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Abstract

This paper aims to analyze how textual information on company
earnings are presented in the Management Reports in alternating
periods of profit and loss. The theoretical foundations were

based on the agency theory and on impression management.

A qualitative-quantitative approach was adopted and the data

were analyzed through statistical tests of comparison of means
based on content analysis. Management Reports were analyzed
from 30 companies listed on BM&FBovespa — which presented
profit in 2009 and loss in 2010. The main evidence found in the
management report analysis were: i) difference in the number

of lines and words between the profit and loss periods; ii) in loss
periods, the occurrence of terms that express this result is limited
and the terms Ebitda and gross margin are highlighted; and iii)
there are signs of deviation of the users’ attention from the earnings
to other indicators through the selection and repetition of financial
terms, reducing the exposure of the negative results and enhancing
the positive indicators. These results indicate an environment that
reflects the information asymmetry problems, in which regulatory
entities should develop policies to monitor the discretionary choices
on Financial Statements that can mislead the market participants.
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Profit and Loss From the Management Perspective:
How are the Earnings Presented in the Management Reports?

1. Introduction

The influence of the discretion of the users involved in the elaboration process of the financial state-
ments cannot be ignored. According to Lopes and Martins (2005), the managers, who possess more in-
formation than the external users and investors, use accounting for the sake of selective communication,
not providing all information but simply what they consider to be most convenient for their own interest.
This information asymmetry originates in the separation between property and control, reported in the
seminal study by Jensen and Meckling (1976), and constitute the essence of the agency theory.

Non compulsory information about the entity’s performance and situation, disseminated by pub-
licly traded companies, are available in the management reports and correspond to a narrative part of the
companies’ annual statements. According to Iudicibus (2010, p. 115), these reports contain disclosures like
the company and sector’s growth plans and future expectations which, although normally biased towards
“inconsequent optimism’, are relatively important, provided that they are not audited because of this bias.

The literature has presented research about the information in the management reports, as well as
their arrangement or use of graphs and images, like in the study by Clatworth and Jones (2006), which
discuss the trend towards selective data use, presenting favorable information and a positive view on the
corporate performance. In these reports, the characteristics of impression management are observed, that
is, how the economic agents could perceive the corporate image. For these authors, the way the entities’
management uses voluntary information contained in the annual reports, as a means to provide a view
on its own interests with regard to the performance, is characterized as an interesting area for research.

The management report presents the management’s perspective on the company’s performance in
the period, based on the financial information published, as well as the way the external environment af-
fects the company. As the management report does not follow a pattern, the executives can choose not
only what information to include, but also terms, figures and graphs that can be used to their own or the
company’s benefit, in view of the environmental conditions they are inserted in. In short, the executives
can create a bias in the interpretation of the data and their choice, besides the way they are reported.

Thus, considering that the company’s top management can adopt disclosure strategies that enhance
or reduce the information asymmetry, the research question is: How is the information on the annual in-
come of publicly traded companies listed on BM&FBovespa presented in the annual reports in the peri-
ods of profit (2009) and loss (2010)?

Thus, the objective in this study is to analyze how the information on the annual reports of public-
ly traded companies with stock traded on BM&FBovespa is presented in the management reports for the
profit period 2009 and the loss period 2010.

The methodological cut adopted, analyzing the companies in 2009 and 2010, at a time of favorable
and unfavorable performance, respectively, can capture the change in the entities’ discourse between a pe-
riod of profit and one of loss, besides enhancing the understanding about the disclosure strategy.

In general, the results indicate the existence of impression management in the reports analyzed with
regard to the size of the texts that reports on the financial earnings, the number of lines in the report as
a whole and the use of financial indicators in the loss period. In the same period, signs of a selective ap-
proach are observed in the presentation of terms that represent the result and the use of emphasis through
the repetition of financial terms throughout the texts.

Thus, this study strengthens earlier Brazilian and international evidence that information asymme-
try problems can be enhanced to mitigate external users’ perception on the companies’ occasional losses
or to strengthen the corporate image at times of profits. In the Brazilian context, based on the results of
the sample analyzed, this evidence shows that economic agents like investors, creditors, regulators, ana-
lysts and minority shareholders need to understand the disclosure strategies of company management to
reduce the information asymmetry problems that can negatively affect the information environment and
enhance agency conflicts.
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This study is divided in five sections; ii) theoretical framework on agency theory, impression man-
agement and earlier studies; iii) research method; iv) qualitative and quantitative analysis of the results;
and v) final considerations and suggestions for future research.

2. Theoretical Framework
2.1 Agency Theory and Accounting Information

The classical economic theory, which theoreticians used in the past, is based on the premises that
companies rationally optimize the economic income and have only one owner, granting the idea that there
are no conflicts of interest. The emergence of the modern corporation, in which ownership is separated
from management, makes the classical theory distant from the corporate reality, as conflicts of interest
can emerge in this new type of company, between stockholders and administrators. Thus, the agency the-
ory breaks with the paradigm present in the classical economic theory by affirming the possibility of these
conflicts (Lopes & Martins, 2005, p. 28).

Jensen and Meckling (1976) affirm that the agency theory is based on the separation problems between
ownership and control. According to these authors, the agency relation is established by hiring a person; the
agent, to execute the service on behalf of one or more people; the principal, delegating some kind of deci-
sion power to the agent. Considering that both parties aim to maximize their utility, however, there are good
reasons to believe that the agent will not always act on behalf of the principal’s interest, as the authors affirm.

The information problems developed in the agency theory are linked to accounting since, as the
investors do not have the same information level, they need independent instruments that enable them
to analyze the company’s actual situation (Lopes & Martins, 2005, p. 31).

According to Lopes and Martins (2005, p. 55):

[...] As the sending of information is discretionary, the administrators can manipulate the information, pro-

viding figures to deceive the users about the company’s “actual” situation. On the other hand, this same dis-
cretion permits the publication of the information.

According to Lopes, Ribeiro, Filho Pereira, Pederneiras, Silva and Santos (2010), the choice of the
management regarding the disclosure level in the entity’s management reports is related to the accounting
profit. The managers naturally tend to provide further information when the benefits gained are higher
than the costs. These authors’ research permits the interpretation that, for the managers, it is more bene-
ficial to enhance the information disclosure in case of profit than loss.

In addition, as Tessarolo, Pagliarussi and Luz (2010) affirm, the studies illustrate the trend to ap-
propriate the positive effects of the earnings to internal causes and the negative effects to external causes,
with a view to building a favorable image of the company. Thus, these studies motivate the analysis of the
annual reports’ textual part.

2.2 Impression Management

According to Hendriksen and Breda (2009), the trend to present optimistic expectations about the com-
pany in the management reports makes them lose much of their meaning. As it is not audited, this type of re-
port contains information susceptible to impression management which, according to Clatworthy and Jones
(2006), corresponds to individuals or organizations’ trend to selectively use data to present favorable signals
about the data and a positive view on the corporate performance. According to these authors, although the
management’s desire to present this positive view is present in all companies, it is particularly evidenced when
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the performance is based. The information contained in the management reports, as a part of the annual re-
ports, express the managers’ view on the organization and can present a positive information bias.

According to Mendonga and Amantino-de-Andrade (2003, p. 40), however, “although certain forms
of impression management are used dishonestly, others involve the honest and accurate presentation of
the subjects or objects’ attributes [...]”. Hence, according to the authors, one way to also understand im-
pression management is as a communication process through which one creates and sends messages to
an audience with a view to transmitting a certain image or impression.

In line with Patelli and Pedrini (2013), the ethical dimension of the discourse in the companies’ re-
ports in sometimes neglected in the literature, which concerns them because empirical evidence demon-
strates the importance of these reports in investors’ decisions. In this study, when analyzing American
companies between 2008 and 2009, the authors found that there is a significant link between an optimistic
tone and the financial performance. They conclude that, in impression management, the rhetorical tone
is seen as a form of manipulation to distract the reader’s attention from the past performance and distort
the future expectations as, in communicative action, the past performance molds the rhetorical tone and
offers useful information to foresee the future expectations.

In a way, the preference to favorably picture oneself through impression management figures as an
understandable human attribute but, in the context of the financial reports, there is a risk of ceasing to be
so and violating the basic premise of presenting information neutral and impartially in these reports, ac-
cording to Clatworthy and Jones (2006).

According to Beattie and Jones (2002), there are incentives for the preparers of the corporate reports to
manipulate or at least manipulate the impression of the content transmitted in the management reports. In gen-
eral, it serves to create a more favorable view of the performance than what actually happens in the company.

In that sense, Clatworthy and Jones (2006) affirm that the impression management is based on the
managers overshadowing of the errors and highlighting of the successes. In line with Osma and Guilla-
mon-Saorin (2011), information is selected to distort the readers’ perception of the corporate conquests.

Aerts (2005) appoints the importance of information for the relation agent-principal and also as a
communication device sensitive to the context. The author highlights the discretion of the accounting nar-
ratives’ discourse to construct the investors’ support and convincing. In addition, a trend to attribute posi-
tive results to the company’s own actions and negative results to external factors or opportunity is appoint-
ed. In his study, the author evidences that, in publicly traded companies, an opportunistic attitude exists in
the dissemination narrative, where the tests are more explanatory but not more extensive or deep. In addi-
tion, positive news is constructed and a higher level of defensive attitude exists to explain negative results.

In this case, overshadowing occurs, which is a discretionary measure of management that partially
influences the additional length (size) of the reports to try and deviate the attention from the bad news,
caused by the difficulty to describe losses or transitory income. When reporting on a weak performance,
the managers can write longer and more complex reports in the attempt to distract the investors by dis-
cussing bad news through good news (Bloomfield, 2008).

According to Beattie and Jones (2000), the impression management can be divided in accounting figures,
which consists in the basic manipulation of the measuring and disclosure of the figures and the manipulation
of the presentation, which refers to the control of the information presented regarding its content or formats,
figures or graphs. The authors also affirm that, besides colored and distracting, the graphs can be used in the
impression management process, where the management can highlight performance variables that improved
and suppress those that worsened, strengthening the impression of the performance it wants to transmit.

To evidence the division and the strategies adopted to present the information, with regard to the im-
pression management, in the narrative sections of the annual reports, the identification of seven analytic ap-
proaches can be observed, which Brennan, Guillamén-Saorin and Pierce (2009) used in their study: 1) syn-
tactic manipulation, which consists in the analysis of the language used in the accounting narratives, where
the managers use the language to overshadow the performance, especially when negative; 2) rhetorical ma-
nipulation, which also analyzes the form of overshadowing and covering up the negative performance; 3) at-
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tribution of results, related to the analysis of the attribution of positive results to internal factors and negative
results to external factors; 4) thematic manipulation, which analyzes the use of positive and negative themes
in the accounting narratives; 5) selectiveness, which analyzes how the management selects performance fig-
ures that picture the company in the best possible way; 6) visual presentation effects (emphasis), analyzes the
three forms of emphasis used, in which the visual emphasis refers to the disclosure of certain information to
the reader, such as location or position, the repetition of an item and the reinforcement, in which a qualifier is
used in combination with the term presented; and 7) impression management, using performance compari-
sons, in which the analysis considers reference points and benchmarks in the reports.

In their study, Osma and Guillamén-Saorin (2011) evidence that strong corporate governance
mechanisms favor the inclusion of negative information in the disclosures and reduce the incidence of
impression management in the narrative disclosure. The more optimistic disclosure is related to the ex-
pectation of good news in the subsequent period. According to the authors, impression management is a
mechanism inserted in the companies’ complex communication strategy.

In summary, it can be inferred that each choice transmits signals to the market and that, depend-
ing on the financial information disseminated, the top management issues its opinion, enhancing positive
aspects and mitigating the effects of financial indicators that are negative or below the market’s expecta-
tions. In combination with the discretion, all of these choices can contribute to increase or reduce the in-
formation asymmetry that can affect the agency problems.

2.3 Earlier Research in Brazil

In their investigation of management reports, Silva and Rodrigues (2006) found a bias in the infor-
mation disseminated in these reports, which can negatively affect or even distort the financial information
users’ perception. In addition, the authors affirm that the management tends to blame the external envi-
ronment and the economic conjuncture for the inferior performance, and be optimistic on the adminis-
trative reforms as a prize for the work developed, thus assuming the good results.

In an analysis of the management reports of companies listed on Bovespa’s corporate governance
levels in 2004, Gallon and Beuren (2007) evidenced that there is a difference among the governance levels
with regard to the disclosure content of the study items. They concluded that declarative phases, in which
the qualitative information is presented in the descriptive form only, were more frequent.

Silva, Rodrigues and Abreu (2007) verified the representation of the management reports as a source
of information about the companies. The conclusions of this study are that companies with growing assets
and larger companies have more extensive reports, that is, disseminate more information. The future per-
formance influenced the extent of the report and the reports of companies with lower assets and equity
than in the past were more pessimistic. They also found that optimistic reports contained more phrases
on the administrative reform and the pessimistic reports are concentrated on the economic conjuncture.

To verify the existence of information that indicate companies’ financial risk of bankruptcy,
Pagliarussi and Scota (2009) apply the model Smith and Taffler used in the year 2000 in the Brazilian
context, which consists in an objective analysis of the content, by counting the words; and a subjective
analysis, guided by the meaning of the texts studied. The results found demonstrate that the management
reports are important sources to preview the companies’ future performance.

Tessarolo, Pagliarussi and Luz (2010) investigated the justification process of Brazilian companies’
organizational performance based on the analysis of the annual reports in 2002 and 2003. The authors
conclude that the results indicate the attempt to create a positive image of the company, even in cases of a
negative performance in a favorable external context. According to the authors, however, companies with
a positive performance in a good or bad year equivalently blame the external negative effects.

Guimaraes (2011) investigated the consistency in the messages transmitted in the narrative sec-
tions of the annual reports about the performance of the companies listed on Bovespa in 2009, applying
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a research developed in 2005 by Balata and Breton. The study concludes that there is a partial conflict in
the information, as the text is not completely consistent with the figures. It was also observed in this study
that the companies predominantly transmit positive information, with a stronger emphasis on positive
points, while the negative situations are minimized through mitigating arguments.

3. Method and Sample Selection

This study analyzes the management reports of publicly traded companies listed on BM&FBovespa in
periods of profit and loss. The strategy adopted is qualitative-quantitative. The qualitative approach is used
to analyze the textual results and reports, while the quantitative approach is used for the statistical compar-
isons between the information means surveyed through the content analysis of the documentary research.

The data were interpreted through content analysis, which according to Bardin (2007) consists in ob-
taining quantitative indicators or that do not permit the inference of knowledge from the messages with re-
gard to the production and reception conditions through a set of communication analysis techniques that
use systematic and objective procedures to describe the content of messages. Thus, the information volume
published in the reports analyzed was surveyed, which involves counting the number of pages, paragraphs,
lines, graphs, tables, figures, characters, connectors and financial indicators in the management reports.

The study population corresponds to all publicly traded companies traded on BM&FBovespa in
2009 and 2010, which Management Reports were published and available on the website of the Sao Paulo
Stock Exchange and whose financial information was available. The filtering and selection of the compa-
nies in the study sample and the companies’ sectorial classification were done in the database Economatica.

Based on the filter established, the research sample is restricted to 30 publicly traded companied
that reported a net profit in the annual financial statements for 2009 and a loss in 2010. Thus, 60 manage-
ment reports were analyzed for these two years. In this study, the terms favorable performance and unfa-
vorable performance were adopted, the former representing the companies that reported a net profit in
2009, and the latter companies that reported a loss in 2010.

As the files of the reports studied were in the text format (doc) in 2009 and in the open format (pdf)
in 2010, the information was surveyed manually.

The periods (years) studied were selected due to the changes the Brazilian Securities Comission
(CVM) made through CVM Instruction 457 in 2007, which enabled publicly-traded companies to antici-
pate the adoption of international accounting in Brazil (IFRS). As this adoption of the international account-
ing standards can influence the companies’ performance, the information in the management reports about
this adoption and the possible effects on the earnings was also verified, as well as the companies that justified
their performance based on external events. This information will be explored in the analysis of the results.

The companies in the study sample are listed in Figure 1, as follows:

Banco Cruzeiro do Sul Clarion Lupatech

Banco Panamericano Oderich Millenium

BHG Better 0GX

Buettner Lix da Cunha Pettenati

CEMEPE Ferrovia Centro Atlantica Rasip Agro Pastoril

CELPA General Shopping Rede Energia

CASAN Grugai ParticipacGes Refinaria de Petréleo Manguinhos
CEEE-D Hotéis Othon RIMET

Schldsser J. B. Duarte Springs

Cia Melhoramentos SP JBS Tecnosolo

Figure 1. Sample companies
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3.1 Study Hypothesis

To achieve the proposed objective, the Wilcoxon-Mann-Whitney test of comparison of means was
used to verify four hypotheses (H1, H2, H3 and H4), which are presented next. The use of this non-para-
metric test is justified by the sample size.

The size of the communication form in the management reports under study is in line with the
study by Clatworthy and Jones (2006), who verified that there is no difference in the length (size) of the
management reports between profitable and non-profitable companies. In this study, the number of pages,
paragraphs, lines, graphs, tables, figures, characters and connectors (but, however, nevertheless, although)
in the management reports was used to verify the length of the companies’ communication to the market
during the study periods. The analysis of the number of connectors aims to observe the use of these ele-
ments to justify the result for the period. A difference in the extent of these reports is expected between
the alternatingly favorable and unfavorable periods, as follows:

H1: A statistically significant difference exists in the extent of the management reports between the
periods of favorable and unfavorable performance.

As regards the use of financial indicators in the management reports, Clatworthy and Jones (2006)
rejected the hypothesis that the reports from the president of profitable and non-profitable companies
contain the same number of financial indicators, which they defined as profit, sales, dividends and earn-
ings per share. In line with those authors, the usage similarity of the following financial indicators in the
management reports is tested between the favorable and unfavorable periods: Earnings (profit, net profit,
loss, net loss, earnings and net earnings), Gross Profit, Ebitda (Earnings Before Interest, Taxes, Deprecia-
tion and Amortization) and Gross Margin. A difference is expected in the use of these financial indicators
between the favorable and unfavorable periods in the reports studied. As follows:

H2: A statistically significant difference exists in the use of financial indicators in the management
reports between periods of favorable and unfavorable performance.

This study also aims to discover whether there is a difference in the length of the specific presen-
tation of performances in the management reports in favorable and unfavorable periods. Therefore, the
amount of lines and words dedicated to the theme were used. A quantitative difference is expected in the
length of the texts specifically dedicated to the performance levels between the favorable and unfavorable
periods. Thus:

H3: A statistically significant difference exists between the length of the texts that specifically com-
municate the favorable and unfavorable performances.

In addition, with regard to this communication form, this study verifies the possibility of different
positions in the presentation of favorable and unfavorable performance in the management reports for
the study periods. Brennan, Guillamoén-Saorin and Pierce (2008) affirm that the location or position of
disclosures can depend on whether the event is positive or negative or on whether the disclosure refers to
earnings. In this study, to verify this position, the number of paragraphs and lines was used between the
start of the report and the paragraph that disseminates the performance. A difference is expected in the
position of the texts that describe the performance between the favorable and unfavorable periods in the
reports studies, so that:

H4: A statistically significant difference exists in the distance between the start of the management
report and the text that presents the performance levels between the profit and loss periods.
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In the second part of this study, it is verified in qualitative terms how the favorable and unfavorable
performances are presented in the text of the management reports and what emphasis the manager uses
to elaborate the reports in these periods. The researcher’s analysis aims to look for signs of impression
management in the management reports, in that the manager presents strategies in his text to overshad-
ow negative results and enhance the visibility of positive results in the periods studied.

4. Evidence from Management Reports
4.1 Data Analysis and Hypothesis Tests

Initially, the summary is presented with the number of pages, paragraphs, lines, tables, figures,
graphs, characters and connectors in the management report as a whole and its variation between the fa-
vorable (2009) and the unfavorable performance period (2010). Then, descriptive statistics are present-
ed on the information surveyed and the data on the specific reports of the earnings in the study period.
Next, the results of the comparison of means are presented (Mann-Whitney) to check whether there is a
statistical difference between the periods.

Table 1
General data from reports

2009@ 2010@ Difference®™ Variation %®
Pages 337 307 (30) (8.90)
Paragraphs 2,376 2,177 (199) (8.38)
Lines 8,184 6,998 (1,186) (14.49)
Tables and Figures 150 159 9 6.00
Graphs 75 105 30 40.00
Characters 575,874 572,088 (3,786) (0.66)
Connectors®© 46 46 0 0.00
Result® 101 71 30 (29.70)
Gross Profit 34 32 2 (5.88)
EBITDA 109 207 98 89.91
Gross Margin 15 32 17 113.33

Obs.: (a) Observed quantities for the total number of companies in the sample. Periods of favorable (2009) and
unfavorable performance (2010). (b) Parentheses indicate negative percentages. (c) Connectors used in the texts to justify
results for the period (but, however, nevertheless, although). (d) The following terms are considered as result: profit, net
profit, loss, net loss, earnings and net earnings.

In Table 1, a nominal reduction is observed in the space for the presentation related to the peri-
ods of unfavorable performance in comparison with the favorable period. Among the companies that re-
duced the number of pages, a company from the Finance and Insurance sector is highlighted, which in
2009 presented a 20-page report and reduced this number to seven pages in 2010, a reduction by 65%.
On the other hand, a company from the Oil and Gas sector increased the number of pages from nine to
16 between the period of favorable and unfavorable financial results, representing an increase by 77.78%.

The total number of graphs between the favorable and unfavorable performance period increased
by 40% though, as exemplified by a company from the Food and Beverage sector, which in 2009 present-
ed three graphs, against 17 graphs in the report for 2010. In addition, a reduction is observed in the use
of financial terms that express the annual income (29.70%) in these periods and an increase in the terms
Ebitda (89.91%) and gross margin (113.33%).
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Based on the descriptive statistics, the existence of a performance dissemination strategy can be
supposed in the companies’ different accounting-financial conditions, either to increase the explanation
about a change in results (reduction of information asymmetry) which the market may not have expected,
or to reduce the degree of information disseminated to the market (increase of information asymmetry).

Table 2
Descriptive statistics of general data

2009 2010

Mean Stan. Dev. Min. Max. Mean Stan. Dev. Min. Max.
Pages 11.23 10.18 1 38 10.23 8.11 1 28
Paragraphs 79.20 68.98 5 242 72.57 58.23 6 216
Lines 272.80 232.23 18 945 233.27 163.96 13 577
Tables and Figures 5.00 8.75 0 43 5.30 8.89 0 40
Graphs 2.50 4.35 0 14 3.50 5.30 0 17
Characters 19195.80 18736.08 1077 68289 19069.60 17188.07 878 63067
Connectors 1.53 2.93 0 15 1.53 1.81 0 7
Result 3.37 4.41 0 21 2.37 3.48 0 15
Gross Profit 1.13 3.61 0 19 1.07 2.92 0 15
EBITDA 3.63 9.16 0 47 6.90 16.73 0 78
Gross Margin 0.50 1.31 0 6 1.07 3.17 0 16

Obs.: Periods of favorable (2009) and unfavorable (2010) performance.

The descriptive statistics of the information in the management reports as a whole (Table 2) demon-
strate that, on average, the extent of the management report decreases by one page between one period
and the other. When related to the maximum number of pages of the management reports in the compa-
nies under study, this reduction corresponds to 26.32%.

On the other hand, the graphs increase between one period and the other. It was observed that, in
general, in the loss period, the companies focused their graphs on revenues, expenses, margin, production
and profit, without a pattern in the types of graphs. Some companies did not publish any graphs with the
annual income. This shows the attempt to explain the result occurred using variables that drive the users’
attention to what the top management considers relevant to justify the loss or to reduce the attention paid
to this loss. In the management reports studied, it could be observed that 56.66% of the companies do not
use graphs in their reports and that 43.33% do not use Tables and Figures, which justifies the above-aver-
age standard deviations and the minimum number of zero for these items. In line with this information,
the existence of a reduction in the textual information can be observed in the management reports, as well
as an increase in illustrative information through the use of graphs.

Similarly, it is observed that, on average, the mean number of financial terms that remit to the an-
nual income drops between the favorable and unfavorable performance periods. On the other hand, the
terms Ebitda and Gross Margin increased between both periods.
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Table 3

Descriptive statistics of annual earning reports

2009 2010
Mean Stan. Dev. Min. Max. Mean Stan. Dev. Min. Max.
Lines 4,37 217 0 9 3,20 2,52 0 10
Words 53,23 28,72 0 139 39,33 30,72 0 130
E;’f;t;;‘p%f the 37,33 47,27 0 221 3017 34,54 0 160
Position of the line 134,73 169,24 0 709 103,60 111,72 0 488

Obs.: Periods of favorable (2009) and unfavorable performance (2010).

In the descriptive statistics in Table 3, related to the specific reporting of the annual income in the

management reports, the impact of the companies that did not discuss the annual income could be ob-

served through the minimum number of lines, words, paragraph position and line position equal to zero.

It was verified that, in the favorable performance period, two companies did not present any text on the

annual income. This number increased to five companies in the unfavorable performance period.

As regards the positions of the texts used to report on the earnings during the study periods, con-
sidering the first paragraph and line of the management report until the paragraph and line that starts the
report of the annual income, on average, the favorable performance period is more distant from the start

of the report. The same is observed regarding the maximum number found in the verification of the re-
ports. In this respect, it should be highlighted that the total number of pages, lines and paragraphs in the
reports influence these positions.

Table 4

Results of Mann-Whitney test

Means 2009® Means 2010@ Prob > |z|@

Results of H1

Pages 11,23 10,23 0,4820
Paragraphs 79,20 72,57 0,3182
Lines 272,80 233,27 0,0803
Tables and Figures 5,00 5,30 0,5209
Graphs 2,50 3,50 0,2404
Characters 19.195,80 19.069,60 0,7343
Connectors® 1,53 1,53 0,2519
Results of H2

Result© 3,37 2,37 0,0162
Gross Profit 1,13 1,07 0,4861
EBITDA 3,63 6,90 0,0285
Gross Margin 0,50 1,07 0,0255
Results of H3

Lines 4,37 3,20 0,0199
Words 53,23 39,33 0,0321
Results of H4

Position of Paragraph 37,33 30,17 0,3595
Position of Line 134,73 103,60 0,2575

Obs: (a) Periods of favorable (2009) and unfavorable (2010) performance. (b) Connectors used in the texts to justify the

annual income (but, however, nevertheless, although). (c) The following terms are considered as result: profit, net profit,
loss, net loss, earnings and net earnings. (d) Prob > | z| corresponds to the statistical significance of the non-parametric
test to verify the difference between two means (Mann-Whitney).
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Based on Table 4, considering a 10% significance level, it can be observed that there exists insuffi-
cient evidence to reject H1 with regard to the number of pages (Prob > |z| = 0.4820), the number of para-
graphs (Prob > |z| = 0.3182), the number of tables and figures (Prob > |z| = 0.5209), the number of graphs
(Prob > |z| = 0.2404), the number of characters (Prob > |z| = 0.7343) and the number of connectors (Prob
> |z| = 0.2519). On the other hand, despite differences in the means and in the textual analysis, no differ-
ences could be identified in these patterns at a 10% significance level.

Nevertheless, in the same analysis of H1, there is evidence to partially reject H1 with regard to the
verification of the number of lines (Prob > |z| = 0.0803), according to the results found in Table 4. Hence,
it can be considered that there is evidence of a difference between the number of lines in the favorable and
unfavorable performance periods.

Therefore, concerning the size of the management reports as a whole, the tests are not conclusive,
leading to a partial rejection of H1. The partial rejection of this hypothesis is similar to the result found
by Clatworthy and Jones (2006) in which, against expectations, the authors could not conclude that there
is a difference between the reports of profitable and non-profitable companies with regard to the man-
ager’s proneness to dedicate more space and words to the communication of his success than his failure,
although these authors analyzed the extent of the reports with regard to the number of words and pages,
differently from this study.

Considering a 10% significance level, in Table 4, it is observed that there is evidence to partially
reject H2 with regard to the quantity of the indicator annual income (Prob > |z| = 0.0162), the quantity
of the indicator Ebitda (Prob > |z| = 0.0285) and the quantity of the indicator Gross Margin (Prob > |z| =
0.0255). In other words, there is evidence of differences between the number of terms related to the an-
nual income (profit, net profit, loss, net loss, earnings and net earnings), to the use of the indicators Ebit-
da and Gross Margin in the periods of favorable and unfavorable performance. What the indicator Gross
Profit is concerned, at a 10% significance level, it is observed that there is insufficient evidence to reject
H2 (Prob > |z| = 0.4861).

The verification of a significant difference in the length of the texts specifically dedicated to the
performance in favorable and unfavorable periods was elaborated through hypothesis H3. A difference
is expected in the length of the texts addressing the annual income. In Table 4, it is verified that there is
sufficient evidence to reject H3 with regard to the number of lines (Prob > |z| = 0.0199) and words (Prob
> |z| = 0.0321). Hence, it can be considered that the number of lines and words to present the earnings
changes in the favorable and unfavorable performance periods.

To check for differences in the position and location of the text that presents the earnings in the
periods under analysis, hypothesis 4 was elaborated. A difference is expected in the location of the texts
addressing the earnings in the periods studied. It can be observed in Table 4 that there is insufficient evi-
dence to reject H4 with regard to the position of the paragraph (Prob > |z| = 0.3595) and line (Prob > |z
= 0.2575). Hence, the difference between the position of the texts related to the earnings in the favorable
and unfavorable performance periods is not statistically significant.

4.2 Analysis of the Annual Income Reports

To qualitatively enhance the discussion of how the information on the companies’ performance is
presented in the management reports, in this part, signs of impression management are presented that
were found in these reports in the selected sample.

Although many aspects can be observed in the analysis of the management reports, considering
the disclosure of the financial information, this study does not intend to exhaust them, in view of the ex-
tent and complexity of the theme. Hence, this analysis was concentrated on three aspects: 1) the obser-
vation of the use of specific financial terms in the management report; 2) the format in which the annual
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income are reported; and 3) the use of different financial terms to specifically present the annual income.
This qualitative reading could help the stakeholders of the publicly traded companies to stay alert when
reading the management report.

Concerning the first point in this analysis, based on the reading of the reports, it is observed that
the terms normally used to represent the annual income are used differently in periods of favorable (2009)
and unfavorable performance (2010).

The usual terms to present earnings are profit, net profit, net earnings, loss and net loss, which were
analyzed in this research. When grouping these more usual terms under the term annual income, it is ver-
ified that, in the favorable performance period, 46 occurrences of this group of terms were found, against
33 in the unfavorable performance period. Therefore, a drop by 28.26% is observed in the number of oc-
currences related to the annual income in the management reports as a whole.

Also, with regard to the financial terms used in the management reports, others terms can be found
that represent performance, such as Gross Margin and Ebitda, with an upward variation between one peri-
od and the other. As observed, in the study periods, the use of the term Gross Margin increased by 100%,
from nine occurrences in the favorable performance period to 18 in the unfavorable period. As regards
the term Ebitda, an increase by 133% was observed, from 51 occurrences in the favorable to 119 occur-
rences in the unfavorable performance period.

This strategy can be observed, for example, in a company from the Food and Beverage sector, which
presented the following paragraph at the start of the first page of its management report in 2010, the un-
favorable performance period:

The year 2010 was marked by several conquests. The integration of Pilgrims Pride in our operations Ameri-
canas stood out, as well as that of Bertin in our Mercosur operations. In the operational context, it is import-
ant to highlight the growth in our sales, which exceeded R$55 billion, with an organic growth of 14.2% and
an Ebitda of R$ 3.75 billion, moving from an Ebitda margin of 3.7% in 2009 to 6.8% in 2010.

The term Ebitda is highlighted in the company report as a whole, with a position variation between
one period and the other. In the previous year, however, when the company showed a favorable performance,
the same term only appears on the 25" page of the management report, accompanied by the earnings.

In the management reports of the companies in the study sample, it is verified that, despite the re-
duction in the total and average numbers of pages, paragraphs and lines, displayed in Tables 1 and 2, the
use of the terms Ebitda and Gross Margin increases substantially in the unfavorable performance peri-
od. Besides this increase, the occurrence of the term Ebitda in the unfavorable period is more expressive
than the result terms.

The managers’ choice represents their strategy to further emphasize other terms than the earnings
for the unfavorable period, thus showing positive values. The approach of the visual presentation effects
described in Brennan, Guillamoén-Saorin and Pierce (2009) can be observed in this strategy, emphasizing
the terms in the course of the texts through repetition and the use of performance comparisons through
reference points in the reports.

The second point in this analysis is related to the specific presentation of the texts that report on
the earnings for the study period, in which the analysis is made in the paragraph where the earnings are
reported. It was verified that, in the favorable performance period, two companies did not include any
text on the annual income and three presented qualitative texts, without including the annual income.
This number of companies changes in the unfavorable performance period, with an increase to five com-
panies that did not present text on the earnings and a reduction to two companies with qualitative texts.

As an example of qualitative text used to present the result of the favorable financial period, the
management report of one company from the sector Others can be observed, focused on construction
and engineering, in 2009:
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Profitability — the increase in the net profit in relation to the previous year is based on the growth in the com-
panies’ activities in the Construction area, which due to the enhanced competition, in a market share expan-
sion strategy, partially compromised the profitability margins. Thus, the presented service costs represented
74.61% of the Operating Income. In 2008, these costs represented 78.71% of the Operating Income.

For the unfavorable performance period, as an example of qualitative texts used to present the re-
sult, the report of a company from the Food and Beverage sector is observed in 2010:

Analysis of the Annual Operating Income - at year-end 2010, there was a negative operating income due to
the shipment blocking problems to Argentina, due to the negative exchange rate variations and the drop in
the practices practiced by the sector in the internal market.

In the unfavorable performance period, a reduction was observed in the number of lines and, con-
sequently, in the number of words to present the income, according to Table 3. For the periods studied,
it was observed that 46.66% of the companies reduced the number of lines to report the income, while
36.67% maintained this number and 16.66% increased the number of lines. As an example of this reduc-
tion in the number of lines, a company from the sector Others, focused on hotel services, used six lines
and 71 words from the management report to express its favorable result (2009):

At year-end 2009, BHG obtained a net profit of R$ 2.6 million, basically in function of the impact of three
main factors: (i) improvement in the Company’s operating performance and growth of the hotel network; (ii)
asset equivalence in discontinued businesses to the amount of R$ 15.3 million; (iii) and reversal of provision
for reduction to the salvage value of assets to the amount of R$ 7.8 million.

When reporting an unfavorable result in 2010, however, the same company changes its presentation
strategy, using one line and 16 words from the management report to express its result:

At year-end 2010, BHG presented a net loss of R$ 6,172 thousand.

Thus, the manager’s strategy is to present the results more extensively in favorable performance pe-
riods and bad results in a more objective manner in unfavorable performance periods. Therefore, signs of
impression management are observed to reduce the exposure of the result in negative performance peri-
ods. These findings are confirmed in Beattie and Jones (2000), who assert that there is evidence that the
companies try to enhance positive news and minimize negative news.

Although the use of terms in the management reports has already been discussed here, in this third and
final point of analysis, the use of different terms to specifically present the annual income was verified. The
analysis of the management reports in the study period showed that the terms net profit and loss are replaced
by other terms to represent the result, terms that in many cases do not report the real annual net income.

For the favorable performance period, it is observed that 15 companies presented the term net prof-
it, 50% of the companies, to express the net annual income, while the other 15 companies in the sample,
50%, presented, besides the companies that did not present the income, other terms: activity result, posi-
tive result, profit (without specifying what kind of profit), earnings, operating income, adjusted net profit,
net operating income and gross profit. In a company from the sector Others, which is active in real estate
exploitation, the term adjusted net profit was observed, presented in the favorable performance period to
report the annual income:

In 2009, the Company registered an adjusted net profit of R$ 25.8 million, against a loss of R$ 4.7 million in
2008. Without the linearity effects (*), the adjusted net income for 4T09 would correspond to R$ 10.2 mil-
lion, representing a growth by 189.8% in relation to 4T08. (Our highlights)
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For a company from the sector Others, active in hotel services, in the favorable performance peri-
od, the use of the term net operating income was observed to report the annual income:

The Net Operating Income showed a result 9% higher when comparing 2009 x 2008, while the RevPar sur-
passed the year before by 15%. (Our highlights)

In addition, for the favorable performance period, it was evidenced that the closest term a compa-
ny from the Textile sector used to refer to the annual income is the gross profit:

Gross profit — The gross profit dropped 1.2%, from R$353.0 million in 2008 to R$348.9 million in 2009. This
is the result of the Company’s efforts to cut costs and improve the sales mix. (Our highlights)

In the unfavorable performance period, it was observed that 16 companies used the term loss, 53.33%
of the companies, to express the negative result for the period, while the other 14 companies in the sample,
46.67%, presented other terms, besides those companies that did not present the result: activity result, neg-
ative result, net profit in the 4™ term, adjusted net earnings, EBITDA, positive result, operating income and
gross profit. It was observed that a company from the sector Others, active in real estate exploitation, used
the term adjusted net income to refer to the annual income, during the unfavorable performance period:

In 4T10, the company registered a negative adjusted net income of R$ 14.4 million, in comparison with the
adjusted net profit of R$ 7.6 million in 4T09. In 2010, the negative adjusted net income corresponded to R$
11.3 million, when compared to the adjusted net profit of R$ 25.8 million in 2009. (Our highlights)

As observed, a company from the sector Others, active in hotel services, did not use the term loss
during the unfavorable performance period, and directs the user to the term EBITDA to present the an-
nual income:

The Ebitda (Operating Earnings before Financial Expenses, Taxes, Depreciation and Amortization) for 2010
corresponded to R$9,267, an evolution by 323% in relation to the Ebitda of the year before, which amounted
to R$2,044. (Our highlights)

For the unfavorable performance period, for a company from the Textile sector, the term loss was
not present in its report, driving the reader towards other positive earnings variables like the gross profit:

Gross profit — The gross profit increased 14.2%, from R$337.7 million in 2009 to R$385.7 million in 2010,
due to the combination of the abovementioned points. (Our highlights)

It was also verified that only one company justified its unfavorable performance in function of the
adoption of the international accounting standards, more specifically the adoption of CPC - 29 Biologi-
cal Assets, and that two other companies reported that this adoption may have affected their unfavorable
performance. None of the companies quantified the impact, or possible impact of the adoption of the in-
ternational accounting standards on their performance, nor did they attribute their favorable performance
to the adoption of the same standards.

Based on the analyses observed, it can be considered that the managers may have practiced impression
management through their discretion in using other accounting-financial indicators that do not represent
the net income to indicate positive aspects in their perspectives or to highlight factors that alter the external
expectations with regard to the organizations’ conditions. The selectiveness approach described in Brennan,
Guillamoén-Saorin and Pierce (2009) can be observed in this strategy when verifying that the managers aim
to evidence a selection of performance indicators to picture the company in the best possible way.
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5. Final Considerations

This study analyzed how the information on the annual income of publicly traded companies trad-
ed on BM&FBovespa are presented in the management reports with regard to the profit period in 2009
and the loss period in 2010.

As regards the length of the reports, four hypotheses were tested to verify how the dissemination
takes place. The results found, with respect to the quantitative analysis, indicate that, in the sample analyzed,
there is a difference in the length of the texts specifically aimed at presenting the income between the fa-
vorable and unfavorable performance periods. In the favorable period, the texts tend to be more extensive.

When analyzing the terms, financial indicators, used to present the annual income, statistically
significant differences are observed for Ebitda, gross margin and terms related to the income (profit, net
profit, loss, net loss, income and net income) between one period and the other. As the term gross profit
shows no statistically significant difference, however, the hypothesis tested for the use of financial indica-
tors as a whole was partially accepted.

As regards the length of the management reports as a whole, the results indicate that the number of
pages, paragraphs, tables, graphs, figures, characters and connectors did not differ between one period and
the other. The amount of lines shows a significant difference though. Hence, the hypothesis tested for the
length of the management report as a whole was partially accepted. Concerning the specific position of the
text that presents the income, no significant difference exists in this position between the study periods.

The content analysis of the text reports presents signs of impression management in the three points
addressed in this study phase. The reports show the repetition of financial terms with greater emphasis on
the Ebitda and gross margin, which were more frequent in the favorable than in the unfavorable perfor-
mance period. The reduction in the number of lines and words used to specifically express the income in
the unfavorable period when compared to the favorable period can be considered as a way to reduce the ex-
posure of the losses. The financial terms used to present the annual income specifically indicated the selec-
tive approach, where the managers use performance indicators that better represent the company income.

As study limitations, the sample size and the researcher’s own limitation in relation to the content
analysis are highlighted. The sample was obtained due to the method used to achieve the study objective
of investigating the same companies in profit (2009) and loss periods (2010). Hence, the results and con-
clusions presented are restricted to the selected sample. It is important to highlight that making a loss can
be part of the business due to conjuncture changes or internal reorganizations, and that other financial
indicators can more appropriately represent the organizations’ economic reality in these periods.

For the sake of future research, the analysis of the impression management in the management re-
ports is suggested, using a larger sample of companies, throughout longer periods and after the full adop-
tion of the IFRS. The literature analysis demonstrated that studies addressing the use of financial graphs,
images and figures are an expanding area.
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