	242
	Review of Management and Economical Engineering, Vol. 6,  No. 6



	International Conference on Business Excellence 2007

	241




MANAGEMENT COMMENTARY (MC).

A SAMPLE FROM THE INTERNATIONAL DIALOGUE ON STANDARD-SETTING

Raluca SANDU, Viorel LEFTER, Anca BOGDAN
Academy of Economic Studies,  Bucharest, Romania
rsandu@ase.ro
Abstract: The present paper aims to present and analyze a suggestive sample from the contemporary technical dialogue on international standard setting. The issues discussed are closely related to corporate governance, by the main objective of the whole construction, namely increasing the quality of the corporate communication, through standard setting and guidance. Analyzing the discussion on management commentary has three interests, in the authors’ view: to explain the international standard-setting process, to question on the opportunity for introducing a standard on MC, and to perceive more subtle parts of the international technical dialogue, using textual analysis techniques.
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1. INTRODUCTION

Is it necessary to set an international standard or to provide guidance on management commentary (MC), a financial report that should offer an overview on the financial position and perspectives of the company through management eyes? The main actors of the international normalization process put this question since 2002, but the international community has not yet come to a consistent answer that could bring the issue from the exploratory research agenda to the active standard setting agenda. This question is also important for researchers, because it reopens the debates on the quality and objectives of the financial information, as well as on methodological instruments that should be used to measure this quality.


The present communication is organized in three main parts, which represent the three main levels of our argument. The first part introduces the MC and briefly presents international practices, including the case of Romania. It also includes a selective review of the scientific literature. The second part presents and explains the main phases of the standard-setting process on MC and argues on its perspectives. The international technical dialogue is an important part of the process. This offers us the opportunity to deepen our analysis, in the third part, by analyzing a sample of this dialogue through textual analysis techniques. The conclusions of our paper will reveal its main interests and will open new perspectives for research.


2. WHAT IS THE MANAGEMENT COMMENTARY (MC)?

Management commentary refers, in the International Accounting Standard Board (IASB) view, to a part of the financial reporting that accompanies the financial statements of a company. Its objective should be to increase the quality of financial information for investors by presenting an analysis of the financial position of the company, and of its perspectives, from the management point of view. (IASB, 2005). This perception of the MC gives us the opportunity to reveal important consequences over corporate governance issues. Increasing the quality of the financial information is one of the main stakes for corporate governance. Doing it by giving the management the opportunity to present its personal view on the business might bring to a paradox, because information asymmetry theory, as well as agency theory refers to the manager as favored agent. Why should the investor and the stakeholders of the company credit the manager and trust its statements on the financial position of the company and its future perspectives? And most important question, how to ensure the transmission of a fair view of the business through a report also containing narratives, non-financial and subjective information? The international practice (the management discussion and analysis in USA, under the regulations of the Security Exchange Commission, the operating and financial review in UK, under the standards set by the Accounting Standard Board) gives an example of the difficulties. Therefore, there is substantial international material to sustain the reporting of an analysis provided by the management to explain the financial statements of the company. We can also present the provisions of the Forth and the Seventh European Directives, which stipulate that the annual consolidated report should contain “at least a fair review of the development of the company’s business and of its position…shall also give an indication of: (a) any important events that have occurred since the end of the financial year; (b) the company’s likely future development; (c) activities in the field of research and development; (d) the information concerning acquisitions of own shares…” (Forth and Seventh European Directives, 1978, 1983).

These international practices had inspired many studies and research, in different areas. Information complementary to the financial statements has been analyzed from several angles of view: (1) Studies on risk reporting (Linsley, 2006 ; Lajili, 2005); (2) Studies on intellectual capital reporting (Kaplan and Norton, 2004; Shiu, 2006); (3) Studies on environment reporting (Cormier, 2005; Thompson, 2004; Toms, 2002); (4) Studies on social responsibility reporting (Rahaman, 2004). These studies are important for their results, but also for setting methodologies to analyze narratives and annual reports (such as index analysis, content analysis and readability studies). From this point of view, the study of Beattie, McInnes şi Fearnley (2004) represents a solid reference for the literature.

3. THE IASB PROJECT ON MC – HISTORY AND PERSPECTIVES


The next table presents the evolution of the IASB project on the MC. The phases of the process are quite typical for the standard-setting routine, but the activation of the project relies mostly on the priorities set by the international standard setter, along with its main partners. 

Table 1. The evolution of the IASB project on MC

	Time
	Event

	Oct. 2002


	IASB meets its international standard setters partners and decides starting a project on MC

Developing the project

	Oct. 2005
	The project on MC standard or guidance is published – it is a  „discussion paper”, open to comments
Receiving the comment letters

	April 2006
	The period for receiving comment letters is closed

Analyzing the letters

	Jan. 2007
	The analysis of the received letters is presented in a work session of the IASB

It is an informative presentation and no decision is made, because the project is not yet on the active agenda

	Present
	MC project is in the IASB agenda, in the research zone

- the study is not a part of the IASB and FASB project for a common framework, so it does not represent, for the moment, a priority.


Source: IASB press releases over time (www.iasb.org)

The starting point of setting a standard on MC, and the principal argument of the IASB project team is the fact that other information (such as the report of the management on the business) is important, if not essential for transmitting a fair view on the company, but yet it is not under IFRS, so there is no international harmonized tool to ensure a good quality of this information (IASB, 2005). The next table presents the main points in the IASB project on MC, and related questions.

Table 2. The evolution of the IASB project on MC

	Issue
	Main interrogations

	Definition. MC is information that accompanies financial statements as part of an entity’s financial reporting. It explains the main trends and factors underlying the development, performance and position of the entity’s business during the period covered by the financial statements. It also explains the main trends and factors that are likely to affect the entity’s future development, performance and position.
	Is it proper to introduce the term „narrative” in the definition?

Should it specify explicitly that the management provide the analysis?

Should it contain a forward-looking approach?

	Users. The users of the MC are those stated in the Conceptual framework, especially investors, as they bring risked capital to the company.
	What is the relation to other reporting for the stakeholders (environment reporting or social reporting)?

	Objectives. The purpose of MC is to provide information to help investors:

(1) to interpret and assess the related financial statements in the context of the environment in which the entity operates; (2) to assess what management views as the most important issues facing the entity and how it intends to manage those issues; and (3) to assess the strategies adopted by the entity and the likelihood that those strategies will be successful.
	How complex should this information be?

How can the entity protect itself after reporting elements of business strategy?

How and if the subjective character of this document could/should be avoided?

	Qualitative characteristics. MC should be understandable, relevant, supportable, balanced and comparable over time.
	Is it normal to have qualitative characteristics different from those stated in the Conceptual Framework for financial information in financial statements?

	Content. MC will contain information on (a) the nature of the business (b) objectives and strategies (c) key resources, risks and relationships (d) results and prospects (e) performance measures and indicators.
	How to ensure comparability over time (especially for non-financial performance indicators)?

How and who assesses the quality and the fairness of this information?


Source: IASB, 2005


The next step, receiving the letters of comment, represents a rich source of material for research. The transparency of the process (the letters received and their analysis are posted on the institutional site of the IASB) allows us to closely observe the process and reach interesting results.

4. DEEPENING THE ANALYSIS – EVIDENCE FROM THE
 INTERNATIONAL DIALOGUE ON MC


The simple analysis of the primary message transmitted through the comment letters would represent a redundancy. That is why we considered providing a deeper analysis, by using textual analysis, in order to analyze less evident structural and semantic levels of the technical discourse.


We will first present some conclusions of the report provided by the IASB work team, after the analysis of the 116 letters received (the main actors of this dialogue are national standard setters, professional bodies, international organizations and associations, audit and accounting companies, other companies, professors from over 20 countries). For example, 92% (the percentage being computed from the total number of answers to each question) of the answers are in favor to considering MC as a part of the financial reporting. Those opposing argue that it is difficult to audit and assess the fairness of such information. 63% of the respondents consider that MC standard setting or guidance should be a priority for the IASB (from 80% rate of response). Also 95% of the letters are in favor with the content of the MC assessed by the IASB team. The negative answers are related to national limitation concerns through exhaustive lists. (IASB, 2007)


The textual analysis will not add information to the analysis provided by the IASB team, but can bring important value to understanding the general context of the normalization process, and to assessing cultural differences between its main actors. Content analysis is based on the idea that the repeating discourse units (words, lexical or semantic fields) reveal the interests of the authors (Thietart, 2007). At the present, content analysis is usually software assisted (Alceste, Trobes Zoom, Robot, TextSmart, VBPro, etc.). Yet, software for research should not be considered miraculous (Berelson, 1977), they are just a more adapted tool, but also more mechanical, and the researcher should add flexibility and pertinence, through personalization and adequate questioning. Using software (in our situation, Trobes Zoom, US701 version, available on the commercial site of the authors) needs previous treatment of the corpus and parameters setting.

We will further present the comparative analysis of two comment letters coming from different categories. The main results are showed in Table 3.

Table 3. Textual analysis – main results

	Entity
	[image: image1.png]™

Certified General
Accountants
Comptables généraux
accrédités




(entity A)
	Professor Vivien Beattie, 

University of Glasgow 

Professor Bill McInnes, 

University of Stirling

(entity B)

	Category
	Professional body
	Professors

	Country
	Canada
	Great Britain

	Corpus
	Letter and questionnaire
	Report

	Style
	Argumentative
	Descriptive

	Position
	Involved author
	Presenting facts and actions

	Verbs
	Reflexive 38,6%
	Active 46,3%

Declarative 35,5%

	Primary reference fields
	Communication, language, North America, social group, person, substance, opinion, etc.
	Business, communication, Europe, North America, language, time, social group, etc.


The use of co-occurrences, stellar and aria graphics brings complementary interesting information about the interests of the authors. We analyzed, for each letter, the relations between reference fields such as information, shareholder, standard, with other reference fields. For the last one, for example, the entity B has more abstract relations (with notions like government and nature), and entity A has a more pragmatic oriented approach (relations with notions like MC, development, company). The differences in style and in interest fields can be explained by geographical, cultural and social causes. The main result, anyway, is that the technical dialogue on standard setting is not homogeneous, as the success of the whole process lies, in fact, in harmonizing diversities.

5. CONCLUSIONS


Our study gives an image of the contemporary international dialogue on standard setting. This process is closely related to corporate governance issues, as the quality of information and financial reporting remains the most critical issue, along with the role of the management in the whole process. That is why the process of creating a standard on MC should be closely monitored. This is the purpose of our research, which explained the main steps and results of this process, and which also analyzed deeper levels of the technical dialogue on the issue. The analysis shows that diversity is well represented, but further steps should be taken, through other research on similar standard setting projects, or studies on the qualitative analysis of the financial information and methodological issues related to these analyses (readability studies, indexes, content analysis).
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