. Nelson, "Critical Synthesis of Confer
ence," in Sidney Davidson (ed.), Empirical Research in 
Accounting: Selected Studies, 1967 (Baltimore, Maryland, The 
Institute of Professional Accounting, Graduate School of 
Business, University of Chicago, 1968), p. 236. 
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where the emphasis must be placed.That the importance 

of the communication function has been recognized in general 

by people within the accounting profession is indicated by 

the card ranking experiment in Roy and MacNeill's common 

body of knowledge for certified public accountants' study. 

Knowledge of written and oral English was assigned first 

place in the composite rankings.® Recognition of the 

importance of these communication tools is indirect recog

nition of the importance of the accountant's performance of 

the communication function. 

Applications of the Technical Sphere 

The primary contribution made using the technical 

sphere is Lev's measurement of information loss. Lev 

utilizes Shannon's mathematical theory of communication in 

developing a procedure designed to measure the amount of 

information loss occurring from financial reporting aggrega

tion. Lev finds support for the aggregation criteria used 

in financial reporting (i.e., the greater the inequality 

5. Bill Beeney, "Behind Eastman Kodak's Success," 
Financial World, 126:101, October 26, 1966. 

6. Robert H. Roy and James H. MacNeill, Horizons 
for a Profession: The Common Body of Knowledge for Certified 
Public Accountants (New York: American Institute of Certi-
fied Public Accountants, Inc., 1967), p. 179. 

7. Baruch Lev, "The Aggregation Problem in Finan
cial Statements: An Informational Approach," Journal of 
Accounting Research, 6:247-261, Autumn, 1968. 



89 

between the candidates and the less the materiality of the 

candidates, the more desirable the aggregation). He con

cludes that the application of his methodology to aggrega

tion decisions in financial reporting can result in improve

ments in financial reporting, particularly in the areas of 

materiality and conglomerate reporting. By measuring the 

information loss he states that the objective of presenting 

. the most condensed financial statement for a fixed 

O  
amount of information loss" can be achieved. 

Sterling uses the technical sphere concept of 

limited channel capacity as justification for message 

selectivity in financial reporting.^ He opposes unlimited 

message selection because of limited channel capacity and 

limited destination capacity. Sterling also proposes going 

beyond the conventional technical sphere approach of 

measuring only the quantity of the information and attempt

ing to measure the quality of the financial statement 

messages. Since no optimum procedure exists for measuring 

the message quality, he suggests that consideration be 

given to both the accountant's opinion of what possesses 

quality for the destination and the destination's opinion of 

what possesses quality for him. However, Sterling expresses 

8. Ibid., p. 255. 

9. Robert Sterling, "A Statement of Basic Account
ing Theory: A Review Article," Journal of Accounting 
Research, 5:95-112, Spring, 1967. 
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preference for the former based upon the education function 

the accounting profession must perform for users. 

Additional contributions to financial reporting that 

can be classified as utilizing the technical sphere are 

those of the predictive ability hypothesis research.*0 

These contributions attempt to measure, directly or in

directly, the amount of information contained in specified 

financial data. Generalized conclusions of the research 

10. William H. Beaver, John W. Kennelly, and 
William M. Voss, "Predictive Ability as a Criterion for the 
Evaluation of Accounting Data," The Accounting Review, 43: 
675-683, October, 1968; William H. Beaver, "Alternative 
Accounting Measures as Predictors of Failure," The Account
ing Review, 43:113-122, January, 1968; William H. Beaver, 
"Financial Ratios as Predictors of Failure," in Sidney 
Davidson (ed.), Empirical Research in Accounting: Selected 
Studies, 1966 (Baltimore, Maryland: The Institute of Profes
sional Accounting, Graduate School of Business, University 
of Chicago, 1967), pp. 71-111; William H. Beaver, "The 
Information Content of Annual Earnings Announcements," in 
Sidney Davidson (ed.), Empirical Research in Accounting: 
Selected Studies, 1968 (Baltimore, Maryland: The Institute 
of Professional Accounting, Graduate School of Business, 
University of Chicago, 1969), pp. 67-92; James 0. Horrigan, 
"The Determination of Long-Term Credit Standing with Finan
cial Ratios," in Sidney Davidson (ed.), Empirical Research 
in Accounting: Selected Studies, 1966 (Baltimore, Maryland: 
The Institute of Professional Accounting, Graduate School of 
Business, University of Chicago, 1967) , pp. 44-62; George J. 
Benston, "Published Corporate Accounting Data and Stock 
Prices," in Sidney Davidson (ed.), Empirical Research in 
Accounting: Selected Studies, 1967 (Baltimore, Maryland: The 
Institute of Professional Accounting, Graduate School of 
Business, University of Chicago, 1968), pp. 1-14, 22-54; 
Melvin N. Greenball, "Evaluation of the Usefulness to 
Investors of Different Accounting Estimators of Earnings: 
A Simulation Approach," in Sidney Davidson (ed.), Empirical 
Research in Accounting: Selected Studies, 1968,(Baltimore, 
Maryland: The Institute of Professional Accounting, Graduate 
School of Business, University of Chicago, 1969), pp. 27-49; 
Ray Ball and Philip Brown, "An Empirical Evaluation of 
Accounting Income Numbers," Journal of Accounting Research, 
6:159-178, Autumn, 1968. 
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are that particular financial statement messages do possess 

information and that particular financial statement messages 

possess more information than others. Additional discussion 

of the predictive ability hypothesis research appears in the 

section on the influential sphere. 

Applications of the Semantic Sphere 

The applications of the semantic sphere to financial 

reporting are more numerous than the applications of the 

technical sphere. The semantic sphere applications can be 

categorized as correlative and evaluative applications. 

Bedford,Baladouni,1^ Toler,1^ and Li"^ use the former 

approach while Jordan,15 Briloff,16 the American Accounting 

11. Norton M. Bedford and Vahe Baladouni, "A 
Communication Theory Approach to Accountancy," The Account
ing Review, 37:650-659, October, 1962. 

12. Ibid., and Vahe Baladouni, "The Accounting 
Perspective Re-Examined," The Accounting Review, 41:215-225, 
April, 1966. 

13. Loomis Harvey Toler, A Communication Approach 
to the Accounting Process with Special Reference to 
General Semantic Concepts, unpublished Ph. D. dissertation, 
Louisiana State University, Baton Rouge, 1963, pp. 1-155. 

14. David H. Li, "The Semantic Aspect of Communica
tion Theory and Accountancy," Journal of Accounting 
Research, 1:102-107, Spring, 1963. 

15. John R. Jordan, Jr., "Financial Accounting 
and Communication," The Price Waterhouse Review, 14:12-22, 
Spring, 1969. 

16. Abraham J. Briloff, The Effectiveness of 
Accounting Communication (New York: Frederick A. Praeger, 
Publishers, 1967), pp. 219-223. 



Association's Committee to Prepare a Statement of Basic 

17 18 
Accounting Theory, and Soper and Dolphin use the latter 

approach. 

Bedford, Baladouni, and Toler use a model-building 

approach in relating financial reporting to the semantic 

sphere.^ Although the models are not uniform, each estab

lishes a relationship between communication and accounting 

in which meaning transference is paramount. Bedford, 

Baladouni, Toler, and Li state that communication theory 

offers potential for evaluating accounting problem areas 

including Bedford and Baladouni's listing of the context 

of the communication situation, the information source, the 

destination, the messages, the linguistic code, and the 

20 
transmission channel. Baladouni also states that the 

communication approach provides the foundation for an inter 

disciplinary analysis of accounting.^ 

17. Committee to Prepare a Statement of Basic 
Accounting Theory, op. cit., pp. 13-18. 

18. Fred J. Soper and Robert Dolphin, Jr., "Reada
bility and Corporate Annual Reports," The Accounting Review 
39:358-362, April, 1964. 

19. Bedford and Baladouni, op. cit., pp. 653-657; 
Baladouni, op. cit., pp. 219-224; Toler, op. cit., pp. 76-
80. See models in Appendix B. 

20. Bedford and Baladouni, op. cit., pp. 657-658; 
Baladouni, op. cit., pp. 224-225; Toler, op. cit., pp. 1, 3 
Li' QP» cit., pp. 102-103, 106-107. 

21. Baladouni, op. cit., p. 225. 
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The evaluative contributions are diverse. Jordan 

modifies Bedford and Baladouni's model to enable establish-

22 
ment of criteria for evaluating financial reporting. The 

criteria established are understanding (destination assigns 

intended meaning to financial statement messages) and 

significance (relevance and adequacy of financial statement 

messages in relation to economic events they, portray). 

Jordan states that in particular circumstances, the achieve

ment of understanding conflicts with that of significance 

and, thus, the attempt to achieve fully one of the two 

communication criteria can result in communication defi-

ciencies in financial reporting." 

Briloff measures the effectiveness of accounting 

communications. Rather than limiting the analysis to 

meaning assignment, Briloff analyzes the broader problems 

of the adequacy of the communication between accountants 

(as information sources) and users and the adequacy of 

communication among accountants. He concludes that 

communication deficiencies exist not only between the 

preparer and user of financial statements, but also among 

the preparers.^ 

22. Jordan, op. cit., pp. 16-18. See model in 
Appendix B. 

23. Ibid., pp. 17-18, 20-21. 

24. Briloff, op. cit., pp. 220-223. 
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The American Accounting Association's Committee to 

Prepare a Statement of Basic Accounting Theory uses com

munication theory in establishing the financial reporting 

guidelines of appropriateness, disclosure, environmental 

information inclusion, uniformity, and consistency. The 

committee also recommends that while the source should 

consider the needs of the destination, the use of general 

purpose reports should be expanded; the source should 

restrict aggregation such that the intended meaning of the 

message is not distorted; the source should provide the 

destination with necessary context clues to provide greater 

probability that the intended meaning is assigned to the 

message by the destination; and different meanings should 

not be assigned to like messages by the same source or 

25 
different sources. 

o/r 
Readability formulas are used by Soper and Dolphin 

and Pashalian^ to measure the comprehension ease of cor

porate annual reports. Soper and Dolphin conclude that 

corporate annual reports have a difficult readability level, 

25. Committee to Prepare a Statement of Basic 
Accounting Theory, op. cit., pp. 13-18. 

26. Soper and Dolphin, op. cit., pp. 358-362. 

27. Siroon Pashalian, An Investigation of the 
Application of the Flesch Readability Formula to Corporate 
Annual Reports, unpublished Master's Thesis, New York 
University, New York, September, 1949. 



that the readability level of the reports is not improving 

over time, and that a relationship exists between the read

ing ease and the comprehension ease of corporate annual 

50 
reports. 0 

Applications of the Influential Sphere 

Financial reporting applications utilizing the 

influential sphere are primarily in the area of the pre

dictive ability hypothesis. Principal contributors are 

Beaver,^9 Kennelly,3® Voss,31 Horrigan,3^ Benston,33 

Greenball,3^ and Ball and Brown.In applying the 

predictive ability hypothesis, destination behavior is the 

independent variable and information content or utility is 

the dependent variable. In essence, the relationship 

between financial reporting messages and behavior is 

28. Soper and Dolphin, op. cit., pp. 359-360, 362. 

29. Beaver, Kennelly, and Voss, op. cit., pp. 675-
683; Beaver, "Alternative Accounting Measures as Predictors 
of Failure," op. cit., pp. 113-122; Beaver, "Financial 
Ratios as Predictors of Failure," op. cit., pp. 71-111; 
Beaver, "The Information Content of Annual Earnings 
Announcements," op. cit., pp. 67-92. 

683, 
30. Beaver, Kennelly, and Voss, op. cit., pp. 675-

31. Ibid. 

32. Horrigan, op. cit., pp. 44-62. 

33. Benston, op. cit., pp. 1-14, 22-54. 

34. Greenball, op. cit., pp. 27-49. 

35. Ball and Brown, op. cit., pp. 159-178. 
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analyzed, but in a reverse order; that is, from the behavior 

back to the message rather than vice versa. In general, the 

conclusion reached in the studies is that the predictive 

ability hypothesis does possess value as a basis for 

selecting among alternative financial statement messages. 

Conversely, the conclusion can be inferred that financial 

statement messages do influence destination behavior and 

that alternative financial statement messages influence 

destination behavior differently. 

Evaluation of Application of Communication 
Theory to Financial Reporting 

Current applications of communication theory to 

accounting are beneficial in that a relationship is estab

lished between communication and accounting, a framework is 

provided for evaluating financial reporting, and some 

evaluative attempts are made. Rather than applauding 

these applications, deficiencies in the relationships 

established, foundation constructed, and evaluations per

formed are noted. In addition, evaluative gaps are pre

sented. 

The use of communication theory to evaluate finan

cial reporting is limited and selective. Some of the 

applications make no attempt at evaluation (e.g., Bedford,JO 

36. Bedford and Baladouni, op. cit., pp. 650-659. 
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Baladouni,^ Toler,"*® and Li^). The evaluative applica

tions tend to be a surface analysis of accounting (e.g., 

AAA study^® and Jordan^-®-) or to evaluate a specific area 

(e.g., predictive ability hypothesis contributions^). The 

broadest evaluation unfortunately is not really couched in 

43 
terms of communication theory (i.e., Briloff). 

The applications generally utilize only one of the 

three spheres of communication and, in some cases, to a 

limited degree. None of the presented applications encom

pass more than one sphere, although the predictive ability 

hypothesis applications can be interpreted broadly as, at 

least, touching two spheres. 

Failure to distinguish between communication, 

effective communication, and influential communication has 

37. Ibid., and Baladouni, op. cit^, pp. 215-225. 

38. Toler, op. cit., pp. 1-155. 

39. Li, op. cit., pp. 102-107. 

40. Committee to Prepare a Statement of Basic 
Accounting Theory, op. cit., pp. 13-18. 

41. Jordan, op. cit., pp. 12-22. 

42. Beaver, Kennelly, and Voss, op. cit., pp. 675-
683; Beaver, "Alternative Accounting Measures as Predictors 
of Failure," op. cit., pp. 113-122; Beaver, "Financial 
Ratios as Predictors of Failure," op. cit., pp. 71-111; 
Beaver, "The Information Content of Annual Earnings 
Announcements," op. cit., pp. 67-92; Horrigan, op. cit., 
pp. 44-62; Benston, op. cit., pp. 1-14, 22-54; Greenball, 
op. cit., pp. 27-49; Ball and Brown, op. cit., pp. 159-178. 

43. Briloff, op. cit., pp. 219-223. 
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led to confusion in applying communication theory to 

44 45 
financial reporting. Bedford and Baladouni and Jordan 

fail to make this distinction in stating that communica

tion is accomplished only if both the criteria of signifi

cance and fidelity are achieved. Using the dichotomy made 

in the communication model developed in Chapter III between 

communication and effective communication, only fidelity 

is requisite for communication. Since significance is not 

required, the conflict which may arise between significance 

and fidelity does not affect the achievement of communica

tion. Instead, the conflict affects the achievement of 

effective communication. Knowledge of the difference can be 

meaningful in performing the type of analysis proposed by 

Jordan. The predictive ability hypothesis is based on the 

assumption that a relationship exists between the financial 

statement messages and user behavior. Awareness of the 

difference between effective communication and influential 

communication emphasizes the possibility that such a rela

tionship does not necessarily exist. 

Failure to make the distinction between communica

tion, effective communication, and influential communication 

has led also to placing unnecessary parameters on the 

44. Bedford and Baladouni, op. cit., pp. 652-657. 

45. Jordan, op. cit., pp. 20-21. 
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application of communication theory to financial reporting. 

Believing that communication theory encompasses only 

communication (i.e., excludes effective and influential 

communication) has led to applying communication theory to 

only the area of meaning assignment in financial reporting. 

While the approach is beneficial from a meaning assignment 

perspective, limiting communication theory to meaning 

assignment is nonutilitarian from the financial reporting 

viewpoint of effective and influential communication. 

A need exists for additional research in which 

financial reporting is evaluated in terms of communication 

theory. Indications of such need are made by Ross, 

46 
Goldberg, and Powell. 

The remainder of the dissertation is devoted to an 

application of communication theory to financial reporting. 

The approach is a comprehensive one in which the developed 

communication model and the related presentation of the 

three communication spheres are used. The intention is to 

fill some of the gaps evident in previous applications. 

46. Ross, op. cit., p. 57; Louis Goldberg, An 
Inquiry into the Nature of Accounting (Iowa City, Iowa: 
American Accounting Association, 1965), p. 349; Weldon 
Powell, "The Challenge to Research," in Haskins & Sells 
Selected Papers, 1959 (New York: Haskins & Sells, 1960), 
p. 34. 
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Summary 

Communication is a function of accounting. While 

recognized for many years, increasing attention has been 

given to applications of communication theory to financial 

reporting in recent years. 

Contributors that relate communication theory to 

accounting draw from the three spheres of communication. 

The conventional approach is to utilize only one of the 

three spheres of communication. 

While the present contributions are beneficial, gaps 

exist that only additional research can eliminate. A 

purpose of the dissertation is to attempt to fill some of 

the gaps. The ultimate objective is improved financial 

reporting. 



CHAPTER VI 

EVALUATION OF FINANCIAL REPORTING IN TERMS OF 
COMMUNICATION THEORY VIA APPLICATION OF 

COMMUNICATION MODEL 

This chapter has two objectives. The first is to 

develop a relationship between financial reporting and the 

components of the communication model developed in Chapter 

III. The second objective is to use that communication 

model to evaluate the degree to which communication is 

achieved in financial reporting. 

In accomplishing the second objective, the relation

ship between effective and influential communication and the 

achievement of communication in financial reporting is 

examined. Primary bases for the evaluation are the ques

tionnaires, interviews, and communication theory literature 

survey. The data appearing in the tables and the per

centages appearing in the body of this chapter are based on 

an analysis of the questionnaire responses of the certified 

public accountants (CPAs), professional users of financial 

information, and informed users of financial information 

unless otherwise noted.^ In evaluating the significance, if 

any, of the data and percentages, the chi-square statistic, 

1. Copies of the questionnaires appear in Appendix 
A. 
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and the .05 level of significance are used. An intended by

product of the evaluation is identification of any financial 

reporting deficiencies and the associated causes in terms of 

communication theory. Identification of such causes should 

provide a genesis for eliminating or, at a minimum, reducing 

disclosed deficiencies. 

Communication 

The function of the communication segment of the 

model is meaning transference. To achieve communication in 

financial reporting necessitates that the desired users of 

financial statements assign the meanings intended by the 

preparers to the financial statement messages. All of the 

CPA category and professional user category and 97 per cent 

of the informed user category state that they believe 

communication is the function of financial reporting. How

ever, while 79 per cent of the CPA category "are satisfied 

with the performance of the communication function of 

financial reporting, only 25 per cent of the two user cate

gories are satisfied. The difference of opinion is signifi

cant. Since communication is dependent upon the adequate 

performance of each of the model components, an analysis is 

made of the adequacy of communication in financial reporting 

in terms of each communication model component. 
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Information Source 

Identity of Information Source. Based on the 

literature survey, a consensus does not exist in the 

financial community on the identity of the information 

2 
source in financial reporting. The data in Table IV 

further document the considerable diversity of opinion on 

the identity of the information source. 

Table IV. Identity of Information Source 

Responses of 

Professional Informed 
CPA User User 

Information 
Sources No. Per Cent No. Per Cent No. Per Cent 

CPA 0 0.0 3 8.1 11 17.7 
Management 21 87.5 11 29.7 11 17.7 
Both CPA and 
Management 3 12.5 23 62.2 40 64.6 

2. Committee on Accounting Procedure and Committee 
on Terminology, Accounting Research and Terminology Bulle
tins, Final Edition (New York: American Institute of Certi
fied Public Accountants, Inc., 1961), p. 10; Committee oh 
Auditing Procedure, Statement on Auditing Procedure No. 33; 
Auditing Standards and Procedure (New York; American Insti-
tute of Certified Public Accountants, Inc., 1963), pp. 9-10; 
Herbert E. Miller, "Audited Statements—Are They Really 
Management's?," The Journal of Accountancy, 118:43-44, 
October, 1964; Howard C. Greer, "How to Succeed in Confusing 
People Without Really Trying," The Journal of Accountancy, 
115:61, March, 1963; John L. Carey, The CPA Plans for the 
Future (New York: American Institute of Certified Public 
Accountants, Inc., 1965), pp. 145-146; Elmo Roper, "What 
Manufacturers Think of CPA's," The Journal of Accountancy, 
116:38, July, 1963. 
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Of particular interest is the lack of the unanimity 

of the CPA category in identifying the information source as 

management. The lack of unanimity appears important when 

related to the official position of the accounting profes-

3 
sion that management is the information source. Another 

interesting facet of Table IV is the user categories' un-

awareness of or nonagreement with the official position of 

the accounting profession. The difference between the 

opinion of the CPA and that of each user category in 

including the CPA in the information source role is signifi

cant. 

The identity of the information source can affect 

destination meaning assignments. The interviewees were 

asked to state the effect on their use of financial state

ments if they discovered the perceived identity of the 

information source was not the actual identity. Eighty-five 

per cent of the respondents stated that such a discovery 

could affect the validity assigned to the financial state

ment messages. This response is significant. Depending on 

the circumstances, validity either could be increased or 

decreased and thus affect the utilization of the financial 

statements as a source of information. The respondents who 

believe that the responsibility is a joint one (i.e., CPA 

3. Committee on Accounting Procedure and Committee 
on Terminology, op. cit., and Committee on Auditing Pro
cedure, op. cit. 
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and management) stated that the validity would not be 

affected if the responsibility were actually that of only 

the CPA, but that the validity would be reduced if the 

responsibility were actually that of only management. 

Respondents believing that the information source is 

management stated that the validity would be increased if 

the responsibility were actually that of the CPA or the 

joint responsibility of the CPA and management. None of 

the respondents stated that the information source was only 

the CPA. In discussing this topic, responsibility (i.e., 

information source) was defined as having the final influ

ence in deciding on the financial statement messages 

selected and the manner of presentation. 

Accepting the American Institute of Certified 

Public Accountants' position on the identity of the 

information source, a lack of awareness by selected members 

of the financial community regarding this identity exists. 

Second, the realization of the unawareness affects the 

validity assigned to the financial statements by some 

members of the financial community and thus affects their 

utilization of financial statements. Third, this group of 

selected respondents appears to favor an information source 

consisting of the CPA and management. 

Table V contains the responses on the desired 

identity of the information source in financial reporting. 

Of interest is the magnitude of the responses on the 
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Table V. Desired Identity of Information Source 

Desired 
Information 

Sources 

CPA 

Management 

Both CPA and 

CPA 

No. Per Cent 

1 4.2 

16 66.6 

Responses of 

Professional 
User 

No. Per Cent 

9 24.3 

0  0 . 0  

Informed 
User 

No. Per Cent 

15 24.2 

4 6.4 

Management 7 29.2 28 75.7 43 69.4 

nondesirability of management as the information source. 

Also of interest is the significant difference of opinion 

between the CPA category and the user categories on the 

role of the CPA as partial, at a minimum, in performing the 

information source function. 

Comparing the individual questionnaire responses 

(i.e., response of each CPA, professional user, and informed 

user) on which Tables IV and V are based reveals that 80 per 

cent of the CPA category, 65 per cent of the professional 

user category, and 77 per cent of the informed user category 

believe that the desired identity of the information source 

is the actual identity. Each of the responses is signifi

cant. Conclusions based on the results of the comparison 

are that the magnitude of criticisms of the information 

source's identity may be reduced and more validity may be 



107 

assigned to the financial statement messages because the two 

categories of users are unaware of the differential between 

the perceived and the actual information source. 

Recommendations are made in this chapter that are 

designed to improve the performance of the communication 

function of financial reporting. The recommendations are 

based on principles of communication theory. 

COMMUNICATION RECOMMENDATION NUMBER 1: Include in 
the financial statements or the auditor's certifi
cate a statement of the responsibility of manage
ment and the responsibility of the CPA for the 
financial statements (i.e., identity of the 
information source). 

COMMUNICATION RECOMMENDATION NUMBER 2: For the 
financial statement messages to possess maximum 
utility to users, the function of the information 
source should be the joint responsibility of manage
ment and the CPA. 

Performance of Message Selection Function. The 

information source is not able to select messages from the 

universal set of messages for the reporting entity. 

Instead, parameters affect the messages that can be selected 

in financial reporting. The first parameter is that the 

selected messages normally appear in the balance sheet, the 

income statement, and the statement of source and applica-

4 
tion of funds. Each of these financial statements contains 

4. Committee on Accounting Procedure and Committee 
on Terminology, op. cit., p. 7; Accounting Principles Board, 
Opinion of the Accounting Principles Board Number 3; The 
Statement of Source and Application of Funds (New York: 
American Institute of Certified Public Accountants, Inc., 
1963), pp. 13-14, 16; Paul Grady, Accounting Research Study 
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a set of messages rather than a single message. A second 

parameter is that the selection of the set of messages com

prising the balance sheet and the income statement must be 

selected whereas the selection of the set of messages com

prising the statement of source and application of funds is 

optional until September 30, 1971.5 1959 edition of 

Accounting Trends and Techniques shows that 89 per cent of 

the 600 annual reports contain a statement of source and 

application of funds.® The information source could select 

messages in addition to those appearing in the financial 

statements, but such messages would be supplementary rather 

than primary. 

The information source should be aware of the 

messages to select for various destinations. Rather than 

analyzing the individual messages that comprise the set of 

Number 7; Inventory of Generally Accepted Accounting 
Principles for Business Enterprises (New York: American 
Institute of Certified Public Accountants, Inc., 1965), 
pp. 301-302. 

5. Accounting Principles Board, Opinion of the 
Accounting Principles Board Number 19: Reporting Changes 
in Financial Position (New York: American Institute of 
Certified Public Accountants, Inc., 1971), pp. 373, 378; 
Committee on Accounting Procedure and Committee on 
Terminology, op. cit., pp. 9, 57; Accounting Principles 
Board, Statement of the Accounting Principles Board No. 4: 
Basic Concepts and Accounting Principles Underlying Finan
cial Statements of Business Enterprises (New York: American 
Institute of Certified Public Accountants, Inc., 1970), 
pp. 91-92. 

6. Woolsey Carmalt (ed.), Accounting Trends and 
Techniques—1969 (New York: American Institute of Certified 
Public Accountants, Inc., 1969), p. 275. 
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messages appearing in a particular financial statement, the 

analysis is limited to a comparison of the three financial 

statements. The user categories were instructed to rank the 

three financial statements according to the value of each 

statement in the user's investment decision-making process 

(Table VI). 

Table VI. Value of Principal Types of Messages in Invest
ment Decision-Making Process **-•-

Types of Messages 1st 
Per 
Cent 2nd 

Per 
Cent 3rd 

Per 
Cent 

To Professional User 

Balance Sheet 6 15.4 19 52.8 12 33.3 

Income Statement 30 76.9 5 13.9 2 5.6 

Statement of Source 
and Application of 
Funds 3 7.7 12 33.3 22 61.1 

To Informed User 

Balance Sheet 12 19.4 22 34.9 28 45.9 

Income Statement 25 40.3 24 38.1 13 21.3 

Statement of Source 
and Application of 
Funds 25 40.3 17 27.0 20 32.8 

Note: All of the ranking response columns do not 
add vertically to 37 and 62 (number of respondents) because 
some respondents assigned a particular rank to more than one 
of the potential responses. Note that the columns do add 
horizontally to 37 and 62. 
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The professional user category ranks the three 

financial statements according to the opinion usually 

expressed in the literature. The rankings of the profes

sional user are significant. However, the informed user 

does not express the same opinion. For the informed user, 

there does not appear to be a significant difference between 

ranking the income statement or the statement of source and 

application of funds first. There is a significant differ

ence between the rankings assigned by the professional user 

and the informed user. An implication of the difference of 

opinion between the two user categories is that the informa

tion source may need to perform the message selection 

process differently when selecting messages for the profes

sional user as compared with the informed user. 

The CPA was instructed to rank the three financial 

statements according to his opinion of the value of the 

statement in each category of user's investment decision- • 

making process (Table VII). While ranking the income state

ment in accordance with the opinion expressed in accounting 

literature, the CPA ranks the two other financial statements 

as possessing approximately equal value. Only the ranking 

of the income statement as first is significant. There does 

not appear to be a significant difference between the rank

ings assigned for each user category. 

Based on the comparison of Tables VI and VII, the 

CPA category does not appear to be very well informed 
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Table VII. CPA's Opinion of Value of Principal Types of 
Messages to Professional User Category and 
Informed User Category 

Types of Messages 1st 
Per 
Cent 2nd 

Per 
Cent 3rd 

Per 
Cent 

To Professional User 
! 

Balance Sheet 1 4.0 11 45.8 12 52.2 

Income Statement 23 92.0 1 4.2 0 0.0 

Statement of Source 
and Application of 
Pttnds 1 4.0 12 50.0 11 47.8 

To Informed User 

Balance Sheet 2 8.0 13 54.2 9 39.1 

Income Statement 23 92.0 1 4.3 0 0.0 

Statement of Source 
and Application of 
Funds 0 0.0 10 43.5 14 60.9 

Note: All of the ranking response columns do not 
add vertically to 24 (number of respondents) because some 
respondents assigned a particular rank to more than one of 
the potential responses. Note that the columns do add 
horizontally to 24. 
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regarding the value of the financial statement messages to 

these two types of users. A proper assignment is made to 

the value of the income statement. For the professional 

user category, the value of the balance sheet is understated 

in relation to the value of the statement of source and 

application of funds. For the informed user category, the 

CPA overrates the value of the income statement as compared 

with the statement of source and application of funds and 

underrates the value of the statement of source and applica

tion of funds as compared with the income statement or the 

balance sheet. Such unawarenesses by the CPA may adversely 

affect both the understandability and utility of the finan

cial statement messages. 

The comment frequently is made in accounting 

literature that particular financial statements take pri-

7 
ority over others in relation to message selection. If 

unequal emphasis based on this priority is assigned to the 

messages by the information source, major emphasis may be 

assigned to the wrong financial statement message from the 

user's perspective. 

Table VIII contains the three questionnaire 

respondents' opinions on the emphasis assigned to the 

three financial statements. The CPA believes that an 

emphasis ranking does exist, for the ranking is significant. 

7. Committee on Accounting Procedure and Committee 
on Terminology, op. cit., pp. 7, 17. 
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Table VIII. Emphasis Assigned to Each Financial Statement 

Types of Messages 1st 
Per 
Cent 2nd 

Per 
Cent 3rd 

Per 
Cent 

Balance Sheet 3 

Income Statement 24 

Statement of Source 
and Application of 
Funds 0 

Balance Sheet 18 

Income Statement 19 

Statement of Source 
and Application of 
Funds 3 

Balance Sheet 37 

Income Statement 20 

Statement of Source 
and Application of 
Funds 8 

CPA's Opinion 

11.1 19 86.4 2 

88.9 

0 . 0  

0 . 0  

13.6 21 

8.7 

0 . 0  

91.3 

Professional User's Opinion 

2 5.6 45.0 

47.5 

7.5 

17 

18 

0 

48.6 

51.4 

0 . 0  34 

Informed User's Opinion 

56.9 16 26.7 9 

30.8 

12.3 

37 61.7 

11.6 47 

0 . 0  

94.4 

14.8 

8.2 

77.0 

Note: All of the ranking response columns do not add 
vertically to 24, 37, or 62 (number of respondents) because 
some respondents assigned a particular rank to more than one 
of the potential responses. Note that the columns do add 
horizontally to 24, 37, and 62. 
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The order of emphasis is in accordance with that indicated 

in the literature and the overall ordering expressed by the 

CPA category in Table VII for the income statement only. 

Neither of the two user categories appear to be in harmony 

with the CPA's ordering. The professional user category 

believes that equal emphasis is assigned to the balance 

sheet and income statement with lesser emphasis assigned to 

the statement of source and application of funds. There 

does not appear to be a significant difference between the 

ranking for first and second, but there is a significant 

difference for third place. Interviewees stated that the 

bases for the opinion are that the funds statement does not 

appear in all annual reports and that it is not necessary 

for the auditor to attest to the funds statement in his 

Q 
opinion in those instances where included. The informed 

user category believes that the ordering of emphasis is the 

balance sheet, the income statement, and the statement of 

source and application of funds. The ranking is signifi

cant. Thus, both user groups believe that more emphasis 

is assigned to the balance sheet in message selection than 

is indicated in the official position of the accounting 

profession or in the opinion expressed by the CPA category. 

8. At the time the interviews were conducted, the 
funds statement did not have to be included as a financial 
statement and the auditor did not have to attest to the 
funds statement if included. 
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The difference is significant. As discussed later in the 

chapter, such beliefs can affect improperly meaning assign

ment . 

Table IX contains data on the CPA category and the 

two user categories' opinions on the emphasis that should be 

assigned to the three financial statements in message selec

tion. From the user's perspective, equal emphasis appears 

to be desired only if the messages contained in each of the 

three financial statements are of equal utility to him. The 

professional user and the CPA are in agreement that the 

ordering should be the income statement, balance sheet, and 

statement of source and application of funds. The rankings 

of each category are significant. The informed user does 

not express a significant opinion for the first place 

ranking, but instead assigns an equal emphasis to the 

income statement and the statement of source and application 

of funds. The data in Table IX suggest that either the CPA 

is more responsive to the needs of the professional user or 

is unaware of the needs of the informed user. 

By comparing the responses on which Tables VIII and 

IX are based, a measure is provided of the agreement of the 

perceived emphasis and desired emphasis in performing 

message selection and meaning assignment (Table X). Only 

the CPA category significantly agrees with the perceived 

emphasis of the financial statements as compared with the 

desired emphasis. Some of the financial reporting 
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Table IX. Emphasis That Should be Assigned to Each 
Financial Statement 

Per Per Per 
Types of Messages 1st Cent 2nd Cent 3rd Cent 

CPA's Opinion 

Balance Sheet 4 14.8 16 72.7 4 17.4 

Income Statement 23 85.2 1 4.6 0 0.0 

Statement of Source 
and Application of 
Funds 0 0.0 5 22.7 19 82.6 

Professional User's Opinion 

Balance Sheet 6 15.4 24 66.7 7 19.4 

Income Statement 30 76.9 7 19.4 0 0.0 

Statement of Source 
and Application of 
Funds 3 7.7 5 13.9 29 80.6 

Informed User's Opinion 

Balance Sheet 14 19.2 24 38.7 24 47.1 

Income Statement 30 41.1 25 40.3 7 13.7 

Statement of Source 
and Application of 
Funds 29 39.7 13 21.0 20 39.2 

Note: All of the ranking response columns do not add 
vertically to 24, 37, or 62 (number of respondents) because 
some respondents assigned a particular rank to more than one 
of the potential responses. Note that the columns do add 
horizontally to 24, 37, and 62. 
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Table X. Agreement on Emphasis that is and Should be 
Assigned to Each Financial Statement 

Opinion of 1st 
Per 
Cent 2nd 

Per 
Cent 3rd 

Per 
Cent 

CPA 26 96.3 19 86.4 19 82.6 

Professional User 20 51.3 13 36.1 27 75.0 

Informed User 35 47.9 35 58.3 34 55.7 

criticisms forthcoming from the professional user category 

may result because of the user's opinion that proper empha

sis is not being assigned to each of the three sets of 

messages. Comparing the professional user category's 

opinion of the desired emphasis with the CPA category's 

opinion of actual emphasis indicates that the two categories 

are in agreement. Thus, misinformation is affecting the 

professional user category's opinion of the satisfactori-

ness of actual and desired emphasis. 

COMMUNICATION RECOMMENDATION NUMBER 3: The CPA 
needs to identify the intended destinations in 
financial reporting. 

COMMUNICATION RECOMMENDATION NUMBER 4: The CPA 
needs to be aware of the value of each of the 
three sets of messages of financial reporting and 
the value of individual messages within the three 
sets to the two user categories. 

COMMUNICATION RECOMMENDATION NUMBER 5: In selecting 
the messages for financial reporting, the emphasis 
desired by each of the two user categories should 
be provided, if emphasis is necessary. 
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Semantic Transmitter 

Identity. In financial reporting the information 

source and the semantic transmitter may be either identical 

or nonidentical. The homogeneity is a function of the 

identity of the information source and the information 

source's opinion of whether he possesses the requisite 

abilities to perform the semantic transmission function. 

According to the opinion expressed in accounting literature 

and the position of the CPA category, the primary responsi

bility for meaning assignment is that of the reporting 

entity. However, in performing the attest function and in 

promulgating generally accepted accounting principles, the 

auditor and the accounting profession influence meaning 

assignment. Realistically, both the reporting entity and 

the CPA participate in meaning assignment. However, under 

certain circumstances, the CPA's role may be passive in 

nature. 

Performance of the Semantic Transmitter in Financial 

Reporting. The semantic transmitter should possess an 

awareness of the identity of the destination, the field of 

experience of the destination, and generally accepted 

accounting principles. Nonawareness of any of the three 

factors reduces the probability that meaning assignment will 

be adequate for communication. 
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Generally accepted accounting principles are a 

constraint on meaning assignment. However, the principles 

increase the probability of the semantic transmitter and the 

semantic receiver assigning identical meanings to the 

financial statement messages. Included within the context 

of generally accepted accounting principles as techniques 

that aid meaning assignment are the inclusion of certain 

messages within each of the three sets of financial state

ments, classification, specialized terminology, footnote 

disclosure, and common denominator. 

COMMUNICATION RECOMMENDATION NUMBER 6: The semantic 
transmitter should know the identity of the 
intended semantic receivers in financial reporting. 

COMMUNICATION RECOMMENDATION NUMBER 7: The same 
methodology should be used to assign meaning to 
messages intended for different semantic receivers 
only if the resultant meanings are within the 
fields of experience of the intended semantic 
receivers. 

Message Specification; 

Dissatisfaction with the adequacy of specification 

techniques is indicated by the responses of the CPA category 

and the professional user category appearing in Table XI. 

The dissatisfaction if further documented by 86 per cent of 

the CPA category, 97 per cent of the professional user 

category, and 79 per cent of the informed user category 

stating the messages of one financial reporting entity are 

not readily comparable with those of another reporting 

entity even though 61 per cent of the CPA category, 97 per 
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Table XI. Priority for Eliminating Alleged Financial 
Reporting Deficiencies 

1st 
Per 
Cent 2nd 

Per 
Cent 3rd 

Per 
Cent 4 th 

Per 
Cent 

CPA's Opinion 

Timeliness 
deficiency 0 0.0 0 0.0 4 16.7 20 83.3 

Comparability 
deficiency 10 41.7 10 41.7 4 16.7 0 0.0 
Disclosure 
deficiency 10 41.7 8 33.3 6 25.0 0 0.0 

Understandability 
deficiency 4 16.6 6 25.0 10 41.6 4 16.7 

Professional User1 s Opinion 

Timeliness 
deficiency 3 7.5 10 27.8 1 2.8 23 63.8 

Comparability 
deficiency 15 37.5 14 38.9 6 16.7 2 5.6 
Disclosure 
deficiency 13 32.5 9 25.0 13 36.1 2 5.6 

Understandability 
deficiency 9 22.5 3 8.3 16 44.4 9 25.0 

Informed User's Opinion 

Timeliness 
deficiency 5 8.2 14 23.0 15 • 24.6 27 44.3 

Comparability 
deficiency 12 19.7 23 37.7 16 26.2 10 16.4 
Disclosure 
deficiency 16 26.2 15 24.6 16 26.2 14 23.0 

Understandability 
deficiency 28 45.9 9 14.7 14 23.0 10 16.3 

Note: The professional user's ranking response 
columns do not add vertically to 37 (number of respondents) 
because some respondents assigned a particular rank to more 
than one of the potential responses. Note that the columns 
do add horizontally to 37. The informed user's ranking 
response columns add vertically and horizontally to 61 
because one respondent did not answer this question. 
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cent of the professional user category, and 82 per cent of 

the informed user category state that the messages should be 

comparable. Each of the responses is significant. Thus, 

while message specification techniques are desired and are 

used in financial reporting, the present ones appear inade

quate . 

COMMUNICATION RECOMMENDATION NUMBER 8: Generally 
accepted accounting principles should specify what 
messages are to be included in each of the finan
cial statements and how meanings are to be assigned 
to the messages (i.e., all semantic transmitters 
assign meaning to a message intended for a particu
lar semantic receiver in the same way). 

Classification: 

Classification provides a short-cut methodology for 

meaning assignment and is used in each of the three finan-

9 
cial statements. To the extent that classification aids in 

meaning assignment, the use of classification is beneficial 

in financial reporting. Classification, however, can result 

in a reduction in the amount of information. While a pro

cedure has been developed in communication theory for 

measuring the amount of information loss, the only attempt 

9. Accounting Principles Board, Opinion of the 
Accounting Principles Board Number 3, op. cit., pp. 16-17; 
Accounting Principles Board, Statement of the Accounting 
Principles Board Number 4, op. cit., pp. 93-94; Committee 
on Accounting Procedure and Committee on Terminology, op. 
cit., p. 9. 
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to apply the procedure in financial reporting was by Lev.^"® 

The concept is not applied in financial reporting. Thus, an 

objective measure does not exist in financial reporting for 

determining if classification is being used beneficially. 

COMMUNICATION RECOMMENDATION NUMBER 9: Classifica
tion in financial reporting should provide well 
defined mutually exclusive categories. 

COMMUNICATION RECOMMENDATION NUMBER 10: Communica
tion theory measurements should be applied to 
financial reporting to enable a measurement of the 
potential amount of information loss through 
grouping and to aid in the optimization of the use 
of classification. 

Specialized Terminology: 

Specialized terminology is used in financial report

ing. ̂  The use of specialized terminology is justifiable if 

the specialized terminology is within the field of experience 

of the intended semantic receiver, simplifies semantic 

receipt, and simplifies semantic transmission. 

Based on Table XII, neither the professional user 

nor the informed user is completely qualified in making 

meaning assignments to financial reporting terminology 

although the professional user appears to be considerably 

10. Baruch Lev, "The Aggregation Problem in Finan
cial Statements: An Informational Approach," Journal of 
Accounting Research, 6:247-261, Autumn, 1968. 

11. Committee on Accounting Procedure and Committee 
on Terminology, op. cit., pp. 1-43, and Accounting Princi
ples Board, Statement of the Accounting Principles Board 
Number 4, op. cit., p. 15. 
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Table XII. Users' Ability to Assign Proper Meaning to 
Financial Reporting Terminology 

Terms 

Treasury stock 
Retained earnings 
Net income 
Net working capital 
Current ratio 
Earnings per share 
Depletion 

Satisfactory 
Assignment: 

Number of Terms 

All 
6 
5 
4 
3 
2 
1 

None 

Professional 
User Informed User 

No. Per Cent No. Per Cent 

Satisfactory Assignment 

37 100.0 43 69.4 
32 86.5 39 62.9 
33 89.2 31 50.0 
37 100.0 45 72.6 
37 100.0 46 74.2 
31 83.8 33 53.2 
37 100.0 30 48.4 

Cumulative Satisfactory Assignment 

24 64.9 7 11.3 
11 29.7 17 27.4 
2 5.4 10 16.1 
0 0.0 5 8.1 
0 0.0 8 12.9 
0 0.0 8 12.9 
0 0.0 6 9.7 
0 0.0 1 1.6 
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more competent. A significant difference exists between the 

qualification of the professional user and the informed 

user. 

Table XIII contains the responses of the CPA cate

gory on whether the professional user would be able to 

assign the proper meanings to the presented financial 

reporting terms. A comparison of the responses in Tables 

XII and XIII indicates that the CPA category overrates both 

user categories' ability to assign the proper meanings to 

the selected terms. The overrating does not appear to be of 

large enough magnitude to be significant. Note, however, 

that the CPA perceives the professional user as being 

significantly more qualified than the informed user. 

Based on the specialized terminology analysis, 

several conclusions seem appropriate. First, the CPA is not 

fully aware of the abilities of the user categories to use 

properly the specialized terminology of financial reporting. 

Second, whereas the field of experience of the professional 

user is adequate enough to enable him to benefit from the 

use of the specialized terminology, the field of experience 

of the informed user is inadequate. Third, based on the 

incongruity between the field of experience of the profes

sional user and informed user, a dilemma arises in assigning 

meanings to financial statement messages. 

COMMUNICATION RECOMMENDATION NUMBER 11: Specialized 
terminology should be used in assigning meanings to 
financial statement messages only if the terminology 
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Table XIII. CPA's Opinion of Users' Ability to Assign 
Proper Meanings to Financial Reporting 
Terminology 

Professional 
User Informed User 

No. Per Cent No. Per Cent 

Terms Satisfactory Assignment 

Treasury stock 23 100.0 13 56.5 
Retained earnings 23 100.0 13 56.5 
Net income 23 100.0 14 60.9 
Net working capital 23 100.0 18 78.3 
Current ratio 23 100.0 17 73.9 
Earnings per share 20 87.0 17 73.9 
Depletion 23 100.0 18 78.3 

Satisfactory 
Assignment: 

Number of Terms Cumulative Satisfactory Assignment 

All 20 87.0 7 30.4 
6 3 13.0 5 21.8 
5 0 0.0 3 13.0 
4 0 0.0 3 13.0 
3 0 0.0 1 4.4 
2 0 0.0 0 0.0 
1 0 0.0 1 4.4 
None 0 0.0 . 3 13.0 

Note: Only 23 CPAs responded to this set of 
questions. 
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is within the field of experience of the intended 
semantic receivers and aids in meaning assignment. 
A specialized term should have one meaning only. 

COMMUNICATION RECOMMENDATION NUMBER 12: If a 
specialized terminology is used in financial 
reporting, all semantic transmitters should use 
the same terms to assign like meanings. 

Common Denominator; 

The utilization of a common denominator simplifies 

the performance of semantic transmission. Without the 

common denominator, the semantic transmitter would need to 

be more verbose to enable assignment of the desired meanings 

to the financial statement messages. However, the value of 

the common denominator (i.e., the dollar) used in financial 

12 
reporting has not remained constant. Thus, the dollar is 

not actually functioning as a common denominator. Since 

adjustments are not being made in the financial statements 

to enable the dollar to function as a common denominator, 

the semantic transmitter is not able to assign the desired 

meanings. 

COMMUNICATION RECOMMENDATION NUMBER 13: The common 
denominator used in financial reporting should be 
required to function as a common denominator. 

Footnote Disclosures: 

Footnote disclosures are made in the financial 

statements for the purpose of assigning meanings which do 

12. U. S. Department of Commerce, 1969 Business 
Statistics (Washington: U. S. Government Printing Office, 
1969), pp. 40-43, 48. 
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not appear in the body of the financial statements and for 

clarifying meanings which have been, at a minimum, partially 

13 
assigned in the body of the financial statements. In 

assigning meanings to the financial statement messages, the 

semantic transmitter should apply the criteria of ease of 

assignment by the semantic transmitter and ease of receipt 

by the semantic receiver. 

Two opinions were prevalent in discussing footnote 

disclosures with the interviewees. While the opinion was 

expressed that in some cases footnote disclosures do aid in 

assigning meanings to the financial statement messages, the 

opinion also was expressed that certain footnote disclosures 

do not aid in meaning assignment and that meaning assignment 

would be easier if certain data that are disclosed in foot

notes were incorporated in the body of the financial state

ments. A few interviewees expressed the opinion that a 

footnote is occasionally used as a "smoke screen" because 

the semantic transmitter realizes that the meaning assigned 

to the message does not depict economic reality nearly as 

well as it reasonably should. The same interviewees stated 

that an acceptable solution might be the elimination of 

footnote messages. Thus, although footnotes can aid in 

meaning assignment, user dissatisfaction with the use of 

13. Accounting Principles Board, Statement of, the 
Accounting Principles Board Number 4, op. cit., p. 6, and 
Carmalt, op. cit., pp. 4-5. 
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footnotes in meaning assignment appears prevalent. To the 

extent that the dissatisfaction results from inadequate or 

overly complex meaning assignments, the footnote disclosures 

are undesirable. 

COMMUNICATION RECOMMENDATION NUMBER 14: Footnote 
disclosures should be used in financial reporting 
only if the disclosures aid in meaning assignment. 

COMMUNICATION RECOMMENDATION NUMBER 15: In deter
mining whether a disclosure should be in the body 
of the financial statements or in footnotes, the 
criteria of ease of meaning assignment and receipt 
should be used. 

Semantic Noise Source 

Semantic noise can affect proper meaning assignment 

by the semantic transmitter in two ways. First, the proper 

meanings will not be assigned to the financial statement 

messages if the semantic transmitter is unqualified and 

unwilling to secure competent assistance. Second, limits 

may be placed on a competent semantic transmitter that pre

vent the assignment of the proper meanings. The limiting 

sources may be the information source and/or generally 

accepted accounting principles. 

Viewing semantic receipt, the primary source of 

semantic noise is an unqualified semantic receiver attempt

ing to assign meanings to the received financial statement 

messages. 

COMMUNICATION RECOMMENDATION NUMBER 16: Unqualified 
semantic transmitters and semantic receivers should 
not attempt to perform the functions of semantic 
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transmission and semantic receipt in financial 
reporting. 

Transmitter 

In financial reporting, the reporting entity is the 

transmitter. Three requirements are necessary for adequate 

transmission in financial reporting. First, the financial 

statement messages must be printed and conveyed. Second, 

the financial statement messages must be received by the 

receiver. Third, the transmission must be timely. 

A printing aspect that needs evaluation is the use 

of print in footnotes smaller than the general print size 

used in the financial statements. The use of such print 

can result in the loss of attention of the receiver. Of the 

first fifty corporations appearing in Fortune's list of 

500 leading industrial corporations, 68 per cent use smaller 

print in the footnotes or in portions of the footnotes than 

that used in the annual report in general. 

A message is timely if it is received before subse

quent events occur in the reporting entity that would change 

the meanings assigned by the semantic transmitter to the 

selected messages. Disadvantages associated with nontimely 

transmissions are current or future nonreceipt by the 

receiver. The two aspects of timeliness include the number 

of times the financial statements are conveyed during a 

particular time period (i.e., per year in this analysis) and 

the length of the interval between the end of the time 
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period to which the financial statements relate and the time 

of conveyance to the receivers. 

Eighty-three per cent of the CPA category believe 

that the annual transmissions are timely whereas 33 per 

cent of the professional user category and 45 per cent of 

the informed user category disagree with the CPA that the 

transmissions are timely. The difference of opinion does 

not appear significant. A possible explanation for the 

greater, although not significantly different, dissatisfac

tion of the informed user category than the professional 

user category is that the professional user category places 

greater emphasis on other more frequent transmissions (e.g., 

quarterly financial statements). However, the acceptability 

of this explanation is reduced by the statement of approxi

mately two-thirds of both user categories that the annual 

statements are more valuable than the quarterly statements 

in their investment decision-making process. Another possi

bility is that the informed user category relies more on the 

financial statement messages as a basis for investment 

decisions. The 4?ta in Table XIV do not support this 

possibility. 

In relation to the lag aspect of timeliness in 

financial reporting, frequently a 60 to 90 day delay occurs 

between the end of the period covered by the financial 

statements and the distribution of the financial statements 

to the receivers. Fifty-seven per cent of the professional 
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Table XIV. Amount of Total Information Used in Investment 
Decision-Making Process Obtained from Financial 
Statements 

Proportionate Amount 
of Information 

Professional 
User Informed User 

Proportionate Amount 
of Information No. Per Cent No. Per Cent 

None 0 0.0 1 1.6 

Some 12 32.4 34 54.8 

Half 19 51.4 12 19.4 

Most 5 13.5 15 24.2 

All 1- 2.7 0 0.0 

user category and 65 per cent of the informed user category 

consider the lag to be undesirable, whereas the CPA category 

significantly disagrees with the users. The interviewees 

are in agreement with the priority ranking of the two time

liness deficiencies expressed by the two user categories. 

The interviewees pointed out that the greater the lag 

period, the more likely that either changes will have 

occurred or other more timely information will be available. 

The interviewees believe principal causes for the delay are 

that the annual report in which the financial statements are 

transmitted is not ready for distribution and that the 

external auditor delays the transmission by not having com

pleted his audit (fault is not transmitters). Most 
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interviewees stated a satisfactory solution would be the 

distribution of the financial statements within 30 days 

after the end of the period to which the statements relate. 

COMMUNIC AT I ON RECOMMENDATION NUMBER 17: The period 
of delay between the end of the time period covered 
by the financial statements and the time of trans
mission to the receivers should be reduced to not 
greater than 30 days. 

COMMUNICATION RECOMMENDATION NUMBER 18: The various 
causes for the lack of timeliness in financial 
reporting should be isolated so they can be reduced 
to permit more timely transmissions. 

Engineering Noise Source 

Primary effects of engineering noise in financial 

reporting are the lack of timeliness, selected messages not 

received by the intended receiver, additional messages which 

improperly influence the performance of the receiver (i.e., 

financial statement messages appear in the context of the 

annual report), negative motivation for receiver to attend 

to the financial statement messages (e.g., location in 

annual report, order of financial statements, use of small 

print), and errors in receiving. 

Receiver 

Receipt necessitates that the desired receiver 

physically receives the financial statement messages, 

devotes the necessary attention to the intended financial 

statement messages, performs any required decoding (the 

extraction of data, calculation of ratios, rearrangement of 
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data, aggregation of items and amounts, elimination of items 

and amounts, modification of the item descriptions, price-

level adjustments, comparability adjustments, quantifica

tion^ of data appearing in the footnotes and presentation 

With other items or as a separate item in the body of the 

financial statements), and understands the symbol system 

used. 

The performer of the receipt function may be the 

intended destination or the destination's representative, 

in addition, a dichotomy may exist between the physical 

receiver and the actual receiver. The actual receiver is 

Selected by the destination and actually attempts to perform 

the receipt function. The physical receiver is the indi

vidual to whom the reporting entity transmits the financial 

Statements. 

The receiver must be motivated to receive selected 

financial statement messages. Receivers in financial 

reporting function on a selective basis. The interviewees 

Stated that no attempt is made to attend to all available 

sources of information. Instead, the payout function 

(i.e., relationship between perceived output and input) 

is the primary decision variable. Since only one set of 

financial statements usually is transmitted to all receivers, 

the apparent attitude of the reporting entity is that the 

receiver is capable of determining the intended messages. 

The receipt of excess messages does not affect the 
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effectiveness of the receiver, but the receipt of excess 

messages does lower the receiver's efficiency. The receipt 

of less than the intended messages affects both the effi

ciency and effectiveness of the receiver. Since the 

information source in financial reporting does not identify 

what messages are intended for which type of receiver, 

receivers of the same type may receive different financial 

statement messages and receivers of different types may 

receive the same messages although the messages are not 

intended for both. 

Based on Table XIV, all professional users and 

nearly all informed users attempt to perform the receipt 

function or have someone perform the receipt function for 

them. As illustrated in Table XV, the CPA category 

believes that all professional users and informed users 

perform the receipt function or have someone perform the 

receipt function for them. 

COMMUNICATION RECOMMENDATION NUMBER 19: The trans
mitter should transmit financial statement messages 
only to actual receivers or specify the requisite 
abilities to perform receipt. 

COMMUNICATION RECOMMENDATION NUMBER 20: The financial 
statement messages should be transmitted so that the 
intended receiver is motivated to attend to the 
intended messages. 

COMMUNICATION RECOMMENDATION NUMBER 21: The physical 
receiver should attempt to perform the receipt 
function only when possessing the requisite abilities. 
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Table XV. CPA's Opinion of Amount of Information Used by 
Two Categories of Users in Investment Decision-
Making Process that is Obtained from Financial 
Statements 

Professional 
User Informed User 

Proportionate Amount 
of Information No. Per Cent No. Per Cent 

None 0 
o
 •
 

o
 0 

o
 •
 

o
 

Some 5 20.8 10 41.7 

Half 12 50.0 3 12.5 

Most 7 29.2 9 37.5 

All 0 0.0 2 8.3 

Semantic Receiver 

The semantic receipt function is performed ade

quately in financial reporting only if the meanings intended 

by the information source are the meanings assigned by the 

semantic receiver. The identity of the semantic receiver 

influences the abilities required of the receiver. Differ

ent receiver abilities are required for the professional 

user semantic receiver and the informed user semantic 

receiver. If proper meaning assignment does not occur 

because of a dysfunctional receiver, the source of the 

disturbance is engineering noise. Conversely, if proper 

meaning assignment does not occur even though the receiver 

is functioning properly, the source of the disturbance is 
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semantic noise. Identifying the source of the noise 

improves the semantic receiver's ability to cope with noise 

and to assign the intended meanings to the financial 

statement messages. 

Three potential semantic receiver categories are 

identified in the questionnaire. These are the professional 

user, informed user, and the general public (Table XVI). 

Although the responses of the CPA and those of the users are 

significantly different for only the informed user category, 

it appears the CPA believes each of the three categories of 

semantic receivers is more qualified to perform meaning 

assignment than does either the professional user category 

or the informed user category. The interviewees expressed 

the opinion that many users below the professional user 

category who attempt to perform the semantic receipt func

tion are unqualified, but are unaware of the lack of capa

bility. The interviewees believe the primary cause for such 

attempts is the accounting profession's expression of 

opinion that members of the informed user category are 

qualified to perform semantic receipt. 

If the general public category is perceived as 

unqualified to assign meanings to the received financial 

statement messages, the expectation evidently is that 

certain abilities are requisite. Approximately 96 per cent 

of each of the respondent categories believe that some 

education and/or training in accounting and/or financial 
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Table XVI. Understandability of Current Financial State
ments 

Responses of 

Profes
sional Informed 

CPA User User 

Per Per Per 
Understandable to No. Cent No. Cent No. Cent 

Professional User 23 95. 8 28 75.7 49 80.3 

Informed User 19 79. 2 14 37.8 30 49.2 

General Public 5 20. 8 3 8.1 1 1.6 

analysis is requisite to meaning assignment in financial 

reporting. The necessity for education and/or training is 

supported by many interviewees stating that to attempt to 

make financial statements understandable to all to whom the 

statements are transmitted is infeasible. Based on the data 

in Table XVI, significant disagreement exists over the 

level of the education and/or training requirement. 

Table XVII contains the responses on who should be 

able to perform semantic receipt in financial reporting. 

The CPA and the two user categories agree that the profes

sional user and informed user should be able to assign mean

ings to the financial statement messages. Based on Table 

XVIII the CPA category is satisfied with the perceived level 

of education and/or training currently required to perform 
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Table XVII. To Whom Should Financial Statements be Under
standable 

Responses of 

Profes-
sional Informed 

CPA User User 

Should be Per Per Per 
Understandable to No Cent No. Cent No. Cent 

Professional User 24 100.0 37 100.0 62 100.0 

Informed User 21 87.5 36 97.3 59 95.2 

General Public 4 16.7 20 54.1 37 59.7 

Table XVIII. Satisfactory Ability of Those who Should be 
Able to Perform Semantic Receipt Function to 
Perform the Function 

Semantic Receiver 

CPA 

No. 
Per 
Cent 

Responses of 

Profes
sional 
User 

No. 
Per 
Cent 

Informed 
User 

No. 
Per 
Cent 

Professional User 

Informed User 

General Public 

23 95.8 28 75.7 50 80.6 

21 87.5 15 40.5 35 56.5 

21 87.5 19 51.4 26 41.9 
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the semantic receipt function while the two user categories 

do not appear fully satisfied. 

The questionnaire also provided a measure of the 

ability of the two user categories to perform semantic 

receipt and the opinion of the CPA category of the users1 

ability to perform semantic receipt. Based on Table XII," 

the professional user category is significantly more 

qualified than the informed user categroy in assigning the 

proper meanings to financial statement terminology. The 

magnitude of improper meaning assignment by the informed 

user category raises doubt of the ability of the informed 

user to assign proper meanings to financial reporting 

terminology. Based on Table XIX, the professional user 

category does appear to possess an adequate awareness of the 

nature of financial reporting. Analysis of this table 

raises doubt on the adequacy of the informed user category's 

awareness of the nature of financial reporting. As indi

cated in Tables XIII and XX, the CPA category believes that 

the professional user can perform both aspects of meaning 

assignment. The tables also indicate the CPA category 

believes that the informed user is not fully qualified in 

either of the two aspects of meaning assignment, particu

larly the awareness of the nature of financial reporting 

aspect. The CPA category's opinion of the informed user's 

inability to perform semantic receipt does not agree with 

the CPA category's opinion in Table XVI. Inconsistency 
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Table XIX. Users' Awareness of Nature of Financial 
Reporting 

Professional 
User Informed User 

No. Per Cent No. Per Cent 

Area of Awareness Satisfactory Awareness 

Cost orientation of 
balance sheet 35 94.6 22 35.5 

Effect of deprecia
tion on funds flow 16 44.4 20 32.3 

Cash flow as measure 
of performance 32 86.5 40 64.5 

Precision of finan
cial statements 35 94.6 45 72.6 

Effect of alternative 
generally accepted 
accounting princi
ples 37 100.0 48 77.4 

Accounting as a 
science 36 97.3 26 41.9 

Satisfactory 
Awareness; 

Number of Areas 
of Awareness Cumulative Satisfactory Awareness 

All 15 40.5 1 1.6 
5 16 43.2 19 30.6 
4 4 10.8 21 33.9 
3 2 5.4 13 21.0 
2 0 0.0 5 8.1 
1 0 0.0 3 4.8 
None 0 0.0 0 0.0 
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Table XX. CPA's Opinion on User's Awareness of Nature of 
Financial Reporting 

Professional 
User Informed User 

No. Per Cent No. Per Cent 

Area of Awareness Satisfactory Awareness 

Cost orientation of 
balance sheet 23 100.0 13 56.5 

Effect of deprecia
tion on funds flow 10 43.5 1 4.3 

Cash flow as measure 
of performance 19 82.6 8 34.8 

Precision of finan
cial statements 23 100.0 15 65.2 
Effect of alterna
tive generally 
accepted accounting 
principles 23 100.0 7 30.4 

Accounting as a 
science 22 95.7 16 69.6 

Satisfactory 
Awareness: 

Number of Areas 
of Awareness Cumulative Satisfactory Awareness 

All 8 34.8 0 0.0 
5 13 56.5 3 13.0 
4 2 8.7 5 21.8 
3 0 0.0 7 30.4 
2 0 0.0 3 13.0 
1 0 0.0 5 21.8 
None 0 0.0 0 0.0 

Note: Only 23 of the 24 respondents answered this 
question. 
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arises in saying the informed user possesses the requisite 

abilities for semantic receipt, yet also saying that the 

informed user is only partially competent, at best, in the 

areas of financial statement terminology and the nature of 

financial reporting. 

Since the financial statements are distributed to 

all stockholders, the CPA category either intends that the 

financial statements not be used by many stockholders or 

that semantic receipt be performed for some stockholders by 

qualified semantic receivers. Whatever the real intention 

may be, the intent should be communicated to the destina

tion. In addition to the intent of the semantic trans

mitter, willingness of the destinations of financial 

statement messages to act in accordance with the intent of 

the semantic transmitter requires some overt attention. 

The CPA category and the two user categories were 

asked if attempts are being made to simplify semantic 

receipt. Based on Table XXI, the CPA believes efforts are 

being made to simplify semantic receipt, both in the area 

of assigning meanings to the messages of an information 

source and in the area of comparing meanings assigned to the 

messages of different information sources. A significant 

difference exists between the opinions expressed for the 

understandability characteristic by the two user categories. 

The professional user category believes efforts are being 

exerted to improve semantic receipt. A possible explanation 
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Table XXI. Existence of Efforts to Make Easier the Per
formance of the Semantic Receipt Function 

Responses of 

Profes
sional 

CPA User 

Efforts Being Made Per Per 
to Improve No. Cent No. Cent 

Understandability 24 100.0 28 75.7 24 39.3 

Comparability 22 91.7 22 59.6 27 43.5 

Informed 
User 

Per 
No. Cent 

for the difference of opinion is the professional user cate

gory is better able to perform semantic receipt, even 

though deficiencies exist in the transmission which compli

cate semantic receipt, than the informed user. Transmission 

deficiencies may hinder the informed user such that semantic 

receipt is only partially performed. Another possibility is 

that the professional user may be more aware of efforts made 

to improve financial reporting. 

COMMUNICATION RECOMMENDATION NUMBER 22; The CPA 
should eliminate the apparent conflict between 
the actual and stated identity of the qualified 
semantic receiver. 

COMMUNICATION RECOMMENDATION NUMBER 23: The 
informed user category should obtain the requisite 
abilities for or secure assistance in semantic 
receipt. 

COMMUNICATION RECOMMENDATION NUMBER 24: The 
semantic receiver should be able to assign like 
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meanings to messages from different information 
sources. 

COMMUNICATION RECOMMENDATION NUMBER 25: The CPA 
should inform users of efforts directed toward 
improving semantic receipt. 

Destination 

If the financial statement messages are to be trans

mitted so that the destination can receive the transmitted 

messages and assign the proper meanings while minimizing 

expended effort, the information source should be aware of 

the identity of the destination. If the information source 

is aware of the destination's identity and whether the 

destination performs or delegates receipt and semantic 

receipt, the information source can better prepare financial 

statement messages so that communication can occur in 

financial reporting. Ninety-two per cent of the CPA cate

gory state that the accounting profession is aware of the 

destination's identity whereas only 38 per cent of the pro

fessional user category and 45 per cent of the informed user 

category express the same opinion. The difference of 

opinion is significant. A lack of awareness of the desti

nation's identity can result in misperformance of the 

functions of the information source, semantic transmitter, 

transmitter, receiver, semantic receiver, and destination. 

Questionnaire respondents were instructed to indi

cate if particular categories of individuals are destina

tions. As indicated in Table XXII, the CPA category and the 
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Table XXII. Destinations in Financial Reporting 

Responses of 

Profes
sional Informed 

CPA User User 

Potential Per Per Per 
Destinations No. Cent No. Cent No. Cent 

Creditors—long term 24 100. 0 34 91. 9 51 82 .3 

Creditors—short 
term 24 100. 0 33 89. 2 36 58 .1 

Financial analysts 24 100. 0 37 100. 0 58 95 .1 

Labor unions 23 95. 8 30 00
 

(
-
•
 

•
 

1 31 50 .0 

Regulatory agencies 23 95. 8 30 81. 1 37 59 .7 

Stockholders owning 
a substantial 
interest 23 95.8 36 97.3 53 85.5 

Stockholders owning 
a minor interest 23 95.8 24 64.9 40 64.5 
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two user categories view the destination as a heterogeneous 

group. Of the seven potential destinations listed in the 

questionnaire, a greater degree of unanimity among the three 

respondent categories exists in identifying the financial 

analyst as a destination. 

Although the destination in financial reporting is a 

heterogeneous category, all destinations usually are pre

sented with the same set of financial statement messages. 

Since the CPA expresses an awareness of the identity of the 

destination and identifies the destination as a hetero

geneous category, one of the following assumptions is made 

in presenting destinations with the same set of financial 

statement messages. 

1. All destinations use the same information and 

possess the ability to perform receipt and semantic 

receipt. 

2. All destinations use the same information. Destina

tions unqualified to perform receipt and/or semantic 

receipt are expected to obtain assistance. 

3. All destinations can abstract the information needed 

and possess the ability to perform receipt and 

semantic receipt. 

4. All destinations can abstract the information 

needed. Destinations unqualified to abstract the 

information and perform receipt and/or semantic 

receipt are expected to obtain assistance. 
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Based on Table XXIII, neither the CPA category nor 

the professional user category is dissatisfied with the 

transmission of the same set of financial statement messages 

to all destinations. However, the informed user category 

appears dissatisfied. Both the CPA category and the profes

sional user category appear to accept one of the four 

assumptions while the informed user category appears to 

reject all of the assumptions. 

The interviewees were asked if the financial state

ment messages are of significant value to a destination 

(i.e., investor) to justify securing assistance in perform

ing receipt or semantic receipt. Although most interviewees 

believe securing assistance is justified, several disagreed. 

Basis for disagreement is the availability of other informa

tion sources and investment facilities (e.g., mutual funds) 

for the nonqualified destination. 

COMMUNICATION RECOMMENDATION NUMBER 26: The intended 
destinations who are dissatisfied with the transmis
sion of the same set of financial statement messages 
to all destinations should inform the CPA. 

COMMUNICATION RECOMMENDATION NUMBER 27: The destina
tion should determine what are the requisite abilities 
for performing receipt and semantic receipt, and if 
unqualified, should secure assistance. 

Effective Communication 

Effective communication requires that, in addition 

to meaning transference, the financial statement messages 

possess utility for the destination; that is, the messages 



148 

Table XXIII. Selection of Primary Factor Affecting the 
Performance of the Communication Function of 
Financial Reporting 

CPA 

Adverse Factors No. 
Per 
Cent 

Responses of 

Profes
sional 
User 

No. 
Per 
Cent 

Informed 
User 

No. 
Per 
Cent 

Unawareness of users 0 . 0  18.9 8 13.1 

Use of a technical 
language 0 . 0  2.7 14.8 

One set of financial 
statements 8.3 13.5 19 31.1 

Lack of awareness of 
accounting 8 

Belief that financial 
statements are 
adequate 2 

Users* failure to 
communicate needs 0 

33.4 12 32.5 14 23.0 

8.3 

0 . 0  

24.3 

0 . 0  

1.6 

0 . 0  

Inadequate user 
education and/or 
training in 
accounting 12 50.0 8.1 10 16.4 
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aid the user in his decision-making process. In financial 

reporting, the achievement of effective communication is as 

14 equally important as the achievement of communication. If 

a selected message possesses no utility for a destination, 

the destination's efforts are optimized if no efforts are 

exerted to achieve communication. 

The analysis of effective communication in financial 

reporting is limited in scope to the influence of utility 

on the achievement of communication rather than analyzing 

utility, per se, in financial reporting. The utility of 

financial statement messages can be viewed from the perspec

tives of utility to the economy and utility to individuals. 

All of the CPA category and professional user category and 

84 per cent of the informed user category believe that 

financial reporting performs a useful function in the 

economy. The magnitude of the usefulness is indicated by 

14. Accounting Principles Board, Statement of the 
Accounting Principles Board Number 4, op. cit., pp. 9, 37; 
John W. LaFrance, "Communication with the Client and the 
Public," The Journal of Accountancy, 113:39, May, 1962; 
Herman W. Bevis, "Progress and Poverty in Accounting 
Thought," The Journal of Accountancy/ 122:34, July, 1966; 
Norton M. Bedford and Vahe Baladounl, "A Communication 
Theory Approach to Accountancy," The Accounting Review, 37: 
656, October, 1962; Herman W. Bevis, "Riding Herd on 
Accounting Standards," The Accounting Review, 36:9, January, 
1961; Howard Ross, The Elusive Art of Accounting (New York: 
The Ronald Press Company, 1966), pp. 49, 57-58;John L. 
Carey (ed.), The Accounting Profession: Where Is It Headed? 
(New York: American Institute of Certified Public 
Accountants, Inc., 1962), p. 54. 
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100 per cent of the CPA category and 89 per cent of the 

professional user category stating that impairment of 

confidence in financial reporting would adversely affect 

the functioning of the economy. Only 64 per cent of the 

informed user category agreed. Each of the opinions is 

significant. 

Based on Table XIV, financial statement messages are 

significantly more useful to the professional user category 

than to the informed user category. As indicated by com

paring the data in Tables XIV and XVI, the destination's 

perception of potential message utility is influenced by the 

difficulty encountered in performing semantic receipt. 

Also, Table XIV suggests that both user categories derive a 

substantial amount of information from messages other than 

the financial statement messages. Reasons frequently given 

by the interviewees for the use of other media are timeli

ness, unavailability of the data in the financial state

ments, and difficulty encountered in obtaining the data from 

the financial statements. A comparison of the data in 

Tables XIV and XV indicates that the CPA category only 

slightly overrates the utility of the financial statement 

messages to both user categories. The difference does not 

appear significant. The CPA apparently has a reasonable 

awareness of the potential utility of financial statement 

messages to the two user categories. 
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Another area of evaluation is the influence of the 

reporting entity on message utility. Table XXIV presents 

the opinions of the two user categories. For the profes

sional user category, the characteristics of the entity 

issuing the financial statements do not appear to be a 

significant factor affecting the utility of the financial 

statement messages. A probable reason is the professional 

user is associated with and uses the financial statement 

messages of reporting entities in each of the four cate

gories. However, in the interviews, a different opinion 

was expressed. Smallness of size and lack of stability were 

frequently mentioned as factors affecting the importance of 

financial statement messages in investment decision-making 

processes. For the informed user category, a dichotomy 

exists between the growth and stability characteristics. 

More utility is assigned to the financial statement messages 

issued by a reporting entity possessing the growth charac

teristic. The difference is significant. The CPA does not 

perceive the characteristics of the entity as an influential 

variable on financial statement utility. 

While a propensity exists in financial reporting for 

conflict in achieving meaning transference versus utility, 

the propensity while recognized should be kept in perspec

tive. Illustrative of the areas of compatibility are the 

information source's awareness of the identity and informa

tion needs of the destination, the desirability of the CPA 
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Table XXIV. Influence of Characteristics of Entity Issuing 
Financial Statements on Utility of Statements 
to Users 

Per Per Per Per 
Characteristics 1st Cent 2nd Cent 3rd I Cent 4 th Cent 

Professional User' s Opinion 

Small growth 
company 14 36.9 4 15.4 4 16.7 6 25.0 

Small stable 
company 3 7.9 14 53.8 5 20.8 6 25.0 

Large growth 
company 11 28.9 6 23.1 9 37.5 2 8.3 

Large stable 
company 10 26.3 2 7.7 6 25.0 10 41.7 

Informed User's Opinion 

Small growth 
company 23 41.1 19 33.9 7 12.5 7 12.5 

Small stable 
company 4 7.1 10 17.9 20 35.7 22 39.3 

Large growth 
company 23 41.1 21 37.5 12 21.4 0 0.0 

Large stable 
company 6 10.7 6 10.7 17 30.4 27 48.2 

Note: Only 28 of the professional user respondents 
answered this question. All of the ranking response columns 
do not add vertically to 28 because some respondents 
assigned a particular rank to more than one of the potential 
responses. Note that the columns do add horizontally to 28. 
Only 56 of the informed user respondents answered this 
question. 

/ 
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actively participating in meaning assignment, the benefits 

of the parameters provided by generally accepted accounting 

principles, the necessity for eliminating semantic and 

engineering noise, the use of supplementary financial state

ment messages, the transmission of only messages possessing 

utility to a destination, the use of special purpose finan

cial statements, the necessity of timely transmissions, the 

receipt of only financial statement messages possessing 

utility to the destination, the destination securing assist

ance if unqualified to perform receipt and semantic receipt, 

and the need for common fields of experience. 

The major area of potential conflict in achieving 

communication and effective communication is change. The 

maintenance of the status quo is beneficial in achieving 

meaning transference whereas message utility may be enhanced 

by change. In resolving any conflicts which may develop, 

both meaning transference and utility should be given con

sideration within the perspective provided by the requisite 

need for communication to occur before effective communica

tion can occur. 

COMMUNICATION RECOMMENDATION NUMBER 28: In resolving 
a conflict between communication and effective 
communication in financial reporting, an emphasis 
ranking should not be assigned to either communica
tion or effective communication. Recognition must 
be granted to the fact that communication is 
requisite to effective communication in financial 
reporting. 



Influential Communication 

While influential communication is dependent on 

effective communication, influential communication requires, 

in addition to meaning transference and utility, that the 

behavior intended by the information source be forthcoming 

from the destination. One communication theorist is of the 

opinion that all communication attempts are designed to 

15 
influence behavior. The alternative opinion, however, is 

accepted in this dissertation.^ That is, some communica

tion efforts are intended to provide only meaning trans

ference rather than to influence destination behavior. The 

scope of the evaluation of influential communication in 

financial reporting is limited to the effect upon the 

achievement of communication. 

Financial reporting should not be designed to 

17 
influence destination behavior. That is, while financial 

reporting may affect the behavior of the destination, there 

18 
should not be a biased effect. 

15. Claude E. Shannon and Warren Weaver, The 
Mathematical Theory of Communication (Urbana, Illinois: 
University of Illinois Press, 1949), p. 97. 

16. See the communication model developed in 
Chapter III. 

17. Leonard Spacek, A Search for Fairness in 
Financial Reporting to the Public (Chicago: Arthur Andersen 
& Co., 1969), pp. 34-35, 461. 

18. Committee to Prepare a Statement of Basic 
Accounting Theory, A Statement of Basic Accounting Theory 
(Evanston, Illinois: American Accounting Association, 1966), 
p. 11. 
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In attempting to attain the fairness objective, 

influential communication has much in common with communica

tion. One area of commonality is participation by the CPA 

in the information source—semantic transmission functions. 

The participation of the CPA can reduce attempts by the 

reporting entity to introduce bias into the financial state

ment messages. The role of the CPA is not such that all 

attempts to introduce bias can be offset. Another common 

area is the desirability of generally accepted accounting 

principles. The present principles limit to some degree the 

reporting entity's desire to influence destination behavior. 

The higher the positive correlation between financial 

reports prepared in accordance with generally accepted 

accounting principles and economic reality, the smaller the 

degree to which destination behavior can be influenced. A 

third common area is the necessity of the destination being 

aware of the identity of the information source. The aware

ness affects the destination's assignment of validity to the 

financial statement messages and the manner in which the 

receipt and semantic receipt functions are performed. 

There are also areas of commonality between 

communication and influential communication that aid the 

information source in influencing destination behavior. One 

is the necessity of the information source's awareness of 

the identity of the destination. Since behavior is the 

response to a stimulus, the information source needs to be 
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aware of how a destination will respond to a particular 

stimulus. Such an awareness will affect the manner in 

which the information source performs message selection and 

meaning assignment. A second area is the preparation of 

special purpose financial statements. Special purpose 

statements, as contrasted with general purpose financial 

statements, increase the probability that the information 

source will be able to influence destination behavior. A 

third area is the existence of alternative generally 

accepted accounting principles. By being able to select 

among the alternative principles, the information source 

may be able to influence the meanings assigned to the 

financial statement messages. A fourth area is transmitter 

timeliness. The more timely a financial statement message, 

the less likely that the destination will receive other 

messages that alter the desired influence of the financial 

statement message. 

The opportunity, while limited, does exist for the 

information source to attempt to influence destination 

behavior. The interviewees perceive that the reporting 

entity is attempting to influence user behavior (i.e., 

secure response desired by the reporting entity), but 

generally accepted accounting principles and the CPA pro

vide parameters on the ability. Because of the perceived 

utility of the financial statement messages and the 

parameters, the option of not receiving the financial 
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statement messages is rejected. Instead, through the 

performance of the receipt and semantic receipt functions, 

the attempt is made to receive and assign meanings to the 

messages so that any intended bias is removed. If limita

tions were not placed by generally accepted accounting 

principles on what messages the reporting entity could 

select for inclusion in the financial statements and how 

meanings were to be assigned to the messages, the validity 

assigned by the interviewees to the messages would be 

reduced. Reduction in validity would result in a reduction 

in perceived utility. Reduction in perceived utility would 

result in a reduction in communication in financial report

ing. 

Ranking second after nonunderstandability among the 

reasons given by the interviewees for the necessity of many 

users securing assistance in receiving and assigning mean

ings to the financial statement messages is.the inability 

of the destinations to remove the bias the reporting entity 

is able to introduce into the financial statement messages. 

Based on the belief of the nonfeasibility of completely 

eliminating the ability of the information source to intro

duce bias, the interviewees conclude that the preferable 

alternative is for such destinations to secure assistance. 

COMMUNICATION RECOMMENDATION NUMBER 29: Generally 
accepted accounting principles should not permit 
the introduction of bias into financial statement 
messages. 
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COMMUNICATION RECOMMENDATION NUMBER 30: To the 
extent that generally accepted accounting principles 
do not prevent bias from being introduced, the 
semantic receiver should be qualified to remove 
bias from the received financial statement messages. 

COMMUNICATION RECOMMENDATION NUMBER 31: Assuming 
the continued existence of alternative generally 
accepted accounting principles, the CPA should have 
the final decision in the selection of the most 
appropriate alternative. 

COMMUNICATION RECOMMENDATION NUMBER 32: If a conflict 
develops in achieving communication versus influ
ential communication, priority should be assigned 
to communication. 

Summary 

Communication theory provides a methodology for 

evaluating accounting communications. The application of 

communication theory to financial reporting indicates that 

deficiencies are prevalent in attempting to achieve com

munication and enables identification of the deficiencies 

and the related causes. The deficiencies are referred to 

in statements termed "communication recommendations." 

Deficiencies exist in the performance of each of 

the communication model components. Partially responsible 

for some of the deficiencies are the desire to achieve 

effective communication and influential communication in 

financial reporting. The desire to achieve either effective 

or influential communication in financial reporting should 

not be allowed to block communication. Since utility is of 

equal importance as meaning transference in financial 

reporting, the achievement of utility should not be 



subordinated to the achievement of meaning transference. 

Application of the communication recommendations should 

enable achievement of communication and should aid in the 

achievement of effective communication. Influential com

munication should be subordinated to the achievement of 

communication in financial reporting. Application of the 

communication recommendations should neutralize the ability 

.of the desire to influence behavior from interfering with 

the achievement of communication in financial reporting. 



CHAPTER VII 

COMMUNICATION BETWEEN THE ACCOUNTING PROFESSION 
AND USERS OF FINANCIAL STATEMENTS 

The financial statements provide a direct vehicle 

for communication between the information source and the 

destinations in financial reporting. Since the financial 

statements are one-way transmissions, they do not provide an 

opportunity for the reversal of the destination and informa

tion source roles. 

^The existence of two-way communication in the 

financial reporting area possesses potential for improving 

financial reporting and as indicated by the communication 

recommendations is needed. While not available via the 

financial statements/ the opportunity does exist for two-

Way communication in the financial reporting area. In this 

ehapter, an analysis is made of the desirability and adequacy 

Of the two-way communication between the accounting profes

sion and the users of financial statements. 

Efforts of the Accounting Profession to 
Achieve Two-Way Communication 

The history of the accounting profession in the 

United States as exemplified by the American Institute of 

Certified Public Accountants is one of cooperation and 

attempts to achieve two-way communication. 

160 
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A major cooperative effort with nonaccountants was 

initiated in 1916 between the Institute and the Federal 

Reserve Board. The subjects of the cooperation were prepara

tion of financial statements for credit purposes and the 

related independent audit.^ Correspondence and conferences 

among the Institute, Federal Reserve Board, and Federal 

Trade Commission resulted in the publication of a memorandum 

2 
in 1917 prepared by the Institute. Resulting from the 

cooperation was the dissuasion of the Federal Trade Commis

sion from continuing with the idea of a uniform accounting 

3 
system. 

Continued recognition of the Institute's awareness 

of the necessity of cooperation is indicated by events 

occurring in the 1920's. A bureau of public affairs was 

created in 1924 whose purpose was ". . .to find ways and 

means by which the members of the Institute can find oppor

tunity for service for the benefit of the business public, 

which will thereby become better acquainted with the scope 

1. "Memoirs of George 0. May," The Journal of 
Accountancy, 115:42, January, 1963. 

2. Federal Reserve Board. (Prepared by American 
Institute of Accountants), Verification of Financial State
ments (Revised) (Washington^ Dl C.: United States Government 
Printing Office, 1929), p. v. 

3. James Don Edwards, History of Public Accounting 
in the United States (East Lansing, Michigan: Bureau of 
Business and Economic Research, Graduate School of Business 
Administration, Michigan State University, 1960), p. 134. 

I 



162 

4 and purposes of our professional work." During the first 

year of the committee's operations, relations were estab

lished with the Arbitration Society of America, National 

Association of Credit Men, and Chambers of Commerce through-

5 
out the United States. Other cooperative committees 

established in the 1920's and 1930's were the Special 

Committee on Cooperation with Bankers, Special Committee on 

Cooperation with Bar Associations, Special Committee on 

Cooperation with Credit Men, Special Committee on Coopera

tion with Investment Bankers, Special Committee on Coopera

tion with Securities and Exchange Commission, Special 

Committee on Cooperation with Stock Exchanges, and Special 

Committee on Cooperation with Trade Associations.^ 

After considerable conflict, the accounting and 

legal professions cooperated in defining the roles of the 

accountant and lawyer in income taxation. The controversy 

4. American Institute of Accountants, 1924 Year 
Book of the American Institute of Accountants (New York: 
American Institute of Accountants, 1924), p. 123. 

5. Ibid. 

6. American Institute of Accountants, 1937 Year 
Book of the American Institute of Accountants (New York: 
American Institute of Accountants, 1938), pp. 7-8, 417-418, 
432-436, 497-506; John L. Carey, "The Origins of Modern 
Financial Reporting," The Journal of Accountancy, 128:35, 
37-38, 45, September, 1969? Lawrence L. Vance, "The Road to 
Reform of Accounting Principles," The Accounting Review, 44: 
694, 696-697, October, 1969; Editorial, "Audits of Corporate 
Accounts," The Journal of Accountancy, 57:168-169, March, 
1934. 
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7 
was budding in the 1930's and blossomed in the 1940*s. An 

attempt at cooperation was initiated in 1944 with the estab

lishment of the National Conference of Lawyers and Certified 

q 
Public Accountants. A stated objective of the committee was 

"to encourage cooperation between the two professions for the 

g 
benefit of each and of the public." Although the committee 

was inactive during a four year period of much controversy, 

including litigation, a basis for resolving the problem was 

reached by the members of the National Conference Committee 

in 1950.10 

Cooperative activities within the accounting profes

sion and between the accounting profession and various user 

groups have continued in the 1950's and I960's.^ During 

1956 and 1957 the Committee on Relations with the Interstate 

Commerce Commission was established and the Committee on 

7. Leonard M. Troub, "Relationship Between the 
Lawyer and the Accountant," The Journal of Accountancy, 64: 
127-131, August, 1937. 

8. Official Decisions and Releases Department, 
"Lawyers and Accountants," The Journal of Accountancy, 77: 
511, June, 1944. 

9. Ibid., p. 512. 

10. Editorial, "A Basis for Agreement Between the 
Legal and Accounting Profession," The Journal of Accountancy, 
89:461-462, June, 1950. 

11. Editorial, "Cooperation Between Accountants and 
Bankers," The Journal of Accountancy, 98:597, November, 1954; 
Editorial, "Lawyer-CPA Cooperation," The Journal of 
Accountancy, 107:27, March, 1959; Edwards,, op. cit., p. 230. 
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12 
Relations with Bankers was reestablished. The Committee 

on Long-Range Objectives stated in 1958 that "it is an objec

tive of the Institute to encourage co-operation and consulta

tion among national organizations of accountants to the end 

that the entire accounting function may make its greatest 

13 
contribution to the public welfare." Also during the 

latter part of the 1950's, having recognized the necessity of 

cooperation among financial community participants, an 

invitation by the Institute president was instrumental in 

five annual meetings being held between 1958-1962 which 

included as participants the presidents and executive direc

tors of the Financial Executives Institute, the American 

Accounting Association, the National Association of 

14 
Accountants, and the Institute of Internal Auditors. A 

change in the organizational structure of the Institute 

occurred in 1959 that was intended, partially at least, to 

provide for increased cooperation between the accounting 

12. Edwards, op. cit., p. 200. 

13. Official Releases, "Long-Range Objectives of 
the Accounting Profession," The Journal of Accountancy, 107: 
71, May, 1959. 

14. John L. Carey (ed.), The Accounting Profession: 
Where Is It Headed? (New York: American Institute of Certi
fied Public Accountants, Inc., 1962), pp. 28-30. 
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profession and user groups.^ Indicative of the cooperative 

intent of the Institute's program under the new structure 

are the Symposium on Corporate Financial Reporting held in 

Absecon, New Jersey in 1968 and the Institute sponsored 

symposium on accounting for business combinations held in 

1969 in New York. 

The Symposium on Corporate Financial Report
ing . « . was a pioneering effort in that it was 
the first event jointly sponsored by the four 
leading organizations concerned with financial 
reporting. The willingness of the American Insti
tute of CPAs, the Financial Analysts Federation, 
the Financial Executives Institute and the Robert 
Morris Associates to join together and support such 
a meeting with a major commitment of their human 
resources as well as financial sponsorship bodes 
well for continuing improvement of the reporting 
environment. 

The concept of such a Symposium [is] to pro
mote effective four-way communication . . . .^-6 

Invited participants at the 1969 symposium included repre

sentatives of the American Bankers Association, American Bar 

Association, American Stock Exchange, Association of the Bar 

of the City of New York, Canadian Institute of Chartered 

Accountants, Financial Analysts Federation, Financial 

15. Reed K. Storey, The Search for Accounting 
Principles: Today's Problems in Perspective (New York: 
American Institute of Certified Public Accountants, Inc., 
1964), pp. 54-55; Leonard Spacek, A Search for Fairness in 
Financial Reporting to the Public (Chicago: Arthur Andersen 
& Co., 1969), p. 163; Edwards, op. cit., pp. 232-233. 

16. John C. Burton (ed.), Corporate Financial 
Reporting: Conflicts and Challenges (New York: American 
Institute of Certified Public Accountants, Inc., 1969), 
p. v. 
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Executives Institute, Investment Bankers Association, 

Moody's, National Association of Accountants, New York Stock 

Exchange, Robert Morris Associates, Securities and Exchange 

17 
Commission, and Standard and Poor's. 

Thus, the accounting profession has recognized and 

currently is recognizing the necessity of cooperation and 

two-way communication both inside and outside the profes

sion. Noteworthy, however, is that two-way communication 

efforts outside the profession primarily are with profes

sional users. 

Two-Way Communication as the Vehicle 
for Change 

The ability to change enables improvements to be 

made in financial reporting. Such a belief was of primary 

importance to the position expressed by the American 

Institute of Accountants in 1917 in opposing standardization 

of accounting."''® 

The primary responsibility for change in financial 

reporting is held and exercised by the Accounting Principles 

Board of the American Institute of Certified Public 

17. Paul A. Pacter, "Accounting for Business Com
binations: The Evolution of an APB Opinion" (Accounting and 
Auditing Problems), The Journal of Accountancy, 128:64, 
August, 1969. 

18. Edwards, op. cit., p. 134. For a more recent 
similar opinion, see Committee on Accounting Procedure and 
Committee on Terminology, Accounting Research and Terminology 
Bulletins, Final Edition (New York: American Institute of 
•Certified Public Accountants, 1961), pp. 7-8. 
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19 
Accountants™ The two sources of potential change are the 

accounting profession's recognition of the need for change 

and users of financial information informing the accounting 

profession of the need for change. 

The greater the opportunity for communication 

between the accounting profession and users of financial 

statements, the greater the probability that needed change 

will occur. The user of financial statements has the 

responsibility for informing the accounting profession of 

the need for change and the accounting profession has the 

responsibility of being receptive to such suggestions and 

evaluating the desirability of the change. Communication 

provides the methodology for providing the needed meaning 

transferences between the accounting profession and users to 

enable improvements to be made in achieving communication in 

financial reporting. 

Change in financial reporting is dependent upon 

both the accounting profession's recognition of the need for 

19. Accounting Principles Board, Opinion of the 
Accounting Principles Board No. 17: Intangible Assets (New 
York: American Institute of Certified Public Accountants, 
Inc., 1970), pp. 343-344; Robert E. Field, Accounting 
Research Study Number 11: Financial Reporting in the Extrac
tive Industries (New York: American Institute of Certified 
Public Accountants, Inc., 1969), p. inside front cover; 
Robert T. Sprouse and Maurice Moonitz, Accounting Research 
Study Number 3: A Tentative Set of Broad Accounting Princi
ples for Business Enterprises (New York: American Institute 
of Certified Public Accountants, Inc., 1962), p. 65. 
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the change and the willingness to make the change. Com

munication between the accounting profession and user affects 

both the recognition and the willingness. The following 

possibilities exist regarding the awareness of the desira

bility of change in financial reporting. 

1. Accounting profession and users agree that change 

is desirable and are aware of the agreement. 

2. Accounting profession and users agree that change 

is desirable and are unaware of the agreement. 

3. Accounting profession and users disagree that change 

is desirable and are aware of the disagreement. 

4. Accounting profession and users disagree that change 

is desirable and are unaware of the disagreement. 

Case 1 

Communication between the accounting profession and 

users is occurring. The attainment of both communication and 

agreement is the ideal situation from the viewpoint of the 

desired change occurring. Since each is aware that the posi

tion taken by the other is shared by him, nonbeneficial 

communication efforts are not initiated.. 

Case 2 

Communication between the accounting profession and 

users is not occurring. A particularly undesirable result is 

produced in that agreement exists, but the participants are 

unaware of the agreement. 
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Case 3 

Communication is occurring between the accounting 

profession and users. While not as desirable from a change 

perspective as Case 1, the presence of communication indi

cates that the vehicle (i.e., communication) for reaching 

agreement is available. 

Case 4 

Communication is not occurring between the account

ing profession and the users. Of the four possible cases, 

Case 4 is the most disadvantageous. The participants believe 

that communication is occurring. 

Methodology for Evaluating Two-Way Communication 
Between the Accounting Profession and 

Users 0f Financial Statements 

Attempts have been made to evaluate communication 

between the accounting profession and various user cate

gories. However, the attempts have been indirect in that the 

facet evaluated is the user's understanding of financial 

20 
statements and the nature of accounting. In the present 

analysis, the technique for evaluating communication is 

direct. 

The questionnaire provided the basis for evaluating 

communication between the accounting profession and users. 

20. See for example Abraham Briloff, The Effective
ness of Accounting Communication (New York: Frederick A. 
Praeger, Publishers, 1967). 
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Each CPA respondent was instructed to respond to the ques

tions according to his opinion and according to his percep

tion of the responses of the two user categories. Each user 

participant was instructed to respond to the questions 

according to his opinion and according to his perception of 

the CPA's responses. Agreement or disagreement of response 

is presented in Chapter VI. In the current chapter, aware

ness of the other's opinion is evaluated as the criterion for 

communication. 

The evaluation is initially made on the responses 

to the overall questionnaire and then on the basis of the 

communication model components to enable isolation of areas 

of noncommunication between the accounting profession and 

users, if any. In evaluating the data in this chapter, the 

chi-square statistic and the .05 level of significance are 

used. The data appearing in all the tables in this chapter 

are based on an analysis of the questionnaire responses. 

Evaluation of Two-Way Communication Between the 
Accounting Profession and Users 

Several conclusions are made based on Table XXV. 

First, the CPA is significantly more aware of (i.e., com

munication is occurring to a greater extent) the opinions of 

the users than vice versa. Second, communication of the 

professional user with the CPA is succeeding to a slightly 

larger, although not significant, extent than that of the 

• informed user with the CPA. Third, the communication of the 
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Table XXV. Two-Way Communication Between the Accounting 
Profession and Users of Financial Statements 

Aware Unaware 

CPA's awareness of professional user's 
opinion 81.2% 18.8% 

CPA's awareness of informed user's 
opinion 75.6% 24.4% 

Professional user's awareness of CPA's 
opinion 54.3% 45.7% 

Informed user's awareness of CPA's 
opinion 54.3% 45.7% 

Note: The chi-square statistic and the .05 level of 
significance are used as the basis for the categorization. 

CPA with the professional user and the informed user is 

succeeding or failing equally. Fourth, two-way communication 

is occurring in a majority of the instances included in the 

analysis. Fifth, communication deficiencies exist between 

the accounting profession and users of financial statements. 

In Section I, the program of the American Institute 

of Certified Public Accountants to provide users of financial 

information with channels for expressing their opinions on 

the state of financial reporting is presented. If the 

program's objective is to provide the accounting profession 

with a full awareness of the users' opinions, the program is 

unsuccessful, for communication is not occurring in approxi

mately 20-25% of the questions included in the analysis. 
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Another factor tending to de-emphasize the success of the 

program is that the CPA is nearly as aware of the informed 

user's opinions as of the professional user's opinions. 

According to the design of the program, the orientation is 

toward the professional user. 

Frequently the assumption is made or the conclusion 

is reached that the professional user is more aware of the 

messages contained in the financial statements than the 

informed user. Although the analysis in Chapter VI documents 

that the professional user possesses a better understanding 

of the financial statement messages, other factors (e.g., 

destination's perception of information source and semantic 

transmitter) influence whether the destination assigns the 

intended meanings to the financial statement messages. Thus, 

even though the professional user has a greater potential for 

understanding the financial statement messages, communication 

may not occur because of the unawar.eness of the opinions of 

the accounting profession on selected aspects of financial 

reporting. 

While communication is occurring between the CPA and 

the users in approximately 55% to 80% of the questions 

included in the analysis, deficiencies exist in the remainder 

that hinder the achievement of communication in financial 

reporting. Since communication deficiencies do exist, the 

subsequent analyses in this section and in Section V are 
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made to attempt to determine the specific areas of the 

communication deficiencies. 

Noncommunication can occur in circumstances in which 

the accounting profession and users are in agreement and in 

circumstances in which nonagreement exist. Table XXVI pre

sents the extent of occurrence of each in the analysis. 

Table XXVI. Noncommunication and Agreement Versus Non
communication and Disagreement 

Noncommunication 
and Agreement 

Noncommunication 
and Disagreement 

CPA-professional user 9% 91% 

CPA-informed user 0% 100% 

Professional user-CPA 46% 54% 

Informed user-CPA 9% 91% 

Note: The chi-square statistic and the .05 level of 
significance are used as the basis for the categorization. 

With the exception of the professional user-CPA 

category, noncommunication between the accounting profession 

and users is normally accompanied by disagreement. The 

relationship is significant. As discussed in Section II, the 

occurrence of this set of possibilities is particularly 

undesirable because of the consequences associated with the 

set. In addition, dual obstacles must be overcome before the 



174 

desired set is achieved. Since communication provides the 

mode for achieving agreement or, at a minimum, compromise, 

the probability for so doing is low. 

Several potential reasons can be given for the large 

percentage in the noncommunication and agreement column for 

the professional user-CPA category. A probable reason for 

the difference between the professional user-CPA and the 

informed user-CPA categories is the magnitude of the differ

ence between the disagreement of the professional user-CPA 

category (48%) versus the disagreement between the informed 

21 
user-CPA category (76%). However, a similar potential 

explanation for the disagreement difference between the 

professional user-CPA category and the CPA-professional user 

category does not exist because the same data base (i.e., 

48%) is used. Based on Table XXVI, a significantly greater 

probability exists that a positive relationship is present 

between noncommunication and disagreement for the CPA than 

for the professional user. 

Table XXVII contains data on the relationship between 

agreement and communication and disagreement and communica

tion. 

A significant difference exists between communication 

and agreement for the CPA-professional user category and the 

other categories. Only for the CPA-professional user 

21. The disagreement percentages are based on an 
-analysis of the questionnaire responses. 
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Table XXVII. Communication and Agreement Versus Communica
tion and Nonagreement 

Communication 
and Agreement 

Communication 
and Disagreement 

CPA-professional user 73% 27% 

CPA-informed user 33% 67% 

Professional user-CPA 36% 64% 

Informed user-CPA 32% 68% 

Note: The chi-square statistic is used as the basis 
for the categorization. 

category is there a positive relationship between communica

tion and agreement. The existence of a positive relation

ship between communication and agreement can be interpreted 

as an indication of the accounting profession's responsive

ness to the needs of users. That is, if the CPA is aware of 

an area of disagreement between the CPA and the user, 

attempts are made to resolve the disagreement (i.e., changes 

his position, changes the position of the user, or com

promise) . Thus, communication provides the methodology for 

resolving differences of opinion and appears to be used by 

the CPA. If the above interpretation is correct, the CPA is 

more responsive to the needs of the professional user than 

the needs of the informed user, for in only one-third of the 

cases in which communication is occurring are the CPA and 
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the informed user in agreement. Thus, to the extent that 

the CPA is user oriented, he is professional user oriented. 

Continuing the analysis, communication is not pro

viding an effective mode for eliminating disagreements 

between the professional user-CPA category and the informed 

user-CPA category. Relating the percentage results for the 

informed user-CPA category with that of the CPA-informed 

user category indicates something more than is available 

through current communication is required to eliminate dis

agreements between the accounting profession and informed 

users of financial statements. The result for the profes

sional user-CPA category further documents the inability of 

the professional user category to use communication as the 

basis for reaching agreement between the accounting profes

sion and the professional user. Since communication is 

occurring, the participants are either not using the process 

adequately or are unwilling to change their respective 

positions. The proper use of communication can do more to 

eliminate the former than the latter although it can be 

effective in eliminating the latter within limits. 

Table XXVIII contains data on the extent of the 

common areas in which noncommunication is occurring between 

the users and the accounting profession. A significant dif

ference exists between the concentration of the areas of 

noncommunication for the two categories in Table XXVIII. 

Few common areas of unawareness exist in the CPA's 
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Table XXVin. Extent of Common Areas of Noncommunication 
Between Users and the Accounting Profession 

Per Cent 
Noncommunication 
in Same Areas 

CPA's unawareness of professional user 
and informed user's opinion 25% 

Professional user and informed user's 
unawareness of CPA's opinion 73% 

perception of the opinions of the two user categories. 

Since only a small difference exists in the CPA's overall 

unawareness of the two user categories, an inquiry into the 

differing nature of the areas of noncommunication for each 

user category is desirable and is made in Section V. Of 

considerable surprise is the large percentage of the common 

areas of unawareness of the user categories•of the CPA's 

opinion. An analysis of these common areas is made in 

Section V. 

Evaluation of Specific Areas of Noncommunication 
Between the Accounting Profession and Users 

.CPA's Unawareness of Users' Opinions 

Professional User. The data in Table XXIX indicate 

the absence of a significant difference between the CPA's 

unawareness of the professional user's opinion of the 
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Table XXIX. CPA's Unawareness of Professional User's 
Opinions on Financial Reporting 

Per Cent 

Unawareness as per cent of responses on communica
tion 26 

Unawareness as per cent of responses on effective 
communication 33 

adequacy of the performance of the communication function 

versus the performance of the effective communication in 

financial reporting. Thus, in a program designed to improve 

the CPA's awareness, both the areas of communication and 

effective communication should be included. 

Informed User. The data in Table XXX indicate the 

CPA is significantly more aware of the informed user's 

opinion of the adequacy of communication in financial 

reporting than the adequacy of effective communication. 

Thus, the CPA appears to be less aware of the information 

desires of the informed user than of what types of presenta

tions of financial data the informed user can understand. 

While attempting to present financial data in such a form 

that communication can occur, the CPA needs to devote addi

tional attention to ascertaining the informed user's 

information desires that financial reporting can satisfy. 
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Table XXX. CPA's Unawareness of Informed User's Opinions on 
Communication and Financial Reporting 

Per Cent 

Unawareness as per cent of responses on communica
tion 24 

Unawareness as per cent of responses on effective 
communication 50 

Professional User and Informed User. The data in 

Table XXIX and Table XXX indicate that the CPA needs to 

exert more effort in ascertaining the information desires of 

the users than in ascertaining the users' abilities to 

understand the information provided in financial statements. 

This recommendation does not mean that financial statement 

content should be emphasized at the expense of financial 

statement form. Stating that the CPA is unaware of user 

opinions in the areas of communication and effective 

communication is not the same as stating that certain 

changes should be forthcoming in communication and effective 

communication in financial reporting. 

•Users' Unawareness of CPA's Opinion 

Professional User. The data in Table XXXI indicate 

that a slightly greater unawareness, although not signifi

cant, exists in the area of communication than effective 
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Table XXXI. Professional User's Unawareness of CPA's 
Opinions on Communication and Effective 
Communication in Financial Reporting . 

Per Cent 

Unawareness as per cent of responses on communica
tion 35 

Unawareness as per cent of responses on effective 
communication 25 

communication. Since the Institute's program is designed to 

provide awareness in both areas, either the program is 

automatically achieving more success in expressing the 

accounting profession's opinion on effective communication 

or additional emphasis is directed toward making such 

opinions available. Based on an analysis of the program, 

the latter alternative seems more likely. 

Informed User. The informed user also is slightly 

more unaware, although not significantly, of the CPA's 

opinion in the area of communication than in the area of 

effective communication (Table XXXII). Since the Insti

tute's program is directed toward the professional user, 

the nonawareness differential can not be related to the 

program. Although the differential does not appear to be 

of major significance, based on the literature survey, the 

expected result of the analysis would have been the opposite 



181 

Table XXXII. Informed User's Unawareness of CPA's Opinion 
on Communication and Effective Communication 
in Financial Reporting 

Per Cent 

Unawareness as per cent of responses on communica
tion 35 

Unawareness as per cent of responses on effective 
communication 25 

of what occurred. That is, since a financial statement 

message must be understood before the message can possess 

utility to a particular user, the opinion appearing in the 

literature is that the informed user is initially more con

cerned with communication than with effective communication 

in relation to financial reporting. Seemingly, the informed 

user would be more aware of the opinions of the CPA regard

ing understandability of financial statement messages rather 

than the utility of the messages. Based on the data in 

Table XXXII, efforts need to be undertaken to improve the 

channels of communication from the CPA to the informed user 

in both of the mentioned areas and particularly in the area 

of communication. 

Professional User and Informed User. A comparison 

of Tables XXXI and XXXII shows that the two user groups 

appear to be equally unaware of the opinions of the CPA in 
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each of the areas. Since the professional user does partici

pate in the aforementioned Institute program, the initial 

expectation was that the professional user would be more 

aware of the opinions of the CPA in both areas than would be 

the informed user. Based on the comparability, either the 

program is not functioning effectively or the informed user 

has communication channels available that provide him with 

the opinions of the CPA. 

Common Areas of Users* Unawareness of CPA's 
Opinions 

Included in common areas of the users' nonawareness 

of the CPA's opinions in the area of communication are the 

adequacy of communication in financial reporting, the degree 

of precision of financial statement messages, the desired 

identity of the information source and/or semantic trans

mitter, the identity of the information source and/or the 

semantic transmitter, the causes for deficiencies in achiev

ing communication and effective communication in financial 

reporting, and the identity of the destination (Table 

XXXIII). 

The common area of the users' unawareness of the 

CPA's opinions in the area of effective communication is 

the utility of financial statement messages. 

Uncommon areas of unawareness for the professional 

user are identification of communication as the function of 

financial reporting, the effect of impairment of confidence 
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Table XXXIII. Common Areas of Users' 
Opinion 

Unawareness of CPA's 

As Per Cent of Total 
Common Areas 

Communication 88% 

Effective Communication 12% 

of published financial statements on the economy, and 

identity of general public as an intended destination in 

financial reporting. Uncommon areas of unawareness for the 

informed user are perception of accounting profession's 

attempts to improve meaning transference in financial 

reporting, comparability of financial statement messages 

of different reporting entities, and identity of short-term 

creditors as destinations in financial reporting. 

The previous analysis identifies particular areas of 

noncommunication between the accounting profession and users 

of financial statement messages. Common areas of non

communication include the performance of the communication 

model components of information source, semantic trans

mitter, semantic noise, semantic receiver, and destination. 

The analysis calls attention to specific areas of non

communication and also indicates the breadth of the areas 

of noncommunication. Knowledge of the former is necessary 

in attempting to eliminate existing communication 
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deficiencies. Knowledge of the latter supports the neces

sity for utilizing communication theory as a comprehensive 

basis for improving communication in financial reporting. 

Areas of CPA's Unawareness of Users' Opinions 

Areas of the CPA's unawareness of the professional 

users' opinions are the desired identity of the information 

source and semantic transmitter, the information source's 

awareness of destinations, the identity of extant and 

desired destinations, one aspect of transmitter timeliness, 

identification of the information source or destination as 

responsible for financial reporting deficiencies, the over

all adequacy of communication, and the extant and desired 

comparability of financial statement messages. 

Areas of the CPA's unawareness of the informed 

user's opinions are the identity of destinations, the 

identity and adequacy of the semantic receiver, identifica

tion of the information source or the destination as 

responsible for financial reporting deficiencies, both 

aspects of transmitter timeliness, the overall adequacy of 

communication, the utility in the economy, and the degree 

of utility to the destination of financial statement 

messages. 

Although several areas of common unawareness exist, 

most of the areas of unawareness of the professional user 

and the informed user are not the same. Thus, different 
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approaches are necessary to eliminate the areas of two-way 

noncommunication between the accounting profession and the 

two user categories. The analysis also indicates that there 

is considerable breadth in the areas of noncommunication. 

> Summary 

Communication between the accounting profession and 

the users of financial statement messages is requisite to 

the achievement of communication (i.e., meaning trans

ference) in financial reporting. Unless meaning trans

ference occurs, neither effective communication nor influen

tial communication can occur. 

Awareness by the accounting profession of the 

opinions of the two user categories on financial reporting • 

and vice versa is used as the measure of two-way communica

tion between the accounting profession and users. The 

analysis is intended to go beyond the surface technique of 

measuring communication by comparing the CPA and the user's 

opinions of accepted financial reporting practices. 

Apparently, significant deficiencies exist in the 

attainment of two-way communication between the accounting 

profession and users even though the American Institute of 

Certified Public Accountants has established programs whose 

stated purposes include two-way communication. Two addi

tional conclusions are that meaning transference from the 

professional user to the CPA appears to be slightly more 
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successful than meaning transference from the informed user 

to the CPA and meaning transference from the CPA to.the 

informed user and professional user is succeeding or failing 

equally. 

Specific areas of communication deficiencies are 

identified in relation to the communication model compo

nents. The identification documents the breadth of the 

deficiencies and provides the basis for the establishment 

of a priority schedule designed to enable two-way communica

tion between the accounting profession and users of finan

cial statement messages. 



CHAPTER VIII 

READABILITY AS A MEASURE OF THE PERFORMANCE OF THE 
COMMUNICATION FUNCTION OF FINANCIAL REPORTING 

Communication occurs in financial reporting only if 

the meanings intended by the information source are assigned 

to the financial statement messages by the destination 

(i.e., meaning transference occurs). Proper meaning assign

ment necessitates that the information source encode and 

transmit the selected messages such that the destination 

is capable of assigning the intended meanings. 

An approach for measuring the adequacy of meaning 

transference is to ask information sources and destinations 

if the meaning assignment function is being performed, if 

they can perform the function, and who can and should be 

able to perform the function. Another approach is to 

present information sources and destinations with selected 

financial statement messages to determine if they can 

assign the intended meanings to the messages. Both 

approaches are included in the questionnaires and inter

views . 

A principal limitation of the two approaches is the 

lack of timeliness to information sources. Using either of 

the two approaches, an information source is unable to 

— - determine at the time of a particular message transmission 

187 



188 

if the selected destination will be able to assign the 

intended meanings. Thus, while the two approaches possess 

long-term benefits, the short-term benefits are less. 

Ideally, the information source should be able to 

measure objectively the degree to which the intended 

meanings will be assigned to the selected financial state

ment messages. While not enabling a complete accomplishment 

of the ideal, a method does exist that provides an objective 

measure of whether destinations in particular categories 

should be able to assign the proper meanings. The method 

cannot be applied to the entire financial statements. How

ever, the method can be applied to the footnotes to the 

financial statements. The method is termed readability. 

Readability as an Objective Measure 
of Comprehension 

The term "readability" is used in the dissertation 

as an objective and quantitative measure of the ease of 

comprehension or understanding of written matter.^" The 

measure should encompass the sum total of all those elements 

within a piece of printed material that affects the success 

2 
that a group of readers have with that material. While 

legibility and interest are sometimes considered as factors 

1. George R. Klare, The Measurement of Readability 
(Ames, Iowa: Iowa State University Press, 1963), p. 1. 

2. Professor Elizabeth M. Antley in Reading 235 
lecture, Spring Semester, 1969, The University of Arizona. 
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affecting readability, they are outside the scope of the 

present analysis. 

A number of such measures termed readability 

3 
formulas have been developed. In developing the formulas, 

three goals are or should be paramount. These are "the 

discovery of those factors that validly distinguish easy 

from hard materials, a reliable means of measuring such 

factors, and an expression of some combination of them in 

4 
terms of the reading ability essential to comprehension." 

While none of the readability formulas completely achieve 

these goals, a number do to a significant extent.^ Reada

bility formulas have been applied to the fields of educa

tion, business and industry, journalism and mass communica

tion, legal and governmental writing, psychological tests 

and questionnaires, and foreign languages.** 

Readability formulas are designed primarily for 

evaluating the comprehension ease of what has been written 

3. See 31 such formulas in Klare, op. cit., pp. 75-
80. See also Blaine K. McKee, "Readability Formulas Can Aid 
Good Writing," Public Relations Journal, 23:8-11, July, 
1967. 

4. Jeanne S. Chall, Readability: An Appraisal of 
Research and Application (Columbus, Ohio: The Ohio State 
University, 1958), p. 10. 

5. Klare, op. cit., pp. 75-80. 

6. Ibid., pp. 91-100. See also Chall, op. cit., 
pp. 113-152. 
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7 
and not per se for the purpose of creating. The principal 

purpose of readability is to allow an objective evaluation 

of "what is." By knowing the state of affairs that exists, 

steps can be taken to modify printed matter whose compre

hension ease is unsuitable for the appropriate audience. 

The appropriate readability formula can then be used to 

determine if the comprehension level is appropriate for the 

selected audience. Thus, readability provides a type of 

immediate feedback to the writer. 

Applicability of Readability to 
Financial Reporting 

In the communication model developed in Chapter III, 

a trichotomy is established among communication, effective 

communication, and influential communication. In applying 

readability to financial reporting, the focus is completely 

on the communication segment of the model. Effective and 

influential communication are beyond the scope of reada

bility (i.e., the readability formulas do not attempt to 

measure message utility or influence on destination behav

ior) . 

Ideally, a readability formula could be applied to 

a set of financial statements as the basis for objectively 

measuring the comprehension ease level of that set of 

financial statements. By comparing the comprehension ease 

7. Antley, op. cit. 
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level with a predetermined standard established for particu

lar audiences, the information source would be able to 

determine if the financial statement messages are under

standable (i.e., the proper meanings are assigned to the 

messages) to the selected audience. If the analysis results 

compared favorably with the predetermined standard, then the 

information source would issue the financial statements. 

However, if the results were unfavorable, the information 

source would be aware of the unfavorable variance and would 

not issue the financial statements until a readability 

analysis indicated the messages were understandable to the 

intended audience. If such a readability formula existed 

and were applied, information sources would be able to know 

if the financial statement messages were understandable 

before issuing the statements. 

None of the extant readability formulas can be 

appropriately applied to the body of the financial state

ments. All of the applicable readability formulas require 

g 
that the printed matter be in the form of sentences. 

Readability can, however, be applied to a segment of 

financial reporting. Since the footnotes to the financial 

•statements or, at a minimum, a portion of the footnotes are 

in sentence form, readability can be applied to such 

8. Klare, op. cit., pp. 75-80. 
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footnotes. These footnotes are an integral part of the 

financial statement messages and are necessary for many 

meaning assignments.^ 

Methodology for Applying Readability to the 
Notes to the Financial Statements 

Selection of Corporation Financial Statements 

The financial statements of the first 50 corpora

tions on Fortune's list of 500 leading industrial corpora

tions for 1969 were selected. Since company size was the 

primary selection criteria, the largest corporations were 

selected instead of using a random selection technique. The 

assumptions were made that associated with size are attempts 

for excellence in financial reporting, complexity of finan

cial reporting, and a larger degree of influence on the 

economy. Both the desire for excellence and complexity 

should result in financial statements containing footnotes, 

for footnotes provide an additional methodology for meaning 

assignment. Forty-nine of the fifty sets of financial 

statements did contain footnotes. The 50 selected corpora

tions account for 47 per cent of the total sales of the 500 

corporations appearing on the list. In addition, the 

stockholders of these 50 corporations account for 38 per 

9. Accounting Principles Board, Statement of the 
Accounting Principles Board Number 4: Basic Concepts ancT* 
Accounting Principles Underlying Financial Statements of 
Business Enterprises (New York: American Institute of 

-Certified Public Accountants, Inc., 1970), p. 6. 
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cent of the New York Stock Exchange's estimate of over 26 

million total shareholders (some double counting may be 

involved in calculating the 38 per cent). 

Selection of Readability Formulas 

A survey was made of readability formulas with 

emphasis on formula applicability and formula methodology. 

Two professors and a doctoral candidate in the University 

of Arizona Reading Development Center were consulted. Based 

on the survey and the consultation, the Flesch reading ease 

formula and the Dale-Chall formula were selected. 

Primary among the factors responsible for the 

selection of the two formulas were: 

1. The applicability of the formulas (i.e., both 

formulas are applicable through the college 

graduate level). 

2. The validity of the formulas (both formulas have 

been submitted to numerous tests designed to 

determine if the formulas measure what they are 

supposed to measure) 

3. The belief that the use of both formulas, since each 

tests some different components of the written 

10. Rudolph Flesch, How To Test Readability (New 
York: Harper & Brothers, 1951), p. 43; and Edgar Dale and 
Jeanne S. Chall, "A Formula for Predicting Readability: 
Instructions," Educational Research Bulletin, 27:37-54, 
January 21, 1948. 

11. Klare, op. cit., pp. 111-156. 
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matter, would provide additional information and 

additional validity checks. 

Selection of Samples 

The number of words appearing in sentence form in 

the footnotes in each of the financial statements were 

counted. The Dale-Chall recommendation of randomly select-

12 
ing four 100-word samples per 2,000 words was applied. If 

the footnotes to the financial statement contained a greater 

or smaller number of words than 2,000, the number of samples 

was increased or decreased proportionally. However, no 

fewer than two samples were taken even though a few of the 

footnotes to the financial statements contained approxi

mately 500 words. An average of three samples per set of 

financial statements was selected. 

Statement of Hypothesis 

The following hypothesis is tested: notes to 

financial statements are understandable to a restricted 

audience. 

Results of Application of Readability to the 
Notes to the Financial Statements 

Tables XXXIV and XXXV present the results of the 

readability analysis to the footnotes to the 49 sets of 

financial statements. No attempt should be made to relate 

12. Dale and Chall, op. cit., p. 37. 
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Table XXXIV. Readability Scores of Notes to Financial 
Statements 

Score Results 

Corporation Flesch Dale-Chall 

General Motors 26.0250 10.4859 
Standard Oil (N.J.) 17.9432 9.0994 
Ford Motor 29.8140 9.5784 
General Electric 29.8150 8.9624 
International Business Machines 24.9079 9.5376 
Chrysler 25.6390 10.5736 
Mobil Oil 31.8023 9.8514 
Texaco (10.2994) 9.6434 
International Telephone & Telegraph 25.9108 10.0584 
Gulf Oil 11.6937 9.9136 
Western Electric 33.3110 10.7199 
U. S. Steel 8.7640 9.8911 
Standard Oil. of California 47.8339 8.1351 
Ling-Temco-Vought 20.4463 10.1042 
Du Pont (E.I.) de Nemours 27.9673 8.7617 
Shell Oil 39.2812 8.8361 
Westinghouse Electric 31.0976 9.2576 
Standard Oil (Indiana) 21.2033 9.5711 
Goodyear Tire & Rubber 21.0585 10.3188 
RCA 8.6949 10.9986 
Swift 27.1860 10.1646 
McDonnell Douglas 14.7717 10.8680 
Union Carbide 19.2843 10.2439 
Bethlehem Steel 27.2057 9.9508 
Boeing 42.9837 10.0286 
Eastman Kodak 20.9735 9.9974 
Procter & Gamble 21.3830 9.9561 
Atlantic Richfield 45.3380 9.8121 
North American Rockwell 29.2990 9.3812 
International Harvester 30.4488 9.1918 
Kraftco 18.7743 9.8911 
General Dynamics 24.2730 10.5120 
Tenneco 32.5114 9.5727 
Continental Oil 3.7098 9.7573 
United Aircraft 43.1636 9.0092 
Firestone Tire & Rubber — — 

Phillips Petroleum 35.3558 9.7068 
Litton Industries 18.0130 9.7252 
Armour 4.2798 10.2125 
Lockheed Aircraft 37.9019 9.8906 
Caterpillar Tractor 20.4377 8.8171 
Monsanto 23.2998 9.6032 
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Table XXXIV.—Continued 

Occidental Petroleum 10. .9345 9. .8512 
Singer 8. .2190 9. .8553 
General Foods 25. .4570 9. .4323 
Sun Oil 14. .2336 9. .2731 
Dow Chemical 5. .8732 10. .1744 
Grace (W.R.) 23. .6810 9. .6028 
Continental Cana 30. .0630 8. .5988 
International Paper*3 19. .2820 8. .7267 

Substituted for General Telephone and Electronics; 
unable to secure annual report during period of analysis. 

Substituted for Rapid-American; unable to secure 
annual report during period of analysis. 
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Table XXXV. Analysis of Readability Scores 

Flesch Dale-Chall 

Mean score 23.4949 9.6959 

Standard deviation 11.9543 .7093 

Per cent of scores within: 

one standard deviation of mean 69% 74% 

two standard deviations of mean 96% 98% 

three standard deviations of mean 100% 100% 

the raw scores or the calculated statistics resulting from 

the use of one formula to that resulting from the use of the 

other, for the formulas use different rating scales. By 

viewing the raw scores and statistics from the perspective 

of the rating scale for each formula, however, meaningful 

data result. 

The mean score for the analysis using the Flesch 

formula is rated in the grade-level category as a college 

graduate and in the difficulty level category as very 

difficult. The mean score for the analysis using the Dale-

Chall formula is rated in the grade-level category as grades 

XIII through XV (College). The application of both formulas 

produce scores within one standard deviation of the mean 

that are in grade-levels XIII through College Graduate. 

— - Thus, although the application of the two readability 
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formulas results in the assignment of different grade levels 

to the mean scores, the overall results are similar. An 

additional analysis of the similarity of the individual 

results of the two formulas appears later. 

Tables XXXVI and XXXVII present a summary analysis 

of the readability of the footnotes to the financial state

ments. Table XXXVI which presents the results of the 

application of the Dale-Chall formula indicates that 

only 14 per cent of the financial statements 

contain footnotes that have a reading ease level of high 

school graduate or less. None of the footnotes have a 

reading ease level less than grade XI. The results of the 

application of the Flesch formula are even more restrictive 

than those indicated by the application of the Dale-Chall 

formula. Table XXXVII indicates that none of the footnotes 

to the financial statements have a reading ease level of 

high school graduate or below. 

The following conclusion appears appropriate. The 

financial statement messages contained in footnotes are 

understandable to only a limited audience; that is, only 

that portion of the population possessing a reading grade-

level above that of a high school graduate. Regardless of 

which formula is used, a reading grade-level of XIII or 

above is required to comprehend the messages appearing in 

the footnotes to the financial statements of 86 per cent, 

at a minimum, of the selected corporations. Based on 
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Table XXXVI. Summary of Reading Ease of Footnotes to 
Corporate Financial Statements: Dale-Chall 
Formula 

Number of 
Corpora Per 

Formula Score tions Cent Grade Levels 

10.0 and above 14 28.6 XVI (College Graduate) 
9.0 to 9.9 28 57.1 XIII through XV (College) 
8.0 to 8.9 7 14.3 XI and XII 
7.0 to 7.9 0 0.0 IX and X 
6.0 to 6.9 0 0.0 VII and VIII 
5.0 to 5.9 0 0.0 V and VI 
4.9 and below _0 0.0 IV and below 

49 100.0 

Table XXXVII. Summary of Reading Ease of Footnotes to 
Corporate Financial Statements: Flesch 
Formula 

Number of 
Formula Corpora Per 
Score tions Cent Grade Level Difficulty Level 

0-30 36 73.5 College Graduate Very Difficult3 

30-50 13 26.5 XIII to XVI Difficult^3 

50-60 0 0.0 X to XII Fairly Difficult 
60-70 0 0.0 VIII to IX Standard 
70-80 0 0.0 VII Fairly Easy 
80-90 0 0.0 VI Easy 
90-100 _0 0.0 V Very Easy 

49 100.0 

aClassified by Flesch as scientific writing. 

Classified by Flesch as academic writing. 
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Table XXXVIII, only 19.3 per cent of the U. S. population 

13 
has achieved this educational level. The assumption is 

made that educational attainment level and reading grade-

level are equivalent. When a disparity exists between the 

two levels, the educational attainment grade-level is 

normally above the reading grade-level. 

Table XXXVIII. Educational Attainment Level of U. S. 
Population—Age 21 and Over 

Educational Attainment Per Cent Cumulative Per Cent 

College Graduate 8.7 8.7 

XIII through XV 10.6 19.3 

XI and XII 36.8 56.1 

IX and X 16.0 72.1 

23.3 95.4 
VII and VIII 

V and VI 

IV and below 4.6 100.0 

100.0 

13. Population Characteristics, U. S. Department of 
Commerce, Series P-20, Ho. 182 (Washington, D. C.: Govern
ment Printing Office, April 28, 1969), p. 9. 
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The high level of reading ability that is required 

to comprehend the meanings of the footnotes to the financial 

statements becomes more meaningful when compared with that 

of many other sources of printed matter. In the rating 

scales established by Flesch, a grade-level of VIII to IX 

14 
is termed standard. Since much of the printed matter 

received by the recipients of the financial statement 

messages is written at the VIII to IX level or lower, 

attending to the messages appearing in the footnotes to the 

financial statements requires additional effort and ability 

when compared to this other printed matter. Some of the 

other printed matter includes financial information and is 

competing for the attention of those to whom financial 

statements are directed. The audience is provided with the 

choice of using these other sources, where available, or 

exerting more effort to obtain the messages from the foot

notes to the financial statements. Thus, even if the indi

vidual possesses the required reading level, he may not be 

motivated to use the ability when provided with an alterna-

15 
tive which has a lower readability level. 

14. Rudolf Flesch, "A New Readability Yardstick," 
Journal of Applied Psychology, 32:230, June, 1948; and 
Antley, op. cit. 

15. Note, however, that the perceived utility of 
the financial statements may motivate the reader to exert 
additional efforts to enable assignment of meanings to the 
financial statement messages. 
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A reason that both readability formulas are used is 

to determine if the results produced by the two formulas are 

comparable. The previous analysis of comparability and the 

data in Tables XXXVI and XXXVII tend to indicate that the 

results are generally comparable although the Flesch formula 

appears to indicate a greater reading difficulty level for 

the footnotes. A comparison of the grade-level scores 

produced by the two formulas for the footnotes to the 49 

sets of financial statements tends to support the compara

bility. In 27 (55 per cent) cases, application of the 

Flesch formula produces a higher grade-level rating while 

the Dale-Chall formula application produced such a rating 

in only 3 (6 per cent) cases. In the remaining 19 (39 per 

cent) cases, the two formulas produce comparable results. 

The Kendall rank correlation coefficient was applied 

as a measure of the association between the results produced 

by the application of the two readability formulas. The 

resulting coefficient is significant at the .05 level. 

Although the Flesch formula tends to produce a slightly 

higher grade-level requirement, the results produced by the 

two formulas are positively associated. Thus, either of the 

formulas can be used to measure the ease of comprehension of 

the footnotes to the financial statements and produce rela

tively comparable results. 
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Future Applications of Readability to 
Financial Reporting 

Potential areas of fruitful research exist in the 

area of the application of readability to financial 

reporting. One such area is the development of a 

specialized readability formula designed specifically 

for measuring the readability of the footnotes to the 

financial statements. Another area is the development of 

a specialized readability formula that could be applied to 

the body of the financial statements. Such a formula would 

have to include a provision for messages presented in other 

than sentence form. 

Summary 

The premise adopted is that the function of finan

cial reporting is to communicate selected financial 

information. The adequacy of the performance of the 

communication function is selected for analysis. In 

performing the analysis, communication is defined as 

meaning transference. Two readability formulas are applied 

to the financial statement footnotes of 4 9 selected corpora

tions to measure the adequacy of the performance of 

communication in financial reporting. 

Based on the analysis, these financial statement 

footnotes are understandable to only a limited audience. 

Since the intended destinations in financial reporting 

- consist of a broader audience, a portion of the financial 
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statement messages are not understandable to intended 

destinations. Thus, the communication function of financial 

reporting appears to be only partially achieved. 



CHAPTER IX 

CONCLUSIONS AND RECOMMENDATIONS 

Conclusions 

Communication theory provided the basis for 

evaluating three hypotheses. 

Hypothesis 1: The function of financial reporting 
to achieve communication of financial 
information currently is not being 
accomplished. 

Primary research provided the basic methodology for 

testing the adequacy of the performance of the communication 

function of financial reporting. Primary research tools 

used were interviews conducted with users of financial 

information in Arizona; questionnaires which included as 

respondents professional users, informed users, and CPAs; 

and two readability formulas that were applied to the notes 

to the financial statements of major industrial corpora

tions. Secondary research in financial literature provided 

an additional basis for testing the hypothesis. 

Based upon the research conducted, the hypothesis is 

accepted. Meaning transference deficiencies are evident in 

financial reporting. Both the informed user and the profes-

tional user are not assigning the intended meanings to 

financial statement messages. Likewise, the readability 

- analysis indicated that messages contained in notes to the 

205 
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financial statements are understandable to only a limited 

audience. Since the intended meanings are not being 

assigned to the financial statement messages, communication 

is only partially achieved in financial reporting. 

Hypothesis 2: The application of communication theory 
to financial reporting will enable 
specification of the causes for the 
deficiencies in financial reporting via 
published financial statements. 

A detailed inquiry into communication theory was 

conducted. Communication theory was divided into the three 

spheres of communication; that is, technical, semantic, and 

influential. Since each sphere affects the achievement of 

communication, the analysis included each sphere. Drawing 

from three different communication theorists' models of 

communication, a communication model was developed that 

included the following components: information source, 

semantic transmitter, semantic noise source, transmitter, 

engineering noise source, receiver, semantic noise source, 

semantic receiver, destination, and field of experience. 

Second, an effective communication model was developed that 

included, in addition to the aforementioned components, the 

component of utility. Third, an influential communication 

model was developed that included the components of the 

communication and effective communication models plus the 

component of intended behavior influence. By using 

communication theory as the basis for identifying the 

- function of each model component, a methodology was provided 
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for testing the second hypothesis. Both the deficiencies 

in achieving communication in financial reporting and the 

related causes were identified by evaluating the performance 

of the communication function of financial reporting in 

terms of the model components. 

Deficiencies exist in the performance of all the 

positive communication model components (i.e., other than 

noise sources). Major deficiencies, related causes, and 

desired corrective actions are specified for each of the 

components. 

Information Source 

1. User is unaware of the actual identity of the 
information source and user disagrees with the 
CPA over the role of the CPA as information source. 

Both of these factors possess the potential for 

reducing the validity assigned to the financial statement 

messages. Since informing the users of the actual degree of 

CPA nonparticipation would apparently reduce the assigned 

validity, the preferable solution is for the CPA to be a 

partial participant in the role of the information source. 

2. User is unaware of the assignment of emphasis in 
preparing the income statement and balance sheet. 

Because the professional user is unaware that the 

actual emphasis ordering is in accordance with his desires, 

a basis for dissatisfaction and for believing that the CPA 

is not responding to his needs may exist. The informed user 

-- - appears to be unaware of the emphasis assigned to the income 
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statement and the balance sheet. If he were aware, the data 

suggest he might be dissatisfied with the emphasis that is 

assigned to each of the three financial statements. Thus, 

the probability of the user not attending and/or not 

assigning the intended meanings to the financial statement 

messages is increased. If these deficiencies exist, the 

professional user needs to be made aware of the actual 

emphasis and, in addition, the emphasis ranking should be 

changed for the informed user. 

3. Professional user and informed user assign different 
emphasis and value rankings to the three financial 
statements. 

Since the same set of financial statement messages 

is presented to both categories, an emphasis and value 

ranking can not be prepared that is in accordance with the 

desires of both. Thus, if priority is to be assigned, dif

ferent sets of financial statement messages need to be 

prepared for each. 

4. CPA is unaware of users' value rankings of financial 
statement messages. 

An information source needs to possess an awareness 

of not only the identity of the destination but also of the 

destination's field of experience. Nonawareness of the 

value of the financial statement messages raises doubt 

regarding both and adversely affects communication. Both 

the achievement of communication between the CPA and the 
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users and an identification of intended destinations are 

required. 

Semantic Transmitter 

1. Different semantic transmitters assign different 
meanings to the same message. 

Alternative generally accepted accounting princi

ples allow different meanings to be assigned to the same or 

like messages. This may result in noncomparable financial 

statement messages and biased financial statement messages. 

The user may be unable to assign the proper meanings to the 

financial statement messages. The principles should enable 

only one meaning to be assigned to a particular message by a 

semantic transmitter of by different semantic transmitters. 

2. Management determines which alternative generally 
accepted accounting principle is used in meaning 
assignment. 

In the situations in which alternative principles 

are available, the CPA plays a passive role. Allowing 

management to select the alternative may result in improper 

meaning assignment. Empowering the CPA to make the choice 

hopefully would remove bias in the selection and result in 

more proper meaning assignment. 

3. The semantic transmitter attempts to assign meaning 
in the same way to a message intended for destina
tions with heterogeneous fields of experience. 

Since all destinations do not share similar fields 

of experience in accounting and/or financial analysis, a 

" standard method for meaning assignment is not feasibly 



attainable. Instead, standard methods for identified 

categories of destinations possessing similar fields of 

experience appear beneficial. This requirement necessitates 

that the semantic transmitter shall be more aware of the 

identity of the semantic receiver. 

4. Criteria of ease of meaning assignment by the 
semantic transmitter and the semantic receiver is 
not used. 

Footnotes are used to assign meanings to financial 

statement messages. Since users perceive that some foot

notes unnecessarily complicate meaning assignment and some 

users are unable to assign the intended meanings to the 

messages, proper meaning assignment is affected. 

5. There is a nonawareness of the amount of informa
tion loss through classification. 

Communication theory techniques are not applied in 

financial reporting that would enable a measure of the 

amount of information loss through classification. Without 

the measurement, the semantic transmitter has no objective 

basis for determining whether the classification techniques 

applied result in excessive or inadequate disclosures. 

Since a measure does exist, the measure should be applied 

in financial reporting in developing the classification 

techniques. 

6. A common denominator is used that does not function 
as a common denominator. 

Aggregation is used in assigning meanings to finan-

. cial statement messages. Since changes in the value of the 
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dollar (i.e., the common denominator) are ignored, the 

meanings assigned to the messages may not be the intended 

meanings. Procedures should be applied that would enable 

the dollar to serve as a common denominator and enable the 

intended meanings to be assigned. 

Transmitter 

1. Financial statement messages are not timely. 

Both categories of users expressed dissatisfaction 

with the lag period between the close of the accounting 

period covered by the financial statements and the trans

mission of the financial statements. The time lag may 

result in the utilization of messages from other information 

sources which possess less validity than the less timely 

financial statement messages and a lesser utilization of 

financial statement messages. Transmission of the financial 

statement messages within 30 days after the close of the 

accounting period would result in both more timely messages 

and greater utilization of the messages. 

Receiver 

1. Nonqualified receivers attempt to perform receipt 
and physical receivers make no attempt to perform 
receipt. 

One set of financial statement messages is trans

mitted to all receivers. Yet, a definitive statement does 

not exist of the qualifications of a receiver of financial 

- statement messages. Disagreement exists between the CPA and 
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users over the current identity of the receiver. Thus, the 

destination has no basis for deciding whether assistance 

should be obtained. Physical receipt is confused with 

actual receipt. All physical receivers are not competent 

actual receivers. In some cases, no attempt is made to 

receive the messages. By establishing qualifications, the 

destination would be aware of his ability to receive the 

messages and be able to decide whether the message should be 

received. 

Semantic Receiver 

1. Unqualified semantic receivers attempt to perform 
semantic receipt and destinations make no attempt 
to perform semantic receipt. 

The intended meanings are assigned to the financial 

statement messages only if the semantic receiver possesses 

an adequate field of experience. Although the CPA expressed 

the opinion that both the professional user and the informed 

user are qualified to assign meanings to the financial state

ment messages, subsequent analysis showed that only the pro

fessional user is qualified. Since agreement exists that the 

informed user should be able to make the proper meaning 

assignments, previous communication recommendations should 

be implemented to enable the informed user to perform 

semantic receipt. Destinations not possessing the field of 

experience should secure assistance. 
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Destination 

1. There is a nonawareness of the intended destina
tion. 

The CPA and the users disagreed over the CPA's 

awareness of the intended destinations of financial state

ment messages. The opinion of nonawareness expressed by 

the users influences the users' opinion of the identity of a 

qualified receiver and semantic receiver and whether these 

functions are performed. An adequate identification of the 

destination is not obtained by identifying all physical 

receivers as destinations. Thus, the intended destinations 

of financial statement messages should be identified and a 

statement should be made of which destinations should secure 

assistance in performing receipt and semantic receipt. 

Effective Communication 

Communication and effective communication are of 

equal importance in financial reporting. Attempting to 

achieve effective communication may interfere with the 

achievement of communication. Since communication is 

requisite to effective communication, the interference is 

dysfunctional to both communication and effective communica

tion. By applying the communication recommendations, the 

interference can be minimized. Of paramount importance is 

the recommendation that different sets of financial state

ment messages be prepared for major categories of destina-

- tions who possess significantly different fields of 
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experience in accounting and/or financial analysis. The 

result of preparing the different sets is that the proba

bility of obtaining both communication and effective 

communication is maximized. The alternative of preparing 

a single set of financial statement messages whose meanings 

are understandable to a restricted audience or a general 

audience results in a lesser attainment of communication and 

effective communication. 

Influential Communication 

Influential communication is not requisite to the 

function of financial reporting. Attempting to achieve 

influential communication may interfere with communication. 

While such interferences currently exist, application of the 

communication recommendations should reduce the probability 

of the occurrence of the interferences. 

Thus, deficiencies exist in the performance of each 

of the positive communication model components. In addi

tion, the analysis indicated that the achievement of 

communication in financial reporting cannot be accomplished 

by isolated efforts to eliminate a particular noted defi

ciency. Communication requires the adequate performance of 

each positive model component. Thus, a comprehensive 

approach is required in order to eliminate or, at a 

minimum, reduce the identified causes and increase the 

probability thiat communication will be achieved in financial 
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reporting. Communication theory provides the comprehensive 

approach. 

Associated with the current communication defi

ciencies in financial reporting is inadequate communication 

between the CPA and the users. Recognizing the necessity 

for communication, the accounting profession has developed 

a program designed to enable greater communication between 

members of the accounting profession and between the 

accounting profession and financial statement users. 

Improving the program and expanding the program to include 

the informed user can aid in reducing the deficiencies in 

financial reporting and can result in both more efficient 

and effective achievement of communication. 

Hypothesis 3: Identification of the existing defi
ciencies and the related causes will 
permit increases justifiable from a 
cost-benefit viewpoint in the under-
standability and utility of financial 
reporting. 

Communication theory, the questionnaires, and the 

interviews provided the bases for identifying the defi

ciencies in communication in financial reporting and the 

related causes. In measuring the cost-benefit associated 

with the application of the communication recommendations, 

an overall subjective evaluation was used. 

Awareness of the deficiencies and related causes 

enables application of communication recommendations which 

are based on communication theory. The application of the 
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recommendations should increase the probability of 

achieving communication in financial reporting. The greater 

the achievement of communication in financial reporting, the 

better the financial reporting. 

Many of the communication recommendations do not 

require a significant cost increase. The principal recom

mendation that would result in additional costs is the 

preparation of more than one set of financial statements. 

However, in the opinion of the researcher, the benefit of 

better financial reporting far outweighs the additional 

costs. 

Recommendations for Future Research 

In conducting the research, several fruitful areas 

became evident that were outside the scope of the disserta

tion. The successful completion of the additional research 

would complement the benefits of the dissertation in 

identifying and reducing financial reporting deficiencies. 

Effective Communication and Influential 
Communication 

The primary intention of the dissertation was to 

evaluate the performance of the communication function of 

financial reporting. Effective communication and influen

tial communication were analyzed only in the context of 

their relationship to and influence on the achievement of 

communication in financial reporting. 
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As discussed earlier in the chapter, a methodology 

can be implemented in financial reporting whereby the 

attainment of meaning transference and the attainment of 

utility are more compatible. However, to implement better 

the methodology, research in the utility area is desirable. 

Since communication is requisite to effective communication, 

communication theory can be used as the basis for the 

analysis. Both because message utility influences the 

attainment of communication and because effective communica

tion is requisite to adequate financial reporting, the 

research should be performed. 

Influential communication is not requisite to 

adequate financial reporting and attempting to achieve 

influential communication may adversely affect the achieve

ment of communication in financial reporting. However, 

research in the area of influential communication has a 

three-fold purpose. First, since attempts to achieve 

influential communication may produce an adverse effect on 

communication in financial reporting, a thorough analysis 

would provide identification of the available devices for 

achieving influential communication, the propensity of usage 

of such devices, the steps necessary to eliminate the 

devices, and the related priority for elimination. Second, 

the analysis would provide insight into which of several 

different methods of assigning meanings to financial state

ment messages would result in intended users being able to 
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more easily assign the intended meanings. Third, the 

analysis would provide insight into the utility of different 

types of financial statement messages to different types of 

financial statement users. Once again, communication 

theory could be used as the foundation for the evaluation. 

I 

Readability 

Current readability formulas provide a technique for 

enabling the information source in financial reporting to 

ascertain the reading difficulty level of footnotes that 

appear in sentence form. Research intended to produce one 

or more new readability formulas designed specifically for 

financial reporting could aid the information source to a 

greater degree. 

One approach would be to develop a readability 

formula specifically designed for financial reporting that 

could be applied to the footnotes that appear in sentence 

form. The primary difference from present formulas would be 

a rating scale according to type of user (e.g., professional 

user, informed user) rather than grade level or difficulty 

level. Such a formula would be of particular benefit in 

preparing different sets of financial statements for differ

ent types of users. 

Another approach would be to develop a formula that 

could be applied to the body of the financial statements 

rather than being limited to that portion of the financial 
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statements appearing in sentence form. The same type of 

rating scale could be used as mentioned in the previous 

paragraph. Such a formula would provide an even greater 

benefit than the aforementioned one to the information 

source. 

I 

Summary 

The adoption of the conclusions and recommendations 

of the dissertation should result in a greater degree of 

attainment of the communication function of financial 

reporting. Without improvements in understandability, 

criticisms of financial reporting may increase in magnitude, 

potential government regulation may be forthcoming, and the 

accounting profession may lose its status as a profession. 

Since regulation may result in reduced communication and 

effective communication in financial reporting, the user 

may suffer. Thus, improving communication in financial 

reporting is in the best interests of both the accounting 

profession and financial statement users. The attainment of 

improved communication in financial reporting is dependent 

on the joint efforts of the accounting profession and users 

of financial information. 
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QUESTIONNAIRE (A) 
(User Category) 

GENERAL INSTRUCTIONS 

1. Most of the questions contain 2 response columns; one 
labeled USER and another labeled CPA. Initially, 
answer a particular question as a user of financial 
information. Secondly, answer the same question as 
you believe a Certified Public Accountant (CPA) would 
answer. Then answer the next question in the same 
manner. 

2. Please answer all questions. There are no right or 
wrong answers. Merely express your opinion. 

3. No research on your part is expected or desired in 
answering the questions. 

4. Most of the questions require a forced choice response. 
Even though you may not completely agree or disagree 
with the particular statement, please make a selection. 

DEFINITIONS 

1. Financial statements: The annual financial statements 
attested to (i.e., audited) by CPAs that appear in 
corporate published annual reports including supporting 
schedules, elaborations of special aspects of business 
activity, rearrangements of underlying data, and 
supplementary statements. 

2. General public: The adult population of the United 
States who have at least a high school education. 

3. Informed user: The user who, at a minimum, has 
attempted to acquaint himself with the methodology 
and terminology of the financial environment (e.g., 
member of a securities investment club). 

4. Professional user: The individual who is a member of 
the financial community and who works directly with 
financial information (e.g., financial analyst). 
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SECTION A 

INSTRUCTIONS: For each of the following statements, place 
a check (/) in the response column if you agree with the 
statement. (The absence of a check [ y] signifies non-
agreement.) Initially, in the response column labeled 
USER, respond to the particular statement as a user of 
financial information. Secondly, in the response column 
labeled CPA, respond to the same statement as you believe 
a CPA would respond. Then respond to the next statement in 
the same manner. Merely express your opinion. 

REMEMBER: A check means you agree and the absence of a 
check means you disagree. 

USER CPA 
Al The primary function of external financial 

reporting should be to communicate useful 
and understandable financial information to 
shareholders and other users. 

A2 The primary function in Al is currently 
accompli shed. 

A3 External financial reporting performs a 
useful function in our economy. 

A4 Impairment of confidence in published 
financial statements would adversely 
affect the United States economy. 

A5 Current financial statements are not 
understandable to the professional 
user (see definitions). 

A6 Current financial statements are not 
understandable to the informed user 
(see definitions). 

A7 Current financial statements are not 
understandable to the general public 
(see definitions). 

A8 Some education and/or training in 
accounting and/or financial analysis 
is required presently to understand 
current financial statements. 

A9 The accounting profession is attempting 
to improve the understandability of 
financial statements. 
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USER CPA 
A10 The financial statements of different 

companies within the same industry 
currently are not comparable. _____ 

All The situation in A10 is undesirable if 
it exists. 

A12 The existing standards of external 
financial reporting (generally accept
ed accounting principles) are not 
adequate. 

A13 Audited financial statements should be 
provided to users more frequently than 
on an annual basis. 

A14 Audited annual financial statements 
currently are not provided to users soon 
enough after the end of the time period 
covered by the statements. 

A15 The accounting profession is attempting 
to improve the comparability of finan
cial statements of different companies. 

A16 The accounting profession is attempting 
to improve the standards of financial 
reporting. • 

A17 The accounting profession is aware of 
the identity of the users of financial 
statements. 

A18 The accounting profession has established 
priorities in attempting to solve alleged 
financial reporting deficiencies. 

SECTION B 

INSTRUCTIONS: For each of the following statements, place a 
check (•') in the AGREE response column if you believe the 
definition or characteristic is descriptive of current 
financial reporting. If you disagree, place a check (•/) in 
the DISAGREE response column. If you do not know, place a 
check (/) in the NO OPINION response column. 
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AGREE DISAGREE 0pi5J°0N 

B1 The balance sheet presents the 
current value of the assets, 
liabilities, and owner's equity. 

B2 The larger the depreciation ex
pense for a particular account
ing period, the greater the 
sources of funds will be in the 
statement of source and applica
tion of funds. (Ignore income 
tax effect.) 

B3 Cash flow per share is a better 
measure of the performance of a 
corporation than earnings per 
share. 

B4 The financial statements contain 
some estimated amounts. 

B5 Using generally accepted account
ing principles, an accountant 
could take a set of data and 
prepare two income statements 
with each statement having a 
different net income. 

B6 Treasury stock: Stock of other 
corporations that a corporation 
has acquired and has placed under 
the control of the treasurer. 

B7 Retained earnings: Earnings of 
an entity since inception less 
dividends and amounts trans
ferred to capital stock and 
capital surplus. 

B8 Net income: Excess of cash 
inflows over cash outflows for 
a particular time period. 

B9 Net working capital: Excess 
of current assets over current 
liabilities. 
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AGREE DISAGREE 0p™ION 

BIO Current ratio: Computed by 
dividing current assets by 
current liabilities. 

Bll Earnings per share: Retained 
earnings divided by the number 
of shares of common stock out
standing. 

B12 Depletion: The reduction in 
the assets of an entity as 
the result of expenses exceed
ing revenues. 

SECTION C 

INSTRUCTIONS: Place a check (f) in the response column for 
the selection in each question with which you most agree. 
Initially, in the response column labeled USER, respond to 
the particular question as a user of financial information. 
Secondly, in the response column labeled CPA, respond to the 
same question as you believe a CPA would respond. Then 
respond to the next question in the same manner. Merely 
express your opinion. 

REMEMBER: Place one check per question in each response 
column. 

USER CPA 

CI Accounting is: 
a. a science and the financial statements 

are prepared with precision. 
b. an art and financial statements contain 

some estimated data. 

C2 Financial statements should be the 
responsibility* of: 
a. the CPA. 
b. management. 
c. both the CPA and management. 

•Responsibility: authority to decide what is to be 
included in the financial statements and how it is to be 

' presented. 
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USER CPA 

C3 Current financial statements are the 
responsibility* of: 
a. the CPA. 
b. management. 
c. both CPA and management. 

C4 The primary cause of the alleged existing 
deficiencies in financial reporting is: 
a. accounting's lack of knowledge of users' 

identity and/or needs. 
b. accounting's use of a technical language 

that is not understandable to many users. 
c. accounting's attempt to communicate to 

all major categories of users with one 
set of financial statements rather than 
with separate sets for each major cate
gory of users. 

d. accounting's failure to communicate to 
the users the nature, function, and 
limitations of accounting. 

e. accounting's belief that current finan
cial statements are generally adequate 
and that implementation of many changes 
desired by users would result in less 
useful and less understandable financial 
statements. 

f. users' failure to communicate their needs 
to accounting. 

g. users' failure to attain the required 
level of education and/or training in 
accounting and/or financial analysis that 
is necessary to understand and use finan
cial statements. 

C5 Of the total information used in my invest
ment decision-making process, I obtain: 
a. none from financial statements. 
b. some from financial statements. 
c. about half from financial statements. 
d. most from financial statements. 
e. all from financial statements. 

C6 Financial statements should be understandable 
to the: (NOTE: for this question, more than 
one check [ / ] may be made in each response 
column if you desire.) 
a. professional user. 
b. informed user. 
c. general public. 
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USER CPA 

C7 In their decision-making process, which of 
the following use financial statements as 
an information source? (NOTE: For this 
question, more than one check [ •/ ] may be 
made in each response column if you desire.) 
a. Creditors—long term 
b. Creditors—short term 
c. Financial analysts 
d. Labor unions 
e. Regulatory agencies 
f. Stockholders owning a substantial 

interest 
g. Stockholders owning a minor interest 

C8 How would you characterize your ability to 
understand and use financial statements? 
(The CPA response column is not applicable 
for this question.) 
a. No ability 
b. Fair 
c. Good 
d. Excellent 

SECTION D 

INSTRUCTIONS: For each of the following, assign a rank of 1 
to your first choice, 2 to your second choice, etc. Ini
tially, in the response column labeled USER, respond to the 
particular question as a user of financial information. 
Secondly, in the response column labeled CPA, respond to the 
same question as you believe a CPA would respond. Then 
respond to the next question in the same manner. Merely 
express your opinion. 

REMEMBER: Rank the items. 

Dl The emphasis that should be assigned to 
financial statements by the accounting 
profession. 
a. Balance sheet 
b. Income statement 
c. Statement of source and application of 

funds 
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D2 The emphasis that is assigned to financial 
statements by the accounting profession. 
a. Balance sheet 
b. Income statement 
c. Statement of source and application of 

funds 

D3 Value to you in your investment decision
making process. 
a. Balance sheet 
b. Income statement 
c. Statement of source and application of 

funds 

D4 Value to you in your investment decision
making process. 
a. Financial statements audited by an 

accountant 
b. Information provided by management in 

annual or quarterly reports not audited 
by an accountant 

D5 Order in which the accounting profession 
should attempt to resolve the following 
alleged deficiencies in finaicial 
reporting. 
a. Timeliness deficiency 
b. Comparability deficiency 
c. Disclosure deficiency 
d. Understandability deficiency 

D6 Value to you in your investment decision
making process. 
a. Financial statements of a small growth 

company (a small company that is rapidly 
expanding in size) 

b. Financial statements of a small stable 
company (a small company that is 
remaining relatively constant in size) 

c. . Financial statements of a large growth 
company (a large company that is 
rapidly expanding in size) 

d. Financial statements of a large stable 
company (a large company that is 
remaining relatively constant in size) 

USER CPA 

What is your occupation? 
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THANK YOU VERY MUCH FOR GIVING YOUR VALUABLE TIME TO MAKE 
THIS SURVEY A SUCCESS. 

If you would like an abstract of the survey results, please 
fill in the following: 
Mail abstract to: NAME 

ADDRESS 

Feel assured that your identity and responses will remain 
anonymous. 
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QUESTIONNAIRE (B) 
(CPA Category) 

GENERAL INSTRUCTIONS 

1. Most of the questions contain 3 response columns; one 
labeled CPA, one labeled PROFESSIONAL USER, and one 
labeled INFORMED USER. Initially, answer a particular 
question as a CPA. Secondly, answer the same question 
as you believe a PROFESSIONAL USER of financial informa
tion would answer. Thirdly, answer the same question as 
you believe an INFORMED USER of financial information 
would answer. Then answer the next question in the same 
manner. 

2. Please answer all questions. There are no right or 
wrong answers. Merely express your opinion. 

3. No research on your part is expected or desired in 
answering the questions. 

4. Most of the questions require a forced choice response. 
Even though you may not completely agree or disagree 
with the particular statement, please make a selection. 

DEFINITIONS 

1. Financial statements: The annual financial statements 
attested to (i.e., audited) by CPAs that appear in 
corporated published annual reports including supporting 
schedules, elaborations of special aspects of business 
activity, rearrangements of underlying data, and supple
mentary statements. 

2. General public: The adult population of the United 
States who have at least a high school education. 

3. Informed user: The user who, at a minimum, has 
attempted to acquaint himself with the methodology and 
terminology of the financial environment (e.g., member 
of a securities investment club). 

4. Professional user: The individual who is a member of 
the financial community and who works directly with 
financial information (e.g., financial analyst). 
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SECTION A 

INSTRUCTIONS: For each of the following statements, place a 
check (yO in the response column if you agree with the 
statement. (The absence of a check [ / ] signifies non-
agreement.) Initially, in the response column labeled CPA, 
respond to the particular statement as a CPA. Secondly, in 
the response column labeled PROFESSIONAL USER, respond to 
the same statement as you believe a professional user would 
respond. Thirdly, in the response column labeled INFORMED 
USER, respond to the same statement as you believe an 
informed user would respond. Then respond to the next 
statement in the same manner. Merely express your opinion. 

REMEMBER: A check means you agree and the absence of a 
check means you disagree. 

PROFES
SIONAL INFORMED 

CPA USER USER 
A1 The primary function of external 

financial reporting should be to 
communicate useful and under
standable financial information 
to shareholders and other users. 

A2 The primary function in Al is 
currently accomplished. 

A3 External financial reporting 
performs a useful function in 
our economy. 

A4 Impairment of confidence in pub
lished financial statements would 
adversely affect the United 
States economy. 

A5 Current financial statements are 
not understandable to the pro
fessional user (see definitions). 

•A6 Current financial statements are 
not understandable to the 
informed user (see definitions). 

A7 Current financial statements are 
not understandable to the general 
public (see definitions). 
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PROFES
SIONAL INFORMED 

CPA USER USER 
A8 Some education and/or training in 

accounting and/or financial 
analysis is required presently to 
understand current financial 
statements. 

A9 The accounting profession is 
attempting to improve the under-
standability of financial state
ments . 

A10 The financial statements of 
different companies within the 
same industry currently are not 
comparable. 

All The situation in A10 is un
desirable if it exists. 

A12 The existing standards of 
external financial reporting 
(generally accepted accounting 
principles) are not adequate. 

A13 Audited financial statements 
should be provided to users 
more frequently than on an 
annual basis. 

A14 Audited annual financial state
ments currently are not provided 
to users soon enough after the 
end of the time period covered 
by the statements. 

A15 The accounting profession is 
attempting to improve the com
parability of financial state
ments of different companies. 

A16 The accounting profession is 
attempting to improve the 
standards of financial report
ing. 

A17 The accounting profession is 
aware of the identity of the 
users of financial statements. 
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PROFES
SIONAL INFORMED 

CPA USER USER 
A18 The accounting profession has 

established priorities in 
attempting to solve alleged 
financial reporting deficiencies. 

SECTION B 

INSTRUCTIONS: For each of the following statements, place a 
check ( / ) in the AGREE response column if you believe the 
user will say the definition or characteristic is descrip
tive of current financial reporting. If you believe the user 
will say he disagrees, place a check (V ) in the DISAGREE 
response column. If you believe the user does not know, 
place a check (V') in the NO OPINION response column. 
Initially, in the response column labeled PROFESSIONAL USER, 
respond to the statement as you believe a professional user 
would respond. Secondly, in the response column labeled 
INFORMED USER, respond to the same statement as you believe 
an informed user would respond. Then respond to the next 
statement in the same manner. Merely express your opinion. 

PROFESSIONAL USER INFORMED USER 
DIS- NO DIS- NO 

AGREE AGREE OPINION AGREE AGREE OPINION 
Bl The balance 

sheet presents 
the current 
value of the 
assets, liabil
ities, and 
owner's equity. 

B2 The larger the 
depreciation 
expense for a 
particular 
accounting 
period, the 
greater the 
sources of 
funds will be 
in the state
ment of source 
and applica
tion of funds. 
(Ignore income 
tax effect.) _ _ 
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PROFESSIONAL USER INFORMED USER 
DIS- NO DIS- NO 

AGREE AGREE OPINION AGREE AGREE OPINION 
B3 Cash flow per 

share is a bet
ter measure of 
the performance 
of a corpora
tion than earn
ings per share. 

B4 The financial 
statements con
tain some esti
mated amounts. 

B5 Using generally 
accepted account
ing principles, 
an accountant 
could take a set 
of data and pre
pare two income 
statements with 
each statement 
having a differ
ent net income. 

B6 Treasury stock: 
Stock of other 
corporations that 
a corporation has 
acquired and has 
placed under the 
control of the 
treasurer. 

B7 Net income: 
Excess of cash 
inflows over cash 
outflows for a 
particular time 
period. 
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PROFESSIONAL USER INFORMED USER 
DIS- NO DIS- NO 

AGREE AGREE OPINION AGREE AGREE OPINION 
B8 Retained earnings: 

Earnings of an 
entity since in
ception less 
dividends and 
amounts trans
ferred to capital 
stock and capital 
surplus. 

B9 Net working 
capital: Excess 
of current assets 
over current 
liabilities. 

BIO Current ratio: 
Computed by 
dividing current 
assets by cur
rent liabili
ties . 

Bll Earnings per 
share: Retained 
earnings divided 
by the number of 
shares of common 
stock outstand
ing. __ 

B12 Depletion: The 
reduction in the 
assets of an 
entity as the 
result of expenses 
exceeding reve
nues. 

SECTION C 

INSTRUCTIONS: Place a check (•) in the response column for 
the selection in each question with which you most agree. 
Initially, in the response column labeled CPA, respond to 
the particular question as a CPA. Secondly, in the response 
column labeled PROFESSIONAL USER, respond to the same 
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question as you believe a professional user would respond. 
Thirdly, in the response column labeled INFORMED USER, 
respond to the same question as you believe an informed user 
would respond. Then respond to the next question in the 
same manner. Merely express your opinion. 

REMEMBER: Place one check per question in each response 
column. 

PROFES
SIONAL INFORMED 

CPA USER USER 
CI Accounting is: 

a. a science and the financial 
statements are prepared with 
precision. 

b. an art and financial state
ments contain some estimated 
data. 

C2 Financial statements should be 
the responsibility* of: 
a. the CPA. 
b. management. 
c. both the CPA and management. 

C3 Current financial statements 
are the responsibility* of: 
a. the CPA. 
b. management. 
c. both the CPA and management. 

C4 The primary cause of the alleged 
existing deficiencies in finan
cial reporting is: 
a. accounting's lack of knowl

edge of users1 identity and/ 
or needs. 

b. accounting's use of a 
technical language that is 
not understandable to many 
users. 

c. accounting's attempt to 
communicate to all major 
categories of users with 
one set of financial 

•Responsibility: authority to decide what is to be 
included in the financial statements and how it is to be 

— - presented. 



statements rather than with 
separate sets for each 
major category of users. 

d. accounting's failure to 
communicate to the users 
the nature, function, and 
limitations of accounting. 

e. accounting's belief that 
current financial state
ments are generally ade
quate and that implementa
tion of many changes 
desired by users would 
result in less useful and 
less understandable finan
cial statements. 

f. users' failure to communi
cate their needs to account
ing. 

g. users' failure to attain 
the required level of 
education and/or training 
in accounting and/or 
financial analysis that is 
necessary to understand 
and use financial state
ments . 

Of the total information used by 
the professional user in his 
investment decision-making 
process, he obtains: (NOTE: The 
INFORMED USER column is not 
applicable for this question.) 
a. none from financial state

ments. 
b. some from financial state

ments. 
c. about half from financial 

statements. 
d. most from financial state

ments. 
e. all from financial state

ments. 
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CPA 
C6 Of the total information used 

by the informed user in his 
investment decision-making 
process, he obtains: (NOTE: The 
PROFESSIONAL USER column is not 
applicable for this question.) 
a. none from financial state

ments. 
b. some from financial state

ments. 
c. about half from financial 

statements 
d. most from financial state

ments. 
e. all from financial state

ments . 

C7 Financial statements should be 
understandable to the: (NOTE: 
For this question, more than 
one check [ v"] may be made in 
each response column if you 
desire.) 
a. professional user. 
b. informed user. 
c. general public. 

C8 In their decision-making 
process, which of the follow
ing use financial statements 
as an information source? 
(NOTE: For this question, 
more than one check [ V* ] may 
be made in each response 
column if you desire.) 
a. Creditors—long term 
b. Creditors—short term 
c. Financial analysts 
d. Labor unions 
e. Regulatory agencies 
f. Stockholders owning a 

substantial interest 
g. Stockholders owning a 

minor interest 

PROFES
SIONAL INFORMED 
USER USER 
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PROFES
SIONAL INFORMED 

CPA USER USER 

SECTION D 

INSTRUCTIONS: For each of the following, assign a rank of 1 
to your first choice/ 2 to your second choice, etc. Ini
tially, in the response column labeled CPA, respond to the 
particular question as a CPA. Secondly, in the response 
column labeled PROFESSIONAL USER, respond to the same 
question as you believe a professional user would respond. 
Thirdly, in the response column labeled INFORMED USER, 
respond to the same question as you believe an informed user 
would respond. Then respond to the next question in the 
same manner. Merely express your opinion. 

REMEMBER: Rank the items. 

Dl The emphasis that should be 
assigned to financial state
ments by the accounting 
profession. 
a. Balance sheet 
b. Income statement 
c. Statement of source and 

application of funds 

D2 The emphasis that is assigned 
to financial statements by 
the accounting profession. 
a. Balance sheet 
b. Income statement 
c. Statement of source and 

application of funds 

D3 Value to the professional user 
in his investment decision
making process. (NOTE: The 
INFORMED USER column is not 
applicable for this question.) 
a. Balance sheet 
b. Income statement 
c. Statement of source and 

application of funds 
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PROFES
SIONAL INFORMED 

CPA USER USER 
D4 Value to the informed user in 

his investment decision-making 
process. (NOTE: The PROFES
SIONAL USER column is not 
applicable for this question.) 
a. Balance sheet 
b. Income statement ____ 
c. Statement of source and 

application of funds 

D5 Value to the professional user 
in his investment decision
making process. (NOTE: The 
INFORMED USER column is not 
applicable for this question.) 
a. Financial statements audited 

by an accountant 
b. Information provided by 

management in annual or 
quarterly reports not audited 
by an accountant 

D6 Value to the informed user in 
his investment decision-making 
process. (NOTE: The PROFES
SIONAL USER column is not 
applicable for this question.) 
a. Financial statements audited 

by an accountant 
b. Information provided by 

management in annual or 
quarterly reports not 
audited by an accountant 

D7 Order in which the accounting 
profession should attempt to 
resolve the following alleged 
deficiencies in financial 
reporting. 
a. Timeliness deficiency 
b. Comparability deficiency 
c. Disclosure deficiency 
d. Understandability deficiency 
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PROFES
SIONAL INFORMED 

CPA USER USER 
D8 Value to the professional user 

in his investment decision
making process. (NOTE: The 
INFORMED USER column is not 
applicable for this question.) 
a. Financial statements of a 

small growth company (a 
small company that is rapidly 
expanding in size) 

b. Financial statements of a 
small stable company (a 
small company that is 
remaining relatively 
constant in size) 

c. Financial statements of a 
large growth company (a 
large company that is 
rapidly expanding in 
size) 

d. Financial statements of a 
large stable company (a 
large company that is 
remaining relatively 
constant in size) 

D9 Value to the informed user in 
his investment decision-making 
process. (NOTE: The PROFES
SIONAL USER column is not 
applicable for this question.) 
a. Financial statements of a 

small growth company (a 
small company that is 
rapidly expanding in size) 

b. Financial statements of a 
small stable company (a 
small company that is 
remaining relatively 
constant in size) 

c. Financial statements of 
a large growth company 
(a large company that is 
rapidly expanding in size) 

d. Financial statements of a 
large stable company (a 
large company that is 
remaining relatively 
constant in size) 
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THANK YOU VERY MUCH FOR GIVING YOUR VALUABLE TIME TO MAKE 
THIS SURVEY A SUCCESS. 

If you would like an abstract of the survey results, please 
fill in the following: 
Mail abstract to: NAME 

ADDRESS 

Feel assured that your identity and responses will remain 
anonymous. 
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Baladouni's Model 

Model Components: 

1. Events. 

2. Observation of events. 

3. Observer-communicator. 

4. Production of statements. 

5. Statement about events. 

6. Interpretation of statement about events 

7. User of statement about events. 

8. Consequences stemming from user's action 

9. Environment. 
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Model components 

Source 

Event 

Originator 

Encoder 

Message 

Channel 

Receiver 

Decoder 

Feedback 

Toler's Model 

Relation to accounting 

The accounting entity. 

Economic event (transaction). 

Individual who initiates action that 
results in the preparation of the 
report. 

Accountant. 

Report. 

Normally written; newspapers, annual 
reports, individual reports; dissemi
nated by mail or hand delivered. 

Management, owners, creditors, 
employees, government, trade associa
tion, labor unions, and the public. 

Receiver or his representative. 

Generally inadequately used. 

1 



Bedford and Baladouni's Model 
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THE MATRIX OF COMMUNICATION 

Observes "EE 
EE 

AS 
Receives "AS 

EE = Economic Events of a Business Enterprise. 

A = Accountant of a Business Enterprise. 

AS = Accounting Statements of a Business Enterprise. 

U = Users of Accounting Statements. 

= Direction of Flow. 



Jordan's Model 

ENVIRONMENT 

MANAGEMENT 
(including 
accounting 
staff) 

Observes 
Abstracts 
Interprets 
Particiipfltfl.q 

Audits 
Review; 

Consult 

BUSINESS 
ENTITY and 
EVENTS 

Usage-Action 

Records and 
Interprets 
Quantifiable 

Economic 

AUDITOR 

fma 

Opinion 

USER 
RECEIVES 

INTERPRETS 
(decodes) 

Transmitted FINANCIAL 
STATEMENTS 
(message) to Destination 
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