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Introduction
In recent years, some companies have begun experimenting
with the format and layout of their financial statements.
Their innovations include changing the ordering of their note
disclosures and the location and content of their accounting
policies.
Although many companies retain a more traditional approach
to presenting their financial statements, the increasing level
of innovation raises an important question: do investment
professionals find alternative formats more useful? And if so,
how might companies adapt their financial statements and notes
so that they become the best communication tools they can be?
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We interviewed 85 investment professionals from around the
world to hear their views on what they find useful, and where
companies might improve. We asked for their thoughts on
accounting policy notes, the format of financial statements
and the linkage between financial results and management
commentary. This publication, the third in our three part series
focusing on the needs of investment professionals, sets out our
findings. You can find the first report in the series, looking at
the use of alternative performance measures, and the second,
focusing on integrated reporting, here.1

www.pwc.com/gx/en/audit-services/corporate-reporting/publications/investor-view/investor-survey-edition
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Executive summary
Investment professionals are relatively open-minded when it
comes to the presentation of accounting policies and notes to the
financial statements. However, companies need to ensure that,
whatever format or approach they choose, they help the users
of their accounts find information easily and provide clear links
between related content.
In our recent conversations with investment professionals we
heard that:
• Grouping accounting policy notes together is still popular,
but many investment professionals would like to see policies
presented alongside other relevant notes.
• Moderate detail on accounting policies is usually sufficient,
though policies should be set in the context of the company
and any changes clearly explained.
• Notes can be organised in different ways, but must be easy to
find.
• Management teams should clearly show how the financial
results relate to the business model, identified risks and the
company’s strategy.
• Many investment professionals find it hard to see how a
company’s income statement, balance sheet and cash flow
statement fit together. It is worth making the effort to explain
this.
• Moving management commentary into the financial
statements or providing better links could help investment
professionals in analysing company performance.

1
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Companies should be willing to experiment with the way they
present elements of their financial statements. Investment
professionals will give feedback on whether new approaches tell
your company’s performance story more clearly.
Action points
• Make sure your accounting policies are easy to find.
• Consider whether combining your accounting policies
with related notes would make them more accessible
and help provide a clearer picture of your company’s
performance.
• Be clear about what has changed in your accounting
policies, key judgements you have made and choices
you have taken.
• Set your accounting policies in the context of your
business, and explain how the policy links to the
specific nuances of your business model.
• Make sure you have clear linkage between your
financial performance and your business model,
strategy and risk disclosures.
• Consider whether the layout of the notes to your
financial statements is effectively telling the story of
your performance: could locating your management
commentary alongside your primary financial
statements help1?

In some jurisdictions, regulatory change would be required for this innovative new format to be allowable.

PwC

I Innovate your way to clearer financial reporting

Survey findings
“The location isn’t important to me; it’s
about being able to see the important
information easily.”

Investment professionals are open to accounting
policy innovation

“This is a really big opportunity to
make financial statements easier to
understand. Combining the policy with
the relevant note means I am much
more likely to pay attention to it.”

When companies begin to experiment with financial statement
presentation, accounting policies are often at the forefront
of innovation. The traditional approach is to group all the
accounting policies together in a single note (typically Note 1),
but some companies now split them up and position them
alongside other relevant notes. Which approach do investment
professionals find more effective?
Our interviews reveal that a small majority (51%) still prefer
to see accounting policies as a single note to the financial
statements, but support for alternative approaches is also strong.
A large minority like companies to combine the policies with the
related notes.

“Sometimes more detail is useful; these
[the application of accounting policies]
are inherently complex things to
understand.”
“It would be really helpful to draw out
what has changed [in the accounting
policies] so it is easy to see.”

More radically, some think the accounting policies don’t need
to be contained in the annual report at all: over one in ten
(12%) would be happy to leave accounting policies out of the
annual report altogether, as long as they are easy to find and
downloadable from the company’s website. Today’s accounting
standards require companies to disclose their accounting
policies within their financial statements, so we would need
to see significant change from standard setters and regulators
before such practice could become the norm. With the
investment community split as to what the best presentation
method might be, we think there is a fantastic opportunity for
innovation as more technology-enabled, integrated reporting
gains momentum.

Where do you prefer companies to disclose their accounting policies?

12%
37%

Downloaded from the company’s website
All in one place in the financial statements

51%

Grouped in the relevant notes

Asked about the detail required in an accounting policy note, the
majority (58%) of investment professionals we spoke to prefer a
moderate amount of information. They want to see disclosures
that include a description of significant accounting policy
judgements and choices, and a brief summary of individual
policies. A significant minority (28%) would like to see all
policies in detail, perhaps to help them to compare policies
across companies or to provide a point of reference if needed.
How much detail do you like companies to disclose in their
accounting policy note?

12%

58%

28%

2%

Only the significant accounting policy judgements and choices made
and any changes in policy.
A moderate amount of information, including significant acounting
policy judgements and choices as well as a brief summary of each
policy used.

All policies in detail, including where accounting standards offer no
choice at all.
No preference

PwC

I Innovate your way to clearer financial reporting

t 5u

Survey findings (continued)

“Disclosure of new and significant
accounting policies is a real potential
area for improvement. It shouldn’t just
be boilerplate; I need a clear statement
on how a new or significant standard
will affect the business.”

Over many years investment professionals have consistently told
us that they want to see policies set in the context of the business,
for example, explaining the revenue recognition policy in the
context of different product lines or business units. Our latest
research confirms this preference. Investment professionals also
find it particularly useful when companies clearly disclose any
changes to their accounting policies.
I think accounting policies need to explain how a particular accounting
standard is applied in the context of the individual business

“It’s not so much about the order of the
notes, it’s about signposting to make
it easy to find the information that I
want. In fact, if I could just click on
something and get to the note – that
would be a great idea.”
“We are used to the notes being the way
they are, and that is fine.”

Strongly agree

40%

Agree

32%

Neither agree nor disagree 23%
Disagree

4%

Strongly disagree

1%

Clarity and linkage matter, whatever the
financial statement format
We talked to investment professionals about the ordering of
note disclosures. Do they prefer a particular order or approach?
Notes could, for example, be grouped by topic or area, or
presented in the same order as the financial statement line items.
We found that investors and analysts are fairly evenly split on
this question. What matters most, they tell us, is their ability to
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find the information they need – and to find it easily. Although
the investment professionals we spoke to value consistency
and comparability over time, this may be another opportunity
for technology-enabled reporting to enhance communication
and improve the effectiveness of reporting. Of course, any new
solutions that help users more easily navigate the financial
statements would need to be applied consistently over time so
that users can become familiar with the methodology and gain
maximum benefit.
How do you prefer companies organise the notes to their
financial statements?
Grouped by areas for example all asset and
impairment/depreciation related notes together

16%

40%

In the order of the financial statement line items
No preference

44%

Clear signposting to help investment professionals find
information easily isn’t just needed for note disclosures. Investors
and analysts also call for better linkage across the different
elements of the annual report or other equivalent document.
They want to understand how the financial results relate to the
information provided on the company’s business model, the risks
it faces and its strategy.

PwC

I Innovate your way to clearer financial reporting

Survey findings (continued)

“I would like to see clearer links,
but to do that well companies need
to include different types of
information, particularly in longer
duration businesses.”
“Rather than just ticking the boxes,
the annual report should be used as a
communication tool.”
“I think the income statement and
balance sheet are more intuitive. The
cash flow statement is much more
difficult [to understand].”
“I do understand [how the financial
statements fit together], although some
companies make it much harder to
figure out than others.”

“I often just cannot reconcile the
three statements, even with other
comprehensive income.”
“I don’t think anyone really finds it
easy. If you have ever built a model
from the beginning then you
know – it’s difficult to understand
the flows and links.”
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I would like to see clearer links between the financial results and
the business model, risk and strategy information in the annual
report/10-K/20-F
Strongly agree

33%

Agree

37%

Neither agree nor disagree 23%
Disagree

6%

Strongly disagree

1%

This call for linkage may provide a good opportunity for
management teams to consider whether their reporting is
cohesive: do the constituent parts of the annual report (and
other communication channels) work together to tell the story
of the business clearly?
Action points
Put yourself in the shoes of your investors. Thinking about
the questions they might ask could help you identify the main
linkages that need explanation. Such questions could include:
• How do the financial results relate to your identified
strategic priorities?
• What impact have key risks had on your financial
performance?
• How successfully have you mitigated your risks?
• How do your operational key performance indicators
relate to your financial performance?

Based on our interviews with investment professionals, it is
particularly worth companies explaining how their income
statement, balance sheet and cash flow statement fit together.
Only 56% of the investment professionals we spoke to find this
cohesiveness easy to see when they review financial statements.
Better linkage and signposting could perhaps help to draw out
these links. Consider how accounting policy choices, or
judgements and estimates, impact each statement. For
example, how does the income statement expense relate to
the cash outflow?
I find it easy to see how the income statement, balance sheet and cash
flow statement fit together when I review financial statements
Strongly agree

19%

Agree

37%

Neither agree nor disagree 26%
Disagree
Strongly disagree

10%
8%
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Survey findings (continued)

“The whole point of the notes is to
help me understand and reconcile the
information, so I would like to see
more on what the number means and
what the reasons for the balance or
changes are.”

“This really brings the numbers to
life, and helps me to deconstruct
the financial statements; it’s an
opportunity for innovation, to get
investors really engaged.”

One of the more experimental disclosure innovations is the
inclusion of management commentary within the financial
statements. This usually appears as a boxed-out, unaudited piece
of commentary on the same page as, or on the facing page of, the
primary statements. Many (65%) of the investment professionals
we spoke to felt this was a good idea and that it would be helpful
for them in performing their analysis. While there may need
to be regulatory change in some jurisdictions to allow this idea
to become the norm, this interesting new idea again reflects a
demand for more clarity and linkage across the various elements
that play a part in telling a company’s performance story.
I would find it helpful for my analysis to have management
commentary explaining what the numbers mean in the context of the
business alongside the notes and the primary statements
Strongly agree

29%

Agree

36%

Neither agree nor disagree 19%
Disagree
Strongly disagree
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10%
6%
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Conclusion
Although there is little consensus among investment
professionals about any particular preference on the
presentational format or delivery method for accounting policies,
some important themes come through strongly – be clear, be
specific, and link related information. Investment professionals
may not all agree on how companies should lay out their financial
statements in order to communicate most effectively, but it is
worth experimenting to find the best approach.
However you present your accounting policies and notes, try
to explain your approach clearly. Management teams need
to make sure their disclosures are company-specific rather
than boilerplate – and provide a useful level of detail, without
drowning out key messages. Linking information and signposting
between relevant sections of your report also helps investment
professionals to be more efficient and thoughtful in their analysis.
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Investment professionals understand that improving reporting
effectiveness is a journey. They tell us they are willing to go on
that journey with management teams, giving feedback on how
they might improve their reporting. For their part, management
teams need to be willing to listen to and act on the feedback
received.
We therefore encourage you to step back from your financial
statements and related commentary. Challenge yourself. Is your
reporting to the market as effective as it could be? Have you told
your company’s performance story in the best possible way?
There is almost always room for improvement. Applying some of
the ideas highlighted here could be a useful next step.
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Appendix: Survey population
We conducted interviews with 85 investment professionals from
the buy side, sell side and ratings agencies. Their roles included
equity analysts, fixed income analysts, ratings agencies, portfolio
managers, chief investment officers and heads of research.
Participants by geography

18%

Participants by specialism
UK

7%
21%

North America

26%

Asia Pacific

Participants by type
Equity

20%

Sell side

9%

Buy side

Fixed income

Rest of Europe
28%

Survey participants were drawn from key markets across the
world.

80%

42%

49%

Ratings

Other
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Contacts
For further information please enquire of your usual PwC contact or the investment community engagement team:

Hilary Eastman
T: + 44 (0)207 804 1818
E: hilary.s.eastman@uk.pwc.com

Jennifer Sisson
T: + 44 (0)207 804 8644
E: jennifer.sisson@uk.pwc.com

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication without obtaining specific professional advice.
No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PwC does not accept or assume any liability, responsibility or duty
of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.
© 2014 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.
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