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ABSTRACT

With recent and ongoing changes to the conceptual framework, it is important to
gain an understanding of how users of financial information understand and use the
relevance and reliability of financial information in their judgments amtsobas in an
investing context. An important subset of financial statement users is nospro&ts
investors. While nonprofessional investors will not be impacted directly bygebdo
the conceptual framework, they will be affected indirectly by theaagds. If standard
setters make trade-offs between relevance and reliability ingetw standards, the
resulting information provided to users will reflect varying degrees efaelce and
reliability due to these trade-offs. Therefore, | examine how investorsicise s
information in their judgments and decisions. The goal of this study is explore how
nonprofessional investors think about relevance and reliability, and then examine how
they are affected by variations in relevance and reliability of Giahmformation in
making investment-related decisions.

This study first explores how nonprofessional investors perceive relexadce
reliability and the attributes that they ascribe to these chardicri3hen | test the
effects of relevance and reliability of financial information on nonpradessiinvestors’
judgments of the attractiveness of a stock, the amount to invest in the stock, anecthe eff
of the information on the price of the stock. | do this experimentally with MBA stsident

The results are consistent with some of the hypotheses. Overall, relefance
financial information is more important to nonprofessional investors’ judgments and
decisions, indicating that highly relevant information is more likely tacajtelgments

regardless of the reliability of the information. In addition, results sudjogst



nonprofessional investors have poor self-insight regarding the importance thalitesy

on relevance and reliability with respect to investment-related judgraedtdecisions.



[. INTRODUCTION

The overall goal of the financial reporting system is to provide informatianstha
useful in making economic decisions. In its original model or Conceptual Fakyew
the Financial Accounting Standards Board (FASB) identified relevance aaililigl as
two primary qualitative characteristics of financial information thatertae information
useful to these decisions. However, not much is known aboutrtaoket participants
incorporate the relevance and reliability of financial information in theisae-making
process and how their decisions are affected by these information chstiastévlaines
and Wahlen 2006; Schipper 2007). In this study, | examine how nonprofessional
investors think about the concepts of relevance and reliability, and then | use that
information in an experiment designed to explore how investors assess relexdince a
reliability of financial information and use information with varying levef those
characteristics in making judgments and investment decisions. Currently, tBai$AS
reconsidering its conceptual framework as it works with the Internatictauhting
Standards Board (IASB) to provide a unified framework. This study can inform the
debate over changes to the conceptual framework at this important point in time for
financial accounting.

Practitioners and researchers continue to debate relevance andtyebabili
financial information and which items should be recognized or disclosed in thedinanc
reporting process. In fact, the debate between historical cost and fair aalbe c
considered a philosophical debate between relevance (fair value) anditgliabil
(historical cost). The objective of the joint FASB/IASB initiative is to desig

framework that provides “a sound foundation for developing future accounting



standards® As the FASB and IASB consider changes to the conceptual framework in
general and the two primary qualitative characteristics in partjchlaunderstanding of
these qualitative characteristics by users of financial information shoeixkloeined.

With the emphasis on fair value accounting and increasing attention on timely
information, the FASB is considering designating relevance the prigquelity and
reliability (“faithful representation”) would be secondary (FASB 2008) standard
setters focus on relevance first, this can potentially shift the startdasdpromulgate.

For example, assume that the standard setters debate a standard on the valuation of a
particular asset. If the standard setters decide that it is mostnete report this asset at
its fair value, yet the only way to measure its fair value is to uswel B valuation (no
active market or observable inputs to the valuation model), different weigbtings
relevance and reliability in the standard setter’s conceptual framewal# lead to very
different standards being set.

The overriding goal for both the FASB and the IASB is to provide information
that is useful in making economic decisions (FASB/IASB 2005), and according to the
FASB, relevance and reliability are the two primary qualities that rae&eunting
information useful for decision making. Understanding the effect of these twaegiali
on investor decisions can help the FASB understand how changing the conceptual

framework and any proposed trade-offs between relevance and reliatailitgffect

! http://fasb.org/project/conceptual_framework.shtml

2 The plan was previously discussed in the prelinyingews document on the objective of financial
reporting and qualitative characteristics of derisiseful financial reporting information (issueglthe
FASB on July 6, 2006). The exposure draft wasddsan May 29, 2008 with comment period ending
September 29, 2008. A final document will not &&ued until the conclusion of all phases of the
conceptual framework project.

% In order to develop fair value estimates, SFAS é&ablishes a fair value hierarchy, where theahidry
gives priority to quoted prices in active marketsitlentical assets (Level 1). Level 2 is wherguits to
the valuation model consist of observable inputs, laevel 3 is where inputs to the valuation moaelsist
of unobservable inputs (Herz and MacDonald 2008).
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investors’ future information use and their judgments and decisions. According to Dye
and Sridhar (2004), how to make relevance-reliability trade-offs is one ofaie m
fundamental and persistent problems of financial accounting. Examples ofrtuese t
offs include deciding what valuation to use (e.g., historical cost versusfae), what
transactions to recognize or to disclose, and when a transaction is sufficaenglete to
qualify for recognition. The new framework is attempting to cldrdwstandard setters
should make these trade-offs by considering relevance first and esggfdicithg an
unknown threshold on reliability (“faithful representation”). While any chargéset
conceptual framework will have an indirect effect on users of financiahnaftoon
(through the standards used to present financial information), an understanding of this
effect on users making investment decisions is important because éaalitld real
allocation effects.

Thus, in this study, | examine experimentally how the decisions of fialanci
statement users are affected by the relevance and reliability ofi@whanformation.
This will help us to learn more about their decision making and may also help in
considering the appropriate specification of the framework. The experingeni @sx 2
between-participants design with levels of relevance and reliabildgrapany
information manipulated, and the dependent variables include stock price judgments as
well as the attractiveness of the company’s stock and amount to investonthany’s
stock. If standard setters make trade-offs between relevance ahditglin setting new
standards, the resulting information provided to users will reflect leveddenfance and
reliability determined by the trade-offs exercised by standatersetTherefore, |

examine how investors use such information in their judgments and decisions. | find



nonprofessional investors are affected by and use the relevance and yebébildncial
information in differing ways depending on the type of judgment or decision required in
the context. For example, in deciding how much to invest in a particular stock, the
results suggest that nonprofessional investors first consider the relevanee of
information and if it is high, then they consider the reliability of the infoilenatThe

results also suggest that an increase in reliability does not compensatcfoofa
relevance. Similarly, in a different aspect of the investing process, wherofesgional
investors are asked to make judgments of the attractiveness of the stock effettiad

the information on stock price, the results suggest that only relevance is muporta
Reliability does not significantly affect these judgments.

Prior to running this experiment, | conducted a pre-experimental study to find out
how financial statement users think about and value relevance and reliabilitgrafiél
information. | find that nonprofessional investors state they value relyafitire than
relevance when judging the importance of relevant and reliable informfat making
an investment decision. In addition, I find that the attributes that nonprofessional
investors ascribe to the characteristics of relevance and reliabifey ftom the
expectations of the FASB. For example, the results suggest that attcdomesnly
thought to be a part of reliability (verifiability, representationahfaihess, and the
amount of measurement error) may be perceived also as a part of relevance.

This study contributes to the literature in several ways. First, tldy sttempts
to answer the call put forth by Maines and Wahlen (2006) and Schipper (2007) for more
evidence on how reliability is understood. In comment letters to the FASB &l 1A

regarding the preliminary views for revising the conceptual framewadkthe



subsequent exposure draft, many were concerned with the change in terminology.
Although confusion exists regarding what reliability means or enteiter writers note
that replacing it with a new term (i.e., faithful representation) does notugehe
confusion, and can, in fact, exacerbate the situation. Secondly, this study contributes
evidence on the joint effect of relevance and reliability. Prior studiesiegagliability
perceptions, but not in conjunction with relevance. This study provides some evidence
on the intended and unintended consequences of the revised conceptual framework.
Finally, this study also extends the literature on nonprofessional investonghgy fu
investigating their perceptions of relevance and reliability, and then haavetiffes in
relevance and reliability may affect their judgments and decisi&imma

The rest of the paper is organized as follows. The next section provides a review
of the literature relating to relevance and reliability of accognhformation. The third
section develops a model of how relevance and reliability potentially interactfacd a
information use and judgments. The fourth section details the research method.hThe fift
section presents the results. The conclusion discusses the contributions ahdrsrofa
my research as well as future research opportunities.

II. BACKGROUND

Standard Setting

As a part of the conceptual framework, Statement of Financial Accounting
Concepts (SFAC) No. 2 discusses the characteristics of accounting inforthati make
it useful. SFAC No. 2 states that relevance and reliability are the twargrgualitative
characteristics that make accounting information useful. AccordingAG $f. 2, for

information to be relevant, it must be timely and have predictive value and/oaééedb



value. Thus, in order to be relevant, the “information must be capable of making a
difference in a decision” (SFAC No. 2, para. 4If).contrast to relevance, reliability is
“inherent in the information itself, not in the use of the information” (IASB 2006).
Information is reliable if “users can depend on it to represent the economic cos diti
events it purports to represent” (SFAC No. 2, para. 62). Reliable information, according
to SFAC No. 2, consists of “representational faithfulness, verifiabdlitg, neutrality”
with an overlay of completeness, freedom from bias, precision, and uncertaiAty (SF
No. 2, para. 33).

However, research regarding the effectiveness of SFAC No. 2 is scarce. The
benefits of clearly setting forth the important qualitative charaatarist accounting
information are unclear. Joyce et al. (1982) attempt to test the assurhption t
identifying the appropriate qualitative characteristics of accountiognration will help
standard setters in selecting financial accounting methods. In a stadgnmer
members of the APB and the FASB as patrticipants, they find substantial disagtee
between experienced policy makers on what the qualitative charactemstamn in the
context of particular accounting policy issues and of the relative importatioe of
gualitative characteristics.

According to SFAC No. 2, if either of these characteristics (relevance or
reliability) is completely missing, the information will not be useful. Hesvein a joint
project with the IASB, the FASB is considering revising SFAC No. 2 togh#he
terminology related to reliability and to change how the FASB viewsetlaéion between
the qualitative characteristics (FASB 2008). The FASB has proposedingpla

“reliability” with “faithful representation.” In addition, instead of beingntby



considered, the qualitative characteristics of relevance and faithfabegpiation will be
considered sequentially in that the most relevant element should be identifigtidinst
the standard setter must decide how the element can be faithfully repdesknt cannot
be faithfully represented, then the next most relevant element would bdereqdsi The
FASB expects this process to identify the most decision-useful finan@aination.
Traditional Measurement Theory

The concept of reliability is prevalent in traditional measurement theory.
However, the manner in which the FASB uses reliability differs substarftaittythe
psychometric understanding of reliability. As used by FASB and in accounticticpra
reliability is more qualitative rather than quantitative; in fact, it iBadift to assign a true
measurement of reliability to a piece of accounting information. Convemsely
traditional measurement theory, the degree of random error indicatesatherel
reliability of the measuring instrument and data produced. Accurate data daoeceths
to be reliable data, resulting from an instrument that measures consistewigral
methods exist in psychometrics to measure reliability such asetest; coefficient of
equivalence, coefficient of stability, Cronbach’s alpha, and internal consigtdagyvell
and Delaney 2004). Reliability procedures are concerned with minimizing ragrdom
by increasing the precision and consistency of the measuring instrument.ethsgms
deemed reliable, then we can depend on it.

Although the concept of reliability as discussed by the FASB and in accounting
practice differs substantially from the psychometric understanding dbitéyiasome
commonalities exist that are discussed below. One of the main issuesliatthity in

the psychometric sense is to assess the measure’s validity. The queséliditgfarises



when addressing the systematic error in measurement. Thus, are we medsairivg w
think we are measuring or is there some systematic error involved (Keli9g@)?
Similarly, the validity of the qualitative characteristics of infatiman (relevance and
reliability) as used by the FASB is critical. Thus, it is beneficialdmf relevance and
reliability (as FASB defined them in SFAC No. 2) in terms common to toadiki
measurement theory.

First, in order to be relevant, information must be timely and have predictive
and/or feedback value. Even though relevance is not a mathematical construct, the
qualities of relevance correspond to the concept of criterion validity in traditiona
measurement theory. Criterion validity is concerned with demonstrategieéness in
predicting criterion or indicators of a construct. A form of criterion validitpredictive
ability, which correlates with the requirement for relevance to haadiqtive value.

Another form of criterion validity is that of concurrent validity, which is &mio

feedback value (Cronbach and Meehl 1955). In addition, in order to be relevant,
information must be capable of making a difference to a decision; thus, there must be a
correspondence between the predictor and the outcome.

Second, in order to be considered reliable under SFAC No. 2, information must be
faithfully represented, verifiable, and neutral. According to Kerlinger, “cocistalidity
is one of the most significant scientific advances of modern measurenmaytdhd
practice” because it connects psychometric practices to theordéaal(420). The
construct is meant to capture the phenomena being studied or measured and of concern is
whether the construct is a valid conceptualization of the phenomena. Accordirg to t

FASB, representational faithfulness occurs when there is “correspondemreamant



between a measure or description and the phenomenon that it purports to represent”
(SFAC No. 2, glossary, 10). Construct validity, therefore, is the samasdeghful
representation. In addition, the idea of convergent validity is similar to that of
verifiability. If different sources provide evidence collected in diffeveays,
convergence occurs when that evidence signifies the same or similangnefthie
construct (Kerlinger 1986). Neutrality, by definition, is freedom from bias. Thus, b
framing relevance and reliability attributes in terms of measuredidityawe see that
while we cannot map a function onto the criterion for reliability (or ébevwance) and
solve mathematically to create empirical measures of these qualitaaracteristics, we
can use these ideas from measurement theory to help us better understanceratevanc
reliability and place them and their attributes in context.

Although a limited number of research studies in accounting investigate how
relevance and reliability of information affects investment decisiamse streams of
research exist that relate more broadly to relevance and reliabilitfoaiiation. These
research streams are briefly summarized in the next two sections arbdsllowed by
a discussion of the importance of studying the impact of relevance and itgl@il
judgments of nonprofessional investors. This group is of particular concern to dtandar
setters.

Relevance

According to SFAC No. 2, accounting information must be relevant for it to be
useful. For accounting information to be relevant, it must be timely and havetipeedic
value and/or feedback value (SFAC No. 2, para. 46-57). In other words, relevant

information is capable of influencing a decision by assisting users of trenation in



making predictions about the outcomes of present and future events or to confirm or
correct prior expectations. As standard setters seek to increase #iendesefulness of
information, the relevance of financial information has played a majomroteir
deliberations (Barth 2006). This increased focus on relevance may have some
implications for standard setters, preparers, and users of financial ititoxmB&or
example, in order to be able to provide information that reflects current economic
conditions, standard setters are requiring the use of more estimates ¢rafingporting
(Barth 2006). This has implications for reliability of information as well altsrance.
In this section, | will look at the prior research that documents the fair vaitozibal
cost debate, implications of the debate, and perceptions of relevance of accounting
information by standard setters, preparers, and users of financial ititorma

Over the past few years, the debate between historical cost measiarth&it
value measurement has intensified, and some suggest that the root of therdesaigree
between the two is a “philosophical debate over relevance versus relial8hiyrt(idge
et al. 2006, 37). Proponents of fair value accounting argue that historical cost
information is not as relevant as fair value because it does not provideatifmm about
the current economic environment in which the company operates. The samerssnt
were expressed in the early 1990s when there was a push to mark-to-maokatiag.
At the Securities and Exchange Commission’s (SEC) Market Value Confeneh@®1i,
the participants recommended a shift to valuing a company’s assetstditcbidhased
on current market value (mark-to-market accounting), and one of the championk-of ma
to-market accounting was the SEC chairman who called the continuing relefance

historical-cost accounting one of the most significant accounting issues.
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What often is not clear to investors when there is a push for more relevant
financial information is that the information is provided with a loss of reltsbili
Furthermore, the amount of the loss may not be understood. In an archival studg of va
relevance and reliability of brand assets in the U.K., Kallapur and Kwan (2684hé&t
brand assets are value relevant because of their association with marlkssthuat tiee
brand asset measures may not be reliable (i.e., may have substantial b@sdureeto
contracting incentives). In this situation, the information provided is more reldvant
may be provided with a loss of reliability.

In a study examining nonprofessional investors’ beliefs regarding earning
guality, Hodge (2003) finds that the perceived reliability of audited finand@imation
has declined over time, while the perceived relevance of the audited finafariadation
has increased over time. In a survey of 414 individual investors who are members of the
National Association of Investors Corporation (NAIC), Hodge also finds that the
perceived earnings quality of publicly-traded firms has declined over srhae
perceived auditor independence and perceived reliability of audited finarforahation.
Yet, according to the survey, the perceived relevance of the audited finafariadation
has increased over time. Perhaps these investor perceptions reflect ttethcrea
emphasis on estimates and fair value.

In addition to changes in investor perceptions of financial statement relevashce
reliability, a disconnect may exist between what is perceived asmnglby providers of
financial information and users of financial information. McKinnon (1984) conducted a
cost-benefit analysis of financial disclosure requirements for mutimegltcorporations

(MNC) that surveyed financial analysts (representing users of falanformation) and

11



controllers of US-based MNCs (representing information providers). McKinnds f
substantial differences in the perceptions of the analysts and the contmslterwhat is
more relevant and, thus, more decision useful.

In recent years, a considerable amount of attention has focused on improving the
relevance of financial information (as illustrated by changes holatds on pensions,
asset retirement obligations, and derivatives), but some argue that thisra@lsvance
adversely affected financial reporting reliability (Glover et al. 2006)addition, prior
research studies noted above suggest that what users perceive as relevamdedsei
may not be what the providers of financial information perceive as relexfannhation.
The next section discusses some of the research regarding reliability.

Reliability

According to SFAC No. 2, reliability is necessary for accounting infoomat
be useful. The FASB does define reliability, but other definitions may lekingeactice
and in research. In this section, | examine the prior literature that atteorgefine
reliability, study the effects of differences in reliability, and in\ggges how reliability is
assessed by users of financial information.

Reliable information, according to SFAC No. 2, must have representational
faithfulness and be verifiable and neutral. However, in research and in practice,
reliability has not been so easy to define or capture. In their work summaheing
previous archival and experimental research on reliability of accounting etiorm
Maines and Wahlen (2006) define reliability as:

“...the degree to which a piece of accounting information (1) uses an accounting

construct that objectively represents the underlying economic construct it purport

12



to represent, and (2) measures that construct without bias or error using the
measurement attribute it purports to use (p. 403).”
While this definition does not explicitly include verifiability and neutsalit does
closely correspond to the FASB'’s idea of representational faithfulnessldition, while
some research on reliability, particularly on the relative relialohitgisclosed versus
recognized items, may appear to presume general agreement on the tcandtisc
measurement, Schipper (2007) believes that there is no general agreement on what is
meant by the term “reliability.” As Schipper explains, some belielahility is the
ability of information to be confirmed by an external source; others behatvedliability
means a high degree of consensus among independent measurers; and others believe tha
reliability refers to precision of measurement.

Although disagreement on the exact meaning of reliability exists, praory
studies attempt to investigate the effect of differences in reliabibine stream of
research provides evidence that users treat recognized items difémantdisclosed
items (Davis-Friday et al. 1999; Espahbodi et al. 2002; Hirst et al. 2004), and many
researchers attribute that result to perceived differences in rg§igGibtter and Zimmer
2003; Davis-Friday et al. 2004). Their reasoning is that the decision to recogmisug ve
disclose may be driven by information’s reliability and that differémigestor reaction
to recognized versus disclosed items are in response to the item’s tglidhdivever,
these conclusions are based on indirect evidence. That is, archival reseamchets
observe market participants’ assessments of the information’s rngfialbitederickson et
al. (2006) attempt to specifically examine whether the decision to recogrsae

disclose provides investors with a signal about reliability in the context & spions.
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Providing part of the FASB'’s definition of reliability to experimental mépints? they
find that users’ assessments of reliability of stock option information aretedfby

firms’ choices to recognize versus disclose the information. This suggestlitiality
can determine the location of the information, but situations could also ewibtah
information location influences reliability. In examining this issue, Libbgl. (2006)

find that auditors allow more misstatement in disclosures than in recognized amount
because they view the recognized amounts to be more material than thedlisclose
amounts. The studies reviewed above suggest that information’s perceivedtyeliabi
affects the judgments of users and auditors of financial statements.

In the field of auditing, many studies examine reliability effectsic&auditors
must gather evidential matter, a major component of doing so is to assesahhlgyadif
the information. Rebele et al. (1988) and Hirst (1994) provide empirical evidence that
independent auditors are sensitive to the reliability of audit evidence. However, other
studies find that auditors are not sensitive to the reliability of the inform@tayce and
Biddle 1981). In general, these studies vary the reliability of the informagion b
manipulating either the competence or the objectivity of the source of the itiftmrma
However, these characteristics are not part of the definition of reljakskelf. Instead
they relate more to credibility of the information or its source. Since opeaitiing
reliability has been difficult in prior research studies, and credibility ltas dken used
to proxy for reliability of financial information (Miller and Sedor 2007), itlsoauseful
to understand how investors think about credibility in relation to reliability. While no

generally accepted accounting definition of credibility exists, the undegrl

* Frederickson et al. (2006) define reliable infotimraas “information that is verifiable, reflects a
business’ activities in an unbiased manner, amgeiasured with little uncertainty” (p. 1083).

14



characteristics of credibility appear to be competence, objectivitywittbiness, and
believability (Hodge et al. 2006; Mercer 2004Hodge et al. (2006) specifically define
credibility as “the extent to which users perceive that management’sslises represent
management’s unbiased beliefs about the true nature of the transactions aridgvents
624).

In addition to research on the effects of perceived information refaloifter
studies attempt to examine how users of financial information assessdbéitgbf
accounting estimates. Since estimation is necessary to provide reles@nttang
information,understanding howsers assess the reliability of those estimates is of
interest, particularly because the reliability can vary substantiaé to factors inherent
in the estimation. In addition, financial information users must assess #i®litglof
accounting estimates in order to evaluate the information risk associttdthancial
reports (Hirst et al. 2003; Elliott et al. 2007). Although significant rebeaxists on the
achievement of accounting information reliability, limited researchseregfarding how
financial statement users understand reliability. In their studydegadisclosures of
estimates, Elliott et al. (2007) find that estimate-related sensitiggjosures affect
investor’s perceptions of the reliability of the estimate.

According to Maines and Wahlen (2006), even though reliability is essential for
information to be useful, it is a “complex and elusive construct in theory, praatite,
research” (399). If, however, we can gain a better understanding of reliabéiywe
can seek to discover how financial statement users’ judgments and decisions ar

influenced by this information characteristic.

®> When addressing credibility issues, distinctioas be made between the credibility of soeirceand the
credibility of thedisclosure(Hodge et al. 2006; Khuranana and Raman 2006; &n&@04; Miller et al.
1999).
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In this study, | investigate the impact of information relevance and fedjaim
the investment judgments nbnprofessional investard\ext | discuss the reasons for
focusing on this group of market participants.
Nonprofessional Investors

Although changes to the conceptual framework will have an indirect effect on
investors (i.e., changing the framework will have direct impact on forthmgpstandards
which then affects the information available to investors), there is much torbedea
about how investors understand and utilize relevance and reliability of financial
information. In particular, we need to understand how they could be affected by trade-
offs made by FASB/IASB in setting standards in accordance with the updaiesptual
framework. A concern of several who commented on the preliminary views document as
well as on the exposure draft was that the users of financial information would be
inundated with information via disclosures and other means used to disseminat# releva
information and would not be capable of processing the information in order to make
informed decisions and judgments. In addition, they would not be aware of possible
changes in the reliability of the information provided.

In this study, | focus on nonprofessional investors for several re4deinst, the

FASB/IASB are clearly concerned with investors, not only current shareholdatsbut

6

http://www.iasb.org/Current+Projects/IASB+Proje@shceptual+Framework/Discussion+Paper+and+Co
mment+Letters+-+Phase+A/Comment+Letters/Commentetshtm
http://www.iasb.org/Current+Projects/IASB+Proje€shceptual+Framework/Exposure+Draft+and+Com
ment+Letters+-+Phase+A/Comment+Letters/Commentetetitm

" Investment activities of nonprofessional investmstinue to grow due to the increased ease ofrigaki

an investment (Clark-Murphy and Soutar 2004; Tarrd Rudd 2004; Vogelheim et al. 2001).
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future investor§. Second, nonprofessional investors are of particular interest to the
Securities and Exchange Commission (SEC), the regulatory agency thathagty
over accounting rules. For example, while the SEC was concerned with all market
participants in mandating Regulation Fair Disclosure (Reg FD) to leegdlaying field
for all investors, their primary concern related to nonprofessional invésithsd,
research studies examining the judgments made by nonprofessional investors ar
increasing in number (Elliott et al. 2007) due to evidence that individual investors can
significantly affect the market (Bloomfield et al. 1998; Vogelheim €2@01). More
than 90 million nonprofessional investors own shares of stock either directly or through
mutual funds (NYSE 2006); in addition, nonprofessional investors have 34 percent
ownership of all outstanding shares (Bogle 2005). Finally, how nonprofessional
investors use and understand financial information disseminated by compatiikes is s
unclear. Thus, this is an area in which there is much to be learned.
Changes to the Conceptual Framework

The FASB proposes changing the conceptual framework by prioritizingarele
and relegating reliability to a secondary consideration (for more on FASHBiss#e
Appendix 1). In addition, in an effort to clarify what is meant and intended by the term
reliability, the FASB is considering replacing reliability wittalthful representation.”
This would be more than a change in terminology in that it would “make clear that
faithful representation is attained when substance of an economic phenomenon is

depicted completely and neutrally” (FASB Project Update 2007). In addition,

8 As a part of the joint FASB/IASB project updatitig conceptual framework, the boards identified
current and potential investors and creditors as girimary user group for financial informationA&B
2007; IASB 2007). One subset of this group is mofgssional investors.

® http://sec.gov/news/extra/endseldi.htm
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verifiability would be identified as a distinct qualitative characteristot as an attribute
of faithful representation (reliability). Relevance and faithful reprag®n would be
treated as fundamental characteristics for decision usefulness, andaaifipa
verifiability, timeliness, and understanding would be treated as enhanciagtehnetics
(FASB 2008). With the continuing work of the FASB and IASB in updating the
conceptual framework, my study investigates how relevance and rghiabifinancial
information affects information use and decisions made by users of financiahatifamn.
[Il. MODEL DEVELOPMENT

SFAC No. 2 sets forth the characteristics of financial information, inclutiag t
primary characteristics of relevance and reliability, which makenmdtion useful. In
this concept statement, the FASB states that all financial reportingésmed to
varying degrees with decision making, and the usefulness of information must be
evaluated in relation to the purposes served (e.g., the need for information on which to
base investment, credit, and similar decisions). The guidance provided by SFARC N
suggests the basic model shown in Figure 1. The basic model identifiddgisks
between the relevance and reliability of information and judgments of usanarafial
information.

SFAC No. 2 suggests that relevance and reliability have significant effects on
judgments (links A and B). The effect of relevance also is predictedfioytide.
According to the Random House Dictionary of the English Language, releigance
bearing upon or connected with the matter in hand; to the purpose; per{Rigit
1981). Thus, if information is related to a judgment or investment decision, then it is

relevant. Correspondingly, the FASB states that for accounting information to be
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relevant, it must be capable of making a difference to a decision by influersgrgj
predictions of outcomes or confirming/disconfirming their prior expectations.

Studies suggest highly relevant information affects judgments but information
with low relevance may also affect judgments. In the context of auditinggehlaack
(1992) examined the effect of seemingly irrelevant information on audit judgiments
providing auditors with a combination of diagnostic and nondiagnostic evidence in a
laboratory experiment. He finds that those that received both diagnostic rte v
nondiagnostic (irrelevant) evidence made less extreme decisions than thgsaniys
diagnostic information—that is, irrelevant information had a dilution effect on the
judgments. In a related experimental study with fraud judgments in thexpeesie
relevant and irrelevant information, Hoffman and Patton (1997) find that accoumgtabilit
to superiors does not eliminate the dilution effect. Interestingly, anotltdr shows that
relevant information sometimes does not affect decisions. In a cost accontiex,c
Vera-Munoz (1998) uses an experiment to examine why decision makers tend to ignore
relevant information (opportunity costs) in their resource allocation desisiShe finds
that experimental participants with high accounting knowledge tend to ignore more
opportunity costs than those with less accounting knowledge, and that they tend to do so
to a greater degree in a business context versus a personal context. In diflteissing
results, Vera-Munoz suggests that the tendency to ignore opportunity costsagithue t
knowledge schema that the participants accessed (i.e., based on GAAP rules that do not
incorporate opportunity costs). Thus, dependent on the schema accessed for a particular
task, the use of that schema could obscure relevant information. Perhaps, tbreerall

mixed results are due to the fact that human beings face bounded rationaddy (Si
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1955) as we are subject to limited processing capacities (Hogarth 1993jgniifiaamt
amount of information is provided to users, they may use information that should not be
relevant to their decisions and ignore information that should be relevant. In addition,
even if users have sufficient information processing capacity, dependent on
characteristics of the task, they may be more inclined to use irrelevaomdiagnostic
informational cues (Payne et al. 1992).

These studies suggest that the basic model’s predicted impact of information
relevance on decision making may not hold. However, theoretically (by definition)
relevance should affect judgment and decision making, and this has not been studied
experimentally in financial reporting. This leads to my first hypothesis:

H1: Information that is more relevant affects judgments more than
information that is less relevant (Link A).

In addition, theory suggests that reliability is expected to have a signiitact
on judgments. In situations where the reliability of the source could be questioned,
Schum and Du Charme (1971) separate the report of an event (i.e., medical diagnosis)
from the event itself (i.e., an illness). They develop a model that demondiedtdset
inferential impact of the report of an event varies as information s@uecephysician)
reliability changes; in fact, a small variation in source reliabilly bave a significant
impact on the inferential value of information. Thus, judgments based on a piece of
information should be affected by the reliability of that piece of information

Prior research provides some evidence that reliability of informationtsffec
judgments. Bamber (1983) extends the model of source reliability developed by Schum

and Du Charme for use in an audit context by alsorporating the potential content of

20



the audit procedures and the reliability of the audit senior. Experimentafipdsehat
audit managers’ judgments were sensitive to the reliability of the semlibrs conducting
the audit procedures, verifying the Schum and Du Charme model. While experimental
research on reliability shows positive effects on decision making (Bamber 1€83eR
Heintz, and Briden 1988, Hirst 1994, Mercer 2005), users of financial statement
information do not always correctly adjust their judgments for impairmenésiabitity
(Desira and Baldacchino 2005, Glover et al. 2005, Maines and Wahlen 2006), perhaps
due to insufficient disclosures regarding the level of reliability of therimétion

provided or the transparency of the auditing procedures used on that information. In
addition, users may not be able to correctly adjust due to cognitive limitatomns.
example, McDaniel et al. (2002) experimentally find that financial eXpesessments

of financial reporting quality (where reliability would be expected toenp#ire based on
relevance and comparability and not reliability. McDaniel et al. sudggsthte financial
experts are able to make reasonable assessments of these qualdisaggragated

level, but when asked to combine to make an overall assessment of financialgeportin
guality, they are unable to incorporate all of the assessments (although they do
incorporate some)Thus, although, theoretically, reliability of information should affect
the use of that information, experimental evidence is mixed on this effect. r-thtse
prior experimental studies are not necessarily aindoitmationreliability (i.e, some are
about source reliability). So while theory suggests that information relyatiditters,
there is a need for evidence on this matter, particularly in the context ofifihanc

accounting. This leads to my second hypothesis:
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H2: Information that is more reliable affects judgments more than
information that is less reliable (Link B).
The proposed changes in the joint FASB/IASB Conceptual Frameworkstugg

relevance and reliability effects are not independent. This suggests aoraddiitk in
the model. The augmented model is shown in Figure 2. Link C indicates the potential
interaction between relevance and reliability of informatfbiThe interaction could
represent (1) a trade-off or (2) an ordered importance of the two concepts. If the
interaction represents a trade-off, then users integrate all obtainabarueation and
would allow a low value on one cue to be compensated by a high value on another
(Einhorn 1970; Simon 1955); users would trade the cue with the low value for the cue
with a high value. Conversely, due to bounded rationality, other approaches may be used
more in line with the idea of ordered importance. These approaches typinally ig
some of the available information (Pachur et al. 2008). According to the FASBgtthou
ideally, the choice of an accounting alternative should provide informatiors thath
more reliable and more relevant, it may be necessary to sacrifice some @dality for
a gain in another” (SFAC No. 2, 5). However, information may possess both
characteristics to varying degrees, and it “may be possible to tradencdoa
reliability or vice versa, though not to the point of dispensing with one of them
altogether” (SFAC No. 2, para. 42 [page 23]). Relevance and reliabilityoofriafion
move along a continuum, such that degrees of relevance and reliabilityS&4AsT (No.

2, 6). Reliability, in particular, is not an all or nothing concept. A trade-ctfioal

1% Theoretically, link C should be just one directiarthat an increase in relevance should not be @bl
make information more reliable. Relevance is tgfpjccontext specific and reliability is inherenitkm
the information itself. However, people may thadsout this differently, so the arrows are drawn to
capture both potential directions (see Figure 2).
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would indicate that an increase in relevance could make up for a decreasabitityeli
and vice vers&" For example, while aware of concerns about the reliability of
measurements of postretirement health care obligations, the FASB beliat/duet
improved relevance of recognizing estimates of these liabilitiestdffe decreased
reliability of the resulting financial statements containing these nuni®EiS 106,
Summary, FASB 1990; Glover et al. 2005).

A few studies examine the trade-off between relevant and reliable aogpunt
information. In the context of fair value accounting, Kirschenheiter (1997) atdrtpot
investigate the trade-off between relevant and reliable accounting inionnbg
modeling an optimal disclosure policy when two signals (accounting informatbamit
asset value are available to be disclosed. He modeled reliability as tiseopretthe
signal (accounting information) and relevance as covariance betweegrtakasid the
asset’s true value. Essentially, he finds that an increase in relevarectharopffsets a
decrease in reliability in his setting. However, human decision makiacteffiere not
considered in Kirschenheiter's model.

The interaction represented by Link C could also represent an ordered im@ortanc
of the two concepts. The idea of ordered importance comes from the FASB/IASB’s
proposed changes to the conceptual framework. The boards are considering having a
process that would consider relevance and reliability sequentially; firstifyciet most
relevant piece of information and then determine if it is reliable (faithfafpyesented).
Thus, reliability would only matter if the information is relevant. McCagtith §tanga

(1983) find a quite different relation of relevance and reliability of infoionan their

| am assuming neither a complete lack of religbitior a complete lack of relevance. A situatidthva
complete lack of reliability or a complete lackrefevance is unlikely, and in this case, an in@eaghe
level of relevance could not make up for the loleeel of reliability.
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study examining the trade-offs between relevance and reliabilitgived by users and
preparers of accounting information. The specific context they examindasngecin
the accounting measurement basis from the historical cost to constant dollaeot cur
cost accounting. They surveyed chief financial officers, financial asabysd chief
commercial loan officers about the relevance and reliability of 30 fiabiméormation
items prepared using different measurement bases. They find that theqekrcei
relevance of accounting information is dependent on its perceived reliabihiy.
contrasts with the FASB/IASB proposal where reliability is considefted r@elevance is
established.

The proposed changes to the conceptual framework suggest that the two concepts
of relevance and reliability are not independent. However, the specific natbie of t
interaction is uncertain. This leads to my third hypothesis:

H3: Relevance and reliability effects on judgments are not independent.

The form of the interaction will be explored experimentally. Since prior redsshows
in other contexts that irrelevant information affects judgments, the teliaddi
information may be able to mask if the information lacks relevance; thuswsdisbe
unaware of the irrelevance of the information if it has a high degree of ligliabi

In the following section, | discuss the methaid to investigate nonprofessional
investors’ perceptions of the qualitative characteristics of financiahnaton and how

they use these characteristics in making judgments and decisions.
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IV. METHOD

Overall Experimental Plan

Before | can examine how nonprofessional investors use the relevance and
reliability of financial information in making judgments and decisions, | fiegtd to
understand how these investors perceive these concepts so that | can manipulate the
high and low levels in the experiment. Investors may perceive relevancdiabititse
of information in a manner unlike that of the FASB or researchers. In addition, based on
prior research and anecdotal evidence, nonprofessional investors may not be able to
distinguish between relevant and reliable information. For example, an 1488 re
describes how some financial statement users dismiss a piece of inforrsagpordedly
notrelevant although their decision really seems to be based on concerns about the
reliability of the information (IASB 2005).

Thus, before | can set up my experiment to investigate how the relevance and/or
reliability of information affect investor decision-making, | firsincluct a pre-
experimental study to examine the attributes that these investors tssottiaelevance
and reliability. After gaining a better understanding of how nonprofessional investor
perceive these qualitative characteristics, the experiment testhéssvinvestors use
relevant and/or reliable information to make an investment decision. In desiigaing
materials for the experiment, | use the attributes underlyingaretevand reliability

discovered in the pre-experimental stddly.

12 Since credibility is often used as a proxy foiaeility in research studies, | will also investigaow
nonprofessional investors perceive credibility &ntley distinguish between reliability and crediilyi
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Pre-Experimental Study: Participants, Design, and Procedures

The overall goal of the pre-experimental study is to gather evidegeeding
how nonprofessional investors think about relevance and reliability. The pre-
experimental study has three aspects: to examine the importancezahcel@nd
reliability to investors, to explore how investors perceive the two chastaisrof
relevance and reliability, and to determine the attribasssciated with relevance and
reliability to be used in the main experiment. In order to examine all tepeets, the
pre-experimental study utilizes two tasks. For the first task, nonprofaksigastors,
proxied by MBA students, are asked to either rank or rate relevance abditglia
terms of the importance that the participants place on these two charasteisn
making a decision® This task is illustrated in Table 1. Note that the ranking and rating
tasks are varied between participants so that no one is asked to do both. Also note that
the ranking task instructions indicate that relevance and reliability maanked equally.
The results from the ranking and rating tasks address the first aspecpd-the
experimental study.

The second task addresses the final two aspects of the pre-experimental study.
For the second task, participants are given pieces of information about a gampan
which they are interested in investing (e.g., press release, CFO confeaftreceserpt,
sales). Essentially, the investors are given pieces of informatiovattyain terms of
relevance and reliability, and they are asked to assess the ovesithesefulness of

the information and various characteristics that relate to attributeewvénele and

13 Based on Elliott et al. (2007), MBA students aved proxies for nonprofessional investors in tahks
are relatively low in integrative complexity.
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reliability (e.g., how timely is the information, how precise is the infoionii* Each
participant is given general background information about a hypotheticabognand
told that they have the means to invest and are considering investing in this company
Participants are presented with 10 financial information items that véeyns of
relevance and reliability. These items are listed in Table 2, PalleFar example, one
item is a footnote disclosure from the company’s annual report, another iteraxseapt
from the CFQO’s conference call (other examples are shown in Table 2, BarkaB
each item presented, the participant is asked 19 questions regarding @ispetance
and reliability (and credibility) of the financial information item. Tdese listed in
Table 3, Panel A. Each guestion’s response is assessed on a 0-100 scaleatediilust
Table 3, Panel B. The questions relate to attributes of the information ehiatast
(relevance, reliability, and credibility) that are suggested &yhSB or IASB or in the
case of credibility, suggested by prior research. Table 3, Panel A indivates
characteristic thought to be related to each attribute and the source isggtest
attribute. The presentation of the 10 financial items is varied so that parsotjicumot
evaluate the items in the same order. In addition, | reverse the scale fufrttve
guestions (i.e., measurement error and bias).

Once the participants completed this set of questions, they were then asked to
complete a background and demographic questionnaire containing questions about their
finance and accounting education and their work experience, as well as a few

demographic questions such as age and gender. Again, the goal of this pre-exglerime

% The hypothetical company is based on a Fortunecb@tfpany with all identifying information altereal t
prevent participant’s knowledge about the actuahgany to confound their responses.

5 The ten items were chosen so that they varieering of the relevance and reliability of the infation
provided. That is, items were included that wéely low relevance and high reliability, and saotfo
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study is to gain an understanding of how nonprofessional investors evaluate relevance
and reliability and how they perceive these characteristics and wbahatfon attributes
nonprofessional investors associate with relevance and reliability.
Demographics

Sixty-five MBA students from a private university participated in the pre-
experiment; however, one participant did not complete the demographic information in
Part B. On average, the participants have 8.7 years of work experient@armave
directly invested in a common stock while 84% plan to invest in a common stock in the
future. The average age of the participants was 31 years witheaabg to 59 years.
Analysis: Importance of Relevance and Reliability

The three aspects to the pre-experimental study are to examine thiameaf
relevance and reliability to investors, to explore how investors perceivéribatas
related to relevance and reliability, and to determine which attributes shouse dhe¢o
represent relevance and reliability in the main experimiemst, in order to gauge the
importance nonprofessional investors believe they place on relevance dnitityelia
examine ratings and rankings gathered in the first part of the pre-exp&iistedy
(Table 1). In this task, participants evaluate whether it is more importanfdomation
to be relevant or reliable in order to be useful in their decision making. Half of the
participantgatedthe importance of relevance and reliability of financial information
(Table 1, Panel A), and half of the participaraskedthe importance of relevance and
reliability (Table 1, Panel B). The participants who rated the impor@intese two
characteristics on a scale of 0 to 10 rated reliability (mean=9.31) asmpwdant that

relevance (mean= 8.53, t= 2.71, p=.01). Of the participants who ranked the importance
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of relevance and reliability as either 1 (most important) or 2 (less inmppd8% ranked
reliability first (relevance second), 33% ranked relevance and relyadmliequally
important, 12% ranked relevance first (reliability second), and 12% did not respond.
Thus, the participants who ranked the importance of relevance and reliankid
reliability (mean=1.11) as more important than relevance (mean=1.50, t=-3.03, p<.01).
These results suggest that investors think they value reliability of fihamicianation
more than relevanc@. Prior research (Evans et al. 2003; Luft and Shields 2001; Nelson
et al. 2001; Reilly and Doherty 1988pwever, shows that people often have poor self-
insight into the weights they place on specific pieces of information. Whnesher these
investors would place the same importance on reliability when making an inméstme
decision or judgment as they indicated in this abstract task is not clear. Whether t
importance of reliability will still be greater than relevance in thenneaperiment is an
interesting question.
Analysis: Exploration of Relevance and Reliability

The second aspect of the pre-experimental study is to explore overall how
investors perceive relevance and reliability of financial information. Irr ¢ode
understand more about the underlying structure of the attributes of these gdncepts
perform a principal-axis factor analysis. Factor analysis can bleeitber for data
reduction (to remove highly correlated variables) or, as in this case, fdustruc

detection (to examine the underlying relation between the variables). TabkedAtpre

18| also performed non-parametric tests on the ragskinith results that correspond to the t-testsing/a
Wilcoxon Signed-Rank Test, participants rank retexaas significantly less important compared to
reliability (z=-2.668, p<.01).
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the results of the factor analysésOnly the factors with eigenvalues greater than one are
shown.

All of the attributes of relevance, reliability, and credibility areudeld in this
first analysis in order to obtain an overview of the structure of these atsribTes first
factor analysis also gives insight into whether relevance and reliabiitseparate and
distinct concepts, without forcing the attributes into a particular factor dysiaPanel
A shows that a factor analysis of all attributes extracted fousrfacihe factors suggest
that the following attributes - accuracy, believability, verifiabilityguysibility,
objectivity, precision, trustworthiness, and confirmatory or disconfirrgatbehave in a
similar manner and relate to reliability and credibility. The second faatiyests that
uncertainty, represent economic event, and completeness behave in a similaramdnner
relate to relevance. The third factor suggests that the two attributesnéissedind
predictive ability, behave in a similar manner; this suggests anothet aspelevance.

In a similar manner, the fourth factor suggests that biased and measweeammebehave
in a similar manner that is different from the other attributes; this is pecagpsing
another aspect of reliability.

In order to further explore the attributes related to reliability areagice, |
perform two other factor analyses. Panel B reports the factor anfayseliability
judgments with only the reliability related attributes, and it suggestsh&bltowing
attributes-precision, represent economic event, verifiability, accurampleteness, and
uncertainty-behave in a similar manner. However, biased and measuremeweee in

a second factor, which suggests that these attributes capture somethnegtdifben the

7 Kaiser-Meyer-Olkin Measure of Sampling Adequacy 8artlett’s Test of Sphericity are two tests that
indicate the suitability of the data for structdegection. Both tests indicate that my data aitalsie for
structure detection.
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attributes in the first factor. Thus, reliability has two underlying factdmterestingly,
Panel C shows that relevance has one underlying factor encompassipgaapikedict
future value, timely, and confirmatory or disconfirmat8tyThus, these analyses
indicate that there may be two separate aspects of reliability; @ated¢b its
measurement attributes and one related to how it captures the underlying ecrerhic
Analysis: Attributes of Relevance and Reliability

The third aspect of the pre-experimental study is to determine whidutgtriof
relevance and reliability should be used in the main experiment. In ordertisdo t
estimate three models using ordinary least squares regressions.h8iocertll goal of
the financial reporting system is to provide information that is useful for deeisi
making, | first estimate a regression model to determine if user€pencs of relevance
and reliability relate to decision usefulness. For this model, | use judgistbde
usefulness as the dependent measure and judged relevance and judged/ residbdit
independent variables. Then to determine what attributes are associatedewathoe
and with reliability, | estimate two other regression models, one with juédg@dance as
the dependent measure and the judged relevance-related attributes &sedistu
Section Il)as the independent variables and the second with judged reliability as the
dependent measure and the judged reliability-related attributes (as discuSsetion
II) as the independent variables. Since each participant rated all 10 items, aarindicat
variable for each participant is included to control for differences in averaggsra

across individuals. Table 5 shows the regression results. In addition, | edtdh@ne

'8 An additional factor analysis was conducted usimtifferent rotation that assumes that the construc
correlate with one another. A varimax rotationfasd above) is orthongonal and assumes that the
constructs are independent. Thus, | also usedlkaue rotation (oblimin), and the results were
substantially the same as those reported above.
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correlations between the independent variables; the correlations are repdiaédei 6.
Since the predictor variables are highly correlated, multicollineeoiyd be an issue.
Thus, | examine the variance inflation factors (VIFs) and toleranceslelrekeach of the
regressions reported below, there are no VIFs greater than 10, and the tolerdsegedeve
not below 0.2. This suggests that collinearity is not a concern with this set of data (Der
and Everitt 2002).

Model 1 regresses decision usefulness on relevance and reliability, and as
expected, both coefficients are positive and statistically significant. INa@gresses
reliability on the reliability-related attributes, and only accuracyipi@n, represent
economic event, and completeness are statistically significant. This gradverceived
reliability is more strongly affected by these attributes thawdifiability, uncertainty,
biased, or measurement error. The attributes that are prescribed by BenFSAC
No. 2 are in italics in Table 5. Model 3 regresses relevance on the releviateg-re
attributes. Surprisingly, timeliness is not statistically significbat predictive ability
and confirmatory or disconfirmatory are significant. Again, this shows thegiped
relevance is strongly affected by some of the mentioned attributes, but not all

As a sensitivity analysis to determine if any of the attributes qvérk, affect
both the perceptions of relevance and reliability), | estimate two additiaugiato
capture the crossoveét. Model 4 regresses reliability judgments on all of the judged
reliability-related and relevance-related attributes. Model 5 segsgudged relevance

on all of the judged reliability-related and relevance-related attribdtes purpose of

9 While arguing that fair value is not relevant, sl respondents to an IASB survey based their
arguments on perceptions of a lack of reliabil@dther than on a lack of relevance (IASB Observaeblo
May 2005). This suggests that there may be arlavar the attributes ascribed by nonprofessional
investors to relevance and reliability.

32



examining the results from these unrestricted regressions is to disogveverlap. For
example, one attribute - represent economic event - is statisticallficzant for both
relevance and reliability (i.e., models 4 and 5). Thus, to vary this factor inammy m
experiment in order to manipulate reliability would be problematic because iffects
perceived relevance. However, it is the only attribute that was significéhe restricted
Models 2 and 3 that poses this probfém.

The results from the factor analyses used to explore the underlyingisgratall
of the attributes associated with relevance, reliability, and crediarlidythe results from
the regression models used to estimate which attributes investors aseadlol to
characteristic suggest that investors’ perceptions of relevance aidlitglare not
exactly the same as the SFAC definitions. First, the factor anahgieate that there
may be two separate and distinct aspects of reliability, one relatechteadisurement
attributes (measurement error and bias) and one related to how it captunedetiging
economic event (represent economic event, precise, complete, accurate, aiiejerif
Second, the regression analyses (focusing on the results from Models 2 anchB) give
idea of the attributes that investors ascribe to the characteristids\a@nee and
reliability. | use this information to manipulate relevance and relighufifinancial
information in my main experiment. Based on the results from Model 2, | manipulate
precision and completeness in order to vary reliability in the stimuli for the mai

experiment® Similarly, based on the results from Model 3, | manipulate the ability to

% An interesting result of the sensitivity analyisishat in the unrestricted relevance model, omly of the
relevance related attributes, predictive abilisysignificant, while three of the reliability redat attributes,
verifiability, represent economic event, and measwent error are significant. This suggests tHatveace
seems to be a function of attributes traditionatipsidered to be aspects of reliability.

2 precision and completeness both also loaded highfactor 1 in the factor analysis on the reli@pil
related attributes (Table 4, Panel B).
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predict future value and the ability to confirm or disconfirm prior expectationgyo va
relevanceé? In addition, based on the sensitivity analysis, | do not manipulate the
attribute of represent economic event since it was significant in both nbstnicted
reliability and relevance regressions (Models 4 and 5).
Main Experiment
Design Overview

In my main experiment, as previously discussed, | use what | learnedhfeom
pre-experimental study in order to manipulate the relevance and refiabilitformation
available to nonprofessional investors who are making an investment decisiorthe test
hypotheses in an experiment using a between-participants design. Albpats are
presented with identical background information for a firm; they are alserpeeswith a
press release from the firm. | manipulate the relevance of the pleasea information
(at high and low levels) and the reliability of the press release infimam@t high and
low levels). Since | was able to explore the attributes nonprofessionabirs/psrceive
as related to relevance and reliability of financial and related infeoma manipulate
those attributes to examine the v$¢he two characteristics. However, given that | am
using what | learned from the pre-experiment rather than manipulationsststebh
prior research, pilot-testing the instrument is of utmost importance; thusdlicted
several pilot tests. | will discuss the results of the pilot tests nexhandliscuss the

method for the main experiment in greater detail.

22 predict future value loaded highly on factor tHa factor analysis on the relevance-related aiteib
(Table 4, Panel C). Confirm or disconfirm did tedd highly in any of the factor analyses.
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Experiment: Pilot Test |

Sixty-five undergraduate business students served as participantsgootiest
during class timé® Participation was voluntary and a small amount of extra credit was
offered for their participation. The purpose of the pilot test is to determine whigther
manipulation of the relevance and reliability of the information provided in the press
release is at appropriate high and low levels. Participants in the pilctegsthe levels
of relevance and reliability of four pieces of information, representingdotential firm
press releases. The four press releases consisted of information thegamaso be high
relevance/high reliability, high relevance/low reliability, low relesahigh reliability,
and low relevance/low reliability. Each participant is asked to rate lthvearee and
reliability of each press release on scales from 0 (not at all) to 100 (vehy.muc

Table 8 presents the results of the pilot test. In the high relevance conditions, the
mean judgment of relevance was 61.5, significantly higher than the mean judgment of
52.5 in the low relevance conditions (t=-4.33, p<.61)n the high reliability conditions,
the mean judgment of reliability was 68.9, significantly higher than the meamgudgf
61.5 in the low reliability conditions (t=-4.33, p<.G) The results of the pilot test

suggest that the manipulations of relevance and reliability were suc8ssful

2 A previous pilot test was also administered toargcaduate business students. This initial péet t
consisted of 4 different types of information (elggal contingency, shopper club program) mantedlat
varying levels of relevance and reliability. Tinéial pilot test helped to identify the piece aformation
to be used in the experiment’s press release ahnid lelarification of the manipulation of relevareed
reliability.

2 While the levels of judged relevance and religpéippear to be at relatively high levels, theatéhce
between the high and low conditions is statistjcsignificant.

% |n addition, the pilot tests also checked whetherparticipants noted the timeliness of the infaiion
given in the press release. In the high timelirmesglitions, the mean judgment of timeliness wago®i7
the 0-100 scale) compared to 57 in the low timakneonditions (t=-4.02, p<.01).

% Since each participant judged the relevance drability of all four pieces of information, | exaned
whether the results hold using just the first juéginof each participant. | find similar results.
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Experiment: Pilot Test I

In the first pilot study, the press releases were either labeledhgsrbleased on a
particular eleven months-prior date (i.e., August 9, 2007, low relevance) or “this
morning” (high relevance). In order to address concerns that manipulaitighneliness
of the press release in this manner could result in a “no relevance” conditi@diokte
the planned “low relevance” condition, an additional pilot test was run. The purpose of
this pilot test was to determine whether the timeliness of the informatioa loeul
increased for the low relevance condition, without obscuring the differences iglthe hi
and low relevance conditions. Thus, the pilot test examined the effect of chtreging
date of the press release in the low relevance condition from “August 9, 2007” to “this
morning”. Twenty undergraduate business students served as participants for the pilot
test during class time. Participation was voluntary and a small amount of rextitarxas
offered for their participation. Again, the purpose of this pilot test was to determ
whether the manipulation of the relevance and reliability of the information provided i
the press release successfully varied the perceived relevancei@nitityedf the
information. Participants in the pilot test rated the levels of relevanaelgaduallity of
the four potential press releases on scales from 0 (not at all) to 100 (very much).

In the high relevance conditions, the mean judgment of relevance was 62.3,
significantly higher than the mean judgment of 55.4 in the low relevance conditions
(t=2.26, p<.05).In the high reliability conditions, the mean judgment of reliability was
71.1, significantly higher than the mean judgment of 58.3 in the low reliability conditions
(t=3.92, p<.01).The results of the pilot test suggest that the manipulations of relevance

and reliability were successful. However, since the results are not ag asrire
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differences between high and low relevance conditions in the earlietgstptl decided
to use a 3x2 design for the main experiment, with relevance manipulateeealetrels
(high, low, and none). The details of the cases for the no relevance condition are the
same as described below for the low relevance condition except that the dag¢epi@ss
release in the ‘no relevance’ condition is August 9, 2007, a prior date, rathetttisan “
morning”. If no difference between the low relevance and the no relevance conditions
exists, then | will collapse the conditions into the planned 2x2 study.
Participants

One-hundred and thirty nine MBA students from a private university participated
in the main experiment. On average, the participants have 6.3 years of work egperienc
and 40% have directly invested in a common stock while 89% plan to invest in a
common stock in the future. The average age of the participants is 30 yearsanigle a r
of 21 to 60 years. Fifty-three percent of the participants are male. Tablevidegr
demographic information.
Design

The experiment used a 3x2 between-participants design, with relevahce a
reliability manipulated. All information presented to participants about thettArm
(such as abbreviated financial st
atements) is identical except for a piece of new information. This pfecawv
information, in the form of a press release, contains the manipulatedredeand
reliability factors; each is manipulated at high and low levels based oesthiésrfrom
the pre-experiment. Relevance has a third level, ‘no relevance’ where sheglease

provides old information. Table 7 provides an example of the press release (high

37



relevance/high reliability; Panel A), illustrates which attributesraanipulated (Panel
B), and how the attributes are manipulated to achieve varying levels\adneteand
reliability (Panel C). In addition to the four attributes isolated in the xjperemental
study, based on prior research, | also manipulate two other attributes in my main
experiment: source credibility (reliability) and timeliness (ralee).

Materials

Each participant receives a packet containing the institutional review board
consent page, general instructions, and three envelopes (A, B, and C). Envelope A
contains specific instructions for the task, case information, and questions. The
information section includes abbreviated financial and related information about a
hypothetical company (current stock price, financial statements, anef érmincial
analysis of the firm) and a press release regarding an activhg abmpany.
Participants are asked to assume that they have the funds to invest and they are
considering investing in the hypothetical company.

Envelope B contains a post-experimental questionnaire with demographic
information and manipulation check questions. In addition, the participants are@sked t
rank (as the participants did in the pre-experiment) the importance ofrre¢eaad
reliability of information to their investment decision. Envelope C contains atsisér
in which the participants are asked to rate the relevance and reliabthiy press release
that they received in Envelope A. A copy of the experimental stimuli is incladed i
Appendix 2. The press release contains the information that is varied irofatss
relevance and reliability. Details of the manipulation of the informatienngluded in

Appendix 3.
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Procedure

The participants complete the questions in envelope A and return the case
information and questions to envelope A prior to opening envelope B. Once they start
the post-experiment questionnaire in envelope B, they cannot go back to the information
contained in envelope A. After they complete the questions in envelope B and return the
guestions to envelope B, they open envelope C and answer the questions related to the
relevance and reliability of the press release.
Dependent Variables

In order to test the effects of relevance and reliability of infoomatn
nonprofessional investors’ investment decisions, participants are asked to jutthge (1)
attractiveness of the company’s stock (on a scale from 0 to 100, with O as very
unattractive and 100 as very attractive) betord after reading the press release and (2)
the portion of $10,000 that they would invest in this particular company (on a scale from
$0 to $10,000) only after reading the press release. After reading the prass,riie
participants are also asked to evaluate (1) whether the stock price would ¢bange f
baseline stock price (i.e., significantly increase, increase, signlfictetrease, decrease,
or stay the same) and (2) the price at which the stock would close on thathdahattdr
guestions are based on the stock prediction task in Hopkins (1D®éYyesponses enable
an analysis of how relevance and reliability affect investment decisions. theder
scenario in the cases in this study, the news is positive and could have a pdsithvanef
judgments of the price of the stock after the news. | would expect, therbfdre, t
participants would predict an increase in stock price and be more inclined to mtrest i

stock in the high relevance/high reliability condition, and | would expect no clatige
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stock price and a lower desire to invest in the stock in the low relevancefiabilitgl
condition. However, since the form of any interaction of relevance and réyiabili
unknown, | make no predictions for the high relevance/low reliability and low
relevance/high reliability conditions.
V. RESULTS

MBA students participated in this study during their scheduled meetingitimes
June 2008. Participation was completely voluntary, and participants were randomly
assigned to one of six conditions (3 levels of relevance x 2 levels of reliability)
Manipulation Checks

In order to verify the manipulations of the relevance and reliability of the
information provided in the press release, participants in the study were &sked s
manipulation check questions. Three of the questions relate to the relevance of the
information (date, type of information provided, and presence of marketing tests), and
three relate to the reliability of the information (source of the informatype, of
estimate—point or range, and specific details). If the participant ch&rieeout of three
correct for relevance and two out of three correct for reliability, tlvemsider the
participant to have answered the manipulation checks correctly. Overall, 85 out of 139
(61%) participants marked two out of three correctly on the manipulation check
guestions. ltis clear from the results of the manipulation check questiorsethat t
participants had difficulty in recalling the information providédOne possibility is that
the manipulations worked, but participants were not able to answer the recadmpiesti

correctly (thus, an issue of memory). As a secondary test to determine if the

2" In conversations with participants after the stumbveral remarked that they remembered seeing sbme
the things mentioned in the manipulation check tjoes, but they were not sure of the correct answer
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manipulations had worked, | examine the participants’ ratings of relevadaelability
in part C to see if they coincide with the manipulations for their cells. However, the
ratings were not in accordance with the manipulations for the cells. Fopkxahe
ratings of reliability in the low relevance conditions were an averagé.8fin the high
reliability condition and an average of 64.5 in the low reliability condition (T8pld
conclude that the manipulations were not successful in the way | had planned.
Tests of Hypotheses

Since the manipulation checks were unsuccessful, | decided to use the measured
variables of relevance and reliability rather than the manipulateablest® Part C of
the experimental materials asked patrticipants to judge the relevahceliability of the
information provided in their particular press release. For each chattactéuse a
median split, which results in four groups. Thus, | analyze these data as a 2r2 desig
verify that differences exist between the groups, | perform t-testedanedian split of
the measured variables. For judged relevance, high relevance has a meantjofigme
67.58 and low relevance has a mean judgment of 23.55 (t=-16.467, p<.01). For judged
reliability, high reliability has a mean judgment of 74.56 and low religkhlits a mean
judgment of 36.34 (t=-17.119, p<.0%).Thus, it is possible to test the hypotheses using

the measured variables.

2| first analyzed the data using the original 3x3idn with responses from the 89 participants who
correctly answered the manipulation check questi¢isvever, untabulated results with these datewer
not significant for any of the ANOVA models, andduld not then conduct planned comparisons to test
my hypotheses. In addition, the attrition from thanipulation checks resulted in extremely unewh c
sizes; for example, the low relevance/high religbdondition had a cell size of 6 compared withiighe
low relevance/low reliability condition. | thenagzed the data (using the original 3x2 designhwit
responses from all 139 participants. Again, uriited results with these data were not signifiéanany
of the ANOVA models.

% The decision to use measured variables ratherttieamanipulated variables was not one taken light
In fact, | performed a fourth pilot test in July@®to determine if | should rerun the experimernthwi
different participants (i.e., was there somethibgu that time and situation that caused the ppatits to
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Relevance and reliability of financial information can affect sevadgments
and decisions made by nonprofessional investors when evaluating financial trdarma
These judgments and decisions include how attractive the stock is as an investment
(ATTRACT), how much they would invest in the stock (AMT INVEST), and the pfce
the stock (PRICE EST). Nonprofessional investors often have difficulty madstg the
price of the stock, so | also ask in general terms (PRICE EFFECT) theatiretcthe
change expected (significantly increase, increase, no change,sgeaesignificantly
decrease). Thus, the four dependent variables of interest relate to thesenjadgrde
decisions. | use analysis of variance (ANOVA) models and planned compadgess t
my hypotheses. The overall model with PRICE EST as a dependent variable is not
significant® The overall ANOVA models with AMT INVEST (Table 11) as a
dependent variable {fr,=13.74, p< .01) and with PRICE EFFECT (Table 12) as a
dependent variable are significant (l=4.76, p< .01). In addition, | used an ANCOVA
model with post-attractiveness of the stock (POST ATTRACTIVE) as thendient
variable and pre-attractiveness of the stock (PRE ATTRACTIVE) asaxiate in order

to isolate the effect of the change in attractiveness due to the press nefl@asation

not pay attention). This pilot test included diagtion of the task and the manipulation checkstjoas.
Graduate students, either in a Masters of Accoegtprnogram or a Masters of Business Administration
program, participated in this pilot test. Howeasput 10% still missed too many of the manipultatio
check questions, and the ratings of relevance elrability were not as expected. Seventy-one pdrce
missed at least one of the manipulation check gurestincluding 19% who missed the press release da
and 33% who could not identify whether an estinmatihe press release was a point or a range. dhats
from this fourth pilot test suggest that the matagan of relevance and reliability is not stabteass
participants and that there is a possible diffeedmetween graduate and undergraduate studentsfir§the
three pilot tests used undergraduate businessratuds participants and in each of those, the ro&atgd
high and low levels of relevance and reliabilityrergudged as high and low and statistically sigaifitly
different. However, in the actual experiment fisehd in the fourth pilot test, graduate busirgtsslents
were the participants, and relevance and relighilgére judged at inexplicable levels.

%1t is not surprising that the model with PRICE E&a dependent variable was not significant since
several participants either did not answer the tipresanswered just the amount of the change, ve ga
price estimate contrary to their estimated directbthe price change.
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that varied in terms of its relevance and reliabilttyThe overall ANCOVA model with
POST ATTRACTIVE (Table 13) as the dependent variable is signifi€¢ant=108.67,
p<.01). Thus, I test the hypotheses using ANOVAs on AMT INVEST and PRICE
EFFECT and an ANCOVA for POST ATTRACTIVE.
Hypothesis 1

Hypothesis 1 states that information that is more relevant will affectjedts
more than information that is less relevant. The results indicate that itheffeat of
relevance is significant for AMT INVEST (F=23.26, p<.01, Table 11, PanelfBhe
information is more relevant, then nonprofessional investors are likely to invest as
shown by the mean of $4,000 for the high relevance condition compared to the mean for
the low relevance condition of $2,237 (Table 11, Panel A). The results also indicate a
main effect of relevance for the PRICE EFFECT (F=9.12, p<.01, Table 12, Panel B).
Thus, as the means indicate, if the information is highly relevant, thenareslikely
that nonprofessional investors will judge that the stock price will increasehigie
relevance condition has a mean of .86 and the low relevance condition has a mean of .48
(Table 12, Panel A). The results also indicate a main effect of relevarnbe POST
ATTRACTIVE (F=6.24, p=.01, Table 13, Panel B). Specifically, as the meanstimdica
with more relevant (good) information, then it is more likely that nonprafeaki

investors will judge that the stock is a more attractive investment (i.e., 69.4i8 vers

31 Another way to analyze the effect of relevance mafidbility on the attractiveness of the stock vabloe

to use an ANOVA model with the change in attracie®gs (POST-PRE) as the dependent variable.
However, using the change as the dependent vagahlénpose a restriction on the data, and thily/sisa
may obscure the relation between POST ATTRACTIVH salevance and/or reliability. Further analysis
suggests that the change does impose a restrantitiis data and using an ANCOVA model with POST
ATTRACTIVE as the dependent variable and PRE ATTRACE as a covariate is a more appropriate
way to analyze this data. One of the effects dluiding a covariate is the adjustment of the edtha
magnitude of the treatment, and this adjustmeatféected by how different the four conditions aretbe
covariate. The mean of PRE ATTRACTIVE varies #igantly across the four conditions.
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53.24). Thus, results indicate that relevance (as perceived by the particiffaots) a
these investment-related judgments, supporting H1.
Hypothesis 2

Hypothesis 2 states that information that is more reliable will affielgiments
more than information that is less reliable. There is a main effediaifiiey on AMT
INVEST (F=7.50, p<.01, Table 11, Panel B). If the information is more relitige,
nonprofessional investors are likely to invest more; mean of $3,859 for the high
reliability condition compared to $2,643 for the low reliability condition (Table aheP
A). In this analysis, however, there is also a marginal interaction, so | wditréhis
result in the next section. The main effect of reliability is not sigmfita PRICE
EFFECT (F=0.73, p=.39, Table 12, Panel B). The results do indicate a stjtistica
significant main effect of reliability for POST ATTRACTIVE (F=28l, p<.05, Table 13,
Panel B). Again, the mean attractiveness is higher with high reliability&pthan with
low (56.96). The results indicate that reliability (as perceived by thigiparits) affects
some investment-related judgments, providing partial support for H2.
Hypothesis 3

Hypothesis 3 posits a possible interaction of relevance and reliabilityamicial
information for investment-related judgments. However, the form of this ctitanas an
empirical question. The results suggest that little evidence existstoasunteraction;
only one model has even a marginally significant interaction. To test H3 amihexe
interaction effect, | use planned contrasts and graphical representatimtsfoFthe
dependent variable of AMT INVEST, the interaction is marginally sigmficand the

graph of the marginal means suggests that the interaction is ordinal (i.e., does$ot cr
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see Figure 3). The linear contrast of cell means is significamgB1.46, p< .01). The
first contrast tests the effect of reliability when relevance is high,aseéffect is
statistically significant (t=3.81, p<.01). The nonprofessional investors in the hig
relevance/high reliability condition assessed a larger amount to invest indke st
($4,616.67) than those in the high relevance/low reliability condition ($3,011.76).
However, when relevance is low, the effect of reliability is not stadidfisignificant
(t=.80, p=.42). The results suggest that an increase in reliability cannotrsatetor a
lack of relevancé?

For AMT INVEST, | also examine simple effects holding reliabidionstant.
When reliability is at a high level, the effect of relevance is stedibfisignificant
(t=4.94, p<.01). The nonprofessional investors in the high relevance/high reliability
condition assessed a larger amount to invest in the stock than those in the low
relevance/high reliability condition (a difference in means of $2,112.50). This again
suggests that a high level of reliability cannot compensate for a low leradewnce.
Finally, when reliability is low, relevance has a marginally stiatlly significant effect
(t=1.92, p=.057). Those in the high relevance/low reliability group assessed lg slight
higher amount to invest in the stock that those in the low relevance/low refiabilit
condition (a difference in means of $930.28). This suggests that a high level of relevance
can affect the amount to invest even when reliability is low.

The results suggest overall that relevance has a greater effect omamest

related judgments than does reliability. The partial support for H2 (i.@bitei

%2 |n addition, using a Games-Howell post-hoc teseflwhen sample sizes are unequal) to further explo
the interaction, a significant difference existsaAmen the means of the high relevance/high reitsbil
group compared to the means of the other thregogrotihe differences in the means between the high
relevance/low reliability, low relevance/high rdliéty, and the low relevance/low reliability grosipvere

not significant.
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effects) comes from one dependent variable and only when relevance is high. tAdis is
only condition in which reliability seems to matter, and it is of importance for only the
judgment of amount to invest, not the other investment-related judgments.

Additional Analyses

The pre-experiment showed that nonprofessional investors think they value
reliability more than relevance in making investment decisions. Partisipathe main
experiment also ranked the importance of relevance and reliabilityitonestment-
related judgments. Participants did the ranking task in Part B, afteathdgask of the
experiment. Forty-eight percent of the participants ranked reliabikty(felevance
second), 32% ranked relevance and reliability as equally important, 15% ranked
relevance first (reliability second), and 5% did not respond. In all, the parti@anked
reliability (mean=1.23) as more important than relevance (mean=1.79, t=2.366,$=.02).
These results again show that nonprofessional investors believe they liahiktye
more than relevance, consistent with the results from the pre-experimestcomtrasts
with the actual experimental results that show a significant main &fecliability for
only one (AMT INVEST) of the dependent measures, but significant effectéevbince
for three of the measures.

In case the participants’ perception of the risk of the stock differed d@bmss
conditions, | also asked participants to assess the riskiness of this pagiouak as an
investment. The analyses with attractiveness of the investment and amountttasnves
dependent variables were re-run with assessed riskiness included as @aecoVarsa

covariate was included because riskiness of the stock could affect hownattitae

% Non-parametric tests on the rankings are congisiién the results from the t-tests. Using a \iion
Signed-Rank Test, participants rank relevancegsfgiantly less important compared to reliabilfizz-
4,770, p<.01).
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stock is as an investment and how much the participants would be willing to invest in it.
However, riskiness was not significant in either ANCOY/A.
VI. DISCUSSION, LIMITATIONS, AND CONCLUSION

The goal of this study is to explore how nonprofessional investors think about
relevance and reliability, and then examine how they are affectedibiaas in
relevance and reliability of financial information in making investmetfdted decisions.
The first step was to run a pre-experiment to find out how financial statemesnthink
about and value relevance and reliability of financial information. The second step wa
to examine experimentally how the decisions of financial statemerst aiseaffected by
the relevance and reliability of financial information, using a betweedrcipants design
with differing levels of relevance and reliability of company infotiova If standard
setters make trade-offs between relevance and reliability ingetiw standards, the
resulting information provided to users will reflect varying degrees efaelce and
reliability due to these trade-offs. Therefore, | examine how investors use suc
information in their judgments and decisions.

The results from the pre-experimental study show that investors think that they
place more value on the reliability of information than on the relevance of irtforma
their decision making. In addition, the results suggest that the attributasviibrs
ascribe to be a part of reliability and to be a part of relevance differdxkpectations of
the FASB. The results suggest that attributes commonly thought to be arne#ielulity

may be perceived also as a part of relevance, and that one charactejsgsent

% Other variables, such as age, business experiaoceyinting experience, number of accounting ceurse
taken, and number of MBA courses taken, were censitlas covariates, but were not significantly
different across the conditions. Only number afrgeof finance experience was significantly différe
however, when this variable was included as a ¢ateain all four of the models, it was not signéit and
did not qualitatively affect the results of the bigesis tests.
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economic event’-is perceived to be a part of both relevance and reliability. uglissss
that it is an extremely important attribute of information, and the FASB is orgttite ri
track in making “faithful representation” a primary qualitative charestie of
information for decision usefulness. Also, the results from the pre-experimeprssugg
that reliability may contain two separate aspects. The first aspatgs how the
information represents the underlying economic event (including the attrafutes
represent economic event, precise, complete, accurate, and verifiableecdhe aspect
relates to the measurement features of the information (measurereiaine bias). The
first aspect corresponds to the idea of construct validity from traditionalureaent
theory (i.e., that the representation of what is measured is a valid conceparabzshe
phenomena of concern). The second aspect is similar to the idea of convergemt validit
from measurement theory, which is similar to the concept of verifiablityhe
exposure draft, the FASB/IASB state that “verifiable information lemedibility to the
assertion that financial reporting information represents the economic phenbiateiha t
purports to represent” (2008, xi). Convergent validity occurs when evidence provided
from different sources in different ways indicates the same or similaringeef the
construct. Thus, if evidence from a different source verifies the evidence royide
piece of financial information, then the information has convergent validity. In the
revised conceptual framework, “representational faithfulness” is a funddmenta
characteristic (which agrees with the idea of construct validity) a@dfiability” is an
enhancing characteristic (which agrees with the idea of convergatityali

The results from the main experiment provide some evidence that nonprofessional

investors are affected by and use the relevance and reliability ofiathariormation in
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differing ways, dependent on the type of investment-related judgment siothettiat is
being made. First, for each of the dependent variables, relevance has tttegredi
positive effect. This is true for judgments of attractiveness, pricegeBaand amount to
invest. The results provide solid support for H1; relevance does affect judgments.
Secondly, reliability’s effect is only significant for one of the dependemablas
(amount to invest) and that model has a marginal interaction. The resultiepoaiy
limited support for H2; reliability affects the judgments of the amount to irfbwesinly
when relevance is high. Finally, the interaction effect posited in H3 iseerdgnt for
the judgments of the amount to invest. When exploring this interaction further though,
the results show that reliability only matters when relevance is higls. irfichcates that
the interaction is not compensatory (i.e., a high amount of reliability cannot cortgpensa
for a low level of relevance). Rather, the results suggest that, overalynedeaffects
judgments, and reliability only matters in the high relevance condition for one of the
investment-related judgments. This suggests that nonprofessional investores lbesy b
served by maximizing relevance while satisficing reliabilitg.(irequiring only that a
minimum threshold be met, perhaps). The results from this study are consigighew
changes to the conceptual framework; first, determine the relevancésctap
information and second, determine if it is reliable (“faithfully represEnte

The participants in both the pre-experiment and the main experiment indicated
that they place more importance on reliability instead of relevance. Hovasve&hown
in the results above, when making investment-related judgments, the participants’
judgments respond more to relevance than reliability (relevance sigtlifiedfected

three of the judgments while reliability only affected one of the judgmentgser
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results are compatible with prior research that shows that people often havelpoor s
insight (Weitz and Wright 1979). In this context, nonprofessional investors have poor
self-insight regarding the importance they place on relevance andlitgliabmaking
investment-related judgments. Thaink they value reliability more than relevance;
however, the results suggest that they actually value relevance moreliiaitity.

Important limitations exist with this study, particularly with regard to the
manipulations of relevance and reliability of financial information provideten t
experimental materials. While | attempted to have low and high levelleehnee and
reliability in the experiment, | may have not had enough of a difference in the
manipulations for low and high reliability, in particular. For example, the low tdve
reliability as assessed in the pilot tests was at mid-levels of the myehis may have
not been enough of a difference from the high levels of reliability. Future stizhies
examine whether or not a minimum threshold of reliability exists that infamanust
meet, and once it does, it is considered to be reliable. My manipulations of high and low
reliability both may have exceeded this threshold, and thus, may not have been strong
enough to cause a concern about the level of reliability. In addition, | focused onta subse
of users of financial information by limiting my study to nonprofessional inv@stor
Thus, the perceptions and use of relevant and reliable financial information by other
groups of users may be different from what | find in this study.

Since the conceptual framework is such a fundamental issue in accounting and
one of present concern, several other research opportunities exist in thisdapi€iast,
an opportunity exists to explore how other sets of users (such as managers, auditors

sophisticated investors, and so on) perceive relevance and reliability and use these
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characteristics in preparing financial reporting documents, auditiagdial statements,
or utilizing the financial information in making resource allocation decisiéios.
example, as new standards are created and implemented, this affects thefabilit
auditors to effectively audit the affected financial statements, andremge to the
concepts of verifiability or neutrality, or to their importance in the conegtamework,
could affect auditability. In addition, auditors may look more to the conceptual
framework in designing an audit as financial reporting standards becom@nmnaiples-
based. As rules-based standards (“bright line”) shift to principles-baselhsta during
the convergence with international standards, the procedures necessary ifoy audit
certain transactions or activities may not be as clear. Thus, auditors may look for
guidance from the conceptual framework in determining the appropriate audit pescedur
for those transactions or activitieSecond, with the recent economic turmoil, the
credibility of financial reporting continues to be of utmost importance, and oppasunit
exist to explore how the financial reporting process can maintain its crigcalpid
communicate that to the users. The results from this study suggest thatewapce
has a significant impact on many investment-related judgments; howeveesthlismay
be due to a lack of salience for the reliability of the information or that émepulated
low level of reliability exceeded some implicit threshold (thus, it did notifsegntly
affect the judgments and decisions).

While a significant amount of research has attempted to address the means t
achieve and assess accounting information’s reliability, many opporsustifieexist to
provide new insights, especially with regard to how it is used in conjunction with the

concept of relevance. Maines and Wahlen (2006) encourage research that is directed
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toward determining the characteristics of reliability, particulaiyp how participants in
the financial reporting process characterize reliability, and whethestaharacteristics
of reliability exist that are not currently captured in the conceptuakfrark. The same
concerns apply to relevance. Increasing our understanding of relevanceamiityel
can help the FASB and IASB make distinctions and changes to the concephedrk
that will help them meet the goal of providing useful information for decision making.
This study provides timely information regarding relevance and reliabflity
financial and related information that should be of value to standard setteasciess,
and investors. While prior studies examine how investors may assess reljghibty
et al. 2007), these studies do not examine reliability in the presence of measured or
manipulated relevance, and in fact, how to define reliability or how investarsiye
reliability is not clear in the prior research. Currently, little is knowruahow investors
use relevance and reliability of information in making judgments or investheergions.

This study provides such information.
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Figure 1
Basic Model of Information Relevance and Reliability
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Figure 2
Augmented Model of Information Relevance and Reliability
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Figure 3
Amount to Invest
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Table 1
Pre-Experimental Study: Rating/Ranking of Importance of Characteristcs

Panel A: Rating of Characteristics

A particular piece of financial information coulé belevant to a decision that you are making or not
relevant. A piece of financial information could teliable or not reliable.

In making a decision using financial informatiolevhimportant would these two characteristics of the
information — relevance and reliability — be to Yo®lease rate each one on a scale from 0 to Hyewhis
not important and 10 is extremely important to hedpwith your decision.

Relevance:
I I I I I I I I I I |
0 1 2 3 4 5 6 7 8 9
Not Extremely
Important Important
Reliability:
I I I I I I I I I I |
0 1 2 3 4 5 6 7 8 9
Not Extremely
Important Important

Panel B: Ranking of Characteristics

For financial information to be useful in your dgon making, do you think it is momaportantfor it to
be relevant or reliable?

Please rank the two information characteristicewelvith 1 designating the characteristic that jeel is
more important for decision usefulness and 2 the ilmportant characteristic. If you consider both
characteristics to be equally important, then as$l¢s” to both characteristics. However, if orsenore
important than the other, please assign a “1” & tharacteristic and a “2” to the other charastieri

___Relevance

__Reliability
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Table 2
Information Items Used in the Pre-Experimental Study

Panel A: List of Information Items in the Pre-Experimental Study

# | Information Item

1 | Press Release

2 | Comments from an Internet Chat Room for Investors

3 | Revenues from Income Statement in the Annual Report

4 | Excerpt from CFO Conference Call &f Quarter Earnings Release

5 | Property, Plant and Equipment from Balance Sheet in the Annual Report

6 | Costs Estimate (Note to F/S)

7 | Excerpt from BusinessWeek Interview with CEO

8 | Customer Loyalty Program Rules

9 | Earnings Estimate Summary from Investor Relations Section of the Ggisipa
Website

10 | Marketing Information

Panel B: Sample of Information Items in the Pre-Experimental Study

INFORMATION ITEM #1.:

Cinebarre to Debut in Troy, Ml

Former CEO of Panhandle Cinemas partners with Global Theaters Group for rollout of cinema
eatery concept

CHICAGO, IL.--(BUSINESS WIRE)—Global Theaters Group, a leading motion picture exhibitor
owning and operating the largest theatre circuit in the United States, today announced the
formation of a joint venture, Cinebarre, LLC, with Cecil Williams. Mr. Williams, previously the CEO
of the Panhandle Cinemas, will serve as CEO of the new venture. The new joint venture will
increase revenues of Global Theaters Group by 80% with its creation of a whole new way to see
movies.

Source: Global Theaters Group Press Release.

INFORMATION ITEM #5:

ASSETS (in millions) December 28, 2006 Decembe r 29,
2005

PROPERTY AND EQUIPMENT:

LaNd . . 133.2 136.8
Buildings and leasehold improvements. . . ......... .. ... 1,667.3 1,599.2
EqQUIDMENt . . 852.6 830.2
CONSEIUCLION IN PrOGIESS. . ¢ ot vt et et e e e e e e e e 31.7 21.8

Total property and equipment . . .. ... 2,684.8 2,588.0
Accumulated depreciation and amortization . . .. .......... .. e (763.0) (600.3)
TOTAL PROPERTY AND EQUIPMENT, NET. . .. ...t 1,921.8 1,987.7

Source: 2006 Annual Report Balance Sheet.
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Table 3

Panel A: List of Questions for Each Information Item in the Pre-Expetah&tudy

# | Questions Information Source
Characteristic

1 | Howreliable is the above information? Reliable SFAC #2

2 | Howrelevantis the above information to your investment Relevant SFAC #2
decision?

3 | Howcredible is the above information? Credible Mercer 2004

4 | Howaccurateis the above information? Reliable IASB/SFAC #2

5 | Howbelievableis the above information? Credible Mercer 2004

6 | Howtimely is the above information? Relevant SFAC #2

7 | To what extent is the above informatiggrifiable? Reliable SFAC #2

8 | Howplausibleis the above information? Credible Mercer 2004

9 | To what extent can the above information be tsed Relevant SFAC #2
predict the future value of the company?

10 | Does the above information adequately constaer t Reliable SFAC #2
uncertainty that may exist in this business situation?

11 | Howobjective is the above information? Credible Mercer 2004

12 | Howpreciseis the above information? Reliable IASB

13 | To what extent does the above informatepresent the Reliable SFAC #2
underlying economic event or situatiof?

14 | Howtrustworthy is the above information? Credible Mercer 2004

15 | Does the above information provideamplete pictureof | Reliable SFAC #2
the situation?

16 | Does the above informatiaonfirm or disconfirm your Relevant SFAC #2
prior expectations regarding Global Theaters Group?

17 | To what extent is the above information likelybebiased? | Reliable SFAC #2

18 | To what extent is the above information likedycbntain Reliable SFAC #2
measurement error?

19 | Overall, howusefulis the above information to your Useful SFAC #2
investment decision?

Panel B: Scale for Questions 1-18
I
0 10 20 30 40 50 60 70 80 90 100
Not Very
At All Much
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Table 4
Pre-Experimental Study: Factor Analysis

Panel A: All Financial Information Attributes

Reliable

Relevant

Credible

Accurate

Believable

Timely

Verifiable

Plausible

Predict Future Value
Uncertainty

Objective

Precise

Represent Economic Event
Trustworthy
Complete

Confirm or Disconfirm
Biased

Measurement Error

Panel B: Reliability Attributes

Precise

Represent Economic Event
Verifiable

Accurate

Complete

Uncertainty

Biased

Measurement Error

Panel C: Relevance Attributes

Timely
Predict Future Value
Confirm or Disconfirm

Factor 1 Factor 2 Factor 3 Factor 4
(Reliability) (Relevance) (Relevance) (Reliability)
0.7880 0.3470 0.1400 -0.0350
0.3880 0.4020 0.2650 -0.2820
0.8210 0.3280 0.1600 -0.0440
0.8460 0.2390 0.0470 -0.0600
0.6650 0.2020 0.0990 0.0790
0.3440 0.0340 0.6150 0.0490
0.7950 0.0900 0.1700 -0.1070
0.7490 0.1160 0.3460 -0.1290
0.0850 0.5150 0.7830 0.0060
0.1950 0.4940 0.1370 -0.0140
0.5810 0.3600 0.0850 0.0180
0.7420 0.3730 0.2310 0.0170
0.3640 0.6570 0.2480 -0.1540
0.8180 0.3680 0.1050 0.0350
0.4080 0.6730 -0.0340 -0.0800
0.4410 0.3630 0.1590 -0.3350
0.0260 0.0670 -0.0880 0.6630
-0.0200 -0.2680 0.2220 0.7370
Factor 1 Factor 2
0.858 0.082
0.679 -0.180
0.703 0.040
0.819 0.023
0.684 -0.201
0.432 -0.097
0.004 0.483
-0.143 0.882
Factor 1
0.618
0.866
0.393

This table presents the factor patterns obtainema & structure detection factor analysis with amax
rotation, using participants' responses to all ioes for Panel A, the reliability attribute quests

for Panel B, and the relevance attribute question®anel C. In Panels A and B, italicized numbers
indicate the largest factor loading for a particujaestion, and bolded numbers indicate the fdotatings
greater than .6Note: Labels on factors in Panel A are inferrednfrthe results and are included for

convenience.
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Table 5

Pre-Experimental Study: Regression Results

Model 1 Model 2 Model 3 Model 4 Model 5

(Dec.

Usefulness) | (Reliability) (Relevance) (Reliability) (Relevance
Variables Coefficients Coefficients Coefficients Coefficients Coefficients
Intercept 1.120 1.296 6.041 -.937 8.340
Relevant 0.073***
Reliable 0.870***
Accurate 0.392*** 0.387*** 0.052
Verifiable 0.029 0.019 0.248***
Uncertainty 0.005 0.009 0.055
Precise 0.372*** 0.353*** 0.013
Represent Economic
Event 0.095*** 0.098*** 0.295%**
Complete 0.063** 0.067** -0.053
Biased -0.014 -0.005 -0.008
Measurement Error 0.014 -0.007 -0.206***
Timely -0.016 0.061** -0.029
Predict Future Value 0.361*** -0.028 0.222***
Confirm or Disconfirm 0.505*** 0.025 0.073
Adjusted R 0.800 0.703 0.317 0.703 0.481

* *x *x% denote significance at the 0.10, 0.050@0.01 levels, respectively, based on two-taiestist
Included in each regression are participant-spetifiicator variables. These intercepts are siggefor
presentation purposesialics denotes attributes that are from SFAC #2. Vagsllre shown in Table 3.

This table reports the results of the followingresggion

models:

Model 1:

Decision Usefulness &; + B; (Relevant) 43, (Reliable) +&;

Model 2:

Reliable =0, + B, (Accurate) 43, (Verifiable) +p; (Uncertainty) 43, (Precise) 45 (Represent Economic Event)

B¢ (Complete) 43, (Biased) #3g (Measurement Error) &

Model 3:

Relevant =u; + ;1 (Timely) +, (Predict Future Value) f (Confirm or Disconfirm) ¢,

Model 4:

Reliable =0, + B, (Accurate) +3, (Verifiable) +p3; (Uncertainty) 3, (Precise) s (Represent Economic Event)

B¢ (Complete) 43, (Biased) #3g (Measurement Error) By (Timely) + ;o (Predict Future Value)
1B1; (Confirm or Disconfirm) +e4

Model 5:

Relevant =us + 3; (Accurate) +, (Verifiable) +B; (Uncertainty) +, (Precise) s (Represent Economic Event)
B (Complete) 43, (Biased) g (Measurement Error) fy (Timely) + B4 (Predict Future Value)

1, (Confirm or Disconfirm) +es
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Table 6

Pre-Experimental Study: Correlation Matrix

Predict Represer Measurement Confirm or
Future Economic
Reliable Relevant Accurate Timely Verifiable | Value Uncertainty Precise| Event Complete| Biased Error Disconfir
Reliable 1| .51e** T67H* .383% .619%* .353%* .303%** 73| BRLR* . 553%* 0.004 -.108*** .486***
Relevant 1| .449%= .260%* 469%* 455%* .337% ABTHx | 574k .397%* S 152%xx | 27Tk A48rx
Accurate .330*** . 738*** .255%** .289*** 708** | 473%* .503*** 0.014 - 137%** 484***
Timely 1| .369** 532%** .138**+* A38F* | 2720 .165%** -0.019 -145%** . 240***
Verifiable 1| .238*** . 259*** .624** | .386*** .366*** -0.063 -0071 447>
Predict Future Value L ALT7= 423 B54m .354** | -0.026 0.011 .345%
Uncertainty 293 416%* 4210 -0.022 -.109%** 3¥F
Precise 1 .593*** 576 0.029 -0.047 .504***
Represent Economic
Event 1  .607*** -0.080** -.218*** .506***
Complete 1 -0.001 -. 283+ 429%*
Biased 1 ABT7H* -.216%+*
Measurement Error 1 -.319%+*
Confirm or Disconfirm L

* o+ *xx denote significance at the 0.10, 0.057@0.01 levels, respectively.



Table 7
Manipulations of Press Release Information

Panel A: GTG Loyalty Club Press Release Example (High Relevance/HigreRability)

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
the loyalty club will encourage repeat customers and will enable revenue per theater to grow by
12% during the next fiscal year. The details of the loyalty club are outlined below. GTG Loyalty
Club members will receive 1 credit per dollar spent on ticket purchases at the box office, with a
maximum of 12 credits per card, per day. For the purpose of calculating credits earned at the box
office, the system will round transaction totals to the nearest whole dollar. Example: Transaction
Total = $7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6. All members
earn extra credits on concession purchases. Two extra credits are earned for a concession
transaction, or 4 extra credits are earned for a specified promotional transaction, such as a Candy
Combo. "Star Status" members receive 2 additional credits for a concession transaction.
Example: Promo Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4 + 2) extra
credits. A maximum of one concession transaction is awarded extra credits per card, per day.
Members receive awards (small popcorn, small soft drink, or movie ticket) each time 40 credits
are earned. Once a member earns 120 credits, the member reaches “Star Status.” Preliminary
market tests find that current GTG customers are excited about this loyalty club and are more
likely to choose GTG over other theaters.

Panel B: Relevance-Related and Reliability-Related ltems Manipated in the Press Release

# | Characteristic | Attribute Press Release Item
1. | Relevance Predict Future Value Type of information
(Pre-Experiment) e Loyalty club (high)

e Savings cards in all
industries (low)

2. | Relevance Confirm/Disconfirm (Pre-Experiment)| Market test results

e Information
included (high)

e None (low)

3. | Relevance Timeliness Date

e Current (high)

o August 2007 (low)

4. | Reliability Precision (Pre-Experiment) Precision of esthates

e Point (high)

e Range (low)

5. | Reliability Completeness (Pre-Experiment) Details of loyait club

e Many (high)

e None (low)

6. | Reliability Source Credibility According to (person)...

e Independent
industry analyst
(high)

e Marketing director
(low)
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Table 7 cont.
Manipulations of Press Release Information

Panel C: Details of Manipulations of Specific Attributes

Relevance
e Manipulate ability tgpredict future value
o High
= the loyalty club will encourage repeat customers and will enable revenue
per theater to grow b§SOME PERCENTAGEYuring the next fiscal
year.
0 Low

» |Information presented at a recent marketing conference indicated that
the number of applications for savings cards (such as those used in
grocery stores) in all industries increased(8§OME PERCENTAGE)n
the past year.

¢ Manipulate ability (of the information) toonfirm or disconfirm prior expectations
o High

= Preliminary market tests find that current GTG customers areeskcit
about this loyalty club and are more likely to choose GTG over other
theaters.

0 Low

= Nothing included about market tests

¢ Manipulatetimeliness of the information

o High
» This morning (otoday’s datg
0 Low

= QOver six months agAugust 9, 200y

Reliability
e Manipulateprecision of the info
o High
» Point estimate of increase or growi2%)
0 Low

= Range estimate of increase or gro{@HL6%)
¢ Manipulatecompleteness of the info

o High
» Include details of loyalty club and what credits will earn repeat
customers
o Low

* No details of loyalty club included
e Manipulatesource credibility of the info

o High
= Source: Independent Industry Analysts
o Low

= Source: GTG Marketing Manager
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Table 8
Pilot Test | Results

Panel A: Cell Means

High Relevance Low Relevance

High Reliability 67.7 70.2| Reliability
60.5 55.2| Relevance
Low Reliability 61.3 61.7 | Reliability
62.5 49.8| Relevance

Note: Means of Reliability judgments are presented in bold (not italics).
Means of Relevance judgments are presented in italics (not bold).

Panel B: Paired Samples T-tests

Relevance

High Low n t p

Means 61.5 52.5| 129| -4.333| <0.01
Reliability

High Low n t p

Means 68.9 61.5| 129| -4.331| <0.01

In pilot test I, participants received four piecgsnformation that varied in terms of its reliabiland
relevance. The mean judgments of reliability agldwance for the four pieces of information arespréed
in Panel A. Panel B displays the results from paoed samples t-tests that find significant déferes
between the judgments of relevance for the highlawdieces of information and significant diffeces
between the judgments of reliability for the higiddow pieces of information.
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Table 9
Participants’ Ratings of Relevance and Reliability
in the Main Experiment

Relevance
High Low None
> 5| 511 649 59.1| Reliability 58.0
:t;?s I 58.0| 54.4|  40.1| Relevance
3| 2 50.3| 64.5| 53.7| Reliability 57.4
e 50.3| 53.8| 42.9| Relevance

54.1 541 41.5

Participants were assigned to one of six conditid®se Table 7 for details of the manipulations and
Appendix 3 for the specific manipulations for eacimdition. Part C of the experiment asked pardiatp
to rate the relevance and reliability of the pmegsase information provided in their conditiongse
Appendix 2 for the instrument). As a secondary ¢éshe manipulations, | analyzed the participants
judgments of the relevance and reliability of thegs release information to ascertain whether the
judgments were in the expected directions. Talges8ents the mean judgments of the participants’
ratings of relevance and reliability.
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Table 10

Main Experiment Demographics

Total Sample

n=139

Invested in common stock (%)

Plan to invest (%)

Invested in common stock mutual funds (%)
Number of finance courses taken (sd)
Number of accounting courses taken (sd)
Number of years business experience (sd)
Number of years finance experience (sd)
Number of years accounting experience (sd
Age (sd)

Males (%)

Females (%)

55 (39.56%)
124 (89.20%)
71 (51.07%)
2.78 (2.67)
3.61(3.95)
6.29 (6.72)
0.38 (1.35)
1.23 (2.97)
30.04 (7.61)
74 (53%)
65 (47%)

This table presents the results from the post-éx@ert questionnaire that participants answeredin
of the instrument (see Appendix 2). Participartéserasked three questions to gauge their intenelst a
prior investing experience: the number of timeythad invested in common stock prior to this expent
(number and percentage of total respondents acetes]), if they plan to invest in common stockhie t
future (number and percentage of total respondaetseported), and if they had invested in comnocks
mutual funds (number and percentage of total redgais are reported). In addition, participantsewer
asked several questions about their education andgxperience (mean and standard deviation are
reported for each): number of finance courses takemdergraduate and graduate work, number of
accounting courses taken in undergraduate and at@ehork, number of years of total business
experience, number of years of finance experiesiog,number of years of accounting experience. In
addition, participants also reported their age (mezad standard deviation reported) and gender (aumb
and percentage of total respondents reported).d&hegraphics above are reported in total for thelev
sample. In addition, demographics were examinedomglition to determine if results differ across #ix
conditions (results untabulated). The only one Wes significantly different was number of yeafs o

finance experience.
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Table 11
The Effects of Relevance and Reliability on Amount to Invest

Panel A: Mean (sd) of Amount to Invest (AMT INVEST)

High Low
Relevance Relevance Row Means
High Reliability 4,616.67 2,404.0( 3,858.90
(2150.05) (1740.33)] (2268.249)
n=48 n=25 n=73
Low Reliability 3,103.03 2,081.48 2,643.33
(1839.24) (1447.55)] (1738.046)
n=33 n=27 n=60
Column
Means 4,000.00 2,236.54
(2151.51) (1587.45)
n=81 n=52

Panel B: ANOVA with Dependent VariabfeMT INVEST

Source DF Mean Square F-Value Pr>F
Relevance 1 81,610,000 23.256 0.000***
Reliability 1 26,300,000 7.496 0.007***
Relevance X Reliability 1 11,070,000 3.154 0.078*
Error 129 3,509,199

*, ** xk denote significance at the 0.10, 0.057¢é0.01 levels, respectively.

Panel A reports the mean (standard deviation) Ingition of the response to the question of how nuich
a fund of $10,000, assuming a sufficiently diveesifportfolio, each participant would invest in tteck
of the company (this is asked after the participaateive the information provided about that pafar
company and the press release). Responses rangedd to $10,000.

Panel B reports the results of the hypothesis teisitisthe amount to invest (AMT INVEST) as the
dependent variable.
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Table 12
The Effects of Relevance and Reliability on Effect on Price

Panel A: Mean (sd) of Effect of Price (PRICE EFFECT)

High Low
Relevance Relevance = Row Means
High Reliability 0.98 0.44 0.79
(.668) (.583) (.686)
n=48 n=25 n=73
Low
Reliability 0.70 0.52 0.62
(.637) (.753) (.691)
n=33 n=27 n=60
Column
Means 0.86 0.48
(.666) (.671)
n=81 n=52

Panel B: ANOVA with Dependent VariabRRICE EFFECT

Source DE Mean Square F-Value Pr>F
Relevance 1 4.018 9.117 0.003***
Reliability 1 0.324 0.734 0.393
Relevance X Reliability 1 1.015 2.304 0.132
Error 129 0.441

Note: PRICE EFFECT coded as 2 (significantly iase, 1 (increase), 0 (no change), -1 (decrease),
and -2 (significantly decrease).

* o+ *xx denote significance at the 0.10, 0.057@0.01 levels, respectively.

Panel A reports the mean (standard deviation) Ingition of the response to the question of theepric
effect of the information provided in the preseese. Participants were asked to judge the liibet on
the stock price today given the information provddie the press release. The information could
significantly increase the price, increase thegynmt change the price, decrease the price, oifisantly
decrease the price from the prior price of $10.50.

Panel B reports the results of the hypothesis teistseffect of price (PRICE EFFECT) as the depernide
variable.



Table 13
The Effects of Relevance and Reliability on Attractiveness

Panel A: Mean (sd) of Post-Attractive@ST ATTRACTIVE

High Low
Relevance Relevance Row Means
High
Reliability 73.49 57.96 67.78
(11.70) (16.22) (15.39)
n=43 n=25 n=68
Low
Reliability 63.90 48.69 56.96
(15.80) (21.05) (19.75)
n=31 n=26 n=57
Column
Means 69.47 53.24
(14.28) (.671)
n=74 n=51

Panel B: ANCOVA with Dependent VariadROST ATTRACTIVE

Source DF Mean Square F-Value Pr>F
Pre-Attractive

(Covariate) 1 21,688.08 290.989 0.000***
Relevance 1 464.75 6.236 0.014**
Reliability 1 51.94 0.697 0.405
Relevance X Reliability 1 112.11 1.504 0.222
Error 120 74.53

* o+ *xx denote significance at the 0.10, 0.057@0.01 levels, respectively.

Panel A reports the mean (standard deviation) Ingition of the response to the question of hovaative

is the stock. Participants first rated the attvactess of the stock (PRE ATTRACTIVE) after readihg
background information and limited financial statsns about the company. They were then givensspre
release about the company and then asked to mtgtthctiveness of the stock (POST ATTRACTIVE)
again. Responses ranged from 0 to 100.

Panel B reports the results of the hypothesis teisitsthe attractiveness of the stock (POST
ATTRACTIVE) as the dependent variable. PRE ATTRACH is included as a covariate.
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Appendix 1
Current and Proposed Conceptual Frameworks

Predictive Value
Relf!vance Feedback Value
(Primary)
Benefits>Cost

Current Conceptual Framework

(pervasive
constraint)
Timeliness
Decision Comparability
Usefulness {Secondary)
Verifiability
Materiality

(pervasive

constraint)
Reliability :
Representational
Faithfulness

Application: Relevance and reliability are thenpairy qualities for decision usefulness, and they ar
assessed simultaneously. Comparability is a sexgmglality that interacts with relevance and taligy

to add to the usefulness of the information. Twnstraints exist: must be beneficial to provide the
information and must exceed the minimum threhotddégognition. Source: SFAC No. 2 (FASB 1980)

Proposed Conceptual Framework

Relevance (Fundamental Characteristic)

Predict Future Value Confirmatory Value

A4

Faithful Representation (Fundamental Characteristic)

Complete Neutral Free from Material Error

|¢

Enhancing Characteristics

Comparability Verifiability Timeliness Understandability

|¢

Subject to Constraints

Materiality Cost

Application: Under the FASB/IASB proposed concepfuamework, the fundamental characteristics
would be assessed sequentially. First, apply agle to determine which economic phenomena sheuld b
represented in financial reports. Second, onevagice has been applied, apply faithful represent&t
determine which depiction best agrees with theveglephenomena. Application of the enhancing
characteristics should improve the usefulnessefittancial information and should be maximized as
possible with an iterative process. However, ttaynot make irrelevant information or informatiast n
faithfully represented useful for decisions. Source: Exposure Draft (FASB 2008)



Appendix 2
Experimental Stimuli
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GENERAL INSTRUCTIONS

This study has three parts to it — Parts A, B,
and C. Although that seems like a lot, this study
should only take you 15-20 minutes in total. In
each part, you will be asked some questions.
Please assume that you have the means to invest
in the stock market and that you are considering a
particular firm described herein. There are no
right or wrong answers in this study. We are
interested in YOUR perceptions. Thank you for
participating in this study.
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SPECIFIC INSTRUCTIONS

Assume that you have the means to invest in the com mon stock of a
company and that you are considering investing in G TG Corporation.

Below is some information for GTG, including a brief description of the business,
data on its financial performance for the past couple of years, and information
regarding its stock’s performance. Next you will find the most recent balance
sheet and income statement for GTG and a press release regarding GTG’s
Loyalty Club. Once you have looked at the information provided, you will be
asked to make some judgments about the firm including whether or not you
would like to invest in the firm.

Company Description:

Global Theaters Group (GTG) and its subsidiaries operates one of the largest
and most geographically diverse theater circuits in the United States, consisting
of 6,000 screens in 495 theaters in 42 states as of December 27, 2007, with over
200 million annual attendees for the fiscal year ended December 27, 2007. The
Company develops, acquires, and operates multi-screen theaters primarily in
mid-sized metropolitan markets and suburban growth areas of larger
metropolitan markets throughout the U.S. The Company's business strategy is to
continue to enhance its position in the motion picture exhibition industry by
capitalizing on prudent industry consolidation opportunities, realizing selective
growth opportunities through new theater construction, expanding and upgrading
of its existing asset base, and creating incremental revenue growth. To market
its theaters, the Company utilizes advertisements, including radio advertising,
and movie schedules published in newspapers and over the Internet informing its
patrons of film selections and show times.

Recent Financial Results for 2007:

Profit Margin 4.8%
Return on Assets 4.9%
Current Ratio (most recent quarter) 1.403

Financial Markets Data:

Historically, companies in this industry have traded at an average P/E (market
price to trailing net income) of 16 (with a range of 8 to 24 times trailing net
income). Prior to today, the most recent closing price for GTG’s common stock
was $10.50.
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GTG Consolidated Balance Sheet

(in millions)

Assets 12/27/2007 12/28/2006
CURRENT ASSETS:

Cash and cash equivalents 162.2 196.3
Trade and other receivables, net 59.8 55.6
Inventory 8.0 7.8
Other current assets 11.0 2.9
TOTAL CURRENT ASSETS 241.0 262.6
Property, Plant, and Equipment, net 2,010.8 1,987.7
Goodwill 214.9 223.8
Other non-current assets 91.1 58.7
TOTAL ASSETS 2,557.8 2,532.8

Liabilities and Stockholders' Equity
CURRENT LIABILITIES:

Accounts Payable 168.1 181.3
Current portion of debt obligations 146.2 260.4
Other current liabilities 242.0 251.9
TOTAL CURRENT LIABILITIES 556.3 693.6
Long term debt 1,724.1 1,638.1
Other Liabilities 91.1 83.4
Minority Interest 1.9 1.8
TOTAL LIABILITIES 2,373.4 2,416.9
Common Stock 0.1 0.1
Additional paid-in capital 51.5 59.1
Retained earnings 119.2 44.6
Accumulated other comprehensive income, net 13.6 12.1
TOTAL STOCKHOLDERS' EQUITY 184.4 115.9
TOTAL LIABILITIES AND STOCKHOLDERS'

EQUITY 2,557.8 2,532.8
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GTG Consolidated Income Statement
(in millions, except share data)

12/27/2007 12/28/2006

TOTAL REVENUE 2,598.1 2,516.7
OPERATING EXPENSES

General and Administrative expenses 2,077.4 2,036.2

Depreciation and amortization 197.1 199.3

Non-recurring expenses 15.1 11.6
TOTAL OPERATING EXPENSES 2,289.6 2,247.1
INCOME FROM OPERATIONS 308.5 269.6
OTHER EXPENSE (INCOME):

Interest expense, net 125.2 117.3

Minority interest 0.1 (0.2)
TOTAL OTHER EXPENSE (INCOME) 125.3 117.1
INCOME BEFORE INCOME TAXES 183.2 152.5
PROVISION FOR INCOME TAXES 57.7 60.7
NET INCOME 125.5 91.8

EARNINGS PER SHARE:
Basic $ 084 $ 0.63
Diluted $ 081 $ 0.59

AVERAGE SHARES OUTSTANDING (in thousands):
Basic 149,019 146,275

Diluted 155,124 154,330

At this point, how attractive is GTG’s stock as an investment? Place a mark (/) on
the scale at the spot that corresponds to your judgment.

0 10 20 30 40 50 60 70 80 90 100
Very Neutral Very
Unattractive Attractive
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This is a press release from today regarding GTG’s Loyalty Club.

CHICAGO, IL.—This morning—(BUSINESS WIRE)—Global Theaters Group, a leading motion
picture exhibitor owning and operating the largest theater circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
the loyalty club will encourage repeat customers and will enable operating income per theater to
grow by 12% during the next fiscal year. The details of the loyalty club are outlined below. GTG
Loyalty Club members will receive 1 credit per dollar spent on ticket purchases at the box office,
with a maximum of 12 credits per card, per day. For the purpose of calculating credits earned at
the box office, the system will round transaction totals to the nearest whole dollar. Example:
Transaction Total = $7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6.

All members earn extra credits on concession purchases. Two extra credits are earned for a
concession transaction, or 4 extra credits are earned for a specified promotional transaction, such
as a Candy Combo. "Star Status" members receive 2 additional credits for a concession
transaction. Example: Promo Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4
+ 2) extra credits. A maximum of one concession transaction is awarded extra credits per card,
per day. Members receive awards (small popcorn, small soft drink, or movie ticket) each time 40
credits are earned. Once a member earns 120 credits, the member reaches “Star Status.”
Preliminary market tests find that current GTG customers are excited about this loyalty club and
are more likely to choose GTG over other theaters.
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Please answer the following questions in the order in which they are presented. To
respond to the questions with scales, place a mark (/) on the scale at the spot that
corresponds to your judgment.

1. At this point, how attractive is GTG’s stock as an investment?
I
0 10 20 30 40 50 60 70 80 90 100
Very Neutral Very
Unattractive Attractive
2. Assume that you have a sufficiently diversified portfolio and that you have a

$10,000 fund that you plan to invest in a stock or stocks. Indicate on the
scale below how much of the $10,000 you would invest in GTG.

I
0 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 9,000 10,000

Nothing Entire
At All Amount
3. With regard to the press release information on the prior page, what is the

most likely effect of that information on the value of GTG’s outstanding
common stock today ? (Please check one of the following blanks.)

____The value of the outstanding common stock will significantly increase
from the $10.50 prior price.

__The value of the outstanding common stock will increase
from the $10.50 prior price.

____The value of the outstanding common stock will not change
from the $10.50 prior price.

____The value of the outstanding common stock will decrease
from the $10.50 prior price.

____The value of the outstanding common stock will significantly decrease
from the $10.50 prior price.

4, What is your estimate of the most likely closing market price per share of
GTG’s common stock today ? Your price estimate should be based only on
events pertaining to GTG and not due to general market conditions.

Price: per share
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5. In the context of a diversified portfolio, | believe that an investment in GTG is
a investment. (Please place a mark (/) on the scale that
corresponds to your judgment.)

0 10 20 30 40 50 60 70 80 90 100
Very Neutral Very
Low Risk High Risk

Please return Part A to Envelope A and
proceed on to Part B.
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PART B — SPECIFIC INSTRUCTIONS

On the next page, you will be asked some demographic
and background questions. Please complete these and
return them to Envelope B.
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Please circle your response and/or fill in the blank for the following questions.

1. Have you ever made direct investments in the common stock of a company?
YES NO
If yes, approximately how many times? times

2. Do you plan to invest in the common stock of a company at some time in the future?
YES NO

3. Have you ever made investments in a common stock mutual fund?  YES NO

4. For financial information to be useful in your decision making, do you think it is more
important for it to be relevant or reliable?

Please rank the two information characteristics below, with 1 designating the
characteristic that you feel is more important for decision usefulness and 2 the less
important characteristic. If you consider both characteristics to be equally important,
then assign “1's” to both characteristics. However, if one is more important than the
other, please assign a “1” to that characteristic and a “2” to the other characteristic.

__ Reliability

___Relevance

5. How many undergraduate and graduate finance and accounting courses have you
taken (including the current term)?
Finance Accounting

6. What is your total business experience? years

7. Have you ever worked in the following capacities? If so, how long?

Finance years
Accounting years
8. AreyouaCFA? YES NO If yes, how many years?
9. AreyouaCPA? YES NO If yes, how many years?
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10. What is your age?

11. What is your gender? Male Female

12. How many courses have you taken so far in the MBA program,
including this term?

For the following questions, please circle the answer that corresponds to the information
provided to you in the press release in part A.

13.

14.

15.

16.

17.

18.

What was the date on the press release?

A. August 9, 2007 B. This morning

The press release included some specific information from:

A. Independent Industry Analysts B. GTG Marketing Manager

The information provided from the source in question #14 related to:

A. GTG Loyalty Club’s repeat customers and operating income growth

B. Savings cards (in all industries) and increase in number of applications

The information provided from this source included an estimate of growth. Was
this estimate a point (12%) or a range (8-16%)?

A. Point B. Range

The press release may have contained specific details for GTG’s Loyalty Club,
including how credits are earned and what credits will earn repeat customers.
Did the press release that you saw include these details?

A. Yes B. No
The press release may have included information about preliminary market tests
regarding how GTG customers feel about the Loyalty Club and whether they are

more likely to choose GTG over other theaters. Did the press release that you
saw include information about preliminary market tests?

A. Yes B. No

Please return Part B to
Envelope B and proceed on to Part C.
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PART C

In the information provided in packet A, you were given a press release regarding GTG's
Loyalty Club. A copy of the press release is shown below for your convenience. The
guestions below refer to the information given in the press release:

How relevant is the information to your investment decision?

0 10 20 30 40 50 60 70 80 90 100
Not Very
Relevant Relevant

How reliable is the information?

0 10 20 30 40 50 60 70 80 90 100
Not Very
Reliable Reliable

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theater circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
the loyalty club will encourage repeat customers and will enable operating income per theater to
grow by 12% during the next fiscal year. The details of the loyalty club are outlined below. GTG
Loyalty Club members will receive 1 credit per dollar spent on ticket purchases at the box office,
with a maximum of 12 credits per card, per day. For the purpose of calculating credits earned at
the box office, the system will round transaction totals to the nearest whole dollar. Example:
Transaction Total = $7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6. All
members earn extra credits on concession purchases. Two extra credits are earned for a
concession transaction, or 4 extra credits are earned for a specified promotional transaction, such
as a Candy Combo. "Star Status" members receive 2 additional credits for a concession
transaction. Example: Promo Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4
+ 2) extra credits. A maximum of one concession transaction is awarded extra credits per card,
per day. Members receive awards (small popcorn, small soft drink, or movie ticket) each time 40
credits are earned. Once a member earns 120 credits, the member reaches “Star Status.”
Preliminary market tests find that current GTG customers are excited about this loyalty club and
are more likely to choose GTG over other theaters.

Thank you for your participation!!!
This concludes the study. Please place the materials back in
Envelope C and turn in all three envelopes.
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Appendix 3
Press Release Manipulations

I nstrument #1

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to Jane Snyder, GTG Marketing
Manager, the loyalty club will encourage repeat customers and will enable operating income per
theater to grow by 8% to 16% during the next fiscal year. GTG Loyalty Club members will receive
1 credit per dollar spent on ticket purchases at the box office, with a maximum of 12 credits per
card, per day. Preliminary market tests find that current GTG customers are excited about this
loyalty club and are more likely to choose GTG over other theaters.

High Relevance/Low Reliability
(1) CHICAGO, IL.—This morning—(BUSINESS WIRE)—

(2) Global Theaters Group, a leading motion picture exhibitor owning and operatiaggest
theatre circuit in the United States, today announced the formation @TtBd_oyalty Club

(3-5) According taJane Snyder, GTG Marketing Managere loyalty club will encourage
repeat customerand will enable operating income per theater to grow by 8% to 16% during the
next fiscal year.

o Low Reliability (Source Credibility)

¢ High Relevance (Predict Future Value)

e Low Reliability (Precision)

(6) GTG Loyalty Club members will receive 1 credit per dollar sparticket purchases at the
box office, with a maximum of 12 credits per card, per day.

(7) Details of GTG Loyalty Club not included.
¢ Low Reliability (Completeness-few details)

(8) Preliminary market tests find that current GTG customers are excitad #bs loyalty club

and are more likely to choose GTG over other theaters.
¢ High Relevance (Confirm/Disconfirm expectations)
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| nstrument #2

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
the loyalty club will encourage repeat customers and will enable operating income per theater to
grow by 12% during the next fiscal year. The details of the loyalty club are outlined below. GTG
Loyalty Club members will receive 1 credit per dollar spent on ticket purchases at the box office,
with a maximum of 12 credits per card, per day. For the purpose of calculating credits earned at
the box office, the system will round transaction totals to the nearest whole dollar. Example:
Transaction Total = $7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6. All
members earn extra credits on concession purchases. Two extra credits are earned for a
concession transaction, or 4 extra credits are earned for a specified promotional transaction, such
as a Candy Combo. "Star Status" members receive 2 additional credits for a concession
transaction. Example: Promo Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4
+ 2) extra credits. A maximum of one concession transaction is awarded extra credits per card,
per day. Members receive awards (small popcorn, small soft drink, or movie ticket) each time 40
credits are earned. Once a member earns 120 credits, the member reaches “Star Status.”
Preliminary market tests find that current GTG customers are excited about this loyalty club and
are more likely to choose GTG over other theaters.

High Relevance/High Reliability
(1) CHICAGO, IL.—This morning—(BUSINESS WIRE)—

(2) Global Theaters Group, a leading motion pietxhibitor owning and operating the largest theeatr
circuit in the United States, today announced ¢tméation of the GTG Loyalty Club

(3-5) According tdndependent industry analysthe loyalty club will encourage repeat customansl
will enable operating income per theater to growli2¢oduring the next fiscal year.

e High Reliability (Source Credibility)

e High Relevance (Predict Future Value)

e High Reliability (Precision)

(6) The details of the loyalty club are outlined bel&i G Loyalty Club members will receive 1 credit per
dollar spent on ticket purchases at the box offidg#) a maximum of 12 credits per card, per day.
e High Reliability (Completeness- details)

(7) For the purpose of calculating credits earned & Hox office, the system will round transactiomitot
to the nearest whole dollar. Example: Transacflatal = $7.50, Credits earned = 8; Transaction Tlota
$6.25, Credits earned = 6. All members earn extealits on concession purchases. Two extra credés a
earned for a concession transaction, or 4 extraliteeare earned for a specified promotional trarsar,
such as a Candy Combo. "Star Status" members e@ehdditional credits for a concession transaction
Example: Promo Transaction = 4 extra credits; Skatus Promo Transaction = 6 (4 + 2) extra credits.
A maximum of one concession transaction is awaedé credits per card, per day.

e High Reliability (Completeness- details)

(8) Preliminary market tests find that current GTG aunsers are excited about this loyalty club and are

more likely to choose GTG over other theaters.
e High Relevance (Confirm/Disconfirm expectations)
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| nstrument #3

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to Jane Snyder, GTG Marketing
Manager, information presented at a recent marketing conference indicated that the number of
applications for savings cards (such as those used in grocery stores) in all industries increased by
8 to 16% in the past year. GTG Loyalty Club members will receive 1 credit per dollar spent on
ticket purchases at the box office, with a maximum of 12 credits per card, per day.

Low Relevance/Low Reliability
(1) CHICAGO, IL.—This morning—(BUSINESS WIRE)—

(2) Global Theaters Group, a leading motion picture exhibitor owning and operatlagytst
theatre circuit in the United States, today announced the formation @TtBd_oyalty Club

(3-5) According taJane Snyder, GTG Marketing Manageformation presented at a recent
marketing conference indicated that the number of applications for savindss (saich as those
used in grocery stores) in all industries increased by 8 to 16% in the past year.

o Low Reliability (Source Credibility)

o Low Relevance (Predict Future Value)

e Low Reliability (Precision)

(6) GTG Loyalty Club members will receive 1 credit per dollar sparticket purchases at the
box office, with a maximum of 12 credits per card, per day.

(7) Details of GTG Loyalty Club not included.
¢ Low Reliability (Completeness-few details)

(8) Preliminary market test information not included.
e Low Relevance (Confirm/Disconfirm expectations)
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I nstrument #4

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—This Morning—(BUSINESS WIRE)—GIlobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
information presented at a recent marketing conference indicated that the number of applications
for savings cards (such as those used in grocery stores) in all industries increased by 12% in the
past year. The details of the loyalty club are outlined below. GTG Loyalty Club members will
receive 1 credit per dollar spent on ticket purchases at the box office, with a maximum of 12
credits per card, per day. For the purpose of calculating credits earned at the box office, the
system will round transaction totals to the nearest whole dollar. Example: Transaction Total =
$7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6. All members earn extra
credits on concession purchases. Two extra credits are earned for a concession transaction, or 4
extra credits are earned for a specified promotional transaction, such as a Candy Combo. "Star
Status" members receive 2 additional credits for a concession transaction. Example: Promo
Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4 + 2) extra credits. A
maximum of one concession transaction is awarded extra credits per card, per day. Members
receive awards (small popcorn, small soft drink, or movie ticket) each time 40 credits are earned.
Once a member earns 120 credits, the member reaches “Star Status.”

Low Relevance/High Reliability
(1) CHICAGO, IL.—This Morning—(BUSINESS WIRE)—

(2) Global Theaters Group, a leading motion picture exhibitor owning and operatlaggewst
theatre circuit in the United States, today announced the formation @TtBd_oyalty Club

(3-5) According tandependent industry analysisformation presented at a recent marketing
conference indicated that the number of applications for savings cards (such assbdse
grocery stores) in all industries increased by 12% in the past year.

e High Reliability (Source Credibility)

e Low Relevance (Predict Future Value)

o High Reliability (Precision)

(6) The details of the loyalty club are outlined bel@W.G Loyalty Club members will receive 1
credit per dollar spent on ticket purchases at the box office, with a maximum refdli per
card, per day.

e High Reliability (Completeness-details)

(7) For the purpose of calculating credits earned at the box office, the systeroumi r
transaction totals to the nearest whole dollar. Example: Transaction T&dl50, Credits
earned = 8; Transaction Total = $6.25, Credits earned = 6. All members earn extrasopedit
concession purchases. Two extra credits are earned for a concession transactientrar
credits are earned for a specified promotional transaction, such as a CandyoCt8tdr Status”
members receive 2 additional credits for a concession transaction. Examgheo Fransaction
= 4 extra credits; Star Status Promo Transaction = 6 (4 + 2) extra creditsaymum of one
concession transaction is awarded extra credits per card, per day.

e High Reliability (Completeness-details)

(8) Preliminary market test information not included.
¢ Low Relevance (Confirm/Disconfirm expectations)
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I nstrument #5

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—August 9, 2007—(BUSINESS WIRE)—GIobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to Jane Snyder, GTG Marketing
Manager, information presented at a recent marketing conference indicated that the number of
applications for savings cards (such as those used in grocery stores) in all industries increased by
8 to 16% in the past year. GTG Loyalty Club members will receive 1 credit per dollar spent on
ticket purchases at the box office, with a maximum of 12 credits per card, per day.

No Relevance/Low Reliability
(the only change in this condition from the low relevance/ie reliability is the timeliness of
the press release)

(1) CHICAGO, IL.—August 9, 200(BUSINESS WIRE)—
¢ No relevance (timeliness of press release)

(2) Global Theaters Group, a leading motion picture exhibitor owning and opehatilaggest
theatre circuit in the United States, today announced the formation Gft&d_oyalty Club

(3-5) According taJane Snyder, GTG Marketing Manageformation presented at a recent
marketing conference indicated that the number of applications for sadandss (such as those
used in grocery stores) in all industries increased by 8 to 16% in the past year.

o Low Reliability (Source Credibility)

¢ Low Relevance (Predict Future Value)

¢ Low Reliability (Precision)

(6) GTG Loyalty Club members will receive 1 credit per dollar sparticket purchases at the
box office, with a maximum of 12 credits per card, per day.

(7) Details of GTG Loyalty Club not included.
e Low Reliability (Completeness-few details)

(8) Preliminary market test information not included.
e Low Relevance (Confirm/Disconfirm expectations)
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| nstrument #6

GTG to Debut Loyalty Club to Entice Moviegoers

CHICAGO, IL.—August 9, 2007—(BUSINESS WIRE)—GlIobal Theaters Group, a leading motion
picture exhibitor owning and operating the largest theatre circuit in the United States, today
announced the formation of the GTG Loyalty Club. According to independent industry analysts,
information presented at a recent marketing conference indicated that the number of applications
for savings cards (such as those used in grocery stores) in all industries increased by 12% in the
past year. The details of the loyalty club are outlined below. GTG Loyalty Club members will
receive 1 credit per dollar spent on ticket purchases at the box office, with a maximum of 12
credits per card, per day. For the purpose of calculating credits earned at the box office, the
system will round transaction totals to the nearest whole dollar. Example: Transaction Total =
$7.50, Credits earned = 8; Transaction Total = $6.25, Credits earned = 6. All members earn extra
credits on concession purchases. Two extra credits are earned for a concession transaction, or 4
extra credits are earned for a specified promotional transaction, such as a Candy Combo. "Star
Status" members receive 2 additional credits for a concession transaction. Example: Promo
Transaction = 4 extra credits; Star Status Promo Transaction = 6 (4 + 2) extra credits. A
maximum of one concession transaction is awarded extra credits per card, per day. Members
receive awards (small popcorn, small soft drink, or movie ticket) each time 40 credits are earned.
Once a member earns 120 credits, the member reaches “Star Status.”

No Relevance/High Reliability
(the only change in this condition from the low relevance/bh reliability is the timeliness of
the press release)

(1) CHICAGO, IL.—August 9, 2007(BUSINESS WIRE)—
¢ No relevance (timeliness of press release)

(2) Global Theaters Group, a leading motion pitexhibitor owning and operating the largest tleeatr
circuit in the United States, today announced ¢inmétion of the GTG Loyalty Club

(3-5) According tdndependent industry analysisformation presented at a recent marketing confeee
indicated that the number of applications for sagrtards (such as those used in grocery storesl) in
industries increased by 12% in the past year.

e High Reliability (Source Credibility)

e Low Relevance (Predict Future Value)

e High Reliability (Precision)

(6) The details of the loyalty club are outlined bel@' G Loyalty Club members will receive 1 credit per
dollar spent on ticket purchases at the box offid#) a maximum of 12 credits per card, per day.
e High Reliability (Completeness-details)

(7) For the purpose of calculating credits earned & Hox office, the system will round transactiomitot
to the nearest whole dollar. Example: Transacflatal = $7.50, Credits earned = 8; Transaction Tlota
$6.25, Credits earned = 6. All members earn extelits on concession purchases. Two extra credés a
earned for a concession transaction, or 4 extraliteeare earned for a specified promotional trartsarw,
such as a Candy Combo. "Star Status" members e@eqdditional credits for a concession transaction
Example: Promo Transaction = 4 extra credits; Seatus Promo Transaction = 6 (4 + 2) extra credits.
A maximum of one concession transaction is awaed#@ credits per card, per day.

e High Reliability (Completeness-details)

(8) Preliminary market test information not inohatl
e Low Relevance (Confirm/Disconfirm expectations)
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