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Abstract

Purpose — The order in which financial statements are presented is discretionary and tends to remain
unchanged. However, anecdotal evidence suggests that firm-level incentives affect placement decisions. The  Received 20 February 2025

purpose of this study is to investigate the determinants and consequences of the placement of financial Revised 25 August 2025
statements. Accepted 16 January 2026

Design/methodology/approach — We incorporate hand-collected and database data for annual results of
listed South African firms from 2012 to 2019 in multivariate regression analyses.

Findings — Reporting a loss is associated with different placement decisions, and, relatedly, changing from a
profit to a loss is associated with changes in placement. Furthermore, changes in the placement of financial
statements tend to coincide with executive turnover. Finally, placement decisions have short-term and long-
term pricing consequences.

Research limitations/implications — As placement decisions lead to different economic outcomes,
consistent investment decisions require processes that are robust to this impression management tool.
Furthermore, regulators may wish to consider whether placement decisions should remain discretionary.
However, preparers looking to assist optimal decision-making might use the findings to justify closer attention
to placement decisions.

Originality/value — We show that impression management through the placement of financial statements is
generalisable and has long-term pricing consequences. Considering that several characteristics of our research
setting substantially reduce the likelihood of effective impression management, the placement of financial
statements seems to be a powerful impression management tool.

Keywords Impression management, Disclosure processing cost, Placement, Order, Proximity

Paper type Research paper

1. Introduction

Under International Financial Reporting Standards (IFRS), an entity must include a balance
sheet (BS), income statement (IS), statement of changes in equity (SCE) and cash flow
statement (CF) in a complete set of financial statements (IASB — International Accounting
Standards Board, 2020, 2024). However, IFRS does not specify any presentation order. The
discretion to alter the presentation order of financial statements is not often used, as
placement decisions of previous years appear to be the most important determinant of
placement (Mulford and Conde, 2017). Furthermore, auditors do not believe that placement
of financial statements is a conscious decision (Mulford and Conde, 2017).

However, anecdotal evidence from conversations with professional investors contradicts
these arguments. This suggests that firms with negative earnings lead with the BS,
irrespective of prior years’ decisions, and that they emphasise cash flow information by
placing the CF directly before or after the IS. Changes in the sign of earnings induce earnings
volatility; therefore, if negative earnings are an incentive to change the placement of
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MEDAR financial statements, earnings volatility might also be associated with these placement
decisions. Furthermore, professional investors comment that they associate executive
turnover with changes in placement decisions. All these examples reflect fluctuations in firm
performance and structure. Impression management theory suggests that preparers will take
deliberate action to influence how stakeholders perceive and react to these fluctuations
(Clatworthy and Jones, 2001; Godfrey et al., 2003). Therefore, it is plausible that placement
of financial statements represents conscious and systematic actions by preparers to influence
stakeholders.

At the financial statement level, one available impression management tool is the order in
which financial statements are presented, which impacts the emphasis of specific information
(Merkl-Davies and Brennan, 2007). Another tool is the proximity of different financial
statements, which affects the ease of acquiring and processing interrelated information
(Hodge et al., 2010; Blankespoor et al., 2020) [1]. Impression management could be used to
focus attention on more important aspects of financial reports and derive benefits for the firm
(e.g. lower cost of capital) but could also be used to extract private gains (e.g. higher
management compensation) (Merkl-Davies and Brennan, 2007; Libby and Emett, 2014).
Nevertheless, irrespective of assumptions around motivation, when impression management
alters the order or proximity of information, it changes disclosure processing costs
(Blankespoor et al., 2020; Chen et al., 2021; Barth et al., 2024). As disclosure processing
costs affect investors irrespective of sophistication, impression management can have
meaningful economic consequences even in efficient markets (Blankespoor et al., 2020).
This study therefore seeks to determine whether the order and proximity of financial
statements are associated with reporting a loss, earnings volatility and executive turnover.

It is well established that firms engage in impression management (Cardoso et al., 2018).
For example, Godfrey et al. (2003) find that newly appointed CEOs engage in graphical
impression management for key financial variables, and Leung et al. (2015) document that
firms with poor financial performance reduce narrative disclosures to distract attention away
from negative news. However, there is limited evidence of using the placement of the
financial statements themselves as an impression management tool.

To our knowledge, three archival papers investigate placement decisions at the financial
statement level. Collectively, they find that cross-sectional differences in placement are
associated with characteristics such as firm size and capital intensiveness, and that changes in
presentation order towards the end of the twentieth century were linked to the
internationalisation of accounting (Ding et al., 2003; Barua and Kim, 2017; Mulford and
Conde, 2017). However, prior research does not reveal firm-level catalysts associated with
changes in placement decisions or whether differences in placement are associated with
divergent capital market outcomes.

It is not obvious that placement of financial statements has capital market consequences.
IFRS only requires that financial statements be presented with equal prominence (IASB —
International Accounting Standards Board, 2020, 2024), as the standard-setters argue that
financial performance can only be understood by considering financial statements in their
entirety (IASB — International Accounting Standards Board, 2020: BC22). This suggests that
placement of financial statements should be an ineffective impression management tool in an
efficient market that is at least semi-strong (i.e. all public information is priced by investors).
However, the order and proximity of information determine disclosure processing costs
(Blankespoor et al., 2020). Even in an efficient market, disclosure processing costs prevent
some public information from being accurately priced, as rational investors will seek to
minimise costs and could therefore choose to rather process information about alternative
investment opportunities (Blankespoor et al., 2020). Furthermore, both sophisticated and
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unsophisticated investors make suboptimal decisions when disclosure processing costs are Meditari
high (Hirshleifer and Teoh, 2003; Libby and Emett, 2014; Blankespoor et al., 2020). Accountancy
Financial reporting initiatives, such as integrated reporting standards, are intended to reduce
these costs by improving the connectivity between financial and nonfinancial information
(Lee and Yeo, 2016; Barth et al., 2024). Specifically, integrated reporting reduces disclosure
processing cost by increasing information proximity (Reimsbach et al., 2018).

Therefore, although the underlying information is unchanged, disclosure processing costs
imply that altering the placement of financial statements could remain an effective impression
management tool. Moreover, because rational investors minimise cost, increasing disclosure
processing cost could result in some public information never being fully processed
(Blankespoor et al., 2020). This creates the possibility that placement decisions as an impression
management tool could have long-term capital market consequences.

Our sample consists of annual results announcements from 2012 to 2019 for South African
firms listed on the Johannesburg Stock Exchange (JSE). We investigate the order of the IS and
BS, the proximity of the IS and BS, and the proximity of the IS and CF in these announcements.
Country-level characteristics and internationalisation in financial reporting can affect the
placement of financial statements (Ding et al., 2003). Moreover, institutional factors can reduce
impression management incentives (Venter et al., 2013). In South Africa, integrated reporting
has been mandated since 2010 (Barth et al., 2017) and is designed to reduce disclosure
processing costs through greater connectivity (Lee and Yeo, 2016; (Reimsbach et al., 2018;
Barth et al., 2024). This creates a cultural effect whereby reduced disclosure processing cost
becomes the expectation of investors and the goal of preparers. As impression management will
only have a long-term impact in efficient markets when disclosure processing costs are high
(Blankespoor et al., 2020), the reporting culture engendered by integrated reporting may reduce
the benefits (and therefore the use) of impression management in South Africa. Furthermore,
deep capital markets in South Africa attract sophisticated investors, but the number of JSE-listed
firms has been fewer than 400 since 2012 (Van der Merwe and Bernard, 2021). This reduces
busy news days (and the peaks on these days) compared to markets with more firms. Investors
face lower disclosure processing costs, as they are less pressed for time when results are
released and can better assimilate complicated information (DeHaan et al., 2015; Blankespoor
et al., 2020). Therefore, several characteristics of our setting reduce the likelihood of effective
impression management.

Nevertheless, we find that firms reporting a loss place the BS ahead of the IS to
deemphasise negative earnings and place the IS and CF adjacently to emphasise cash flow as
an alternative performance measure. Relatedly, firms with greater earnings volatility induce
closer attention to the details of their earnings information by placing the IS before the BS.
They are less likely to place the IS and CF adjacent to each other, increasing the disclosure
processing cost of detecting disparities between the volatility of earnings and the volatility of
cash flows, as such disparities can reflect earnings management (Jayaraman, 2008). While
placement decisions exhibit strong serial correlation, we find that short-term earnings
volatility is associated with changes in the order and proximity of these financial statements.
Furthermore, we find that a simultaneous change in CEO and CFO is the most consistent
catalyst associated with changes in the placement of financial statements.

Our capital market investigations show that placing the IS before the BS is associated
with lower earnings value relevance [2]. As we find that firms with greater earnings volatility
place the IS before the BS, we attribute the decrease in earnings value relevance to lower
quality earnings that lack predictive power (Dichev and Tang, 2008; Venter et al., 2014).
Furthermore, we find that proximity of the IS and BS is associated with higher earnings value
relevance, while proximity of the IS and CF increases cash earnings value relevance. As
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MEDAR these inferences derive from price specifications, impression management at the financial
statement level has a long-term impact on firm value. We also find that changes in placement
are priced negatively over the short term. This potentially reflects that breaking serial
correlation in placement decisions increases short-term disclosure processing cost.
Therefore, firms should consider both short-term and long-term consequences when
reviewing the placement of financial statements.

Collectively, our findings contribute new evidence that impression management through
placement of financial statements occurs; reporting a loss and earnings volatility are
incentives in determining the placement of financial statements; earnings volatility and
executive turnover overcome tendencies to retain historical placement; and impression
management at the financial statement level has long-term pricing consequences. The
placement of financial statements appears to be a powerful impression management tool, as
several characteristics of our South African research setting imply that effective impression
management is less likely to occur. This suggests that impression management theory could
explain phenomena in contexts where such effects were not previously expected.

Investors will be interested in our findings, which reveal the existence and systematic use
of a strong impression management tool. As impression management could be used to
extract private gains for management (Merkl-Davies and Brennan, 2007; Libby and Emett,
2014), consistent investment decisions require investment processes that are robust to
differences in the placement of financial statements. The catalysts associated with changes in
placement decisions that we identify may aid investors in developing stronger processes.

Those charged with governance will also be interested in our findings, which reveal the
consequences of placement decisions that are generally left to the discretion of top management
(Zhang, 2019). The catalysts that our results reveal identify circumstances in which it may be
appropriate to intervene in these decisions. Furthermore, given the long-term pricing
consequences of different financial statement orders and proximity outcomes, our findings are
also of interest to regulators who might wish to consider whether placement decisions should
remain discretionary. For example, our results suggest that greater regulation of the format of
results announcements could reduce the incidence of well-known information processing errors
(such as the accrual anomaly) and thereby improve economic outcomes.

However, impression management may also be used to assist decision-making and derive
benefits for the firm (Merkl-Davies and Brennan, 2007; Libby and Emett, 2014). We find that
changes in placement are relatively rare. Therefore, preparers will be interested in our
findings, which reveal pricing outcomes associated with discretionary changes in the
placement of financial statements. These suggest that a careful evaluation of placement
decisions may be justified to reduce disclosure processing costs and thereby improve
investor decisions.

2. Background, literature review and hypotheses development
IFRS specifies that a complete set of financial statements includes a BS, IS, SCE and CF
presented with equal prominence (IASB — International Accounting Standards Board, 2020,
2024). However, standard-setters do not specify a presentation order, arguing that financial
performance can only be understood with reference to the full set of financial statements
(IASB - International Accounting Standards Board, 2020: BC22). Therefore, placement of
financial statements is a discretionary decision, which can be subject to impression
management.

Impression management in financial reporting occurs when managers direct attention to
specific aspects of reports to influence how stakeholders perceive and react (Clatworthy and
Jones, 2001; Godfrey et al., 2003). At the financial statement level, impression management
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manifests as the order in which information is presented or as the proximity of interrelated Meditari
information (Merkl-Davies and Brennan, 2007; Hodge et al., 2010; Blankespoor et al., Accountancy
2020). However, the underlying information remains unchanged, and some therefore argue
that placement mainly influences decisions of unsophisticated or inexperienced investors
(Maines and McDaniel, 2000; Elliott, 2006). Others show that even very sophisticated
investors are affected by differences in placement of identical information (Hirshleifer and
Teoh, 2003; Libby and Emett, 2014).

However, the existence of disclosure processing costs explains why impression
management can alter economic outcomes, even when markets are efficient and investors act
rationally (Blankespoor et al., 2020). Specifically, impression management that alters the
order or proximity of information affects three elements of disclosure processing costs,
namely, awareness, acquisition and integration costs (Blankespoor et al., 2020; Chen et al.,
2021; Barth et al., 2024). As investors have limited resources, they also face opportunity
costs. Therefore, when impression management increases the cost of obtaining a deep
understanding of a specific firm, rational investors may choose to allocate their resources
elsewhere (Blankespoor et al., 2020). The implication is that impression management works
by changing the disclosure processing costs which influence accurate price formation. As
disclosure processing costs affect investors irrespective of sophistication, impression
management can have meaningful economic consequences even in efficient markets (Libby
and Emett, 2014; Blankespoor et al., 2020).

Several studies conclude that placement of information is an impression management tool
(Cardoso et al., 2018). For example, Bowen et al. (2005) investigates impression
management manifesting as the placement order of different earnings metrics; specifically,
how close to the top of a press release specific earnings metrics are reported. They find that
greater emphasis on an earnings metric is associated with a stronger market reaction relative
to other earnings metrics. Similarly, Bartov and Mohanram (2014) conclude that information
ordering within the IS can manage impressions, as placing gains or losses from early debt
extinguishment closer to the top of the IS increases their value relevance. Regarding
information proximity, experimental evidence shows that displaying related earnings and
cash flow information adjacently improves investors’ ability to accurately forecast cash
flows (Hodge et al., 2010) and that presenting gross carrying amounts of assets and liabilities
that are in the same hedging relationship next to each other improves investors’ ability to
distinguish between firms with different economics (Koonce et al., 2019). All these studies
reflect that placement of information within financial statements can alter investor decisions
by altering disclosure processing costs. However, there is little evidence about the placement
decisions of preparers at financial statement level or about the capital market consequences
thereof.

To our knowledge, three archival studies investigate placement of financial statements
directly. Ding et al. (2003) find that increased internationalisation prompted French firms to
increasingly focus on the IS in the 1990s. Mulford and Conde (2017) use a sample of US firms
and find that, in 2015, larger firms, firms with higher returns on assets and firms with higher
asset turnover placed the IS ahead of the BS. In contrast, for S&P 500 firms in 2013, Barua and
Kim (2017) find no association between return on assets and the order of the IS and BS.
However, they conclude that larger firms and firms with a higher level of investment in tangible
or intangible assets were more likely to place the IS first, while firms with higher gearing were
more likely to lead with the BS. In spite of different findings, it therefore appears that the order
of the IS and BS is associated with cross-sectional differences in firm-level characteristics,
potentially reflecting divergent management incentives.

Research
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MEDAR However, although Ding et al. (2003) find that changes in the order of the IS and BS are
associated with country-level changes, other existing studies investigate a single sample year
(Barua and Kim, 2017; Mulford and Conde, 2017) and do not provide evidence of firm-level
characteristics that are associated with changes in placement decisions [3]. However, as
mentioned earlier, anecdotal evidence from professional investors suggests that firms that report
a loss lead with the BS. Firms that report a loss are priced differently from those that report a
profit (Hayn, 1995; Venter et al., 2014) and have incentives to use placement decisions to
emphasise different attributes of their finances. For example, related research shows that firms
which report a loss choose to disclose pro forma earnings to highlight strong cash flows (Leung
and Veenman, 2018).

Therefore, firms that report a loss might manage impressions by deemphasising the loss
and emphasising other, more positive, information. If preparers assume that some investors
process information sequentially, there are two ways in which the placement of financial
statements could increase disclosure processing costs to deemphasise a loss. Firstly, the BS is
more likely to appear ahead of the IS. Secondly, the two statements are more likely to be
interspersed with other statements. If firms expect investors to search directly for
information, the impact of reporting a loss could be mitigated by increasing the proximity of
(decreasing the distance between) cash flow and earnings information. This reduces
disclosure processing costs, and investors would be more likely to process cash flows (an
alternative performance measure) accurately (Hodge et al., 2010; Leung and Veenman,
2018; Blankespoor et al., 2020). Therefore, we investigate the following related hypotheses:

Hla. Reporting aloss is associated with placing the BS before the IS.
H1b. Reporting a loss is associated with lower proximity between the IS and the BS.
Hlc. Reporting a loss is associated with higher proximity between the IS and the CF.

When earnings fluctuate between positive and negative numbers, reporting a loss is
associated with earnings volatility. Investors incorrectly extrapolate earnings components
with different persistence at the same rate (Sloan, 1996; Hirshleifer and Teoh, 2003).
Preparers of firms with volatile earnings could manage investor impressions by altering the
placement of financial statements to change disclosure processing costs. If firms expect
investors to process information sequentially, they might induce attention to the IS by
placing the IS ahead of the BS. This will ensure different earnings components are processed
before investor attention wanes. However, sophisticated investors use disparities between the
volatility of earnings and cash flows to detect earnings management (Jayaraman, 2008). If
firms expect these investors to search directly for information, they might increase disclosure
processing costs (i.e. increase the cost of detecting earnings management) through decreased
proximity of the IS and CF [4]. Therefore, we also investigate the following hypotheses:

H2a. Earnings volatility is associated with placing the IS ahead of the BS.
H2b. Earnings volatility is associated with lower proximity between the IS and the CF.

Prior direct evidence of the firm characteristics associated with the placement of financial
statements only considers decisions for a single sample year (Barua and Kim, 2017; Mulford
and Conde, 2017). However, in related research, Godfrey et al. (2003) find that newly appointed
CEOs use graphical impression management to emphasise negative financial variables in the
year of their appointment and positive financial variables in the year thereafter. Consequently,
the placement of financial statements could represent an alternative or simultaneous impression
management tool to graphical impression management when new executives are appointed.
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However, financial reporting quality depends on the collective characteristics of the top Meditari
management team (Zhang, 2019), where the CEO and CFO are primarily responsible for the Accountancy
financial reporting process (Dao et al., 2014). Therefore, changes in placement decisions are
more likely when a simultaneous change in CEO and CFO significantly alters the collective
characteristics of top management. Our hypothesis is therefore:

Research

H3. Changes in the ordering and proximity of financial statements are associated with a
simultaneous change in the identity of the CEO and CFO.

Our first three hypotheses (HI-H3) reflect the incentives of placement decisions. Preparers
are unlikely to change placement decisions unless they perceive a benefit. However, it is
possible that perceived benefits of placement decisions could be temporary or unrelated to
capital markets. Classical theory suggests that in efficient markets (of semi-strong form),
rational investors should be unaffected by impression management, as the underlying
information is unchanged (Blankespoor et al., 2020). Therefore, if financial statements can
only be understood in their entirety (IASB — International Accounting Standards Board,
2020: BC22), there should not be any pricing differences of accounting information because
of variance in the order or proximity of financial statements.

Nevertheless, impression management that changes the order or proximity of information
can increase disclosure processing costs, even in efficient markets (Blankespoor et al., 2020).
Irrespective of whether information is processed sequentially or through directed searches,
higher disclosure processing costs result in suboptimal decisions (even for sophisticated
investors) and lower value relevance (Blankespoor et al., 2020; Barth et al., 2024) [5]. The
impact of disclosure processing costs can be temporary and disappear when investors have
had more time to process information (Blankespoor et al., 2020). However, if placement
decisions reflect an informational objective, the pricing consequences of better decisions by
investors could be observed over long periods. Therefore, it is possible that impression
management through placement of financial statements could have capital market
consequences. Our final hypothesis is stated as follows:

H4. Ordering and proximity of financial statements are associated with pricing
differences of accounting information.

3. Research methodology
3.1 Determining the placement of financial statements
In South Africa, a results announcement often precedes the release of the annual report,
sometimes by several weeks. Results announcements contain all the financial statements
required by IFRS, frequently combined with management commentary. However, the financial
statements might be condensed and notes required by IFRS are typically omitted. Therefore,
results announcements are not the equivalent of earnings announcements, which frequently
omit financial statements (Miao et al., 2016), nor of annual reports, which contain detailed
financial statements. However, results announcements are often the first public document that
reflects annual financial performance. Even when results announcements and the annual report
are released simultaneously, disclosure processing costs may cause investors to focus on the
shorter document (the results announcement) (Blankespoor et al., 2020). Consequently, we
focus our investigations on the first document that investors see (the results announcement),
where impression management is most likely to occur [6].

We source results announcements from the Stock Exchange News Service (SENS) of the
JSE, which are free to view on various websites and also distributed through paid-for
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MEDAR investment services [7]. For most observations, the SENS announcement itself contains the
results announcement (similar to a text file format), while in other cases, the SENS
announcement links to a PDF document. Figure 1 contains a hypothetical example and
illustrates the implications that the two different formats have for the coding of information
ordering and proximity. Panel A reflects a SENS announcement format, where page breaks
are not evident in the results announcement, while Panel B contains the same information in
a PDF document, where page breaks limit the amount of information that can appear on a
single page. To ensure consistency of coding across the two potential formats, Figure 1
shows that, in both cases, the financial statements are first numbered in the order in which
they appear in the results announcement in normal reading order (i.e. reading from top left to
bottom right) [8].

Thereafter, information ordering means that the number for the IS is smaller than the
number for the BS (i.e. the IS is closer to the top of the document than the BS). Information
proximity means that the IS and the other financial statement of interest (either the BS or the
CF) appear directly adjacent to each other in the results announcement (irrespective of
order). In other words, the statements specified in the relationship are not separated by any
other components in the results announcement, namely, other financial statements or
management commentary. To determine information proximity, we deduct the number of the
statement of interest (either the BS or the CF) from the number of the IS. If the resultant
difference is one or negative one, information proximity is coded as one (and zero
otherwise).

3.2 Method: ordering and proximity decisions and changes therein
We investigate the association between placement decisions and firm-level characteristics
using the following logistic regression (firm and time subscripts are suppressed) [9]:

Place=a + f,Size + pROA + 3 LEV + ,TO + s MTB + 3, Tang + ;. Audit
+ fsNeg + pySign + ,, Vol + 5, Follow + f,, Float + 5,3 Public €))
+p14Qual + B, sIndep + s BoardSize + ;Y. Year + 3,3 > Industry + ¢

where Place is an indicator variable set to one (zero otherwise) for each placement decision.
Therefore, Place is alternatively set to one if the IS precedes the BS (ISBS); the IS and BS are
placed adjacent to each other (ISBSdis); and the IS and CF are placed adjacent to each other
(ISCFdis).

The first set of variables reflect firm-level characteristics from prior research on the order
of the IS and BS (detailed variable definitions appear in the Appendix). These include firm
size (Size); firm profitability (ROA); leverage (LEV); asset turnover (TO); investment in
intangible assets (MTB) [10]; and investment in tangible assets (Tang) (Barua and Kim,
2017; Mulford and Conde, 2017). We also include a control for “Big 4” audit firms (Audit),
as Mulford and Conde (2017) find that firms audited by a "Big 4" auditor have a higher
frequency of leading with the IS than other firms.

The second set of variables reflects earnings-related firm-level characteristics and are the
variables of interest for H1 and H2. An indicator variable (Neg) is set to one if basic earnings
are negative. Short-term earnings volatility is captured by an indicator variable (Sign), which
is set to one if the sign of earnings in the current reporting period differs from that of the
immediately preceding period. Long-term earnings volatility (Vol) is a continuous variable
reflecting the three-year standard deviation of IFRS earnings divided by the three-year
standard deviation of headline earnings. All JSE-listed firms are required to report headline
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Panel A: Results in SENS announcement Panel B: Results in PDF document (linked Meditari

(similar to a text file format) from SENS announcement) Accountancy
Management SCE Research
1 commentary 1
' y
IS Management
commentary
2 2
' y
BS BS
3 3
' y
SCE CF
4 4
CF IS
5 j 5 |

Figure 1. Coding of information ordering and information proximity
Note(s): This figure illustrates the two different formats in which results announcements were published on
SENS during our sample period and how information ordering and information proximity of the financial
statements were coded. In Panel A, the SENS announcement itself contains the financial statements, while in
Panel B, the SENS announcement links to a PDF document which contains the financial statements. The
numbering in both panels indicates the number assigned to the management commentary and financial
statements in these specific formats. For information ordering (ISBS), the variable is coded as one when the
number for the IS has a lower value than the number for the BS. Therefore, in Panel A, ISBS would be set to
one, while it would be set to zero in Panel B. For information proximity (i.e. ISBSdis and ISCFdis), the
numbers of the two financial statements are first deducted from each other. Thereafter, if the resultant value is
one or negative one, the indicator variable would be set to one (and zero otherwise). Therefore, in Panel A,
ISBSdis would be set to one, as the difference in financial statement number (three versus two) is one. In
contrast, ISBSdis would be set to zero in Panel B, as the difference in financial statement number (five versus
three) is greater than one. Finally, this figure illustrates that ISCFdis would be set to zero in Panel A (the
difference in number of the comprising statements is three), while it would be set to one in Panel B (the
difference in number of the comprising statements is one). This figure therefore illustrates in Panel B that
financial statements can be coded as having high proximity even if they appear on different pages in the PDF
document. This ensures consistency between the two reporting formats, as reporting results directly on SENS
leaves the proximity of financial statements unhindered by space limitations per page (which are present in a
PDF document). Other information ordering and proximity scores could be calculated in a similar manner.
Source: Authors’ own work
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MEDAR earnings, which are regulated and audited but are also smoother and more persistent (i.e. less
volatile) than IFRS earnings (Venter et al., 2014; Howard et al., 2019). Higher values for Vol
reflect greater long-term earnings volatility.

The third set of variables control for additional firm-level characteristics. All
investors, irrespective of sophistication, are affected by increased disclosure processing
costs, but unsophisticated investors are more susceptible to impression management
(Hirshleifer and Teoh, 2003; Libby and Emett, 2014; Blankespoor et al., 2020).
Therefore, firms with more unsophisticated investors are more likely to manage
impressions, and we include several measures to control for investor sophistication.
These include a measure of the demand for information intermediation (Follow); the
free float percentage (Float), which excludes large shareholders that are more likely to
be sophisticated [11]; and the public shareholder percentage (Public), which excludes
shareholders with inside information who are less likely to be influenced by impression
management irrespective of sophistication [12]. Skilled directors are more likely to be
aware of impression management. Therefore, we include director qualifications (Qual),
which is an accurate proxy of skill (Fedaseyeu et al., 2018). We use financial
designations and business management qualifications, as these require exposure to
financial reporting quality and communication strategies. Stronger corporate
governance also limits the use of impression management (Mather and Ramsay, 2007;
Osma and Guillamo6n-Saorin, 2011). As board independence is the most important
corporate governance characteristic associated with financial reporting quality (He
et al., 2009; Rubin and Segal, 2019), we control for the percentage of independent
directors (Indep). We also control for board size (BoardSize), as large boards are
typically less effective in monitoring management (Osma and Guillamén-Saorin, 2011).
Finally, we also include year- and industry-fixed (level two) effects.

To investigate changes in placement decisions, we adjust Model (1) to a change
specification:

APlace= a+ f,ASize + /L AROA + f3ALEV + f,ATO + BsSAMTB + S ATang
+ p, Audit + pgSign + By Vol + poFollow + f, Float + 3|, Public

@
+f13Qual + B Indep + ;s BoardSize + ,,Change + 5,7 Y Year

+ Big X Industry + €

where APlace is an indicator variable set to one (and zero otherwise) for changes in each of
the placement decisions. Therefore, APlace is alternatively set to one if the IS precedes the
BS in either the current year or the immediately preceding year, but not in both (mISBS); the
IS and BS are placed adjacent to each other in either the current year or the immediately
preceding year, but not in both (mISBSdis); and the IS and CF are placed adjacent to each
other in either the current year or the immediately preceding year, but not in both
(mISCFdis). In Model (2), A denotes change, with the result that the independent variables
largely reflect first differences from Model (1) and are therefore similarly specified [13].
However, to investigate H3, we also include Change, which is set to one if the identity of
both the CEO and the CFO changes in the same reporting period.

3.3 Method: pricing consequences of ordering and proximity decisions
A value relevance model specified as a level (price) model reflects whether information is
priced over the long term, while a change specification reflects the timeliness with which
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changes in information are priced (Barth et al., 2001). We are interested in long-term pricing Meditari

consequences and therefore adapt a level specification from prior research (Barth et al., Accountancy
2001; Venter et al., 2014) to be estimated through OLS (firm and time subscripts are Research
suppressed):

P=a+p,BPS + p,EPS + p;Place + ,Place x BPS + f}sPlace x EPS + fcNeg

3
+ 3, Neg * BPS + s Neg * EPS + g Neg  Place + (>, Year + 5, Y. Firm + ¢

where P is share price; BPS is book value per share; EPS is basic earnings per share; and
other variables are as previously defined [14]. Using per-share variables reliably
compensates for scale effects in financial data (Barth and Clinch, 2009; Aledo Martinez
et al., 2020). Firms that report a loss are priced differently from those that report a profit
(Hayn, 1995; Venter et al., 2014). We follow prior research by including Neg and interactions
with other variables where pricing may differ for firms that report a loss (Dunn et al., 2016).
To investigate the proximity of the IS and CF, we disaggregate earnings in Model (3) into
operating cash flow per share (CPS) and accruals per share (ACCPS). We follow prior
research (Hirshleifer et al., 2009) and compare operating profit to funds from operations to
ensure internal consistency in the calculation of cash earnings and accruals. We also include
year- and firm-fixed effects in Model (3) [15].

4. Sample and data

Our initial sample is all tickers (dead and live) for South African firms listed on the JSE,
reporting between 1 January 2012 and 31 December 2019. Data for headline earnings, the
identity of the CEO and CFO and the order and proximity of financial statements are hand-
collected from annual results announcements. Data for public shareholding, board size,
number of independent directors and director qualifications are hand-collected from annual
reports. Data for all remaining variables are from the LSEG Workspace database [16]. Panel
A of Table 1 contains the sample reconciliation. After applying restrictions, the resultant
sample is 1,873 firm-years (334 unique firms) for the level specifications and 1,863 (332
unique firms) for the change specifications.

Panel B of Table 1 reflects a relatively stable sample distribution across years and shows that
the IS preceded the BS (ISBS) for 68% of sample firms in 2012, but for 58% of firms by 2019.
However, most firms place the IS and BS adjacent to each other (ISBSdis) throughout. Panel B
also shows that 19% of ISs and CFs were placed adjacent to each other (ISCFdis) in 2012,
decreasing to 13% in 2019. Collectively, it appears that the BS is increasingly placed first, with the
IS immediately thereafter. Therefore, the decrease in proximity between the IS and CF (ISCFdis)
implies that the SCE is being inserted between the IS and the CF [17]. Trends for two other
elements of results announcements in Panel B, namely, management commentary and a highlights
statement, show that management commentary (Comment) preceded the financial statements 34%
of the time in 2012, increasing to 75% in 2019, while 70% of sample firms included a highlights
statement (High) in their results announcement in 2012, increasing to 80% in 2019 [18].

Therefore, consistent with Ding et al. (2003), we identify time trends in placement
decisions. However, inconsistencies with their results suggest that country-level differences
exist. Panel C of Table 1 reflects that changes in placement decisions are rare. For example,
the order of the IS and BS (mISBS) changes for 4% of our firm-year observations. This
reflects strong serial correlation in the placement of financial statements.

Descriptive statistics for the main model specifications are displayed in Table 2. Sample firms
are generally profitable, with 19.4% of firm-years reflecting a loss (Neg). Short-term earnings
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volatility (Sign) is observed in 9.1% of firm-years, reflecting strong serial correlation within Meditari
earnings. Mean and median longer term earnings volatility (Vo) is consistently above one, which Accountancy
indicates, as expected, that headline earnings are smoother and more persistent than IFRS earnings.
Simultaneous change of both the CEO and the CFO (Change) is a rare occurrence, affecting only
5.6% of firm-years. However, the overall descriptive evidence aligns with our expectations.

Research

5. Detailed findings

5.1 Cross-sectional differences in placement decisions

The first column of Panel A in Table 3 considers only variables from prior research.
Consistent with prior research (Barua and Kim, 2017; Mulford and Conde, 2017), larger
firms, those with higher asset turnover, and greater investment in tangible and intangible
assets are more likely to place the IS before the BS (p <0.100 throughout), while highly
leveraged firms are less likely to do so (p =0.058). Although firm profitability appears to
have no information ordering effect at the financial statement level (p =0.165), we find,
consistent with Mulford and Conde (2017), that having a “Big 4” auditor is associated with
placing the IS before the BS (p <0.001). This may reflect the correlation with firm size, as
Smith (2022) finds that 82% of the 200 largest firms listed on the JSE are audited by “Big 4”
auditors. An alternative explanation is that “Big 4” firms are more likely to develop financial
reporting templates and apply these to their clients, which is unlikely to happen with smaller
audit firms (Francis et al., 2014; Smith (2022)). Moreover, financial reporting comparability
between firms is more similar for firms audited by the same “Big 4” audit firm than those
audited by the same non-“Big 4” audit firm (Francis et al., 2014) [19]. Therefore, results for
Audit could reflect the difference between consistent application of audit practice by “Big 4”
firms and more varied application in the rest of the sample.

The remaining columns of Panel A display the full results for Model (1) and reflect
differences across firms. Our first hypothesis is that firms will use impression management in
the form of different placement decisions to deemphasise a loss. Column two shows that firms
that report a loss (Neg) are likely to deemphasise this by placing the IS after the BS (p <0.001).
Once firms that report a loss are controlled for, firms that earn high returns on assets are also less
likely to place the IS first (p =0.007). Therefore, firms that report a loss seek to manage the
impressions of their shareholders by diverting attention to other financial metrics. Firms with a
high return on assets are potentially earning excess returns and might divert the attention of
other stakeholders, such as labour and government, to other information. Consequently,
different objectives can result in the same financial statement order.

We also expected that firms that report a loss would place the IS as late as possible
(increasing the distance between the IS and BS) and adjacent to the CF (emphasising cash
flow as an alternative financial performance measure). Column three of Panel A shows that
Neg is unexpectedly associated with finding the BS and IS adjacent to each other (p =0.027).
Arguably, basic earnings do not represent the only potential input into relevant return and
turnover metrics (e.g. revenue is important for turnover ratios). Therefore, the incentive to
deemphasise reporting a loss through lower proximity could be outweighed by other
considerations. However, results in column four are consistent with expectations, as Neg is
associated with a greater likelihood that the IS and CF are placed adjacent to each other
(p =0.017). This is also consistent with prior research findings that firms which report a loss
choose to disclose pro forma earnings to highlight strong cash flows (Leung and Veenman,
2018). Collectively, findings therefore suggest that reporting a loss is a strong incentive for
preparers to engage in impression management. Preparers appear to increase the disclosure
processing costs of acquiring knowledge of the loss by placing the IS later in the results
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MEDAR Table 2. Descriptive statistics
Variable Mean Median SD Minimum Maximum
Panel A: Descriptive statistics (level specifications)
Audit 0.697 1.000 0.460 0.000 1.000
BoardSize 9.924 10.000 3.125 3.000 25.000
Float 0.521 0.520 0.232 0.010 1.000
Follow 0.491 0.000 0.500 0.000 1.000
Indep 0.521 0.500 0.144 0.000 0.875
LEV 0.212 0.179 0.204 0.000 2.884
MTB 2.355 1.290 9.845 -112.793 239.991
Neg 0.194 0.000 0.396 0.000 1.000
Public 0.575 0.570 0.265 0.020 1.000
Qual 0.507 0.500 0.180 0.000 1.010
ROA 0.052 0.055 0.127 -1.618 1.058
Sign 0.091 0.000 0.288 0.000 1.000
Size 15.326 15.414 2.223 8.350 21.544
Tang 0.317 0.240 0.281 0.000 0.991
TO 0.997 0.855 0.859 0.000% 5.156
Vol 2.247 1.077 3.786 0.000° 55.231
n=1,873
Panel B: Descriptive statistics (change specifications)
Audit 0.697 1.000 0.460 0.000 1.000
BoardSize 9.933 10.000 3.129 3.000 25.000
Change 0.056 0.000 0.231 0.000 1.000
Float 0.522 0.520 0.232 0.010 1.000
Follow 0.493 0.000 0.500 0.000 1.000
Indep 0.522 0.500 0.145 0.000 0.875
ALEV 0.008 0.000 0.111 -0.954 1.407
AMTB —-0.152 —-0.061 12.934 —238.859 238.245
Public 0.576 0.570 0.265 0.020 1.000
Qual 0.507 0.500 0.179 0.000 1.010
AROA -0.009 -0.002 0.090 —-1.449 0.723
Sign 0.091 0.000 0.287 0.000 1.000
ASize 0.079 0.071 0.252 -2.945 1.964
ATang —-0.002 0.000 0.065 —0.595 0.905
ATO 0.996 0.860 0.855 0.000" 5.156
Vol 2.252 1.077 3.795 0.000" 55.231
n=1,863
Panel C: Descriptive statistics (value-relevance specifications)
ACCPS -1.135 —-0.078 4.767 —45.578 39.730
BPS 27.453 9.950 54.052 -26.445 925.327
CPS 5.790 1.371 12.976 —28.757 191.865
EPS 3.408 0.784 11.663 -53.863 333.210
Neg 0.194 0.000 0.396 0.000 1.000
p 59.054 13.451 172.431 0.010 3,375.430
n=1,873

Note(s): Variables are defined in the Appendix. “The minimum reflects several firms (mainly mining
exploration firms) that reported zero revenue in specific sample years. "The minimum reflects a single firm-
year where the interest rate on variable rate debentures in issue were set to equal the profit of the firm, so that
the earnings and related volatility reflects as zero over the three years of the calculation

Source(s): Authors’ own work
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Table 3. Order and proximity of financial statements

Meditari

Information ordering

Variable ISBS

ISBS

Information proximity

ISBSdis

Accountancy

ISCFdis Research

Panel A: Order and proximity of financial statements (level specification)

Size 0.069** (0.019) —0.066 (0.162) —0.077 (0.355) 0.079 (0.191)
ROA —0.613 (0.165) —1.378*** (0.007) 0.126 (0.131) 0.512(0.431)
LEV —0.517* (0.058) —0.365 (0.215) 0.144 (0.786) —0.047 (0.893)
TO 0.300*** (<0.001) 0.305*** (<0.001) 0.162 (0.242) —0.326*** (0.005)
MTB 0.012* (0.094) 0.011* (0.061) 0.011 (0.560) -0.006 (0.353)
Tang 0.640** (0.013) 0.657** (0.014) —0.130 (0.766) 0.017 (0.955)
Audit 0.457%** (<0.001) 0.346*** (0.010) —0.718*** (0.004) —0.712#%%* (<0.001)
Neg —0.734%*%%* (<0.001) 0.839** (0.027) 0.580** (0.017)
Sign 0.547**(0.021) -0.132(0.779) —0.387(0.183)
Vol —0.005 (0.738) —-0.011 (0.662) —0.047* (0.061)
Follow 0.434*** (0.006) —0.004 (0.989) —0.142 (0.473)
Float 0.099 (0.769) —1.531*%%* (0.008) 0.239 (0.575)
Public 1.361*** (<0.001) 0.216 (0.700) —0.294 (0.471)
Qual 0.048 (0.874) 1.924%%#%* (<0.001) 0.773%%* (0.044)
Indep —0.775* (0.078) 0.966 (0.183) —-0.767 (0.163)
BoardSize 0.002 (0.923) —0.068* (0.067) 0.004 (0.888)

N 1,873 1,873 1,873 1,873

Fixed effects

Year Yes Yes Yes Yes

Industry Yes Yes Yes Yes

Within R? 3.1% 6.3% 3.9% 2.6%

Panel B: Changes in the order and proximity of financial statements (change specification)

Information ordering

Information proximity

Variable mISBS mISBSdis mISCFdis
ASize 0.889* (0.060) 0.847** (0.013) 0.158 (0.568)
AROA 2.068 (0.176) 0.452 (0.678) 2.003** (0.029)
ALEV 0.585 (0.605) 0.810 (0.315) 0.632 (0.307)
ATO 0.166 (0.314) 0.167 (0.162) 0.063 (0.511)
AMTB 0.009 (0.265) —0.003 (0.532) —0.001 (0.742)
ATang 1.1830.081 -1.510 (0.264) 0.424 (0.670)
Audit (0.781) (0.538) 0.462** (0.031) 0.282* (0.090)
Sign 0.639* (0.085) 0.358 (0.222) 0.396* (0.089)
Vol 0.020 (0.484) 0.005 (0.854) 0.010 (0.591)
Follow 0.041 (0.897) 0.028 (0.896) —0.117 (0.497)
Float —0.035 (0.964) —0.337 (0.541) —0.140 (0.744)
Public —0.354 (0.635) 0.381 (0.470) 0.041 (0.921)
Qual —0.120 (0.864) —-0.267 (0.597) —0.233 (0.555)
Indep -0.844 (0.376) =2.190*** (0.001) —0.632 (0.243)
BoardSize —0.021 (0.676) 0.015 (0.643) 0.035 (0.190)
Change 1.195%** (0.004) 0.787** (0.016) 0.603** (0.028)
N 1863 1863 1863

Fixed effects

Year Yes Yes Yes

Industry Yes Yes Yes

Within R? 1.0% 1.9% 1.1%

Note(s): Variables are defined in the Appendix. Logistic regression results are binary logit estimations

using Newton—Raphson ridge optimisation. Two-tailed p-values are indicated in brackets. ***, ** and
* indicate significance at the 1, 5 and 10% levels, respectively
Source(s): Authors’ own work
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MEDAR announcement, while reducing the disclosure processing costs of integrating more positive
information from the CF.

Consistent with our second hypothesis that firms with greater earnings volatility will
place the IS before the BS, the second column in Panel A reflects short-term earnings
volatility (Sign) as positive and significant (p =0.021). The final column of Panel A shows
that CFs are less likely to be adjacent to ISs when long-term earnings volatility (Vol) is
greater (p =0.061). These findings suggest that firms respond to the incentives that earnings
volatility create. Firstly, firms use impression management to minimise incorrect
extrapolation of earnings components with different persistence (Sloan, 1996; Hirschleifer
and Teoh, 2003) by leading with the IS and thus directing closer attention to earnings.
Secondly, as disparities between the volatility of earnings and the volatility of cash flows can
reflect earnings management (Jayaraman, 2008), firms increase the distance between the IS
and CF to increase the cost of detecting it.

Few control variables are significant. However, in column two, firms with a greater
proportion of outside investors (Public) are more likely to place the IS ahead of the BS
(p <0.001), and this is also true for firms with a greater demand for information mediation
(Follow, p =0.006). Earnings represent the most important output of the accounting system
(Dichev, 2008). Therefore, these firms expect enough investors to process information
sequentially to induce attention to earnings by emphasising the IS. In addition, in columns
three and four, having more skilled directors (Qual) is associated with greater proximity of
interrelated statements (p <0.050). The IS and BS are interrelated as investors evaluate
earnings relative to BS metrics (Previts et al., 1994; Nissim and Penman, 2001), while the
incorrect interpretation of the relationship between earnings and cash flows leads to
suboptimal decision-making (Sloan, 1996; Hodge et al., 2010). Directors with greater
financial skill therefore appear to be aware that better decisions require interrelated
information to be presented closer together.

Collectively, the findings in this section suggest that firms make use of impression
management when firm profitability fluctuates. By implication, preparers see benefits from
influencing disclosure processing costs and ultimate investment decisions. As preparers
could use this influence in a self-interested manner (Merkl-Davies and Brennan, 2007; Libby
and Emett, 2014), investors may wish to develop investment processes that are robust to this
form of impression management. Greater awareness of the catalysts associated with the
placement of financial statements will assist investors in doing so. Potential catalysts are
investigated further in the next section.

5.2 Longitudinal differences in placement decisions
Panel B of Table 3 displays results for Model (2) and reflects differences within firms. Most
first differences are insignificant, because of the strength of serial correlation in placement
decisions. However, in the first column, firms with short-term earnings volatility (Sign) are
more likely to revise the order of the IS and BS (p =0.085), while, in the last column, these
firms are also more likely to revise the distance between the IS and the CF (p =0.089).
Therefore, the earlier cross-sectional differences for firms that report a loss reflect active
changes in the placement of financial statements. Furthermore, consistent with our third
hypothesis, simultaneous change in the identity of the CEO and CFO (Change) is
consistently associated with changes in both information ordering (p =0.004) and
information proximity (p <0.050) decisions.

We also consider if turnover of either the CEO or the CFO is associated with changes in
the placement of financial statements. Untabulated results show that all associations with
placement decisions are insignificant at conventional levels for changes of only the CEO
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(p >0.113) and only the CFO (p >0.183). These findings are consistent with the conclusion Meditari
of Zhang (2019) that collective management characteristics matter more than individual Accountancy
identities for financial reporting outcomes.

Collectively, in spite of strong serial correlation, our findings imply that earnings
volatility and simultaneous turnover of the CEO and CFO are catalysts associated with
changing placement decisions. This suggests that investors should exercise greater vigilance
against cognitive biases when these are present. Given that impression management
decisions of executives may arise from self-interest (Merkl-Davies and Brennan, 2007;
Libby and Emett, 2014), those charged with governance may also wish to consider whether
greater intervention in the reporting process is warranted when these catalysts are present.

Research

5.3 Use of fixed effects

Models without firm-fixed effects reveal variations across firms, while including firm-fixed
effects reveals variations within firms (Breuer and deHaan, 2024). Our first research question
considers differences across firms, and we therefore do not include firm-fixed effects in
Model (1). To consider differences within firms, we estimate Model (2) as first differences,
which is equivalent to adding firm-fixed effects to Model (1). However, in untabulated
results, we also consider differences within firms by introducing firm-fixed effects to Model
(1). Neg becomes insignificant when the proximity of the IS and BS is considered
(p =0.167), while Sign has a negative and significant association with the proximity of the IS
and CF (p =0.035). However, inferences for the variables of interest remain otherwise
qualitatively unchanged from Panel A of Table 3.

5.4 Pricing consequences of placement decisions

We investigate short-term pricing outcomes from placement decisions using five-day
market-adjusted returns following the announcement of results. In Table 4, changing the
order of the IS and BS reduces market-adjusted returns by 1.5% (p =0.023), while revising
their proximity results in a 1.2% decrease (p =0.011). Changing the distance between the IS
and CF results in a smaller reduction in returns of 0.8% (p =0.126). One potential
explanation is that changing placement increases disclosure processing costs (i.e. additional
effort to acquire information). Another explanation is that market participants view changing
the placement of financial statements as opportunistic, irrespective of long-term benefits.
These costs could explain the serial correlation in placement decisions, as firms may be
reluctant to accept the costs attached when these decisions are used to manage impressions of
investors.

Therefore, we consider the long-term pricing consequences of placement decisions in
Table 5. The first column in Panel A reflects that ordering the IS ahead of the BS decreases
earnings value relevance (p =0.022). When stratifying the sample, the coefficient for
earnings is higher when the IS follows the BS. In the final column, this presentation order
continues to be associated with a higher coefficient for earnings when we exclude financial
services, real estate and firms reporting a loss. Table 3 reflects that greater short-term
earnings volatility and greater demand for information mediation are associated with the IS
appearing before the BS. Earnings without predictive power are of lower quality (Dichev and
Tang, 2008; Venter et al., 2014), and more complex earnings create information asymmetry.
Therefore, we conclude that the observed decrease in earnings value relevance reflects lower
earnings quality.

In Panel B, increased proximity of the IS and BS is associated with higher value relevance
for earnings. Information proximity of these statements reduces the disclosure processing
costs related to metrics that reflect efficiency (e.g. turnover ratios) and profitability (e.g.
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MEDAR Table 4. Differences in market-adjusted returns

Location management decision Change (1) No change (0) Difference
mISBS -0.6% 0.9% —-1.5%** (0.023)
mISBSdis -0.3% 0.9% -1.2%** (0.011)
mISCFdis 0.1% 0.9% -0.8% (0.126)

Note(s): This table reflects a difference in means test of MAR, comparing firms who changed location
management decisions to those who did not. Variables are defined in the Appendix. Two-tailed p-values are
indicated in brackets. ***, ** and * denote significance at the 1, 5 and 10% levels, respectively

Source(s): Authors’ own work

return on equity). Reduced disclosure processing costs in determining these ratios could
increase their use and importance in investor decisions, reflecting higher earnings value
relevance.

Panel C of Table 5 reflects that increased proximity of the IS and CF significantly
increases cash earnings value relevance (p =0.002). Accruals are value-relevant throughout
(p <0.050), and their pricing is unaffected by the proximity of the IS and CF. Stratified
results reflect that cash earnings are only priced when these statements are adjacent. These
results confirm investors’ focus on accrual earnings (Penman and Yehuda, 2009) and offer
archival data supporting experimental findings that proximity between earnings and cash
flow information mitigates against the accrual anomaly (Hodge et al., 2010).

Collectively, value relevance results imply that placement decisions have pricing
consequences that do not reverse. This finding should be evaluated against the background
that characteristics of the South African setting, such as the smaller number of busy news
days, which suggest that impression management should be less effective. Furthermore,
longer term pricing consequences from impression management require a change in
disclosure processing costs that is large enough that investors direct their limited resources
rationally towards or away from a specific firm (Blankespoor et al., 2020). Consequently, the
placement of financial statements appears to be a powerful impression management tool.
However, changes in placement decisions are associated with negative short-term returns.
Therefore, preparers should carefully weigh any potential long-term benefits of changing the
placement of financial statements against the expected short-term increase in disclosure
processing cost.

5.5 Supplemental analyses

From our hand-collection process, we also have data on other components that appear in
the results announcement, namely, the presence (absence) of highlight statements
(High) and the ordering of management commentary (Comment). Prior research
provides extensive evidence that the presence of these elements, as well as their content,
is used to manage impressions (Godfrey et al., 2003; Cardoso et al., 2018). Therefore,
we also consider whether reporting a loss and earnings volatility are associated with
these impression management tools.

The first column of Table 6 shows that reporting a loss significantly decreases the
likelihood of a highlight statement (p =0.009), although earnings volatility is insignificant
(p =0.921). This is consistent with earlier findings that firms deemphasise a loss by
presenting the IS lower down in results announcements. As a highlight statement is typically
presented close to the top of a results announcement, omitting such a statement when a loss is
reported is consistent with reducing emphasis.
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Table 5. Value relevance of the order and proximity of financial statements

Meditari

All firms ISBS =1 ISBS=0 After exclusions Accountancy
Varizble p p p p Research
Panel A: Order of IS and BS
BPS 1.803*** (<0.001) 2.350°** (<0.001) 1.375%* (0.040) 1.849*** (0.001)
EPS 6.689*%* (<0.001) 2.115* (0.073) 7.998%** (<0.001) 6.756*** (<0.001)
ISBS ~0.264 (0.967) ~7.514(0.191)
ISBS x BPS 0.353 (0.211) 0.465 (0.238)
ISBS x EPS —4.138** (0.022) -4.506** (0.027)
Neg 22.727%%*(0.001) 15.416** (0.017) 6.076* (0.055)
Neg x BPS -0.390 (0.247) -0.572 (0.234) 0.094 (0.690)
Neg x EPS —2.503* (0.081) -1.359 (0.359) —8.122°** (0.001)
Neg x ISBS —12.993* (0.086)
Fixed effects
Year Yes Yes Yes Yes
Firm Yes Yes Yes Yes
N 1873 1185 688 1090
Within R? 61.8% 66.2% 38.9% 66.0%
Panel B: Proximity of IS and BS

All firms ISBSdis = 1 ISBSdis =0 After exclusions
Variable p p p p
BPS 2.771%%% (<0.001) 0.276 (0.358) 3.073*#* (<0.001) 2.861%%* (<0.001)
EPS 1.137 (0.250) 6.760*** (<0.001) 0.698 (0.598) 0.963 (0.360)
ISBSdis 28.154**(0.011) 41.645%** (0.003)
ISBSdis x BPS —1.947%%* (<0.001) —2.374%%* (<0.001)
ISBSdis x EPS 5.308*** (0.004) 5.469*** (0.008)
Neg —5.416 (0.692) 4.515 (0.249) 9.302 (0.652)
Neg x BPS -0.051 (0.842) 0.118 (0.653) -0.407 (0.398)
Neg x EPS ~5.173%#* (0.003) ~5.200%** (0.004) ~7.041(0.187)
Neg x ISBSdis 13.681 (0.345)
Fixed effects
Year Yes Yes Yes Yes
Firm Yes Yes Yes Yes
N 1873 1702 171 1090
Within R 66.1% 34.8% 80.3% 71.4%
Panel C: Proximity of IS and CF

All firms ISCFdis =1 ISCFdis =0 After exclusions
Variable p P P p
BPS 2.853*** (<0.001) 0.453 (0.559) 2.906*+* (<0.001) 3.090*** (<0.001)
CPS 0.232(0.893) 16.996*** (<0.001) -0.273 (0.878) 0.171 (0.934)
ACCPS 3.628** (0.021) 13.259*** (<0.001) 4.099** (0.013) 7.203*** (0.001)
ISCFdis 3.019 (0.596) 10.094* (0.088)
ISCFdis x BPS —1.624*** (0.002) =1.797*%* (0.002)
ISCFdis x CPS 9.074*%* (0.002) 7.274%% (0.024)

ISCFdis x ACCPS
Neg

Neg x BPS

Neg x CPS

Neg x ACCPS
Neg x ISCFdis

Fixed effects

Year
Firm

N

Within R?

1.488 (0.578)
12.621%* (0.028)
~1.247%% (<0.001)
2.421 (0.259)
~2.648 (0.239)
0.858 (0.899)

Yes
Yes
1873
60.3%

9.717%%* (0.003)
~0.634 (0.250)
~3.546 (0.709)
~12.907*** (<0.001)

Yes
Yes
298
83.5%

13.537+* (0.024)
~1.348%** (<0.001)
3.399 (0.116)
~1.146 (0.584)

Yes
Yes
1575
61.1%

1.298 (0.620)

Yes
Yes
1090
65.1%

Note(s): Results are from ordinary least squares (OLS) estimation. Variables are defined in the Appendix. “After exclusions” refers to a sample which
excludes all firm-years from the financial services sector, all firm-years from the real estate sector, and firm-years in other sectors where a loss was
reported. Two-tailed p-values based on robust standard errors clustered by firm and year (Petersen, 2009; Cameron et al., 2011) are reported in brackets,
with a correction where the covariance matrix is not positive semi-definite. ***, ** and * denote significance at the 1, 5 and 10% levels, respectively

Source(s): Authors’ own work
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MEDAR Table 6. Supplemental analyses of placement decisions
Variable High Comment BSCFdis
Size 0.356%** (<0.001) 0.222%+*%* (<0.001) -0.064 (0.186)
ROA 0.411 (0.459) 0.317*+* (0.023) ~0.860* (0.088)
LEV -0.037 (0.913) ~0.410 (0.241) ~0.305 (0.328)
TO 0.305*+* (0.003) ~0.184** (0.025) 0.096 (0.211)
MTB 0.007 (0.234) -0.002 (0.747) 0.021** (0.017)
Tang 0.739** (0.017) -0.336 (0.238) 0.290 (0.288)
Audit 0.317**(0.037) 0.022 (0.405) 0.213(0.120)
Neg ~0.613*** (0.009) -0.128 (0.570) ~0.726%** (0.001)
Sign 0.027 (0.921) 0.451* (0.089) 0.505** (0.043)
Vol -0.014 (0.404) -0.025 (0.119) 0.003 (0.856)
Follow 0.270 (0.166) 0.474%** (0,003) 0.194 (0.216)
Float 0.200 (0.615) 1.061%** (0.003) 0.081 (0.810)
Public 0.715* (0.063) ~0.481 (0.160) 0.767** (0.017)
Qual -0.067 (0.856) 0.554* (0.097) ~0.936%** (0.003)
Indep ~1.091%* (0.046) ~0.488 (0.301) ~0.090 (0.835)
BoardSize 0.011 (0.724) 1.104%** (<0.001) 0.039 (0.110)
N 1,873 1,873 1,873
Fixed effects
Year Yes Yes Yes
Industry Yes Yes Yes
Within R* 15.5% 19.6% 3.6%

Note(s): Variables are defined in the Appendix. Logistic regression results are binary logit estimations
using Newton—Raphson ridge optimisation. Two-tailed p-values are indicated in brackets. ***, ** and
* indicate significance at the 1, 5 and 10% levels, respectively

Source(s): Authors’ own work

The second column of Table 6 reflects that short-term earnings volatility makes it more
likely that management commentary precedes the financial statements (p =0.089), although
reporting a loss is insignificant (p = 0.570). This appears to reflect the additional complexity
that earnings volatility induces, as control variables show that larger firms (Size, p <0.001),
those with higher demand for information mediation (Follow, p =0.003) and those with
larger boards (BoardSize, p <0.001) are all more likely to place management commentary
before the financial statements [20]. Our measures are simplistic, given that these
components are narrative elements of results announcements. However, taken together, these
findings suggest that reporting a loss and short-term earnings volatility are also associated
with the use of impression management tools other than the placement of the financial
statements themselves, such as management commentary [21].

Finally, our data also permits us to determine whether the BS and CF are placed adjacent
to each other (BSCFdis) [22]. The proximity of these two financial statements is likely to be a
consequence of other placement decisions. Consistent with this expectation, the third column
of Table 6 shows that firms that report a loss are less likely to place the BS and CF adjacent to
each other (p =0.001). In combination with our earlier results (cf. Table 3), this implies that
firms that report a loss prefer to order the financial statements as BS-IS-CF ceteris paribus,
permitting them to avoid leading with the IS (ISBS), while ensuring proximity between the IS
and BS (ISBSdist) and between the IS and CF (ISCFdis). In the case of short-term earnings
volatility, firms are more likely to place the BS and CF adjacent to each other (p =0.043).
Our earlier results (cf. Table 3) suggest that firms with greater earnings volatility prefer to
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lead with the IS. Taken together, this therefore implies that firms with greater earnings Meditari
volatility prefer to order the financial statements as IS-BS-CF ceteris paribus [23]. Accountancy

Overall, findings from the supplemental investigations are consistent with expectations
created by the main investigation results. Consequently, these provide further evidence of the
internal consistency of our inferences.

Research

6. Summary and conclusion

It is well established that firms manage impressions (Cardoso et al., 2018), but little evidence
exists around the placement of financial statements as an impression management tool.
Disclosure processing costs, which affect all investors, imply that managing impressions can
have economic consequences, even in efficient markets (Blankespoor et al., 2020). We use
disclosure processing costs to identify situations where the placement of financial statements
could potentially be used to manage impressions. Consistent with predictions, we find that
loss-making firms increase the disclosure processing costs of identifying a loss (by ordering
the IS later than the BS) and decrease the disclosure processing cost of integrating alternative
performance metrics (by placing the IS and CF adjacent to each other). Furthermore, we
predict and find that firms use information ordering (by placing the IS ahead of the BS) to
reduce the disclosure processing costs associated with volatile earnings, while firms with
volatile earnings also increase the proximity between the IS and CF to increase the disclosure
processing costs of detecting earnings management. Moreover, we present evidence that
impression management at the financial statement level has long-term capital market
consequences.

As impression management could be used self-interestedly (Merkl-Davies and Brennan,
2007; Libby and Emett, 2014), investors who want to make consistent investment decisions
should develop investment processes that are robust to this form of impression management.
Importantly, we find that short-term earnings volatility and executive turnover are the most
consistent catalysts associated with changes in placement of the financial statements. These
findings could be a useful aid for investors seeking to control their susceptibility to
impression management through placement of financial statements. Furthermore, those
charged with governance do not typically intervene in the financial reporting process, which
is left to the discretion of top management (Zhang, 2019). As individuals charged with
governance seek to safeguard the interest of others, they may wish to use our findings to
identify when greater oversight of the financial reporting process is justified.

However, impression management could also be used in the interest of the firm (Merkl-
Davies and Brennan, 2007; Libby and Emett, 2014). The evidence in this paper suggests that,
although changes in placement decisions are relatively rare, preparers are actively
considering the placement of their financial statements in certain circumstances. The capital
market consequences that we identify suggest that more frequent reviews of placement
outcomes by preparers could be warranted.

Importantly, the characteristics of our South African research setting suggest that
effective impression management is unlikely (Venter et al., 2013). Specifically, the low
number of busy news days compared to other markets lowers disclosure processing costs, as
investors have time to absorb information (DeHaan et al., 2015). In addition, as integrated
reporting has long been mandated, preparers and investors alike are aware of the importance
of integrating interrelated information for decision-making (Barth et al., 2024). Against this
background, the fact that we do find long-term capital market consequences suggests that the
placement of financial statements is a particularly powerful impression management tool.
Our findings may therefore be relevant in other markets where better incentives for
managing impressions are present. Furthermore, given the strength of placement outcomes
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MEDAR as an impression management tool, regulators may wish to consider if these decisions should
remain discretionary. For example, our results suggest that greater regulation of the format of
results announcements could reduce the incidence of well-known information processing
errors (such as the accrual anomaly) and thereby improve economic outcomes.

However, given the sparse extant research evidence, much remains unknown. For example,
stock-based executive compensation can be a potential incentive to manage impressions
(Merkl-Davies and Brennan, 2007). As differences in the placement of financial statements alter
long-term capital market outcomes, it is possible that placement decisions are associated with
management compensation outcomes. Furthermore, the increasing sophistication of technology
may reduce disclosure processing costs and thereby the effectiveness of even the strongest
impression management tools. However, as Blankespoor et al. (2020) comment, academics
were already of the opinion that disclosure processing costs were immaterial in the 1970s, and
yet the impact of disclosure processing costs is still observed in modern markets. Therefore, the
likelihood that current and future technological changes will successfully reduce disclosure
processing costs to negligible levels remains unknown. In addition, the time trend in the order of
the IS and BS for our South African sample conflicts with the trend identified for French firms
by Ding et al. (2003). This would suggest that country-level differences exist, were it not for the
fact that much of our results on firm-level characteristics are consistent with the extant evidence
for US firms (Barua and Kim, 2017; Mulford and Conde, 2017). This suggests that further
research in other markets is necessary to accurately assess the determinants and consequences of
using the placement of financial statements to manage impressions. These and other questions,
we leave to future research.
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Notes

[1.] For more comprehensive reviews of impression management, refer to Merkl-Davies and
Brennan (2007), Libby and Emett (2014) and Blankespoor et al. (2020).

[2.] An amount is value-relevant if it has an association with the market value of equity in a
theoretically predicted direction (Barth et al., 2001).

[3.] Mulford and Conde (2017) speculate that firms might seek to deemphasise a loss by placing the
BS ahead of the IS, but do not present evidence thereof.

[4.] There is no clear theoretical reason that earnings volatility would incentivise proximity
management of the IS and BS, as the correlation between the volatility of earnings and the
volatility of returns is inherently positive.

[5.] Although prior research considers pricing consequences when the location of specific items in
financial statements is managed (e.g. Bowen et al., 2005; Bartov and Mohanram, 2014), to our
knowledge, there is no existing evidence of pricing consequences when impression
management takes place at the financial statement level.

[6.] We cross-check a selected number of results announcements with annual reports and find no
differences between the order in which financial statements are placed in the results
announcement and the annual report.

[7.] We primarily source results announcements from ShareData (sharedata.co.za).
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[8.] Our coding is consistent with prior research that investigates information ordering (Bowen Meditari
et al., 2005; Barua and Kim, 2017; Mulford and Conde, 2017; Chen et al., 2021) and Accountancy
information proximity (Hodge et al., 2010; Barth et al., 2017; Landau et al.,2020) in the Research
financial reporting context. As links to an external PDF document in SENS announcements
are not implemented by all sample firms and were not permitted prior to 2019, using
alternative measures that would only apply to PDF documents, such as the number of pages
separating financial statements, would eliminate the major part of our sample.

[9.] Although OLS often produces similar results to logistic regression for binary dependent
variables (Hellevik, 2009), logistic regression is more appropriate than OLS when investigating
accounting or economic choices (Stone and Rasp,1991; Hellevik, 2009).

[10.] Prior research uses expenditure on research and development to measure investment in
intangible assets (Barua and Kim, 2017). However, the market-to-book ratio is a reliable
alternative measure of the degree of investment in intangible assets (Clausen and Hirth, 2016).

[11.] In limited instances (12 firm-year observations), the free float percentage at the reporting date is
not available, and we use the free float percentage at the end of the previous month.

[12.] The public shareholder percentage (Public) includes the shareholding of all outside shareholders and is
a broader measure than Float. However, there are no instances where both variables are significant in
the same regression, eliminating potential concerns around multicollinearity.

[13.] We omit Neg from Model (2) as this variable is entirely subsumed by Sign in a first differences
specification. Other variables which are not specified as first differences in Model (2) reflect low
annual variability.

[14.] P is specified six months after the reporting date, as value relevance peaks six months after the
reporting date in markets with semi-annual reporting cycles (Veith and Werner, 2014). To
control for corporate actions, P is determined as the share price at the reporting date adjusted by
a firm-specific total return index.

[15.] As none of the sample firms change industries, industry-fixed effects are subsumed in firm-fixed effects.
[16.] LSEG Workspace is the brand name of the Worldscope/Datastream database at the time of writing.
[17.] Untabulated results reflect that the CF is never placed first in results announcements.

[18.] When a results announcement does not include management commentary, Comment is also
coded as zero so that Comment reflects both inclusion and information order.

[19.] Smith (2022) does not find a similar difference in comparability between South African firms audited
by the same “Big 4” auditor and those audited by the same non-“Big 4” auditor. However, she
cautions that this may be due to a lack of power, as 82% of the top 200 JSE-listed firms included in her
sample are audited by “Big 4” auditors. In contrast, we use a wider sample of South African firms, and
the descriptive statistics in Table 2 reflect that only 70% of our sample firms have a “Big 4” auditor.

[20.] Guest (2008) shows that board size correlates positively with firm complexity.

[21.] In untabulated results, we also consider change specifications with mHigh and mComment as the
dependent variables. Most variables, including executive turnover (Change) and short-term earnings
volatility (Sign) are insignificant. We attribute this to the fact that our measures cannot capture the
narrative character of these elements. This may result in their retention within a results announcement
even when their content is altered to manage impressions.

[22.] We do not develop a formal hypothesis in this regard, as it is not theoretically apparent why
proximity of the BS and CF (or lack thereof) would affect disclosure processing costs.

[23.] In untabulated results, we also consider a change specification with mBSCF as the dependent variable.
These show that short-term earnings volatility (Sign) is a significant determinant of changes in the
proximity of the BS and CF (p = 0.016). As reporting a loss creates a strong ordering and proximity
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MEDAR preference for the other financial statements, this finding is not unexpected. However, executive
turnover (Change) is insignificant in this specification (p = 0.241). It therefore appears that new
management teams do not view the proximity of the BS and CF as a primary consideration in revising
the placement of financial statements.
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