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ABSTRACT

Standards for Accounting and Review Services (SSARS) Number (No.) 1, “Compilations and Review Services,” (AICPA 1979) allowed public accountants a means to be associated with unaudited financial statements and information about nonpublic entities.  Over the next two decades, those in academics and the profession examined the gap between the purpose and perception of reviewed and compiled financial statements.  Recently, SSARS No. 8 “Amendment to SSARS No. 1, Compilation and Review of Financial Statements” (2000) expanded the accountants association with compiled “plain paper statements.”  Unlike traditional compilations, plain paper statements that offer no assurance are intended only for the use of informed members of management. 


The purpose of this paper is to examine new concerns linked to the issuance and use of plain paper statements.  Using SSARS No. 8 exposure draft comment letters to identify plain paper report concerns, we surveyed both practicing CPAs and sophisticated financial statement users (bankers) to measure the magnitude of each concern, as well as their perceptions of plain paper statement reliance and assurance offered by the associated accountant’s report.  We find that despite the “internal use only warnings” required on the face of all SSARS No. 8 reports, bankers frequently obtain such reports (probably as part of client loan files).  Moreover, bankers often misinterpret or ignore the purposes and other limitations of such SSARS No. 8 reports, which could lead to their improper use.  Potential problems caused by groups outside “informed management” may be limited in two manners.  First, the CPA profession could work with improper third party users of SSARS No. 8 reports, such as the American Bankers Association, to educate them as to the purpose and limitations of plain paper financial statements.  Second, CPAs should continue to emphasize reaching a clear understanding with the client in all engagements.   

Identifying Perceptions in the Quality and Purpose of 

SSARS No. 8 “Plain Paper Statements”


Over a quarter of a century ago Standards for Accounting and Review Services (SSARS) Number (No.) 1, “Compilations and Review Services” (AICPA 1979) allowed public accountants a means to be associated with unaudited financial statements and information about nonpublic entities.  Discussing the new standard, Gutberlet (1980) wrote:

In retrospect, one might conclude that the Committee had the audacity to expect users of unaudited financial statements to read and understand the accountant’s report and to expect accountants (who are presumed to be experts in financial communications) to be able to communicate to clients and others the difference between audits, reviews and compilations (p. 338).


For many years, academics and practitioners have examined the gap between the purpose and perception of both reviewed and compiled financial statements.  Solomon, Chazen and Miller (1983) warned that since ambiguous compilation standards would cause potential CPA liability, CPAs should minimize the perception issues in compilations by clarifying potential expectations gaps with their clients.  Next, Nair and Rittenburg (1987) reported that bankers, representing sophisticated users, viewed compiled statements as more reliable than CPAs intended.  While users of compiled statements perceived some level of assurance that the statements conformed to GAAP and contained no errors, Yardley (1989) reported that such perception gaps should diminish over time as users gain experience.


After many years of debate, the American Institute of Certified Public Accountants’ (AICPA, 2000) Accounting and Review Services Committee (ARSC) issued SSARS No. 8, “Amendment to SSARS No. 1, Compilation and Review of Financial Statements,” to allow public accountants to be associated with “plain paper statements.”  Unlike traditional compilations, plain paper statements are intended for informed members of management.  This recent nonaudit service has caused new concerns, discussed in the comment letters to the standard’s exposure draft.  Prior studies have focused on the perception gaps related to SSARS No. 1 for the reliability of reviewed and compiled statements and the level of assurance stated in the associated accountant’s report. 

Research has not yet examined financial statement users’ understanding of SSARS No. 8 and its underlying conceptual definitions.  After identifying and examining areas where potential perception gaps exist in SSARS No. 8 plain paper statements, we extend prior research by comparing CPAs’ and sophisticated users’ perceptions of the reliability of various compilation and plain paper statements, and the level of assurance offered by their accountant’s report.  Using content analysis, we examine SSARS No. 8 comment letters to isolate potential perception gaps.  We used these comment letters and perception gaps identified in prior studies to develop a survey administered to CPAs and bankers. 

We surveyed CPAs and bankers (serving as surrogates for sophisticated users), asking them to indicate their level of agreement to a series of statements.  We also measured their reactions to several scenarios related to plain paper statements.  This paper is primarily motivated by new perception gaps not identified in the body of prior research.  If parties involved with plain paper statements do not understand SSARS No. 8’s constraints and limitation, users will draw incorrect inferences from the compiled financial statements and associated accountant’s report.  The paper’s secondary motivation is to detect the persistence of prior gaps relating to assurance and reliability.  SSARS No1. has been in effect for over 25 years.  User experience with the review and compilation standard should have diminished or eliminated much of the initial perception gap.  If such reported gaps still exist, then statement users may also over-rely on plain paper statements.  


The rest of the paper is organized as follows: The first section briefly summarizes the history of authoritative standards relating to compilations and a review, and discusses the relevant research.  The next section describes the study’s research questions and methodology.  The following section discusses results and analysis of the data collected through the content analysis of the comment letters and administered survey. The last section presents our conclusions, suggestions for future research and a statement of the study’s limitations.  

PRIOR RESEARCH

A Brief History of Compilations and Reviews

Before SSARS No.1, practitioner journals contained surveys of CPA and banker perceptions’ of CPAs’ association with unaudited financial statements.  For example, Bainbridge (1979) found that 51% of CPAs and 64% of bankers incorrectly believed that unaudited financial statements considered evidence to ascertain that the clients’ internal control system performed as prescribed.  SSARS No. 1 sought to provide guidance for CPA association with compilation or review engagements for nonpublic entities, providing minimum standard procedures for compilations offering no assurance and reviews providing limited assurance.  Many CPAs long believed that the new standards improved the profession (Reed, Murray and Murray 1989).  

However, SSARS No. 1 failed to resolve the plain paper statement controversy.  For example, Guy, Israeloff and Hepp (1990) debated whether SSARS No. 1 should encompass plain paper financial statements, which CPAs can submit to clients for use by informed management but not third parties.  Controversies arose in such areas as (1) clients incorrectly expecting CPA assurances from the CPA’s compilation report; (2) clients incorrectly expecting CPA assurances from CPAs being associated with the plain paper statements; and (3) bankers and other unauthorized parties improperly receiving and relying on such financial statements.  

CPA accounting practices changed significantly from 1979 to the end of the 20th century.  An increasing number of clients used the Internet to send their source documents to their CPAs and receive financial statements.  Questions arose on proper procedures when clients made even minor changes to the statements on their own computers, since SSARS No. 1 required the CPAs to issue new compilation reports each time they were associated with or changed the financial statements.  Concurrently, many non-CPA bookkeeping services and such new entities as American Express began competing aggressively in this market for accounting services.  In response to this pressure, in 1998, the Florida State Board of Accountancy allowed CPAs to offer their clients “assembled” financial statements for such non-assurance services as manual or computer output of working trial balances, adjusted accounting records, or consulting on accounting matters, without issuing compilation reports (Anonymous, 1999).  In 2000, the ARSC issued SSARS No. 8, “Amendment to SSARS No. 1, Compilation and Review of Financial Statements,” requiring CPAs to adhere to the provisions of SSARS No. 1 when compiling financial statements for client or third party general use.  

CPAs can now perform less detailed and extensive services when restricting such reports distribution to "informed" members of management.  Their clients can now receive financial statements that do not express or disclaim an opinion, if each statement page is marked with the term "restricted for internal use only."  SSARS No. 8 also defines submitted as “presenting to a client or third parties financial statements that the accountant has prepared either manually or through the use of computer software (SSARS No. 8, 04 AICPA 2000).” 

Prior Academic Research


Prior academic studies have generally examined two major questions relating to a CPA’s association with financial statements; they: (1) examine financial statement users’ perceptions of assurances offered by the CPA’s report; and (2) test the perceived reliability of the audited, reviewed or compiled financial statements.  Within the auditing profession, the perceived gap between users’ and practitioners’ expectations has existed for many years.  Attempts to close this gap has led to the adoption of many Statements on Auditing Standards (SAS), such as SAS Nos. 52-60, and fraud related SAS Nos. 82 and 99.  Even after a series of new standards, Humphrey, Moizer and Turley (1992) noted that the expectation gap has not changed much in the US (or UK) since the beginnings of company audits in the nineteenth century.  Hian, and Woo (1998) and McEnroe and Martens (2001) have since concluded that public education and additional CPA disclosures can best minimize the auditing expectation gap. 


Libby (1979) examined auditor/banker perception gaps for various forms of auditor reports.  Using a series of audit report examples, he tested for several perceptual differences, finding no significant differences between CPA and user perceptions.  He stated that the “general finding of no large differences implies that fears of miscommunication of the message intended by audit reports…may not be justified (p. 118).”


Post-SSARS No. 1, Pany and Smith (1982) surveyed financial analysts’ perceptions of various degrees of auditor association with quarterly data.  Unlike Libby’s (1979) results, they found that financial statement users could not recognize differences in levels of auditor association.  Financial analysts’ mean replies for distinguishing between no auditor association and three different levels of association also were only marginally significant.  This result suggests that financial statement users had limited ability to distinguish between varying levels of auditor association or accountant’s report assurance.  

Pillsbury’s (1985) sample of bank loan officers and audit partners extended Pany and Smith’s work.  She compared how 25 Big Eight audit partners and 25 officers at large banks viewed eight different types of CPA professional services: interim reviews of public entities, compilations of non-public entities, contract compliance, supplementary information, "standard" audits, condensed financial statements, agreed-upon procedures and reviews of financial forecasts.  Using a multi-dimensional scaling, she found both bankers and independent auditors had consistent perceptions regarding the types of assurances that various types of CPA-associated financial statements provide.  However, significant differences existed as to how both groups viewed financial forecasts and the interim review of financial statements. 

Kinney (2000) stated that like with audits, CPAs are associated with compilation reports.  Expectation gaps may also extend to compilation engagements, despite the accountant’s report stating that they provide no assurance.  Nair and Rittenberg (1987) extended past studies by examining perceptions of nine alternative types of CPA-associated reports.  Reporting perception differences between bankers and CPAs for phrases describing reviews and compilations, Nair and Rittenburg found some differences between bankers and CPA perceptions that associated with the size of the subjects' banks and CPA firms.  Summers, White and Clay (1987) also found that smaller firms were less likely to use engagement letters for audits, reviews and compilations.  They suggest that the use of engagement letters by smaller firms would reduce the risk of client misunderstandings in the type and extent of CPA’s assurance services.  While the literature (e.g., Bartlet 1991; Schneider 1995; Yardley 1989) reports continued perception gaps, Strawser (1991) warns that the accountants report may fail to influence user decisions because users often do not consider the communicated report as information.  

Golen, Loren and Pany (1998) extended the above research to include the proposed assembled plain paper financial statements for nonpublic clients.  They examined bank loan officers’ decisions for loan applications under three types of financial statements, assembled (1) by a CPA firm, (2) by a national financial services provider, or (3) internally by the client.  They found that who assembled the financial statements did not affect the actual loan decision, but bank loan officers were still more confident in CPA firm-assembled statements.  They further conclude that bankers over-rely on the plain paper statements, equally weighting them with a standard compilation, though CPAs view assembled statements as a lower level service.  

Prior studies have reported many perception differences between sophisticated financial statement users and CPAs for many types of audit and nonaudit services.  Golen, Loren and Pany (1998) applied this stream of research to assembled financial statements, predating the issuance of SSARS No. 8 and the resultant issues identified during its comment period.  This study examines financial statement users’ understanding of SSARS No. 8 and conceptual definitions that support the standard, including what constitutes “informed management” and “submitted financial statements.”  This study also extends prior research by comparing CPAs’ and sophisticated users’ perceptions of the reliability of various compiled and plain paper statement applications, and the level of assurance offered by their associated accountant’s report.   

RESEARCH METHODOLOGY AND RESPONDENT’S DEMOGRAPHICS

To help measure expected third party use of SSARS No. 8, we developed a survey to examine how, if at all, do: (1) bankers and other unauthorized users (i.e. third parties) use such financial statements intended for internal use only; and (2) local, regional and national CPA firms perceive the use of such financial statements.  We developed the questions from (1) analyzing the relevant literature, including Young and Madray's (2001) examples of "informed" members of management and “submitted financial statements”; (2) systematically analyzing the 85 comments on the AICPA's 1999 Exposure Draft (ED); and (3) adapting Golen, Margheim and Pany's (1998) research plan.  


We performed content analysis on the 85 letters commenting on the SSARS No. 8 ED, whose results helped to summarize categories of concerns to develop our survey instrument.  The letters represented opinions of all “Big” CPA firms, a mix of smaller firms and academics.  We reviewed a random sample of 25 comment letters to identify variables (content characteristics) to classify (code) during the analysis process.  The initial content analysis categories included vague guidance, need for a new standard, what constitutes third parties versus informed management, insuring statements are for “Management Use Only,” accountant’s level of responsibility for plain paper statements, defining “submitted financial statements,” reporting versus non-reporting situations, understanding with the client (the need for engagement letters), and the level (reliability) of service being offered.  We read each of the 85 comment letters using these coding categories to identify concerns about the ED.  To help increase our instrument’s validity, all three researchers independently categorized these items, reconciling any individual differences (which were minor).  We found a high degree of initial reliability for the coded categories after analyzing the 25 comment letters.  All three coders successfully classified the comment letter concerns within these nine categories.  After developing the survey, we pre-tested the instrument with 20 local, regional and international CPA practitioners, users (i.e., bankers), accounting professors and professional survey instrument developers.  Table 1 reports these ED concerns in descending order of frequency.

[PLEASE INSERT TABLE 1 HERE]

The most common ED concern was “defining submitted financial statements” (40%).  The most common comments/questions included types of CPA firm services that could fall under SSARS No. 8, as well as electronic forms of information.  Respondents wanted to limit what could be viewed as plain paper statements.  The following are examples of comments coded as “defining submitted financial statements:”  

Are we really talking about a traditional set of financials compiled by the outside accountant, or can less than this be construed as submitted financial statements? If we remotely make a single AJE and the client pulls F/S from their system based on our AJE are these submitted F/S? What about write-up work? The standard is not current with technology. Is there a difference between ‘submitted’ and ‘generated’?  What about personal F/S?

“What constitutes third parties or informed management” was cited in 38 percent of the comment letters.  Concerns generally focused on defining informed management, as opposed to identifying third parties.  Given the potential for litigation, comments and questions were asking for clarification of where informed management ended.  Again, respondents tried to limit those who fall under SSARS No. 8, and to whom they are responsible.  The following are examples of comments coded as “what constitutes third parties or informed management:”  

However, in creating financial statements for “management only” we first need to define management and assure the statements’ restricted use. No one is convinced that the financial statements will only be used by management. There needs to be a distinction between third parties and management. Are these statements meant for management or just those who lack independence? Do we need to expand the definition of management? 

Thirty-three percent of respondents questioned the level of service offered by plain paper statements.  ED respondents were concerned with the perception (or reality) of offering a lower quality engagement in order to compete with non-CPA services.  Does price competition with non-CPAs drive the acceptance of plain paper statements?  Below is a sample of comments coded as level of service concerns:

The amendment eliminates the distinction between CPAs and non-CPAs by reducing the quality of work to a less than professional level.  But we are offering a less expensive product to compete with those in related areas. Have we created “assembled” financial statements without using the term assembled?  Is this a new (lower) level of service? Is this form of compilation a lower level of service (for management only)? Are we sacrificing reliability for timeliness?

A total of 27 percent of ED comment letters focused on defining situations requiring an Accountant’s Report versus non-reporting engagements.  Apprehension over what are plain paper reports and when to issue them were captured in the following example comments: 

When do we issue an accountant’s report? What constitutes a report? We are issuing F/S without reports. 

Assure an understanding with the client was cited in 18 percent of the comment letters.  Comments focused on the need for an engagement letter to assure an understanding with the client.  A secondary concern appeared to be when was an engagement letter needed.  The following is a comment categorized as assuring an understanding with the client:

We need to assure an understanding with the client, and apply it consistently. Engagement letters need to be issued for all F/S services. We are merging murky engagement letters with management letters.

Less frequently mentioned concerns included the need for a new standard (15%), insure “for Management Use Only” (14%), accountant’s responsibility (11%) and the ED offering vague guidance (9%).  Summarizing respondent’s concerns: 

If it is not broke, do not fix it. The standard is a short-term cosmetic fix. Are we creating procedures that take longer than the service? How do we clearly mark statements for “management only?” Do we disclaim each page? Who polices the use? This is a large burden for a small fee. Does this standard increase or lesson the burden of the CPA? We need a legal liability waiver for altered statements. Do we have less responsibility to management than other concerned parties? Vague guidance when compiled statements did not conform to GAAP.


Overall, comments sought to limit a CPA’s responsibility, define who could be considered “informed management” and what constitutes “plain paper statements,” and clarify the need for an Accountant’s Report.  While “vague guidance” was only mentioned in 9 percent of the comment letters, each of the other categories of concern desired both concise and limiting definitions relating to plain paper engagements. Based on the discussed prior literature, AICPA 1999 ED concerns, and pre-test response we ask the following research questions:

(1) What are sophisticated users’ and CPAs’ levels of familiarity with SSARS No. 8’s conceptual definitions?

(2) Can sophisticated users and CPAs properly identify members of informed management?

(3)  Can sophisticated users and CPAs properly identify what constitutes submitted financial statements?

(4) How much confidence do sophisticated users and CPAs place in plain paper/compiled statements?

(5) What level of assurance do sophisticated users and CPAs believe is being offered by the associated accountant’s plain paper/compilation report?

At one of several professional meetings in a large metropolitan area, we surveyed two groups of participants who had vested interests in these issues.  Respondents include 111 accountants from small, medium and large CPA firms (“Public Accountants”) and 48 bank loan officers (“Bankers”) from seven large banks.  Table 2, Panel A, provides these demographic details by subject group.  Of the 159 respondents, 111 (70%) are male, 35 (22%) have an advanced degree above the bachelor level, and 99 (62%) are CPAs.  The public accountants report an average of 24.8 years of public accounting experience, ranging from 0 to 55 years, and an average of 8.0 years of non-public accounting experience, ranging from 1 to 27 years.  The bankers report an average of 14.8 years of banking experience, ranging from 2 to 45 years.  

[PLEASE INSERT TABLE 2, PANEL A HERE]

Table 2, Panel B, summarizes the subject’s experience and familiarity with plain-paper statements and SSARS No. 8.  Table 2, Panel B, shows that while public accountants’ work primarily involves tax work (43%), compilations (34%) and other (32%), they spend 15% of their time working with plain-paper statements.  Bankers’ primary exposure to information from engagements involved tax reports (43%), compilation statements (58%), plain-paper statements (27%), and other public accounting services (30%).  When directly asked about their experience with plain-paper statements, public accountants report having very little experience (5% report “lots”; 10% report “some”; 79% report “none”), and bankers report some experience with these statements (63% report “some,” “lots” or “extensive;” 32% report “none”).  Ironically, while bankers reported some experience with plain-paper statements, they noted no familiarity with SSARS No. 8 (100% reported “none”).  Similarly, only 25 percent of public accountants noted some level of familiarity with SSARS No. 8 (“little”= 17%, “some” = 6% and “very” = 2%).

[PLEASE INSERT TABLE 2, PANEL B HERE]

RESULTS AND ANALYSIS

Part 2 of our survey asks bankers and CPAs to rate their level of agreement or disagreement (on a 7-point Likert scale where 1 = strongly disagree and 7 = strongly agree with the statement) regarding several statements concerning SSARS No. 8 in general, its specific effects on financial statements and its effects on the accounting profession.  Table 3 summarizes the means of these statement ratings and tests of differences between bankers and CPAs.

[PLEASE INSERT TABLE 3 HERE]

We find that CPAs perceive more significantly than bankers (p value = .01) that users already had difficulty understanding the levels of assurances provided by CPAs (i.e., audit, review, compilation and plain-paper statements) even before SSARS No. 8 (Q13).  However, CPAs are more neutral that SSARS No. 8 creates a new and unnecessary rule (Q7), and bankers do not significantly differ from CPAs on this issue (p value = .39).  

Bankers perceive more significantly than CPAs (p value = .01) that firms will engage CPAs to issue plain-paper statements due to the statements’ lower cost than compilations, reviews and audits (Q12); however, bankers also perceive more significantly than CPAs that CPAs issuing plain-paper statements will negatively affect the CPA’s role as a certified professional (Q2; p value = .04), will negatively affect the overall effectiveness and quality of financial statements (Q5; p value = .02), and could lead to deceptive reports and to poor user decision-making (Q3; p value = .03).  In addition, bankers perceive more significantly than CPAs (p value = .04) that SSARS No. 8 allows non-CPAs to issue plain-paper statements, thereby bringing substandard work to the client and to the public (Q1).

These initial perceptions suggest that CPAs perceive that SSARS No. 8 may not help in clarifying the current misunderstandings of users concerning the assurances provided from CPA reports and other services (e.g. plain paper statements).  In addition, bankers perceive that SSARS No. 8 will encourage clients to engage CPAs and non-CPAs to prepare plain paper statements because of the lower cost of such statements; however, they perceive the preparation of plain paper statements will reduce the quality of financial statements, lead to deceptive reports and substandard work, and reduce the professional image of CPAs.

Research Question (1):

Our first research question asks how well sophisticated users (bankers) and CPAs understand SSARS No. 8’ conceptual definitions.  For statements concerning the specific aspects of SSARS No. 8, both bankers and CPAs tend to agree that (1) plain-paper statements will end up in the hands of third parties (Q4); (2) the stamp “for management’s use only” or the CPA’s letterhead on the statements will inappropriately associate the CPA with the statements (Q9); (3) clients may place unwarranted reliance on plain-paper statements (Q11); and (4) plain-paper statements should be limited to interim reporting only (Q10).  Both groups tend to agree, inaccurately, that all material modifications to financial statements constitute “submitted” financial statements (Q8).
  The answer to our first research question is that both CPAs and sophisticated users (bankers) are familiar with the negative aspects of plain paper statements, such as inappropriate reliance on the statements by third parties, but both groups are incorrectly interpreting the conceptual definitions of “third party” and “submitted financial statements.” 

Research Question (2):


Our second research question asks whether bankers and CPAs can correctly classify client members as third parties or informed management per SSARS No. 8.  This issue is the second most frequently identified concern in the SSARS No. 8 comment letters summarized in Table 1.  Part 3 of our survey was developed from the examples of third parties and informed management used by Young and Madray (2001, p. 49).  We asked bankers and CPAs to rate 11 client individuals (six scenarios) on a 7-point Likert scale where 1 = third party, 7 = informed management and 4 = either.  Items 2, 3, 5 and 6 on the scale were used to indicate a degree of strength of opinion whether the described individual was a third party or informed management.  Table 4 summarizes the means, standard deviations and ranges of these ratings, along with the “correct” answer per Young and Madray.  The significant differences between the ratings and the correct answer are indicated with asterisks.

[PLEASE INSERT TABLE 4 HERE]

The most notable finding shown in Table 4 is that all mean responses significantly differ from the published answer—they were all wrong.  However, responses concerning “members in management” (scenarios 1 – 4) are in the correct direction, i.e., closer to 1 for third party or closer to 7 for informed management.  But the responses for “board members” and “shareholders” are not in the correct direction as both bankers and CPAs rated these members as “either” (close to 4) when these members are actually either third parties or informed management as defined in SSARS No. 8.

For scenarios 1 – 4 where the responses are in the correct direction, CPAs are closer to the correct 1 and 7 ratings than are bankers, but only significantly so for John, Jane, Joe and Mary – “managers” of the business (refer to Table 4a).  Although the mean responses for CPAs are more “correct” than the bankers, the banker responses are more homogeneous, show less variation,
 than the CPAs.  Though the mean CPA response may appear closer to the “correct” response, individual CPA responses vary more, so getting the more “correct” response depends on which CPA you ask.

Our second research question asks if sophisticated users and CPAs can properly identify members of informed management.  The results show the answer is no, not very well.  None of the scenarios were correctly classified statistically; but both bankers and CPAs are better at classifying management members than board members and stockholders.

[PLEASE INSERT TABLE 4A HERE]

Research Question (3):

Our third research question asks whether bankers and CPAs can correctly classify what constitutes “submitted” financial statements per SSARS No. 8.  The issue of users and preparers properly identifying submitted financial statements is the most frequently cited concern described in the SSARS No. 8 comment letters summarized in Table 1.  Part 4 of our survey was developed from the examples of submitted financial statements of Young and Madray (2001, p. 47).  We ask bankers and CPAs to classify seven scenarios as “yes” or “no,” where “yes” means the financial statements are “submitted” and “no” means the financial statements are not “submitted” as defined in SSARS No. 8.   Table 5 summarizes the frequency and percentages of bankers’ and CPAs’ ratings of “yes” and “no,” plus the “correct” answer according to Young and Madray.  The significant differences between bankers and CPAs are indicated with asterisks.

[PLEASE INSERT TABLE 5 HERE]

To test for correct classification, we considered an answer as “correct” if more than 75% of the subjects in the group classify the scenario the same as Young and Madray (2001).  For four scenarios (scenarios 1, 3, 5 and 7), a simple majority of CPAs (slightly > 50%) correctly classified the financial statements as not submitted statements; however, bankers and CPAs clearly (> 90%) classified only one of the seven scenarios correctly (highlighted in bold): the CPA prepares the financial statements and tax return and gives both to the client.  This scenario is the only scenario in the seven scenarios in which the financial statements are “submitted” financial statements per SSARS No. 8.  In addition, more bankers (> = 60%) incorrectly classified the four scenarios (scenarios 1, 3, 5 and 7) as “submitted” statements, significantly different (p value < .05) from that of the CPAs classifications.

The characteristics of the two scenarios that both bankers and CPAs most frequently missed (scenarios 2 and 6) pertain to the CPA making adjustments to the client’s database and printing the financial statements while at the client’s office.  In answer to our third research question, both bankers and CPAs cannot correctly classify what constitutes “submitted” financial statements most of the time.

Research Question (4):

Per Table 1, the third major issue identified in the SSARS No. 8 comment letters refers to how much confidence or reliability sophisticated users and CPAs place on plain-paper financial statements.  Part 5 of our survey addresses the issues of confidence and reliability in six cases of various financial statements.  Bankers and CPAs rate their confidence and reliance on the financial statements in each case using a 7-point Likert scale where 1 = no confidence at all and 7 = extremely confident.  Table 6 summarizes these ratings.

[PLEASE INSERT TABLE 6 HERE]

Confidence in the financial statements includes perceptions that the financial statements follow Generally Accepted Accounting Principles (GAAP) and are free from material intentional and unintentional misstatements or omissions.  Reliance is measured as overall reliance on the financial statements and footnotes.  Ratings for Cases 1 and 6 show that both bankers and CPAs place little or no confidence and reliance on financial statements that non-CPAs assemble or for SSARS No. 8 plain-paper financial statements.  Both bankers and CPAs are rather neutral when CPAs assemble the financial statements or when the CPA is known to be associated with the financial statements (Cases 2 and 5).  Most troubling is that both bankers and CPAs (CPAs significantly more so:  p value < .05 for reliance and < .10 for confidence) place confidence and reliability on financial statements supported with a CPA compilation report (Case 3).  Both bankers and CPAs (bankers significantly more so:  p value < .05) also place confidence in CPA assembled financial statements supported with a CPA management letter (Case 4).   

In answer to our fourth research question – how much confidence do sophisticated users (bankers) and CPAs place in plain paper statements – both groups appear to place too much confidence and reliance on financial statements that CPAs assemble or are known to be associated with (ratings of 3.4 – 5.84 for cases 2-5).  While they reduce their confidence and reliability ratings for SSARS No. 8 statements (case 6) somewhat (2.85 – 3.43), these ratings are still too high, since SSARS No. 8 plain paper statements offer no level of CPA assurance.

Research Question (5):

Our fifth research question asks what level of assurance do sophisticated users (bankers) and CPAs believe plain paper financial statements offer.  Table 7 summarizes the cases from Table 6 in order of the group’s confidence and reliability ratings.  The order of the cases shows the level of assurance placed on each type of financial statement with and without CPA reports.  

[PLEASE INSERT TABLE 7 HERE]

The order of the cases is similar between bankers and CPAs, with a few exceptions.  The interesting finding is that both groups place unwarranted confidence and reliance on financial statements supported with a CPA compilation report and on CPA assembled financial statements with a CPA management letter.  Like SSARS No. 8 plain paper financial statements, both of these financial statements have zero level of assurance provided, yet both bankers and CPAs place much more confidence and reliability on them than they do on plain paper statements.  Although the answer to our fifth research question is that both bankers and CPAs assign a low level of assurance on SSARS No. 8 plain paper statements, they both assign too much assurance to statements with an accountant’s compilation report (and also a management letter).

SUMMARY, IMPLICATIONS AND CONCLUSIONS

Our study included two parts.  In part one, we read and summarized the Exposure Draft comments on SSARS No. 8 to identify specific issues concerning this recently issued statement.  In part two, we examined the issues identified via a survey of certified public accountants (CPAs) and bank loan officers and executives (bankers).  Our five research questions and findings are summarized as follows.

Our first three research questions ask whether sophisticated users and CPAs are familiar with SSARS No. 8’s conceptual definitions and are capable of applying the key definitions of informed management and submitted financial statements.  We find that they are familiar with the statement’s possible negative effects, i.e. plain paper statements will get in the hands of third parties and will be inappropriately relied on in making financial decisions.  However, our subjects could not accurately identify members of management as informed management or third parties, and they could not accurately identify what constitutes submitted financial statements.  

Our fourth and fifth research questions ask how much confidence and what level of assurance sophisticated users and CPAs place on plain paper and compiled financial statements.  We find that both bankers and CPAs place too much confidence in plain paper and CPA compiled financial statements.  They also assign assurance to these statements although both plain paper and compilations offer no assurance on the financial statements.

In summary, many respondents, including those most familiar with such financial statements seem to be unfamiliar with the provisions and limitations of plain paper financial statements.  For example, many CPAs who prepare plain paper financial statements often are unaware of SSARS No. 8’s key provisions.  Moreover, bankers often (improperly) obtain such reports (probably as part of their loan files), despite the requirements that such statements plainly stress that they are for internal use only.  Such misinterpretations of the purposes and limitations of SSARS No. 8 reports have and will lead to their improper use.

Given these results, perhaps SSARS no. 8 should not have been issued.  In any event, the ARSC should revisit SSARS No. 8, and the AICPA should educate CPAs about the benefits and pitfalls of this Standard.  The profession could also limit potential problems caused by groups outside of “informed management” relying on plain paper financial statements by, first, working with unintended third parties, such the American Bankers Association, to educate them as to the purpose and limitations of plain paper financial statements.  It should educate and warn bankers of the pitfalls of placing and relying on statements compiled “for internal use only” in their clients’ loan files.  Consistent with Hian, and Woo (1998) and McEnroe and Martens (2001), educating the public could also significantly help reduce plain paper statement expectation gaps.  Second, CPAs should continue to emphasize reaching clear understandings with their clients in all engagements, which also serves as a foundation to reduce expectation gaps.  This study’s results further support the need for clear engagement letters in all public accounting services. 
LIMITATIONS AND FUTURE RESEARCH

One limitation of our study is our sample selection.  We surveyed attendees at several educational and professional conferences concentrated in one local area of a Midwest state.  This limited, non-random sample impairs our ability to generalize the results beyond our sample; however, we feel our sample is representative of the population since: (1) the conferences were held in a large Midwest city where many CPA and banking firms are located; (2) our CPA respondents represent CPAs from all levels of the profession – national, regional and local firms; and (3) our bankers represent bankers from small, medium and large banks.  Another benefit of the conferences was that nearly all of the surveys distributed were returned, reducing non-response bias that usually accompanies survey research.

Another limitation is our moderate sample size, especially bankers (n = 48) who represented our sophisticated user group.  Although this limitation should bias against us finding significance, we detected several significant differences and interesting results.  Moreover, since the responding bankers had little familiarity with the provisions of SSARS No. 8, comparing their perceptions to those of CPAs is problematical. 

Future research could test our findings by conducting similar surveys in other locations.  More empirical research on the use of SSARS No. 8 could help standard setters set future standards or clarify current standards concerning reviews, compilations and plain paper statements.  This research provides standard setters evidence that misunderstandings and misinterpretations of SSARS No. 8 and the CPAs’ services of review and compilations exist and require further attention.  Future research could study how to best increase CPAs, bankers and other key users’ understanding of and use of plain paper statements.

Table 1

Content Analysis of SSARS No. 8 Comment Letters

	Identified Issue
	Frequency of Concern n= 85

	What constitutes submitted financial statements? 
	40%

	What constitutes third parties or informed members of management?
	38%

	What reliability level of service are we offering?
	33%

	When are there reporting vs non-reporting situations? (Accountant’s Report)  
	27%

	How do we assure an understanding with the client? (the need for engagement letters)
	18%

	Why do we need this new standard?
	15%

	How do we insure “For Management Use Only?”
	14%

	What is the public accountant’s responsibility level for plain paper statements?
	11%

	Is the guidance too vague?
	  9%


Table 2

Subject Demographics:

Gender, Academic Degrees and Certifications, Accounting and Banking Experience

 Panel A

	Subject

Group
	Gender
	Academic Degrees and Certification
	Public Accounting Experience (CPAs)

Accounting Experience (Bankers)
	Non-Public Accounting Experience (CPAs)

Banking Experience (Bankers)

	
	Male
	Female
	Bachelor
	Master
	CPA
	1-5 years
	6-15 years
	16-30 years
	31 + years
	1-5 years
	6-15 years
	16-30 years
	31 + years

	Public Accountants (CPAs)
	81
	30
	95
	18
	99
	16
	19
	36
	36
	14
	10
	5
	0

	
	
	
	
	
	
	15%
	17%
	34%
	34%
	48%
	35%
	17%
	0

	
	
	
	
	
	
	Average = 24.8 years

Standard Deviation = 14.7 years
	Average = 8.0 years

Standard Deviation = 6.5 years

	Bank Loan Officers & Executives (Bankers)
	30
	18
	36
	17
	NA
	3
	0
	0
	0
	10
	18
	16
	3

	
	
	
	
	
	
	100%
	0
	0
	0
	21%
	38%
	34%
	7%

	Totals
	111
	48
	131
	35
	99
	Average = 1.3 years

Standard Deviation = 1.2 years
	Average = 14.8 years

Standard Deviation = 10.3 years

	Percentage
	70%
	30%
	82%
	22%
	62%
	
	


Total number of CPAs = 111

Total number of Bankers = 48

NA – information not available from survey

Table 2 (continued)

Subject Demographics:

Average Percentage of Time Worked in Accounting Areas, 

Experience with Plain Paper Statements and Familiarity with SSARS No. 8

  Panel B

	Subject Group
	Accounting Areas
	Experience with Plain Paper Statements
	Familiarity with SSARS No. 8 Rules

	
	Audit
	Tax
	Con-

sulting
	Reviews
	Comp-

ilations
	Plain Paper Statements
	Other
	None
	Little
	Some
	Lots
	None
	Little
	Some
	Very

	CPAs
	20%
	43%
	12%
	18%
	34%
	15%
	32%
	79
	12
	10
	5
	80
	18
	7
	2

	
	
	75%
	11%
	9%
	5%
	75%
	17%
	6%
	2%

	Bankers 
	  8%
	43%
	NA
	17%
	58%
	27%
	30%
	14
	2
	13
	15
	47
	0
	0
	0

	
	
	32%
	5%
	30%
	33%
	100%
	0
	0
	0


NA – information not available from survey

Total number of subjects = 159
Table 3

Group Means and Significant Group Comparisons for

Questions Concerning SSARS No. 8 and the Accounting Profession

	Question
	Group
	Group Means1 

[Standard Deviation]

(Number of Responses)
	t Value
	Two-Tailed

p value

	Q1:  SSARS No. 8 allows non-CPAs to issue plain-paper statements, thereby bringing substandard work to the client and to the public.  
	CPAs
	3.66         
	[2.08]
	(94)
	2.04
	0.0429

	
	Bankers
	4.36        
	[1.35]
	(45)
	
	

	Q2:  A CPA issuing plain-paper reports will negatively affect the CPA’s role as certified professional (as opposed to non-CPAs).
	CPAs
	4.02
	[2.06]
	(97)
	2.09
	0.0385

	
	Bankers
	4.72
	[1.36]
	(46)
	
	

	Q3:  Allowing plain-paper reports could be deceptive and lead to poor decision-making.
	CPAs
	4.02
	[1.90]
	(96)
	2.19
	0.0300

	
	Bankers
	4.72
	[1.47]
	(46)
	
	

	Q4:  Plain-paper reports will end up in the hands of third parties (e.g. bank loan files, uninformed members of management, and the public).
	CPAs
	5.33
	[1.52]
	(95)
	1.58
	0.1154

	
	Bankers
	4.87
	[1.77]
	(46)
	
	

	Q5:  A CPA issuing plain-paper reports will negatively affect the overall effectiveness and quality of financial statements.
	CPAs
	3.93
	[2.00]
	(95)
	2.30
	0.0227

	
	Bankers
	4.70
	[1.53]
	(46)
	
	

	Q6:  SSARS No. 8 creates a new and unnecessary rule since the profession already has the tools needed to prepare such “internal-use” statements.
	CPAs
	4.46
	[1.80]
	(93)
	0.27
	0.7892

	
	Bankers
	4.55
	[1.45]
	(44)
	
	

	Q7:  Allowing CPAs to issue plain-paper reports brings “inconsistency” to the profession.
	CPAs
	4.37
	[2.01]
	(97)
	0.86
	0.3887

	
	Bankers
	4.67
	[1.60]
	(45)
	
	


1 Responses were reported on a 7-point Likert scale with 1=strongly disagree and 7=strongly agree with the statement.

Bold represents significant difference at a .05 significance level.
Table 3 (continued)

Group Means and Significant Group Comparisons for

Questions Concerning SSARS No. 8 and the Accounting Profession

	Question


	Group
	Group Means1 

[Standard Deviation]

(Number of Responses)
	t Value
	Two-Tailed

p value

	Q8:  All material modifications of financial statements constitute “submitted” financial statements.  
	CPAs
	4.60         
	[1.48]
	(90)
	0.60
	0.5521

	
	Bankers
	4.44        
	[1.31]
	(43)
	
	

	Q9:  CPAs stamping the report “for management’s use only” or issuing any financial statement on their letterhead associates themselves with such reports, e.g. an unknowing bank clerk will focus only on the CPA’s name as an adequate basis to process a loan.
	CPAs
	4.85
	[1.75]
	(97)
	0.08
	0.9368

	
	Bankers
	4.82
	[1.27]
	(45)
	
	

	Q10:  Plain-paper reports should be limited to interim reporting only.
	CPAs
	4.66
	[1.77]
	(95)
	0.11
	0.9128

	
	Bankers
	4.63
	[1.69]
	(43)
	
	

	Q11:  Clients may place unwarranted reliance on plain-paper financial statements.
	CPAs
	5.12
	[1.52]
	(94)
	0.00
	0.9978

	
	Bankers
	5.12
	[1.42]
	(43)
	
	

	Q12:  Firms will regularly engage CPAs to issue plain-paper statements, since compilations, reviews and audits are too expensive.  
	CPAs
	4.38
	[1.73]
	(95)
	2.61
	0.0100

	
	Bankers
	5.13
	[1.27]
	(45)
	
	

	Q13:  Users of financial statements already have much difficulty understanding the level of assurance CPAs provide before the issuance of SSARS No. 8.
	CPAs
	5.35
	[1.54]
	(94)
	2.56
	0.0115

	
	Bankers
	4.64
	[1.50]
	(44)
	
	


1 Responses were reported on a 7-point Likert scale with 1=strongly disagree and 7=strongly agree with the statement.

Bold represents significant difference at a .05 significance level.
Table 4

Comparison of Mean Responses to Published Answers for 

3rd Party/Informed Management Classification per SSARS No. 8

	
	
	CPAs
	Bankers

	Classification Scenario
	Published Answer1
	Mean2

(Std. Deviation)2
	Range2

(# of subjects)
	Mean2 

(Std. Deviation)2
	Range2

(# of subjects)

	1.  ABC Co. is owned and managed by its sole shareholder, John.  John                     has adequate accounting and business knowledge of his business.      Classify John.
	7.00
	6.72*
	3.0 - 7.0
	6.38*
	5.0 – 7.0

	
	
	(0.74)
	(100)
	(0.72)
	(45)

	2. KML Co. is managed by one of its 10 shareholders, Jane.  The other nine live out of state and are not involved in the managing of the business.  Jane has adequate knowledge of the business.  Classify Jane.
	7.00
	6.39***
	1.0 – 7.0
	5.91***
	4.0 – 7.0

	
	
	(1.10)
	(92)
	(1.0)
	(43)

	    Classify the other nine shareholders
	1.00
	2.74***
	1.0 – 7.0
	2.67***
	1.0 – 5.0

	
	
	(1.64)
	(97)
	(1.34)
	(43)

	3.  The XYZ Co. management team consists of a president, Joe; controller, Mary; and operations manager, Sue.  All 3 are involved in the company’s financial operations and are knowledgeable about the accounting principles and practices being used.  Classify Joe.
	7.00
	6.69**
	3.0 – 7.0
	6.42**
	3.0 – 7.0

	
	
	(0.68)
	(99)
	(0.75)
	(45)

	    Classify Mary.
	7.00
	6.66**
	2.0 – 7.0
	6.38***
	4.0 – 7.0

	
	
	(0.78)
	(99)
	(0.75)
	(45)

	   Classify Sue.
	7.00
	6.24***
	2.0 – 7.0
	6.09***
	3.0 – 7.0

	
	
	(1.14)
	(100)
	(0.90)
	(45)


1Published Answers come from the article “An End to the Plain-Paper Debate?” by G. Young and J. Madray (JOA, Jan. 2001, pp. 45-53)

2Means, Standard Deviations and Ranges are based on a 7 point Likert scale where 1 = Third Party, 4 = either, and 7 = Informed Management.  Items 2, 3, 5, and 6 on the scale were used to indicate a degree of strength of opinion whether the described individual was a third party or informed management.

*** p < .001; ** p < .01, * p < .05; p values are one-tail tests for significant differences between the group’s mean response and the published answer

Table 4 (continued)

Comparison of Mean Responses to Published Answers for 

3rd Party/Informed Management Classification per SSARS No. 8

	
	
	CPAs
	Bankers

	Classification Scenario
	Published Answer1
	Mean2

(Std. Deviation)2
	Range2

(# of subjects)
	Mean2 

(Std. Deviation)2
	Range2

(# of subjects)

	4.  The XYZ Co. management team consists of a president, Joe; controller, Mary; operations manager, Sue, and sales manager, Jim.  Jim has no finance background and is not involved in financial decisions.  Classify Jim.  
	1.00
	2.91***
	1.0 - 7.0
	2.80***
	1.0 – 7.0

	
	
	(1.63)
	(100)
	(1.60)
	(45)

	5.  A 3-member Board of Directors manages MLC CO.  The chairman of the board, Tom, was an engineer for MLC Co., but no longer works for MLC Co.  Classify Tom.
	1.00
	3.82***
	1.0 – 7.0
	3.39***
	1.0 – 7.0

	
	
	(2.06)
	(98)
	(1.99)
	(44)

	     Another board member, Bill, also works at a financial brokerage firm.  Classify Bill.
	7.00
	3.96***
	1.0 – 7.0
	3.78***
	1.0 – 7.0

	
	
	(1.93)
	(98)
	(1.85)
	(45)

	The third board member, Barb, works in sales at MLC Co.  Classify Barb.
	1.00
	4.11***
	1.0 – 7.0
	4.47***
	1.0 – 7.0

	
	
	(1.83)
	(97)
	(1.70)
	(45)

	6.  GHI Co. is managed by 10 of its 250 shareholders.  None of the 10 shareholders have a financial background.  Classify the 10 shareholders.
	1.00
	4.42***
	1.0 – 7.0
	4.09***
	1.0 – 7.0

	
	
	(2.07)
	(101)
	(1.91)
	(44)


1Published Answers come from the article “An End to the Plain-Paper Debate?” by G. Young and J. Madray (JOA, Jan. 2001, pp. 45-53)

2Means, Standard Deviations and Ranges are based on a 7 point Likert scale where 1 = Third Party, 4 = either, and 7 = Informed Management.  Items 2, 3, 5, and 6 on the scale were used to indicate a degree of strength of opinion whether the described individual was a third party or informed management.

*** p < .001; ** p < .01, * p < .05; p values are one-tail tests for significant differences between the group’s mean response and the published answer

Table 4a

Comparisons between CPAs and Bankers

On Classification of 3rd Party and Informed Management

	Classification Scenario
	CPAs

Mean

Response 
	Bankers

Mean 

Response
	t-value
	Two-tailed

p-value

	Classify John
	6.72
	6.38
	2.60
	0.0102

	Classify Jane

Classify other 9 shareholders
	6.39

2.74
	5.91

2.67
	2.46

0.24
	0.0153

0.8122

	Classify Joe

Classify Mary

Classify Sue
	6.69

6.66

6.24
	6.42

6.38

6.09
	2.09

2.01

0.79
	0.0382

0.0468

0.4330

	Classify Jim
	2.91
	2.80
	0.38
	0.7066

	Classify Tom

Classify Bill

Classify Barb
	3.82

3.96

4.11
	3.39

3.78

4.47
	1.16

0.53

-1.10
	0.2468

0.5977

0.2749

	Classify the 10 shareholders
	4.42
	4.09
	0.89
	0.3758


Bold represents significant difference at a .05 significance level.
Table 5

Comparisons between CPAs and Bankers

On Classification of Submitted Financial Statements

	Scenario
	Published
	CPAs
	Bankers

	
	Answer
	Yes
	No
	Yes
	No

	1).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the financial statements are not given to the client.
	No*
	471

  47%2
	53

   53%
	29

   64%
	16

   36%

	2).  At a client's office, the CPA makes material adjustments to the clients accounting database, prints the adjusted financial statements and takes the financial statements with him or her to the client’s office.
	No
	73

   73%
	27

   27%
	35

   78%
	10

   22%

	3). The client sends the CPA a disk containing the information from the client's accounting database.  The CPA makes adjustments to the disk and returns it to the client.
	No*
	46

   46%
	54

   54%
	31

   69%
	14

   31%

	4).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the CPA gives the client a copy of the financial statements along with the income tax return.
	Yes
	92

   92%
	8

   8%
	41

   93%
	3

   7%

	5). The CPA accesses the client's accounting database by modem and makes material modifications to the database.
	No*
	40

   41%
	58

   59%
	27

   60%
	18

   40%

	6).  At a client's office, the CPA makes material adjustments to the clients accounting database, prints a copy of the financial statements and presents them to the client.
	No
	87

   88%
	12

   12%
	39

   89%
	  5

   11%

	7).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the CPA gives the client a copy of the adjusting journal entries and trial balance with the income tax return.
	No*
	46

   46%
	53

   54%
	29

   66%
	15

   34%


1Published Answers come from the article “An End to the Plain-Paper Debate?” by G. Young and J. Madray (JOA, Jan. 2001, pp. 45-53)

2Number of respondents responding yes (no)

3Percentage frequency of respondents within each group – CPAs and Bankers

Total number of subjects varied by scenario – CPAs’ totals ranged between 98-100; Bankers’ totals ranged between 44-45 

Bold – only scenario the subjects correctly classified.

*Represents significant difference (at a 5% significance level) between CPAs’ and Bankers’ responses (p < .05).  Chi-square values for logistic analysis from categorical data modeling procedure.

Table 6

Confidence Means, Standard Deviations, and Number of Responses 

for CPAs and Bankers for

Case Scenarios of Assembled Financial Statements and CPA Reports

	Case Scenario
	CPAs

Mean1, Std. Dev., (# of Responses)
	Bankers

Mean1, Std. Dev., (# of Responses)

	Case 1: Non-CPA national financial services provider assembled

 financial statements with no CPA report.

	
	

	Overall reliance in the financial statements and footnotes
	2.23

1.31 (94)
	2.32

1.22 (44)

	Confidence that the financial statements will conform to GAAP
	1.89

1.04 (93)
	2.09

0.98 (44)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	2.46

1.41 (93)
	2.41

1.04 (44)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	2.61

1.59 (93)
	2.70

1.37 (44)

	Case 2: CPA assembled financial statements with no CPA report.
	
	

	Overall reliance in the financial statements and footnotes
	3.68

1.73 (91)
	3.45

1.28 (44)

	Confidence that the financial statements will conform to GAAP
	3.46

1.77 (90)
	3.66

1.52 (44)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	3.92

1.82 (89)
	3.43

1.56 (44)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	4.16

2.02 (89)
	3.75

1.82 (44)

	Case 3: Financial statements supported by a CPA compilation report.
	
	

	Overall reliance in the financial statements and footnotes
	5.27**

1.40 (90)
	4.70**

1.23 (43)

	Confidence that the financial statements will conform to GAAP
	5.32

1.46 (90)
	5.00

1.41 (43)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	5.26*

1.53 (90)
	4.72*

1.35 (43)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	5.46

1.61 (91)
	5.00

1.29 (43)


1Means and Standard Deviations are based on a 7 point Likert scale where 1 = not confident at all and 7 = extremely confident.

** p < .05; * p < .10; p values are two-tail tests for significant differences between the CPAs’ and Bankers’ mean responses.
Table 6 (continued)

Confidence Means, Standard Deviations, and Number of Responses 

for CPAs and Bankers for

Case Scenarios of Assembled Financial Statements and CPA Reports

	Case Scenario
	CPAs

Mean1, Std. Dev., (# of Responses)
	Bankers

Mean1, Std. Dev., (# of Responses)

	Case 4:  CPA assembled financial statements with a CPA 

management letter.    

	
	

	Overall reliance in the financial statements and footnotes
	5.27

1.46 (86)
	5.56

1.08 (43)

	Confidence that the financial statements will conform to GAAP
	5.22**

1.55 (86)
	5.84**

1.04 (43)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	5.16

1.46 (85)
	5.53

1.26 (43)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	5.25

1.68 (87)
	5.70

1.28 (43)

	Case 5: Financial Statements with no CPA reports attached but 

CPA known to be associated.   
	
	

	Overall reliance in the financial statements and footnotes
	3.42

1.57 (88)
	3.62

1.13 (45)

	Confidence that the financial statements will conform to GAAP
	3.45

1.57 (89)
	3.73

1.16 (45)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	3.57

1.65 (88)
	3.53

1.22 (45)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	3.72

1.83 (88)
	3.69

1.31 (45)

	Case 6: SSARS No. 8 Plain Paper Financial Statements with no 

CPA reports attached but known CPA association.
	
	

	Overall reliance in the financial statements and footnotes
	3.32

1.49 (84)
	2.95

1.30 (41)

	Confidence that the financial statements will conform to GAAP
	3.29

1.50 (84)
	3.02

1.29 (41)

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	3.40*

1.63 (85)
	2.85*

1.30 (41)

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	3.43

1.79 (84)
	3.17

1.39 (41)


1Means and Standard Deviations are based on a 7 point Likert scale where 1 = not confident at all and 7 = extremely confident.

** p < .05; * p < .10; p values are two-tail tests for significant differences between the CPAs’ and Bankers’ mean responses.

Table 7

Case Scenarios of Assembled Financial Statements and CPA Reports

As Ordered from Lowest to Highest Levels of Assurance

	Ratings of Confidence

Lowest to Highest

1 = Not Confident

7 = Extremely Confident
	CPAs
	Bankers

	1.89 – 2.70
	Case 1: Non-CPA national financial services provider assembled financial statements with no CPA report.

	Case 1: Non-CPA national financial services provider assembled financial statements with no CPA report.


	2.85 – 3.43
	Case 6: SSARS No. 8 Plain Paper Financial Statements with no CPA reports attached but known CPA association.
	Case 6: SSARS No. 8 Plain Paper Financial Statements with no CPA reports attached but known CPA association.

	3.42 – 3.75
	Case 5: Financial Statements with no CPA reports attached but CPA known to be associated.   
	Case 2: CPA assembled financial statements with no CPA report.

	3.46 – 4.16
	Case 2: CPA assembled financial statements with no CPA report.
	Case 5: Financial Statements with no CPA reports attached but CPA known to be associated.   

	4.70 – 5.27
	Case 4:  CPA assembled financial statements with a CPA management letter.    
	Case 3: Financial statements supported by a CPA compilation report.

	5.26 - 5.84 
	Case 3: Financial statements supported by a CPA compilation report.
	Case 4:  CPA assembled financial statements with a CPA management letter.    


Appendix A

Survey Instrument

Experience with Plain Paper Statements SSARS No. 8

[CPA version of page 1 of survey]

PART 1: About the Participant (demographics)

1) Which category best describes your primary profession?

Public Accounting-Audit_____ Public Accounting-Tax_____ Public Accounting-Other_____ 

Corporate Accounting _____ Internal Auditing_____ Other_____

2) What are your academic degrees and/or professional certifications?

BBA/BS _____ MBA_____ MSA_____ MAS _____

Other Accounting Related Masters _____ Other Masters_____ PHD_____ 

Other Degrees_________________________

CPA_____ CMA _____ CIA_____ CFE_____ CFA_____ Other_____

3) How many years of experience do you have in:

Public Accounting_____ Non-Public Accounting_____

4) What is your current title? ________________________________________

5) Gender:   Male_____ Female_____ 

6) What percent of your personal work involves:  (The sum of the percentages must equal 100%)

Audit_____ Review_____ Compilations_____ Plain Paper Statements_____ Tax_____

Consulting_____ Other_____

7.  How much experience do you have with issuing plain-paper financial statements?

No experience (none issued) _____ 

Little experience (issued once or twice) _____ 

Some experience (issued a few times) _____ 

Lots of experience (issued many times) _____ 

Extensive experience (issued frequently) _____

8) How familiar are you with the new SSARS No. 8 rules?

Not familiar (no exposure to SSARS No. 8) ______

A little familiar (read SSARS No. 8 but not issued any reports under it) ______ 

Somewhat familiar (issued at least one report under SSARS No. 8) ______ 

Very familiar (issued several reports under SSARS No. 8) ______ 

Experience with Plain Paper Statements SSARS No. 8

[Banker version of page 1 of survey]

PART 1: About the Participant (demographics)

1) Which category best describes your primary profession?

Public Accounting-Audit_____ Public Accounting-Tax_____ Public Accounting-Other_____ 

Corporate Accounting _____ Internal Auditing_____ Banking-Loan Officer _____ Other_____

2) What are your academic degrees and/or professional certifications?

BBA/BS _____ MBA_____ MSA_____ MAS _____

Other Accounting Related Masters _____ Other Masters_____ PHD_____ 

Other Degrees_________________________

CPA_____ CMA _____ CIA_____ CFE_____ CFA_____ Other_____

3) How many years of experience do you have in:

Accounting_____ Banking _____

4) What is your current title? ________________________________________

5) Gender:   Male_____ Female_____ 

6) What percent of your personal work involves using these types of financial statements:  (The sum of the percentages must equal 100%)

Audited_____ Reviewed_____ Compiled_____ Plain Paper Statements_____ Other_____

7.  How much experience do you have with using plain-paper financial statements?

No experience (none used) _____ 

Little experience (used once or twice) _____ 

Some experience (used a few times) _____ 

Lots of experience (used many times) _____ 

Extensive experience (used frequently) _____

8) How familiar are you with the new SSARS No. 8 rules?

Not familiar (no exposure to SSARS No. 8) ______

A little familiar (read SSARS No. 8 but not used any reports under it) ______ 

Somewhat familiar (used at least one report under SSARS No. 8) ______ 

 Very familiar (used several reports under SSARS No. 8) ______ 

PART 2: General Questions About SSARS No. 8

The following statements ask about your level of agreement with a variety of statements concerning SSARS No. 8.  Please circle the number that indicates your level of agreement/disagreement, where 7 is “strongly agree SA,” 1 is “strongly disagree SD” and 4 is “neither agree nor disagree.”




         SD
       N

    SA   











       
       Please circle one

	1).  SSARS No. 8 allows non-CPAs to issue plain-paper statements, thereby bringing substandard work to the client and to the public. 
	1
	2
	3
	4
	5
	6
	7

	2).  A CPA issuing plain-paper reports will negatively affect the CPA's role as certified professional (as opposed to non-CPAs).
	1
	2
	3
	4
	5
	6
	7

	3).  Allowing plain-paper reports could be deceptive and lead to poor decision-making.
	1
	2
	3
	4
	5
	6
	7

	4).  Plain-paper reports will end up in the hands of third parties (e.g., bank loan files, uninformed members of management, and the public).
	1
	2
	3
	4
	5
	6
	7

	5).  A CPA issuing plain-paper reports will negatively affect the overall effectiveness and quality of financial statements.
	1
	2
	3
	4
	5
	6
	7

	6).  SSARS No. 8 creates a new and unnecessary rule since the profession

      already has the tools needed to prepare such “internal-use” statements.
	1
	2
	3
	4
	5
	6
	7

	7).  Allowing CPAs to issue plain-paper reports brings "inconsistency" to the profession.
	1
	2
	3
	4
	5
	6
	7

	8).  All material modifications of financial statements constitute “submitted” financial statements.
	1
	2
	3
	4
	5
	6
	7

	9).  CPAs stamping the report “for management's use only” or issuing any financial statement on their letterhead associates themselves with such reports.  E.g., an unknowing bank clerk will focus only on the CPA’s name as an adequate basis to process a loan.
	1
	2
	3
	4
	5
	6
	7

	10).  Plain-paper reports should be limited to interim reporting only.
	1
	2
	3
	4
	5
	6
	7

	11).  Clients may place unwarranted reliance on plain-paper financial statements.
	1
	2
	3
	4
	5
	6
	7

	12).  Firms will regularly engage CPAs to issue plain-paper statements, since compilations, reviews and audits are too expensive.
	1
	2
	3
	4
	5
	6
	7

	13). Users of financial statements already have much difficulty understanding the level of assurance CPAs provide before the issuance of SSARS No. 8.
	1
	2
	3
	4
	5
	6
	7


PART 3: What Constitutes a Third Party or Informed Management?

Please classify the following parties as third parties, informed management, or constituting elements of each. Please classify each example by circling a number, ranging from 7 is “definitely informed management,” 4 “can be viewed as informed management or third party,” and 1 is “definitely third party.” 








        

    Third 


     Informed

Position                    



        

     party                 either
  management      

	1.  ABC Co. is owned and managed by its sole shareholder, John.  John has adequate accounting and business knowledge of his business.  Classify John.
	1
	2
	3
	4
	5
	6
	7

	2. KML Co. is managed by one of its 10 shareholders, Jane.  The other nine live out of state and are not involved in the managing of the business.  Jane has adequate knowledge of the business.  Classify Jane.

    Classify the other nine shareholders
	1

1
	2

2
	3

3
	4

4
	5

5
	6

6
	7

7

	3.  The XYZ Co. management team consists of a president, Joe; controller, Mary; and operations manager, Sue.  All 3 are involved in the company’s financial operations and are knowledgeable about the accounting principles and practices being used.  Classify Joe.

     Classify Mary.

     Classify Sue.
	1

1

1
	2

2

2
	3

3

3
	4

4

4
	5

5

5
	6

6

6
	7

7

7

	4.  The XYZ Co. management team consists of a president, Joe; controller, Mary; operations manager, Sue, and sales manager, Jim.  Jim has no finance background and is not involved in financial decisions.  Classify Jim.  
	1
	2
	3
	4
	5
	6
	7

	5.  A 3-member Board of Directors manages MLC CO.  The chairman of the board, Tom, was an engineer for MLC Co., but no longer works for MLC Co.  Classify Tom.

     Another board member, Bill, also works at a financial brokerage firm.  Classify Bill.

     The third board member, Barb, works in sales at MLC Co.  Classify Barb.
	1

1

1
	2

2

2
	3

3

3
	4

4

4
	5

5

5
	6

6

6
	7

7

7

	6.  GHI Co. is managed by 10 of its 250 shareholders.  None of the 10 shareholders have a financial background.  Classify the 10 shareholders.
	1
	2
	3
	4
	5
	6
	7


PART 4: What Constitutes a Submitted Financial Statement?

Please classify the following scenarios as to whether they constitute a “submitted financial statement,” by checking the appropriate “Yes” or “No” box.

	Scenario
	Yes
	No

	1).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the financial statements are not given to the client.
	
	

	2).  At a client's office, the CPA makes material adjustments to the clients accounting database, prints the adjusted financial statements and takes the financial statements with him or her to the client’s office.
	
	

	3).  The client sends the CPA a disk containing the information from the client's accounting database.  The CPA makes adjustments to the disk and returns it to the client.
	
	

	4).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the CPA gives the client a copy of the financial statements along with the income tax return.
	
	

	5).  The CPA accesses the client's accounting database by modem and makes material modifications to the database.
	
	

	6).  At a client's office, the CPA makes material adjustments to the clients accounting database, prints a copy of the financial statements and presents them to the client.
	
	

	7).  Using client information, the CPA prepares financial statements in the CPA's office for use in preparing a corporate income tax return, and the CPA gives the client a copy of the adjusting journal entries and trial balance with the income tax return.
	
	


PART 5:  CPA Reports

The following statements ask about your level of confidence for a variety of statements concerning scenarios of assembled financial statements and CPA reports.  Please circle the number that indicates your level of confidence, where 7 is “extremely confident EC,” 1 is “not confident at all NC.”

Case 1: Non-CPA national financial services provider assembled financial 

  statements with no CPA report.




        NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7


Case 2: CPA assembled financial statements with no CPA report.

        NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7


Case 3: Financial statements supported by a CPA compilation report.
        NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7


Case 4:  CPA assembled financial statements with a CPA management letter.    NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7


PART 5:  CPA Reports (continued)

Case 5: Financial Statements with no CPA reports attached but CPA 

  known to be associated.   





        NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7


Case 6: SSARS No. 8 Plain Paper Financial Statements with no CPA 

  reports attached but known CPA association.   


        NC       Please circle one     EC

	Overall reliance in the financial statements and footnotes
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will conform to GAAP
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material unintentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7

	Confidence that the financial statements will be free from material intentional misstatements or omissions
	1
	2
	3
	4
	5
	6
	7
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� We discuss the issue of defining submitted financial statements in more detail in a later research question.


� Bankers have smaller standard deviations for scenarios 1-4, i.e., less variation in their responses.  For example, for scenario 1, the bankers’ standard deviation is 0.72 versus the CPAs’ standard deviation of 0.74.  Also they had smaller ranges for most of the scenarios than did the CPAs; for example, for scenario 1, the bankers range is 5.0 – 7.0 whereas the CPAs range is 3.0 – 7.0.
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