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ABSTRACT

This study aims to ensure the effectiveness and quality of the financial reporting of
the Islamic Indonesian Banking by operationalising the qualitative characteristics of
the financial reporting. The assessing used five factors which are understandability,
relevancy, timeliness, comparability, and completeness and faithfulness information
factor to cover the criteria. The researcher used questionnaire since it is the best
choice due to achieve the research objective of the study and to prove either to accept
or reject the six hypotheses from seeking the respondents’ opinions as the target is
bankers and depositors. The research results show that the qualitative characteristics
financial reporting reflected by average significant 0.511. Hence, all of the
hypotheses are accepted because of both bankers and depositors agreed that the
qualitative characteristics of financial reporting could help the understanding level of
the user and at the same time it keeps the effectiveness and quality of financial
reporting. This is important because since considering not all the users would be able
to understand the financial report. However, there must be improvement for future
research based on this issue such as the various participants with large number,
extending the number of questions that could make more cover detail the criteria and
adding the relative of theory such as agency theory.



Eoudl Lo

G g3 BDY) Byl ] AW (S15a)) B35 g Adld Oles ) a8 anldl ods
9 il Jolge dud plusnnly anhl culs AU il as gl Jasladl g b e
(oleghally aadly (JLSYly @ylally cdgdly Aty el 2y ol b
Bl Al e bl e Tl LadV L ga 4 Ol Ul pisn)
5 el Wy (i) sl el gl e Bl Sz il 2 o 8 LY
tawgie 28 cnSal W (H1sil Be gl ailadl OF Eo Fo ek et
OF e 153ly cneaslly Cngdrall o SOV wlisdll JS7d5s ¢, J1Ly "0.511"
By Slshall Gy v gb o ptsndl delis OF S W 31sal) 2ol aslad|
BT OT bl day Y Tam e Vin L2JUI S1s8l) 835mg Bl o Labld a3
sks s 0 OF ot T Al e AW el (b Ogadenay ¥ padsn
S oSl e xS s sl (S G Al ods Je fanldl 3 el
BLo| g oleeld slad) U o Sy ST Jad OF (S @) calznl) s 3sL

A 4yl e daSe By b



APPROVAL PAGE

| certify that | have supervised and read this study and that in my opinion, it conforms
to acceptable standards of scholarly presentation and is fully adequate, in scope and
quality, as a dissertation for the degree of Master of Science in Accounting.

Siti Normala Seikh Obid
Supervisor

| certify that | have read this study and that in my opinion it conforms to acceptable
standards of scholarly presentation and is fully adequate, in scope and quality, as a
dissertation for the degree of Master of Science in Accounting.

Sherliza Puat Nelson
Examiner

This dissertation was submitted to the Department of Accounting and is accepted as a
fulfilment of the requirement for degree of Master of Science in Accounting.

Noraini Mohd Arifin
Head, Department of Accounting

This dissertation was submitted to the Kulliyah of Economics and Management
Sciences and is accepted as a fulfilment of the requirement for the degree of Master of
Science in Accounting.

Nik Nazli Nik Ahmad
Dean, Kulliyyah of Economics
and Management Sciences



DECLARATION

| hereby declare that this dissertation is the result of my own investigations, except
where otherwise stated. | also declare that it has not been previously or concurrently

submitted as a whole for any other degrees at IIUM or other institutions.

Name: KHALIK PRATAMA

Signature Date



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION OF
FAIR USE OF UNPUBLISHED RESEARCH

Copyright © 2015 by International Islamic University Malaysia. All rights reserved.

THE PERCEPTIONS OF INDONESIAN ISLAMIC
COMMERCIAL BANKERS AND DEPOSITORS ON THE
QUALITATIVE CHARACTERISTICS OF FINANCIAL
REPORTING

No part of this unpublished thesis research may be reproduced, stored in a retrieval
system, or transmitted, in any form or by means, electronic, mechanical,
photocopying, recording or otherwise without prior written permission of the
copyright holder except as provided below

1. Any material contained in or derived from this unpublished research may
only be used by others in their writing with due to acknowledgement.

2. IIUM or its library will have the right to make and transmit copies (print
or electronic) for institutional and academic purposes.

3. The UM library will have the right to make, store in a retrieval system

and supply copies of this unpolished research if requested by other
universities and research libraries.

Affirmed by Khalik Pratama

Signature Date

Vi




To My Beloved Parents, Ramayulis Nst and Hasrita Lubis
With Highest Gratitude for their Pray and Support
Jazakumallah Khairaljaze . Rabe igfirli wa li-walidayya
wa irham hume kame rabbaene lagira.

Thank to my brother and sister, Ikbar Pratama and Arifa Pratami,
Who always encourage and support me to complete my work

And thanks to my beloved fiancée, Rani Irmaliani,
Who always reminds, shares, and pushes me to seal the job

vii



ACKNOWLEDGMENTS

Alhamdulillah, all praise belongs to Allah, the lord of the Universe whose Mercy,
Guidance, and Blessing have been enabled me to accomplish this thesis successfully.
Peace and Blessing of Allah be upon his messenger, Muhammad S.A.W.

At the end of a long incubation period, this thesis has finally seen the light of
day. It would have remained forever dormant if it had not been for help and
encouragement of a great many people.

| am gratefully indebted to my supervisor, Associate Professor Dr. Siti
Normala Seikh Obid. Her insight, knowledge, advises, and encouragement grasp of all
matters relating to education and administration phenomenal. Without her supervised,
| would never have considered it worthwhile to document this. May Allah rewards and
bless her.

Further, I am thanking a lot to my beloved parents who always beside me since
| kicked starting my study. Father with all of his efforts, financing, supports, advises
and pray is always along with every second my study breath. Mother who is always
came to see me as representative of father always check on my healthy, appearance,
sharing, and her big kiss and hug is always made me feel safe and not lonely.

I also would like to express my greatest grateful to my only one brother and
lovely Ikbar Pratama. We had a great time to spent together even we cannot finish at
the same line, however, it is just not the end of the world for us because we always
believe on our pure strength that one day we can rule the world with our ambitions,
dream, and smile. Also, to my lovely sister, Arifa Pratami, who is always inform me
the home situation that makes me still like at home even thousand miles separate us.

Finally, to my fiancée, Rani Irmaliani, who always wake me up, push and
remind me to run as fast | can to complete this thesis. | have been indebt so much for
the efforts even Medan and Kuala Lumpur are not close like Idaman and UIA.

Thank you also to all friends Rusdee Mugem, Wan That Mata, Abdi Aziz, and
Arfan for your time to kill my boring time. Friends of BOB and Red and White who
always talkative always make me smile, Zulfirman Eroswika and Sheila Aldila, Dimas
Ponco Widodo and Yani and Alif, Reza Pahlevy and Mimi and Reyhan, Topan
Ricardo and family, Syarifah lia and Agil, Ridha, Viviana, Andri and others . Hope to
see you see you guys all.

May Allah bless us all, Ameen

viii



TABLE OF CONTENTS

ADSTTACT ... i
ADSEFACE IN ATADIC ... e e ne e ii
APPIOVAL PAJE.....eoiiiiiice ettt iv
D =Tod 2T = U1 o] o USSR %
(000 0) Y gL o 0 =T TSP Vi
=T [ o= U1 o] o ISR vii
ACKNOWIEAGMENTS.......viiiieiiice et viii
LISt OF TADIES ... et sreenne e Xii
CHAPTER ONE: INTRODUCTION ....cccoiiiiececeseeeeeeie e 1
1.1 INEFOTUCTION. ...t et 1
1.2 Background Of STUAY ........cccuiiriniiieiee e 1
1.3 Problem StateMENTS .......cccoiviiiirieiee e 3
1.4 Motivation of the STUY .........ccooiiiiie s 3
1.5 ReSEArCh ODJECHIVES.......ecivieieiiecie e 4
1.6 RESEArCh QUESTIONS........eeiuierieiiiesieeieeiee ettt sreeee e e 5
1.7 Research SIgnifiCanCe.........cccvvveieeii i 6
1.8 Limitations Of the StUAY ..........cceiieiiiiiei e 6
1.9 Structure Of the TRESIS......cccciiiieeieee e 7
1.20 CONCIUSION ...t nneas 8
CHAPTER TWO: LITERATURE REVIEW.........c oo, 9
2.1 INEFOTUCTION. ....c.viiiiticieeiie e 9
2.2 FInancial REPOITING ....cc.viiiiiieieiecse e 9
2.3 The Obijectives of Financial Reporting...........cccocevvveveiieie e 10
2.4 Characteristics of Qualitative Financial Reporting..........c.ccocoevvvvvivenne. 12
2.4. L REIBVANCE .....ovviie ittt 13
2.4.2 Understandability ..........ccooeiiiiiiii e 14
2. 4.3 Materiality .....ccveiiicie e 15
2.4.4 TIMEIINESS ....oeeieee ettt nne s 16
2.4.5 Reliability and Faithful Representation ...........c.ccccevvviieeiiecinnenn, 17
2.4.6 COMPIELENESS ..ot 18
2.4.7 CompParability......c.ccovveiieiiie i 18
2.5 Previous Research on the Qualitative Characteristics of Financial
REPOITING .ottt e e arae s 19
p G I o] 3 Tod 11157 o] o SRS 20
CHAPTER THREE: RESEARCH METHODOLOGY ......ccoceevviiiiicieiene, 22
000 (11 oo [0 od o] o PSPPSR 22
3.2 Research Methods.........ccveveiieiiiie e 22
3.3 Research Instrument (Questionnaire Model)..........ccoocevveiiiiiiiniienienn 24
3.3.1 Questionnaire Development..........cccovveveiievveie e 26
3.3.1.1 Dimension of Respondent Demography (Section I)........ 26



3.3.1.2 Dimensions of Financial Reporting Criteria (Section

L] e 26
3.3.1.3 The Wording and Sequence of the Questionnaire........... 27
3.3.1.4 Scaling ProCcedure ..........cocoiiriiieieienesc e 28
3.3.1.5 Physical Characteristics of the Questionnaire ................. 28
KR A o 1 ] B =T PSSR 29
3.3 3 TrANSIALION ..o 30
3.4 Sample Selections and Questionnaire Distribution ...........ccccevevvveeenne. 31
B4 L BANKEIS. ..ttt bbb 31
3.4.2 DEPOSITONS ...ttt bbb 32
3.4.3 Questionnaire DIStriDULION .........cccovviiiiiiiec e 33
3.5 Data Collection ProCeaUIE..........ccvviiee e 33
3.5.1 The Overall Response Rate..........cccceevevieiieeiieieiieie e 34
3.6 Data Analysis (StatiStiCal TESt) .......ccccceririeririiieiee e 35
3.7 The Reliability Test and Validity TeSt.........ccccceeveiveiiiiieiecie e 36
3. 7.1 Reliability TeST....ccueiiiiiiicieieee s 37
3.7.2Validity TeSL....cviiieiecce e 37
3.8 CONCIUSION ...t et ns 38
CHAPTER FOUR: FINDING AND ANALYSIS .....cccooieieieiece e, 39
o I ) oo [0 Tod o] TSRS RPRRP 39
4.2 NON-RESPONSE BIAS TESL.......eiueiieiiiieiieiie s 39
4.3 Reliability TeSL......eciiiiecie e 40
4.4 NOIMAITY TEST....ceiiiiiiieiieeeeee e 41
4.5 Demographic of ReSpONdeNnts.............covvvieieeii i 42
o =T oo T SO 43
A.4.2 GIOUP AQE oottt 43
4.4.3 Education Background ............cccooeiiininiinenn 44
4.4.4 Job Position and Occupation TYPES........cccvevveeeeieeniesieinnn 45
4.4.5 Working Experience and Period TIMe .........ccocevvvvrinnennn. 46
4.6 Data Analysis and FINAINGS ........cccoiveriiieieecc e 48
o3 Tod [ 1] o] o SR 53
CHAPTER FIVE: SUMMARY AND CONCLUSION........cccocviiiiieereeeene, 54
5.1 INTrOTUCTION. ...ttt 54
5.2. Summary of the Implications of the Research Findings........................ 54
5.2.1 The Implication of the Results of the Qualitative
Characteristics of Financial Reporting...........cccceevveiieeiie e, 54
5.2.2 The Implication of the Results of Understandability Factor......... 55
5.2.3 The Implication of the Results of Relevance Factor..................... 55
5.2.4 The Implications of the Results of the Timeliness Factor ............ 55
5.2.5 The Implications of the Results of Comparability Factor............. 56
5.2.6 The Implications of the Results of Completeness and
FaithfulNess FaCTOr ........cooviiieiieee e 56
5.3 Comparison on the Results of Qualitative Characteristics Financial
REPOIING STUIES. .....coitieiieiie it reas 56
5.4 Limitations of the StUdY .........ccovveiiiiiiec e 58
5.5 RECOMMENAALIONS.......eeiiiiiiiieiiie et 59
5.6 FULUIE RESEAICN ..ot 59



BT CONCIUSION <.ttt e e e e e e e e e e e eneeeaeans 60

BIBLIOGRAPHY ..o 61
APPENDIX A: PERMISSION LETTER TO COMPANY ..o 67
APPENDIX B: LETTER FROM THE COMPANY .....cocoiiiiiiieiiiieeee, 68
APPENDIX C: SURVEY QUESTIONNAIRE FOR BANKER..........cccocviiiinne 69
APPENDIX D: SURVEY QUESTIONNAIRE FOR DEPOSITOR...........ccccveuee. 71
APPENDIX E: TRANSLATION OF SURVEY QUESTIONNAIRE FOR
BANKER ..o 73
APPENDIX F: TRANSLATION OF SURVEY QUESTIONNAIRE

DEPOSITOR ..ot 75

Xi



LIST OF TABLES

Table No. Page No.
3.1  Subjects Covered in Different Sections of the Questionnaire. 25
3.2  Banker Group. 33
3.3  Depositor Group. 33
3.4  The Questionnaire Distribution and Response Rate. 35
4.1  Non-Response Bias Test on Characteristics of Financial Reporting. 39
4.2  The Reliability Test on the Criteria of Financial Reporting. 40
4.3  The Normality Test on the Characteristics of Financial Reporting. 41
4.4  The Gender Frequency. 42
45  The Age Frequency. 43
4.6  The Education Background Frequency. 44
4.7  The Job Position and Occupation Types Frequency. 45
4.8  The Working Experience and Period Time Frequency. 46
4.9  The Mean of Qualitative Characteristics Financial Reporting. 48
4.10 The Ranking of Qualitaive Characteristics Financial Reporting. 51

4.11 The Significant Level of Qualitative Characteristics Financial Reporting. 52

xii



CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

This chapter details the overall structure of the research with the aim of providing a
systematic account of the various steps and methods adopted to achieve the research
objectives of this research. Following section 1.1, the background of study is
explained in section 1.2. Sections 1.3 and 1.4 articulate the problem statement and
motivations inspiring this research. Sections 1.5 and 1.6 state the research objectives
and research questions, while section 1.7 argues the originality of the research and the
expected outcomes. Section 1.8 frames the research by identifying its limitations,
while section 1.9 graphically illustrates the various steps of the research as embodied

in each chapter. Section 1.10 concludes this introductory chapter.

1.2 BACKGROUND OF STUDY
Financial reporting is essential to keep proper records of assets, liabilities and
transactions of any corporate entity. It offers an important description and background
to the financial standing of any corporate entity. Given differences in business,
different kinds of financial reports are prepared by different kinds of entities for
different uses and users.

The determination of whether an entity’s financial reports are effective is
driven by the needs of the users of those reports. The users of such report varies
widely in the types of decisions they make, as well as the methods and information

they use in their decision process. The financial information in the reports must be



presented in a manner that is understandable to a wide variety of users. In addition, it
is useful if the manner in which such information is presented is standardised across
industries or sectors.

Such standardisation makes comparability possible, which in turn, allows
decision makers to identify similarities and differences in information between
organisations, which have not been obscured by differences in accounting practices.
This leads to the need for a standard approach to presenting financial reports.
According to IASB (2007), accounting information has to be useful for decision-
making purposes. Understanding the characteristics of accounting information has
great value for an estimation of the contents of the financial reports.

Knowledge of the restrictions inherent in the accounting information helps
objectively perceive the economic information presented in the reports. Hence,
maintains standards of quality in financial reporting is necessary to understand an
entity’s ability to satisfy established and prospective information requirements. The
banking sector is an integral part of a nation’s economy with a vast number of
potential investors, creditors and other stakeholders, all of whom depend on financial
reports for their decisions.

For this reason, along with their general knowledge of accounting, the
researcher selected bankers as the sample population for this study. Furthermore, in
order to strike a balance in interests, the opinions of bankers are compared with those
of depositors most of whom do not have a basic knowledge of accounting. Further, the
Indonesian Islamic Commercial Banking (ICB) industry is the subject, considering

that ICBs have swiftly established themselves in all parts of the financial world.



This study will help measure the quality of financial reports of the Indonesian
Islamic banking sector by examining the qualitative characteristics of accounting

information.

1.3 PROBLEM STATEMENTS

Financial reporting seeks to provide financial information about the reporting entity
which is useful for potential investors, lenders and other creditors in order to help
them make investment, credit and other decisions (IASB, 2007). In order to achieve
such objectives, the IASB (International Accounting Standard Board) identifies the
qualitative characteristics of accounting information which facilitates improved
decision making (Kieso, et al., 2011). To provide complete information, companies
prepare general-purpose financial reports. These reports provide useful information
however, users must have basic knowledge of business and financial accounting
matters in order to understand the information contained therein. Such reports assume
a level of competence on the part of users. This assumption impacts the way and the
extent to which companies report information (Kieso, et al., 2009). In light of this, this
study aims to assess the simplicity and effectiveness of financial reporting by
incorporating the qualitative characteristics of understandability, relevancy,
timeliness, comparability, and completeness and faithfulness to assist users make good

economic decisions.

1.4 MOTIVATION OF THE STUDY
This study is motivated by the evidence suggesting that financial reports are hard to
understand, especially in Indonesia. It is argued that adopting the aforementioned

qualitative characteristics in the preparation of financial reports will ease and help



users better understand such reports. Secondly, although there are many articles that
have discussed issues in financial reporting, few have focused on its qualitative
characteristics, especially in Indonesia. Last but not least, financial reporting is
becoming increasingly complicated since complying to IFRS. Although some
companies are yet to comply, they must do soon. Furthermore, many are yet to
properly understand the requirements and implications of such new regulations.
Examining the efficacy of qualitative characteristics of financial reporting helps test
the quality of the current regulations. With this in mind, this research is set to offer

policy makers and regulators important insights for policy development.

1.5 RESEARCH OBJECTIVES
This research seeks fill the aforementioned lacuna in the literature by attempting to be
among the first thorough studies of the qualitative characteristics of financial reporting

in Indonesia. To this end, the following research objectives are targeted.

RO: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

depositors about the qualitative characteristics of financial reporting.

RO1a: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

depositors concerning the understandability of financial reporting.

RO1b: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

Depositors concerning the relevancy of financial reporting.



ROlc: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

depositors concerning the timeliness of financial reporting.

RO1d: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

depositors concerning the comparability of financial reporting.

ROle: To investigate the perceptions of Indonesian Islamic Commercial Bankers and

depositors concerning the completeness and faithfulness of financial reporting.

1.6 RESEARCH QUESTIONS
In order to achieve the aforementioned objectives, the following research questions

are formulated:

RQ: Are there different perceptions between Indonesian Islamic Bankers and

depositors regarding the qualitative characteristics of financial reporting?

Rqla: Are there different perceptions between Indonesian Islamic Commercial

Bankers and depositors concerning the understandability of financial reporting?

Rqglb: Are there different perceptions between Indonesian Islamic Commercial

Bankers and Depositors concerning the relevancy of financial reporting?

Rqglc: Are there different perceptions between Indonesian Islamic Commercial

Bankers and depositors concerning the timeliness of financial reporting?



Rqld: Are there different perceptions between Indonesian Islamic Commercial

Bankers and depositors concerning the comparability of financial reporting?

Rqle: Are there different perceptions between Indonesian Islamic Commercial
Bankers and depositors concerning the completeness and faithfulness of financial

reporting?

1.7 RESEARCH SIGNIFICANCE

The significance of this research manifests in its contribution to academic literate and
practices. The study of qualitative characteristics of financial reporting remains new in
the context of Indonesia. It is hoped that this study will attract other researches to
continue and improve on this study especially Indonesian scholars. Secondly, the
results of this study have the potential better establish and evaluate the financial
reporting standards, particularly by relating the findings to the specific statements in
Indonesian financial reporting acts. This is particularly relevant to regulators and
policy makers. Correspondingly, it is expected that this research will assist in

rendering financial reports more understandable, especially by third party users.

1.8 LIMITATIONS OF THE STUDY
The limitations of the study are:
a. The translation of the questionnaire from English to Indonesian might
not represent the true meaning of the questions.
b. Given the rarity of the topic, it is difficult to make comparisons due to

the lack of empirical study in this area.



C. The number of participants is small. The sample consisted of 210
bankers and 110 depositors. Furthermore, the respondents were all from
one state (Jakarta). A much larger sample from all states in Indonesia is
needed for more generalisable results.

d. Time constraints meant little time for distributing and collecting the

data.

1.9 STRUCTURE OF THE THESIS

The thesis is organised into five chapters. Briefly, the first two chapters discuss the
background of the study and the literature review. The next chapter explains the
research methodology adopted by the study. The last two chapters discuss the findings
of the study and conclude the research with a number of recommendations.

Chapter One: Introduction

This chapter presents a brief overview of the background of the study, statement of the
problems, research objectives and research questions, purposes of the study, the
research motivations and significance of the study, limitations of the study, and the
structure of the thesis.

Chapter Two: Literature Review

This chapter reviews and focuses on literature concerning the qualitative
characteristics of financial reporting. It also explains the theoretical foundations of the
study, agency theory for financial reporting, along with the research hypotheses.
Chapters Three: Research Methodology

Chapter three explains the research methodology. It identifies the elements of the
research framework and delineates the steps undertaken in relation to developing the

study instruments, pilot study, and data collection approaches.



Chapter Four: Finding and Analysis

Descriptive statistics are used to summarise the data. Statistical testing methods such
as paired sample T-test, and Mann-Whitney U test, correlation, and regression are
utilised in the study.

Chapter Five: Conclusion, Challenges, and Contribution

The results of the study are discussed further in terms of its implications in this

chapter, and conclusions of the findings are carefully elaborated.

1.10 CONCLUSION
This chapter briefly described the blueprint of this thesis. It described the master plan
of this study and the targeted objectives. The following chapter provides information

about the literature review relevant to this study.



CHAPTER TWO

LITERATURE REVIEW

2.1 INTRODUCTION

This chapter discusses financial reporting, the theoretical framework, and hypotheses
development. Reviewing the literature improves the researcher’s understanding about
the issues at hand in addition to learning about methods applied in previous studies.
Following the introduction, section 2.2 begins by discussing financial reporting.
Section 2.3 discusses the objective of financial reporting. Furthermore, section 2.4
reveals the qualitative characteristics of financial reporting, while section 2.5 review
previous studies on the qualitative characteristics of financial reporting. Section 2.6

concludes the chapter.

2.2 FINANCIAL REPORTING

The information obtained in financial reporting is considered highly important for the
decision-making process. Therefore, such information gains a respectable amount of
value to different users. As the decision-making process is a critical issue, the quality
of this process depends to a great extent on the reliability and validity of the
information. As the decision process is becoming more complicated, completeness
and assurance of information are vital characteristics that are reflected in the reliability

and validity of this sort of information.



2.3 THE OBJECTIVES OF FINANCIAL REPORTING

There are many reasons why companies should publish their financial reports. One of
them is because the financial statements of a company are a valuable economic
decision-making tool for users and therefore the financial statements contribute to the
well-functioning of the capital markets (Hoogendoorn & Mertens, 2001). According
to the Framework for the Preparation and Presentation of Financial Statements of the
International Accounting Standards Board (IASB), the objective of financial
statements is to provide information about the financial position, performance and
changes in financial position of an entity that is useful to a wide range of users in
making economic decisions (IASB, 2005).

The development of the objectives of financial statements was a long and
arduous process due to constant debates over the objectives of financial reporting
since the publication of the Trueblood Committee report in 1973 (Chang & Most,
1985). Wolk et al. (1992) argued that the document is, to a large extent, justly accused
of being all things to all people. However, in spite of these limitations, this statement
was a step toward the development of financial accounting and has directly influenced
both the Trueblood Report and the Corporate Report in their search for the objectives
of financial statements. The Trueblood Report (AICPA, 1973) reached a number of
conclusions on the desirable goals of the financial accounting process:

a. The basic objective of financial statements is to provide information

useful for making economic decisions.

b. An objective of financial statements is to serve primarily those users

who have limited authority, ability, or resources to obtain information
and who rely on financial statements as their principal source of

information about an enterprise's economic activities.
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C. An objective of financial statements is to provide information useful to
investors and creditors for predicting, comparing, and evaluating
potential cash flows to them in terms of amount, timing, and related
uncertainty.

d. An objective of financial statements is to provide users with information
for predicting, comparing, and evaluating enterprise earning power.

e. An objective of financial statements is to supply information useful to
judging management's ability to utilise enterprise resources effectively
in achieving the primary enterprise goal.

f. An objective of financial statements is to provide information useful for
the predictive process. Financial forecasts should be provided when they
will enhance the reliability of users' predictions.

g. An objective of financial statements is to report on those activities of
enterprise affecting society which can be determined and described or
measured and which are important to the role of the enterprise in its
social environment.

Since then, studies on the objectives of financial reporting, like the Trueblood
Report in the US and the Corporate Report in the UK, explicitly considered that the
primary objective of financial accounting should be to aid users in making their
decisions (Ryan et al., 2002). The literatures have seen extensive studies of the users’
needs in the financial reports of the corporations particularly focusing on decision
usefulness as the primary purpose of financial reporting.

Preparers, standard setters, and users agreed that the primary purpose of
external financial reporting is to provide information to users that is useful for making

and evaluating decisions about the allocation of scarce resources (AASB, 2001).
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Notably, the Trueblood Committee report stated that the objective of financial
reporting is to provide information useful for making economic decisions. The
propositions were then used by the American Accounting Association (AAA) and the
Financial Accounting Standards Board which endorsed the concept that financial
statements should provide information that is useful to present to potential investors
and creditors in making rational investment and credit decisions (FASB, 1978).

Thus, the development of financial reporting evolved around the major aim of
producing information that will satisfy varieties of different user groups and the need
for useful information (Lee, 1988). The framework also describes what qualitative
characteristics information should possess in order to be useful, such as
understandability, relevance, reliability and comparability. The next sub section sets to

explain these characteristics in greater detail.

2.4 CHARACTERISTICS OF QUALITATIVE FINANCIAL REPORTING

The qualitative characteristics are derived from the International Accounting
Standards Board (IASB) framework. It can be said that the qualitative characteristics,
as a hierarchy of qualities, makes the information in the financial reports useful for
users. Therefore, lack of financial reporting elements would be assumed to have a
negative impact on the quality on the financial reporting itself. Hendriksen & Van
Breda (1992) defined qualitative characteristics as attributes of accounting
information which tend to enhance its usefulness. Thus, according to the conceptual
framework of the IASB (2001), the qualitative characteristics of financial statements
(relevant to this study) are: (I) Relevance, (II) Understandability, (111) Materiality,
(1V) Timeliness, (V) Reliability, and Faithful Representation, (V1) Completeness and,

(V1) Comparability.
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