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ABSTRACT

Master thesis in Business Administration, autumog20

School of Business, Economics and Law at Gothenlinmiyersity, Department of
Business Administration, Financial Reporting andlygis

Authors: Karin Andersson and Ulrika Selander
Tutor: Jan Marton

Title The Change of Disclosures over Time -a Case Sttithedvolvo Group

Background and problem: Historically, the amount of information in the fimaal
reports has increased substantially, which is yaltle to changes in regulations. It is of
interest for the company to produce financial infation for several reasons. The
financial reports are, however, costly to produebich has to be weighed against the
usefulness that the users might have of the infoomaWwith the substantial increase in
amount of information in mind, one can ask whendbsts of regulation are higher than
the benefits. To be able to answer such a questioe,must first study the change of
information over time to see what changes there lheen.

Purpose: The purpose of this thesis is to determinate havamount of disclosures in
the annual reports has changed over time, whidsateat have increased the most and if
these differences are the result of changes irlaggu.

Method: This thesis is a case study of the Volvo Group. hdee counted the words in
the notes to the consolidated financial statementhe annual reports for the selected
years. The first of the evaluated years is 1980thed every fifth year up until 2005 with
an addition of year 2002 and 2007. The informatiaas first sorted according to the
headline of the notes. To be able to analyse wierenain changes have been, the notes
were then put together into larger groups.

Analysis and conclusions: The empirical results in this study show an enorsnou
increase in amount of words during the last fewades. The increase was as large as
482 %. During the evaluated years, the amount afisvbad increased significantly in
two specific periods. The groups that increasedihst werdg~inancial instrumentand
Accounting principlesin the deeper analysis, the changeBénsonneland Accounting
principles could, in some degree, be a result of changelaniaws and regulations. It
was, however, obvious that other factors affectahmunt of words in the explanatory
notes.

Suggestion for further studies: The most interesting area to study further is t@lyse
when the costs of regulation are higher than timefits. It could also be interesting to
study other factors than regulation that affectabeapanies in their decisions regarding
information in the explanatory notes.
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1. INTRODUCTION

1. INTRODUCTION

This chapter aims to give the reader an understagdif the subject of this thesis and
why it is a present topic of interest. It beginshma background and problem discussion
of the subject and follows by the research questiparpose and delimitations.

1.1 BACKGROUND

Historically, the amount of information in finantigeports has increased substantially,
which is partly due to changes in regulatiorBuring the last few decades, there has in
many countries been a significant change in reguistand norms regarding financial

report$. New standard-setting bodies and new accountargisirds have supervened.

One reason for this development is the comparaiolelgm that occurred along with the
globalisation of the capital markets. Accountingl liar a long time been developed and
regulated nationally, which led to large differest®tween countries. When investors no
longer limited the search for good investmentstairtown national market, but started
to search world wide, the accounting differencetsvben countries turned out to be a
problem2 A demand from investors for internationally congide information arose and
accounting needed to be more harmonised. This natienalisation of accounting
regulation has had an important impact on the eapferm and amount of information
published in the annual repdtts

Another reason for increased requirements on tfegnmation given in financial reports
emerges when accounting scandals are exposed.gterast few years several serious
scandals where the accounting has been questi@veddgcurred, for instance Enron and
WorldCom. Scandals like these put pressure ondgelators to prevent the same things
of happening again.

Sweden is one country where this change within @titog is to be seen. Sweden is a
small country dependent on international trade @apital. Accounting follows trade and
capital pattern and Swedish accounting is therestnengly influenced by international
regulations’ There are several new standard-setting bodies kave changed and the
importance of international standards has growonger® When Sweden entered the
EEC in 1994, a requirement was to adapt the raguktto the already existing EU
directives. For example were the council directives impleradrin Sweden through the

! Artsberg, 2005

2 Stanko, 2000

% Marton et al, 2008
4 Flower, 2002

® Artsberg, 2005

5 Nilsson, 2005

" Artsberg, 2005
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Swedish Accounts Legislation (ARL) in 1997The EU was however not quite satisfied
with the implementation of the directives in théfetient countries and started therefore
to cooperate with the International Accounting 8tmds Committee (IASC) to achieve a
comparable accounting in the member countrieShis cooperation has made the
international influences even stronger and hasefteSwedish accounting.

1.2 PROBLEM DISCUSSION

The purpose of financial reports is to give ecormmiormation about the company,
mainly to users outside the company such as inkgdenders, customers and suppliers,
and it is of interest also for the company itselfproduce this type of information for
several reasons. Benefits for the company includeng others lower cost of capital,
increased share liquidity and increased credibflity

The financial reports are, however, costly to paejuvhich has to be weighed against
the usefulness that the users might have of tleerrdtion. The costs include for example
collection and processing costs and competitivaddigntage costs. The latter one is a
result of the fact that a company discloses noy ¢mlthe users they want, but also to
competitors. One sensitive area in this aspechfigrmation regarding research and
development and new products. Companies that &iamce claim that they have new
technology as a competitive advantage must prointtemation about R&D or new
products to be able to attract capital. This infation is, however, also available for
competitors and detailed information can reduce tbenpany’s lead time against
competitors:

As discussed earlier, the regulations and norme eareased substantially during the
last few decades. The largest increase of infoonath annual reports has been in the
notes to the financial statemént This is partly because a change in regulations of
information given in the notes is less controvérara therefore easier to implement than
a change in principles of measure (which is the ed%en changing regulations regarding
the statement of income and the balance sHe&te explanatory notes have increased in
numbers and are an important part of the annuart®pThey are regulated in many
different standards, some of which solely reguéagelanatory notes.

Some argue that companies will be motivated to idewall the information that users
demand voluntarily because of the benefits it kwingowever, the main opinion is that
these benefits are not enough as motivator; impoded are necessary, even if they are
costly to follow* With the increase in amount of information in minde can ask when
the costs of regulation are higher than the benefib be able to answer such a question,

8 Smith, 2006

° Artsberg, 2005
10 Adrem, 1999
1 Flower, 2002
12 Artsberg, 2005
13 bid

1 Flower, 2002



1. INTRODUCTION

one must first study the change of information aume to see what changes there have
been.

1.3 RESEARCH QUESTIONS
The presented background and problem discussiontdedhe following research
guestions:

* How has the amount of disclosures changed oveftime
» Which areas have changed the most?

* Are these differences the result of changes inlatigns?

1.4 PURPOSE

The purpose of this thesis is to determine howatheunt of disclosures in annual reports
has changed over time, which areas that have cHahgemost and if these differences
are the result of changes in regulations.

1.5 DELIMITATIONS

The survey will only be made on the explanatoryesdb the consolidated financial
statements and no consideration will be takenherategulated information or to the
voluntary disclosures if not otherwise stated.



2. METHOD

2.METHOD

In this chapter the reader finds an explanatiorhofv the process of gathering, working
with and analysing the material was executed. Therealso a description of the
selections made and why they were made.

2.1 RESEARCH METHOD

When deciding what research method to use, it jgoitant to see how the research
method can help to achieve the purpose of the ghésiour case, the purpose is to
determine how, both in terms of substance and gyatite disclosures in annual reports
have changed over time. We want to understand zaldage the changes that have been
made. It has been said that qualitative method wsmsls and sentences while the
quantitative method uses numbers and Siz&is is important to have in mind when it
comes to gather the information. In this thesisthba qualitative and quantitative
research method is used. This is due to the fadttito different objectives are being
investigated.

The qualitative method can be used as a preliminawestigation to create an
understanding of the factors behind the informafiot is therefore used in our study in
the interpretation of the laws and regulationsun aovered area. In order to classify the
information stated in the annual reports there waeed for a solid base of knowledge
before approaching the issue. Since the thesisre@/éme period of more than twenty
years there has been a number of laws and regudatm read and understand before
starting the empirical analyse of the annual repdrhe qualitative method is also used
when investigating the substance of the disclosiBgxe we want to find out what the
information says, the method is used when studgiegontext of the words.

The quantitative method is used when analysing maeh more text the requirements of
disclosure have resulted in. This approach is Blgtavhen it comes to describing the
extent of a phenomendhThis is appropriate for this part of the thesiscsi the actual
amount of words are being counted and the purpotesee how much more information
that has arisen. The advantage of this method as ithis easy to standardise the
informatiornt®, which is important in order to get a good oveni the findings.

15 Jacobsen, 2002

® Holme & Solvang, 1997
17 Jacobsen, 2002

8 |bid



2. METHOD

2.2 SELECTIONS MADE

In the study, a few selections have been made deroto gather the necessary
information for the study. The choices were basedhe fact that we needed to limit our
study to a few minor areas because of the amounfaimation available.

2.2.1 Case Study of the Volvo Group

We have in this study chosen to do a case studyeof/olvo Group (further on referred
to as Volvo) to achieve our purpose. A case stedysed when one wants a detailed
explanation of a phenomenon. It is therefore aabiet method when the purpose is to
create a better understanding for the dynamicsnbehicertain aréaand when changes
are studiet’. It gives the possibility to see different aspexiswell as gaining a deeper
knowledge. It is also suitable when it comes toingxa qualitative and quantitative
method?" which is what we are doing in this case.

Volvo was chosen because it is one of Sweden’sirgpmpanies and has been known
to publish annual reports of high quality. They éaeceived awards for their annual
reports and high marks in an international compaffs Volvo is also a global company
that since the early eighties has followed othgul&ors than the Swedish ones. Because
of their size and business, most of the existingsrand regulations are applicable to
Volvo, which makes Volvo a suitable company to gtud

2.2.2 Evaluated Years

The chosen start year is 1980, since that was éef@lvo started to draw-up
consolidated accounts influenced by non-Swedisindsta@-setting bodies. We then
decided to choose every fifth year up until 2008jolw are 1985, 1990, 1995 and 2000.
With these years, major changes that occurredanrdtes and regulation are included.
Furthermore, year 2002 was included, due to thé tiaat there were some major
accounting scandals that affected the accountigglagons in the world and it would be
interesting to see if any effect could be seerhédannual reports. And finally, the years
2005 and 2007 were included. The year of 2005teyasting because that was the year
when it became mandatory for Swedish group compatoefollow IFRS in their
consolidated accounts. In 2007, there were a numibsignificant changes and also the
year of the latest annual report that could beuthet! in this study.

Since the chosen years have a time interval ofdwéive years, the empirical results
might not show which year the information turnedinpghe annual reports for the first
time. In some cases, the new regulations were shddi in one year, but not legally
binding until the next year. In these cases, wesh&ed the years when the regulations
were published. This due to the fact that new land regulations, most likely, influence

19 Jacobsen, 2002

2 patel & Davidson, 2003

% Bryman & Bell, 2005

2 http://www.volvo.com/group/global/en-gb/investaeports/topranked_ar/top_ranked_ar.htang,
http://www.omxnordicexchange.com/redovisning
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a company even before it is legally binding. In tnmesses, companies are encouraged to
start applying new regulations before they are anmmnted. The lack of information in
the annual reports for the earlier years, regareéixactly when Volvo implemented the
new regulations was also a factor in this decision.

2.3 THE WORD COUNT

To analyse how the amount of disclosures have @thager time, the words in the notes
to the consolidated financial statements in theuahreports for the selected years were
counted. Some notes include references to othés pathe annual report. In cases when
that information has been relevant, it has beelud®ed in the count. Cross-references to
other notes have not been counted twice, due téathehat the number of words would

then have increased because of double counting.

The information was sorted according to the headdhthe notes. To be able to get a
better overview of the notes, a classification eystwas created. The notes were put
together into larger groups, which made it eagiaartalyse where the main changes have
been. The following groups were created (see appémor a total overview):

1. Accounting principles 9. Shareholders’ equity

2. Acquisition & divesments of shares i| 10. Liabilities and provisions
subsidiaries 11. Cash flow

3. Non-Group companies 12. Leasing

4. Segment reporting 13. Personnel

5. Other income and expenses 14. Fees to the amdito

6. Tax 15. Financial instruments
7. Capital assets 16. U.S. GAAP

8. Current assets 17. Other notes

Table 1: Groups in the explanatory notes

Some groups contain several notes, for examplbasnbteKey sources of estimation
uncertaintyincluded in the groug\ccounting principlesThis choice was made, since
there was no separation between accounting prexgohd uncertainty in the older annual
reports. All Liabilities and provisionswere formed into another group. Assets were
divided into Capital and Current assetsAcquisitions and divestment of shares in
subsidiariesformed a group itself due to the fact that it idig note and has been
consistent in all the annual reports, except f@018lon-group companieis a group for

all the notes with information regarding minoritytérests and transactions with parties
where Volvo is a shareholder but not a controlbmger.

Since the classification was not entirely obvicusli cases, the results might be affected
to some degree. For example, in 1980, the g@iler notedecame as much as 12 % of
the total amount of words. But since it was diffido form these notes into new groups
or classify them into the already existing onegesidual group was the most suitable
choice.
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2.4 CHOSEN GROUPS FOR DEEPER ANALYSIS

When deciding what notes to investigate furtheg, ritaterial from the word count of the
annual reports became our basis for decision. Tamesome areas that have changed
quite significant when it comes to the amount dbimation that has to be disclosed in
the financial statements. Out of the results fromword count, two groups were chosen
to be investigated further. One of these groupsdiehged a lot over the whole period
and one had changed a lot in the past few years.

2.4.1 Personnel

The note Personnel was chosen because it had c¢handdenly and constitutes a large
part of the total amount of words. To be able teestigate this change further, the note
was divided into the following subcategories:

« Salary for the Board of Directors

e Terms of Employment of the CEO

e Terms of Employment of Other Senior
Executives

* Average Number of Employees by
Country/Region

* Wages & Salaries by Country

« Employee Stock- and Share-based
programs

» Wages & Salaries & Social Cost

Table 2: Subcategories for the group Personnel

The classifications were based either on the debiih the note or on the substance of the
text. For all of the above subcategories, the warele counted, to be able to get a better
overview of where the changes had occurred.

In the annual reports for 1980, 1985 and 1990, tlsanformation regarding personnel

in the administration report was counted. This tlughe fact that the, at that time,

existing regulation required the information in theéministration report and not in the

explanatory notes. The count was made only to stmmwparable numbers in the deeper
analysis of the groupersonneland has not been included in the total amountatia

In the choice of which words to count in the admstirdtion report, the law served as
guideline.

2.4.2 Accounting Principles

Accounting principles formed the other group thasvinvestigated further. It was chosen
because the information has been included in &lahnual reports but with a large
increase over the period and was therefore infagesd investigate further. It was also
interesting because of the fact that it had a @seréen words from 2005 to 2007. The
notes were classified into the subcategories shiomthe table below and counted for
each area.
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e General
* Changes and effects in accounting
principles

» Principles of consolidation
« Specific accounting policies

« Key sources of estimation uncertainty
Table 3: Subcategories for the group Accounting@ples

The classifications of the subcategories were bagédr on the subtitles in the note or
on the substance of the text. The words were cduife all the subcategories, to be able
to see where the changes had occurred.

2.5 THEORETICAL DATA COLLECTION

For the preliminary study, literature describinge thaw as well as appropriative
regulations was used. The information is rathemréeal in some areas and therefore also
some explaining literature on certain laws has bead. However in most cases, the laws
and regulations have been interpreted on the ba#liie original form.

In some cases, it has not been possible for uadaah English translation of the Swedish
laws and regulations. In these cases, we have th@d&ganslation ourselves, word by
word. We want to make the reader aware of thatethemnslations are not made by
professionals.

2.6 CRITICISM OF THE DATA COLLECTION

When going through our data, it is important to énav critical attitude towards the
sources> We have used the annual reports from Volvo andesihese are regulated
through the Swedish law, we therefore have no redeothink other than that the
information is truthful and correct. We have oniyterpreted the information and
compared it to what the laws and regulations ayanga

2 patel & Davidson, 2003
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3. FRAME OF REFERENCE

This chapter contains theory about the importantelisclosures and what factors are
behind the increase of disclosures. The reader aldlb get an overview of the law and
regulations that are of interest for this thesis.

3.1 THE ASYMMETRIC INFORMATION PROBLEM

Information asymmetry is when one part has moréeiter information than another
part. This could be applied in the business worteere the management of a company
tends to have more information regarding the comgafinancial situation than the
investors?* Managers observe their own choices, which is asipilisy the external
investors do not have. Furthermore, managers caerob the information they had at the
time they made their decisions, something thatrthestors cannot do.

The main disadvantage with information asymmetrythat it impairs the efficient
allocation of capital and entails a higher costapitaf®. Disclosures in annual reports
attempt to deal with this information asymmetry asdlverse selection between the
management of the firm and the users of finanaiglorts’. Disclosures lead to a
decrease in the information asymmetry, which makeemt useful for
investors?® Disclosures make it easier for investors to evalutite effectiveness,
performance and fulfilment of the management offthe®. More information for the
investors would then result in a reduced cost pitahdue to the fact that the investors
face a lower risk, which will lead to a lowered u@gd rate of returfl. Disclosures can
therefore result in a higher market value for coniga

The problem is described further by Akerlof and thisory“the market for lemons”
Information asymmetry can be seen as the samegumotiat arises when a person wants
to buy a used car. The salesman knows how goodathes, while the buyer has to trust
the information given by the salesman. If the sakasis dishonest and has a bad car, he
will try to sell his car for the market price. e salesman knows that his car is an
exceptionally good one, he would like to have mdénan the market price. The
consequence can be that good cars do not get $dllel ad ones will. This situation can
be applied to the asymmetric information problerat tbxists between the management

* Healy & Palepu, 1993
% \Walker, 2006
26 Djamond & Verrecchia, 1991
27| euz & Verrecchia, 2000
28 -
Ibid
29 Strom, 2006
30 Djamond & Verrecchia, 1991
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and the investors. If the investors can not sepagyadd business ideas from bad ones, the
market will undervalue good ideas and overvaluedraes®*

Disclosure theory implies that it would be beneficior a company to disclose all
relevant information to the market. However, thame some factors that indicate other. A
disadvantage with disclosures is that it can redu@®mpany’s competitive advantage
and competitors can gain valuable information abthet company? This may be a
reason for companies not to disclose all valuabferination to the market. Another
disadvantage may be that if a company disclosertach information there might be an
information overload, and the user will not be ablese the information propergﬁ/

3.1.1 The Agency Theory

The agency relationship is normally explained agnvbne party agrees to act on the
behalf of another party. The basic assumption efabency theory is that individuals
tries to maximize their own expected utility andattthere is an interest of conflict
between two parties. This is the situation that cecur between the management of a
firm and the shareholders. The situation existabge of the fact that the shareholders
employ the management to run their company and dheyrusted to make decisions that
are in the shareholders’ best interest, which isnmtaximize the profit. Since the
shareholders may not be able to observe all dessaod actions made by the managers,
there is a possible threat to the shareholdersttigammanagement will act in a way that
will maximize their own wealth and not the shareteo profit>* For example the agent
(manager) is expected to choose an accountingiplenihat will work in his/her favour

if he/she has a bonus or compensation based qrdfieof the company® The principal
(shareholder or creditor) will hire an auditor tin@kes sure that the agent acts in a way
that is favourable for the principal. An importante of external financial reporting is to
control the agency cost arising from the moral hépaoblem?®

3.2 BACKGROUND TO FINANCIAL REPORTING IN SWEDEN

Sweden has for a long time had accounting reguatiwhere law constitutes the frame
and detailed rules are presented in recommendagindsother additional norrifs The
standard-setting was dominated by The Swedish tuietiof Authorized Public
Accountants (FAR), which is the oldest private d&nd-setting body. It was first a part
of the auditor organisation, Svenska Revisorssadd@urn(SRS), but in 1923 they
separated and FAR established its own organisition

31 Akerlof, 1970

¥ Healy & Palepu, 1993

33 Strom, 2006

34 Schroeder, Clark and Cathey, 2005
% Artsberg, 2005

% Walker, 2006

37 Marton et al, 2008

38 Nilsson, 2005

10
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Sweden is a rather small country, and Swedish atrauhas therefore been influenced
by international regulations. The Swedish accougntiadition was part of the continental
accounting tradition, dominated by Germany, butrduthe 1960s, influence started to
come from the UK and the 3% The 1960s can be considered to be the beginrfing o
accounting regulation for many reasons. The needxternal financing increased among
Swedish companies, and businesses therefore wamtedprove the quality of their
accounting. During this period FAR increased itivity. *°

In the late 1960s and early 1970s, a new legaldveonk for accounting was developed.
It consisted of two separate laws; the Companid¢saAd the Accounting Act (see section
3.3). In 1976, through the Accounting Act, a neanslard-setting body was created; the
Accounting Standards Board (BFN). One reason taterBFN was that FAR was seen as
a self-interested organisation, and another soof@scounting standards was desirable.
Since BFN was created through government actiomas seen as neutral. FAR was
initially opposed to BFN, but once it was creatéd®R became one of the active
participants® BFN has representatives from unions, business, ,RaR authorities,
academia etc. The main mission of BFN was, thraixghAccounting Act, to interpret
the concept Good Accounting Practice, since theepihneeded a dynamic definition,
adjustable to different situatiolfs Other tasks mentioned in its mandate was tosadvi
companies how to fulfil the requirements of accoumtaws, produce recommendations,
follow the development practice and identify poteiriccounting problentd

In the 1980s, as Swedish companies got more irttenadised and the financial market
activity increased, Swedish multinational corpamasi started to push for the use of
international accounting rules. They wanted to dvonnecessary costs of preparing
multiple accounting reports to accommodate differarational stock exchange
requirementd. With the intention to adjust the accounting regjohs to international
tradition, the Financial Accounting Standards CaufRR) was created in 1989 At this
time, FAR was not as important as standard-settimdy as it had been; some of the
larger companies diverged from FAR’s recommendatidftence, FAR was one of the
initiators to the creation of a stronger and man#ied standard-setting body, RRRR
was founded by an agreement between FAR, the gaosarnand the Swedish Federation
of Industries (Sveriges industriférbund, Sl). WhRR was established, FAR stopped
publishing new recommendations.

RR has in its recommendations been influenced kg Ititernational Accounting
Standards Committee (IASC). IASC is a private imdional organisation founded in
1973, with the main purpose to improve and harn®tfi® accounting in the world. It
was reorganised in 2001 and changed at the sareenaime from IASC to International

39 Smith, 2006

40 J6nsson & Marton, 1994
“ 1bid

2 Artsberg, 2005

43 J6nsson & Marton, 1994
44 | bid

4% Nilsson, 2005

“ Artsberg, 2005

11



3. FRAME OF REFERENCE

Accounting Standards Board (IASBJ.In the year 2002, the EU adopted a regulation
which said that, as fron™Uanuary 2005, every public company within the Eld traw

up their consolidated accounts according to Inteynal Financial Reporting Standard,
IFRS®. Hence, it is from this date obligatory also foveslish companies to follow IFRS.
After the adoption of IFRS, RR no longer publishess recommendations.

3.3 CHANGES IN LAW AND REGULATIONS

In Sweden, laws provide the framework for accougtifhere are two laws of particular
significance; the Companies Act and the Accounthkd. Both laws refer to Good
Accounting Practice and the standard-setting badiéssribed above (FAR, BFN and RR)
are through this reference given legal authoriiyices they are the ones assumed to
develop specific rules and interpret the lafvs.

Between the years 1980 and 2007, there have beesrakechanges in laws and
regulations. In the following section, a reviewtb& most important changes in the laws
and regulation will be presented and the main foatls be on our chosen groups
PersonnebndAccounting principles

The Companies Act of 1975 deals mainly with disates provisions rather than
prescriptions of accounting principles or rules tloe valuation of assets. However, the
Act does specify that annual reports should be gvegp in accordance with the
Accounting Act and with accounting principles gealigraccepted in Sweden. Chapter 11
of the Companies Act is the chapter that reguldieslosures. The Companies Act also
deals with what the administration report shalllude. Section 9 states that disclosure
shall be given about such information that is regfito make a proper judgement of the
company’s resuft’

The Swedish Accounts Legislation (ARL) was releaisetio95 and was implemented in

1996. It replaced, among others, chapter 11 irCmpanies Act and is an adjustment to
the EEC'’s fourth and seventh directive. It says thsclosures shall basically be given in
pure numbers. For information regarding the disgles, chapter five is applicable. The
chapter states the information that needs to bengivthe notes:

From 2005 all consolidated accounts in Sweden hfigaied to follow the IFRS/IAS
regulations. Besides the IFRS, Swedish public congsaalso have to follow the
Swedish regulations in RR 30 (changed name from3BRo RFR 1 in 2008), where
specific Swedish requirements on disclosures abe tound.

7 Artsberg, 2005

8 Marton et al, 2008

4% J6nsson & Marton, 1994
0 Cooke, 1989

*1 Dahlin, 1997
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In the following section a presentation of the laavsl regulations in our chosen groups
will be made for each year.

3.3.1 Personnel

During the studied time period, the following dslires regarding personnel were
required:

1980
The Companies Act includes the following discloswguirements regarding personnel:

- The average number of employees during the fear.

- The average number of employees in each place pfogment with more than
20 employees?

- Total amount of salaries and remuneration for tbhard of directors and the
managing director, and other employ&ks.

- Any earnings-related compensation and other renatioer to members of the
board and managing director should be stated sepata

- The salaries, remuneration and average number pfogees in other countries
stated by country?

1985
In 1982 BFN published a recommendation dealing wi¢insonnel: BFN 17 states the
same as the Companies Act with the following additi

- Salary costs such as pension- and social cdsisilcs preferably be presented
separately’

1990
In 1989, BFN R4 was published but the standardsdeith the same areas as BFN°17.

An update of the Companies Act was made in 1990¢wadded the following to the
already existing requirements:

- When the average number of employees is stat@amation shall also be given about
the spread between men and worfen.

2 The Companies Act, 11:9, FAR, 1986
%3 |bid

4 |bid

*5 |bid

%6 |bid

5"BFN 17, FAR, 1986

8 BFN R4, FAR, 1993

¥ The Companies Act, 11:9, FAR, 1993
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1995

In the new lawThe Swedish Accounts Legislatimne change was that the average
number of employees and, wages and salaries faugxes in a leading position, earlier
was required in the administration report, buthia hew law, this had to be stated in the
explanatory note§® The Swedish Accounts Legislation also brought tbkowing
increased disclosure requirements:

- The average number of employees in other counamesanalysed according to
the number of women and men in these countfies.

- Social security contributions, with separate dstaflpension cosf&.

- Information about costs and obligations regardiaggmons costs for the board of
directors and managing director or correspondifigert of the compan$?

- Information about compensation to earlier membérghe board and managing
director®

- Information about severance pay for the board oéatiors and the managing
director®

2000
Until the year 2000 no bigger changes regardingsgerel have occurred in the
regulations, only one addition in the Swedish Actel_egislation was made and that is
that:

- Information has to be given about the auditorthefcompany and their fe&s.

2002

Until 2002, there were no changes regarding Pemomm the Swedish Accounts
Legislation. BFN R4 was published in a new versiof002. The following addition was
made:

- The average number of employees and, salarieso#me remunerations that are
divided into countries, shall also include a préaton of specific joint-venture¥.

2005

From 2005 all consolidated accounts in Sweden hfigaied to follow the IFRS/IAS
regulations. Regarding personnel, parts of IAS rEagpplicable. The IAS 19 leaves few
requirements regarding disclosure for short termumensations. It leaves references to

% Dahlin, 1997

®1 The Swedish Accounts Legislation, 5:17, FAR, 1996
2 The Swedish Accounts Legislation, 5:18, FAR, 1996
% The Swedish Accounts Legislation, 5:20, FAR, 1996
% The Swedish Accounts Legislation, 5:21, FAR, 1996
% The Swedish Accounts Legislation, 5:23, FAR, 1996
% The Swedish Accounts Legislation, 5:21, FAR, 2000
" BFN R4, FAR, 2002
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IAS 24 and IAS 1 that does not state anything othan RR 3G2 However, for share-
based payments there are several detailed requitsrsiated in sections 147- 152.

The RR 30 is in most cases the same as the Swadcslunts Legislation. The only new
requirement is that:

- The spread between men and women on the boardeatatis, managing director
and other people in the company management shaltlifgdosed by each
function.®

2007
In the year 2007 there have been a few more amendnme RR 30 than the earlier
version. These are:

- The total number of people on the board of directrd the company executive
committeé!

- Salaries and other remuneration shall be statedingvidual for each of the
member of the board, the managing director anddoerecutives

- Pensions or similar benefits shall also be stagzdralividual for each member of
the board, the managing director and former exeesif?

IAS 19 is the same as before with the exceptionttiepart about share-based payment
has been movélland has created a new standard, IFRS 2 Share-basguensation,
with disclosure requirements in sections 44-5The new standard includes some
changed requirements compared with 2005.

3.3.2 Accounting Principles

During the studied time period, the following dslires regarding accounting principles
were required:

1980
The Companies Act of 1975 requires the followingctbisures regarding accounting
principles:

- Changes in classification of items that wouldeeffthe comparability between years
shall be given in the notes, balance sheet or iecstatement®

%8 |AS 19, IFRS/IAS, 2005

5 |ERS 2, IFRS/IAS, 2005

"RR 30, p.6, FAR, 2005

'RR 30, p.6, FAR SRS, 2007

2 |bid

2 |bid

" AS 19, IFRS/IAS, 2007

S |IERS 2, IFRS/IAS, 2007

® The Companies Act, 11:8, FAR, 1986
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- The company shall disclose the methods and vahsprinciples that have used when
drawing up the consolidated financial stateméhts.

In the Accounting Act of 1976 the disclosure requients of the notes are found. The
following information shall be given:

- The basis for valuation of assets and liabiliaesl any change in valuation policies that
might have affected the result remarkafSly.

- The basis for depreciation of tangible assetsaarydchanges of this bags.

- Any other event that might have a significaneetfon the judgment of the company’s
result and positiof’

1985

Neither the Companies Act nor the Accounting Acs ldhanged in the accounting
principles area. BFN 24 and FAR 1 were both pubklisin 1985 and refer to the
Accounting Act of 1976 with the following additioln@xt in FAR 1:

- In the balance sheet or in a note to this, infdram shall be given about what principles
that are used for the translation of receivabled l@bilities in foreign currency into
SEK®

1990
There have been no changes in the laws and regndain this area between 1985 and
1990.

1995

The Swedish Accounts Legislatifrin 1995 states what the Accounting Act and FAR
already have stated, with no additions. RRréfers to the Companies Act chapter 11,
section 11, which is the same as above. Furthen®R 2Inventoryand RR 4Extra
ordinary incomes and costboth have sections in them that state that dsscéomust be
made about accounting principles, assumptions @ighjent$*

RR 5 deals with the change of accounting princigled has the following disclosure
requirement:

- Information shall be given when a change in antiog principles has occurred,

including the reasons for such a change. If a chasgnade retroactive, the effect of
shareholder's equity, effects on the actual acéognperiod and periods that are
presented for comparison, need to be stated. igdsin assumptions and judgments

" The Companies Act, 11:11, FAR, 1986

8 The Accounting Act, section 20, FAR, 1986
9 Ibid

8 |bid

81 FAR 1, FAR, 1986

82 Chapter 5, section 2

8 Section 70

% RR, FAR, 1996
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will hgasve a significant change of the year resthlis must be stated in accordance with
RR 4.

2000

There are no changes in the law and the recommendafrom RR are the same as
before. However, some additional recommendation® feeen added. RR Qash flow
RR 8Effects of changes in exchange ralRR 11Revenuand RR 1Zlangible assetall
have disclosure requirements regarding accountingiples®

2002

The Swedish Accounts Legislation and the above imeed recommendations from RR
are the same and are still applicable, but some oees have been added. RR 15
Intangible assets, RR I&ovisions, contingent liabilities and contingergsats RR 17
Impairment of assetand RR 21Borrowing costsall have disclosure requirements that
need to be considered when drawing up consolidatedunts’

The new recommendation RR 2Presentation of financial statementsvas not
implemented until 2003, but was already a part®RFn 2002. The recommendation is
based on IAS 1 and contains some changes compétethe prior regulations:

- The company is encouraged to leave a financialveswer where the company
management explain the main features of the compdimancial result and
position and the main uncertainty that the compaight be facing®

- A company that follows the Financial Accounting r&tards Councils
recommendations shall give information about fis.

- The part of the notes that covers the accountirigciptes shall state the
following;

a) the valuation principle that has been used whegpgring the financial
accounts.

b) every specific accounting principle that the sdeave to know about to be able
to understand the financial repotts.

2005

Since the RR 22 is a replication of IAS 1, theadtction of IAS 1 does not contain any
other disclosure requirements regarding accourgiingiples than RR 22. IAS 8 deals
with accounting policies, changes in accountingnestions and errors. It includes
several of the previous requirements, with theofeihg addition:

8% RR 5, FAR, 1996

8% RR, FAR, 2000

8RR, FAR, 2002

88 RR 22, FAR, 2002

8 |bid

% |bid

91|AS 1, p.8, 11, 91, 96-100, IFRS/IAS, 2005
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- When there is a change in accounting princiglgsymation shall also be given about
adjusted amount for each affected period, and @scthat comparing information has
been changed or that it may have been impossille &%

For the following accounting standards, informatsiall be given about the accounting
and valuation principles, assumptions and judgméat have been made; IAS 2
Inventory IAS 11 Construction contractslAS 14 Segment reportingAS 16 Tangible
assetsIAS 18 RevenuglAS 19 Employee benefitdAS 20 Accounting for government
grants IAS 22Business combination$AS 23 Borrowing costslAS 26 Accounting and
reporting of retirement benefits plalAS 28Investment in associate\S 38 Intangible
assetand IAS 40nvestment property?®

In addition to all the rules in IFRS/IAS, RR 3Caiso applicable. It states that:

- If different valuation principles are used in tt@nsolidated accounts than in the parent
company, information shall be stated in the notEmag with the reason for the
difference®

2007

In IAS 1, all the requirements from 2005 remains dame additional requirements have
been added. Overall there are more details and spa@fied requirements. The number
of requirements has increased from eight to twehityther new thing about the IAS 1 is
that there are requirements dealing with uncegtamt

IAS 8 has increased in number of requirements deggraccounting principles since
2005. The amount of requirements has become sav@mparison to the earlier two. As
the case with IAS 1, the text has become morelddtand longer than befofe.

Regarding other accounting standards requiringrinédion about the accounting and
valuation principles, assumptions and judgmentsretthave only been minor changes
since 2005. IAS 2Business combinatiorend IAS 28Investment in associate® not
longer require information about accounting prithesp but IAS 3@mpairment of assets
now does’

IFRS 7 Financial instruments: Disclosures and classifioati includes all the
information that needs to be stated regarding Gigrnnstruments. There are a lot of
detailed disclosure requirements in this standrd.

RR 30 is the same as in 2005 regarding accountingiples®®

921AS 8, p. 53, 57,IFRS/IAS, 2005

9% |FRS/IAS, 2005

% RR 30, p. 8, FAR SRS, 2007

S |AS 1, p. 9, 14, 103, 107-123, IFRS/IAS, 2007
%AS 8, p. 28-31, 39, 40, 49, IFRS/IAS, 2007
9 |FRS/IAS, 2007

% |ERS 7, IFRS/IAS, 2007

® RR 30, FAR SRS, 2007
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3.4 OTHER FACTORS AFFECTING DISCLOSURES

It is allowed to disclose voluntary information,addition to what the law requires, in the
notes. There are therefore several other factéestafg disclosures and not only law and
regulations. In a study made by Cooke, he statatl ttiere are a number of factors
influencing the information disclosed in the finmicstatementS®. In the figure below
these different factors are shown.

Nature of the enterprise and enterprise

users Other external users

MNature 1. Stockholm stock exchange Government as a user

1. Forms of business organizations 2. Institutional investors 1. Macroeconomic pattern
2. Characteristics of the limited liability 2. Taxation

company 3. Other characteristics
Enterprise users

1. Management

2. Employees ) Government as the regulator
3. Shareholders P _\'ATIJ?E AND 1. Legislation
EXTENT OF 2. Accomting Standards
Local environmental DISCLOSURE Board
characteristics
1. Educational
- .
; E:;;T;ﬂzn;)ﬁiﬁﬁcal Sources of Accounting Principles
4' Eeonomic ‘Accounting Profession 1. FAR's Accmlmting Standards
- 1. Nature and extent of the 2. The Accounting Standards Boards
International infaence profession 3. The Business (Ifommmut}' s Stock
1. Colonial histary 2. Professional associations Exchange F:O]ILCEIltFE& .
2 Overseas imvestors 3. Training 4. Federation of Financial Analysts
3 International committees 4. Ethics 3. Stockholm stock exchange
5. Auditing

6. Academic influence

Figure A: Cooke (1989Figure showing factors influencing disclosure inegien O

Number of enterprises and enterprise users hasnpact on the disclosures when it
comes to what type of companies that are activehemmarket and what type of owner
structure that is dominating the markEnterprise users have an impact on accounting
when it comes to deciding how much information apany gives. The management
may want to give the shareholders a lot of inforamatso that they can make good
investment decisions. This can also apply to th@leyees that have invested in the
company'®

The stock exchange and institutional investorsexi@mples of other external users that
may benefit from disclosure in the annual repodmpanies that are traded on the stock
exchange need to meet certain requirements.

100 cooke, 1989
101 1hid
102 |hid
103 |hid
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The government is a user centred on the extenthiohwfinancial reporting is a part of

macroeconomic pattern. The macroeconomic objectivag be assisted by influencing

the levels of corporate investing. Investments rdapend on influences such as tax
reliefs and regional or industrial sector bdSfs.

The accounting profession can be an importanténite when it comes to determine the
disclosures. A great deal of the regulations cofmes the profession that has been
organised into larger groups, for example FAR afRdR

International influence has been an increasinglyemimportant influence on disclosure.
The influence form Germany has been strong histlyiand in later years, influences
from the US and the rest of Europe have been moneiraiting. Events that occur in
other countries will then have an effect on the @sfeaccounting regulationt&

Local environmental characteristics contain divéastors such as the nature and state of
the economy as well as cultural attitudes. Econodaeelopment can affect cultural
attitudes and bring changes in legal, political addcational objectives which in turn can
affect the accounting practic¢®.

104 Cooke, 1989
105 |hid
106 |hid
107 |bid
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4. EMPIRICAL RESULTS

In this chapter the empirical results that wererfduvhen reviewing the annual reports
will be presented. It begins with the total amoohtvords, followed by the results from
our chosen groups; Personnel and Accounting priesipThe chapter ends with the
empirical results in the other groups.

The empirical results as a whole can be founderatbpendix.

4.1 TOTAL AMOUNT OF WORDS

Just by looking at the annual reports, one cantsaethere has been a change. The
thickness of the annual reports differs a lot frd®80 to 2007. To be able to analyse this
change, the total amount of words in the notedhéodonsolidated statements has been
counted, including relevant references made torqihgs of the annual report. The result
is shown in chart 1 below.

Number of words in notes to consolidated statements

30000
25000
20000
15000
10000

Number of words

5000

1980 1985 1990 1995 2000 2002 2005 2007
Year

Chart 1: Number of words in notes to consolidatedesnents

The total increase of words between the evaluatadsy 1980 and 2007, was 23,018
words, or 482.0 %. There was an increase of wordsye/ear except from 1985 to 1990.

In the year 1980, the number of words was 4,776ire@éased to 8,071 in the year 1985,
which is an increase of 3,295 words (69.0 %). laryE990, the total amount of words

decreased with 1,186 words to 6,885, (14.7 %). fdw five-year period resulted in an

increase of 2,581 words (37.5 %), to a total 0%68,4vords. To the year 2000, a big
change is to be seen; an increase of 6,854 wol§ ¢%) compared with the year 1995.
In the next five-year period there was an increas#0,146 words (62.2 %), where the
largest increase was between 2002 and 2005; 7,881sW41.3 %).
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4.2 CHOSEN GROUPS FOR DEEPER ANALYSIS

When deciding which explanatory notes to inveséidatther, the result from the word

count of the annual reports became the basis fordegision. One group that had

changed a lot over the whole period and one théitchanged a lot in the past few years
were chosen for a further study.

4.2.1 Personnel

As shown in chart 2, the grodersonnelwas first disclosed in the notes in 1995. The
number of words has thereafter increased every. BEaween the years 1995 and 2000,
there was an increase of 694 words and during elkefive-year period the increase was
637 words. Two years later, in year 2007, the nurobgvords was 3,095, an increase of
940 words.

Personnel

3500
3000
2500
2000
1500
1000

500

Number of words

1980 1985 1990 1995 2000 2002 2005 2007
Year

Chart 2: Personnel

The zeros in the years 1980, 1985 and 1990 dountd give a fair view. In these years,
the regulation required the information regardingrspnnel to be disclosed in the
administration report. Since this thesis only ines the notes to the consolidated
financial statements, this information is not i#d in the chart. We have, however,
counted the relevant words that were disclosechénadministration reports, with the
following result:

1980: 208 words

1985: 568 words

1990: 869 words

The result shows an interesting pattern. Includihg information given in the
administration report in 1980, the amount of disales has increased with 2,887 words
(1,488 %) during the last 27 years.

The relative importance of the groBgrsonnehas, however, not changed considerably.

The percentage of words in tRersonnefgroup, compared with the total amount of
words in the notes to the consolidated financitieshents was as follows:
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1995:10.2% | 2005:8.1 %
2000: 9.3 % | 2007:11.19
2002: 10.8 %

To be able to analyse the changes in the groupedesyibcategories were created and the
words were counted for each of them. The resuksséwown in table 4 below. The
subcategoryfEmployee stock- and share-based progrdras increased the most; 1,257
words from 1995 to 2007Terms of employment of other senior executigeshe
subcategory with the second largest increase; G38svThe two categories dealing with
information specified by country/region have desszhwith 133 words.

Information 1995 2000_
Salary for the Board of Directors 72 90 97 126 204
Terms of Employment of the CEO 165 299 433 339 448

Terms of Employment of Other Senior Executives 292 262 336 443 847
Avarage Number of Employees by Country/Region 158 100 100 130 128

Wages & Salaries by Country/Region 147 47 47 44 44
Employee Stock- and Share-based programs 556 869 902 1257
Wages & Salaries & Social Cost 161 129 140 167

Table 4: Subcategories in Personnel

SinceFees to the auditors a part of personnel in the regulations, thelltefsom this
group is presented under this headline. As shovahant 3, information regarding fees to
the auditors was first included in the year 20@hds then been constant until the year
2007, with the largest difference of only 22 words.

Fees to the auditor
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Chart 3: Fees to the auditors
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4.2.2 Accounting Principles

As chart 4 showsAccounting Principless one group where the amount of information is
rather constant during the first two decades ofstinely. Just minor changes were found.
Between the years 2000 and 2007, the change issvwasywmore remarkable. The total
change during the period 1980 and 2007 was andseref 4,947 words (239.9 %).

Accounting principles
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8000
6000
4000
2000

Number of words

1980 1985 1990 1995 2000 2002 2005 2007
Year

Chart 4: Accounting principles

Between the years 1980 and 1990, there were justrnimcreases. Between 1990 and
1995, the amount of words decreased with 388, btik year 2000, it increased instead
with 917 words. During the next two years there awasncrease of 836 words. Between
2002 and 2005 the largest difference was foundthedncrease was as high @831
words. Two years later, the numbers had decreagb®y029 words to 7,009.

The relative importance of the groéygcounting principlesdoes not follow any given
pattern. The percentage of words in the group, @etpwith the total amount of words
in the notes to the consolidated financial stateamesas as follows:

1980: 45 % 2000: 18 %
1985: 26 % 2002: 20 %
1990: 34 % 2005: 38 %
1995: 21 % 2007: 25 %

Table 5 shows where the information changes haeea.l@uring the studied years, the
number of words has increased in all of the caiegoiThe largest differences were
found in the categorieSpecific accounting policiean increase of 2,045 words, aKey
sources of estimation uncertaingn increase of 1,783 words. Information to theefa
category was first found in 2005.
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Information 1980 EH 2000 (200212668 2007
General 311 336 188 191
Changes in accounting principles 399 111 435 313 565 948 4086 1008
Principles of consolidation 353 297 345 269 291 328 392 682
Specific accounting policies 1294 1693 1562 1372 1704 2095 3623 3339
Key sources of estimation uncertainty 1755 1783

Table 5: Subcategories in Accounting principles

4.3 NUMBER OF WORDS IN SPECIFIC GROUPS

When counting the number of words in the explanatustes, the result was hard to

analyse further. They were therefore classified ohifferent headlines and main groups.

This made it possible to see what had changed tbeelast years and in what areas the
main differences could be seen.

To be able to see where the changes have beendettedopment of the relative
importance of each group is of interest. To seadbalts for each year, see appendix lll.
The results for the first year, 1980, and for thst lyear, 2007, are presented in charts 5
and 6. These charts have been presented in arde tible to see the results for the
different groups and how their relative importaheee changed.

Financial
faes FO the instruments YS GAAP 1980
auditors

0%
0% ?

Personnel
0%

Leasing

0%

Cash flow
0%

T Sharfholders' -
Liabilities and

- equity
rovisions
d 12% 4% Acquisition and
o
Current assets divestments of
5oy shares in
Tax subsidiaries

0,
0% _ 0%
Other income Non-group
and expenses Segmentreporting companies

1% 1% 10%

Chart 5: Each group in % for 1980
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2007 OTHER

US GAAP 1%
0% \

Financial
instruments
22%

Acquisition and

Fees to the divestments of

auditors shares in
0% subsidiaries
Personnel 69
11% ’
Non-group
Leasing companies
1% Cash flow 5%

1% Segment

reporting
Liabilitiesand J 4%
provisions
13% Shareholders' Current Other income
equity ass;ets Capitalassets  and expenses
3% 1% 4% 1%

Chart 6: Each group in % for 2007

A presentation of the different groups is showrobelThe results foOther income and
expenseandOther notesare not presented since they are of less impatiorche
study. Charts on all groups are shown in Appendix |

The results foAcquisitions and divestments of shares in subsa&Bare shown in table 6.
It started with zero in 1980, increased theredfiet985 up to the highest level in the
study. There has been a large fluctuation in teelteluring the period. It goes up to high
levels in both 2000 and 2007. In 1985, the groupstituted 26 % of the notes and even
if the amount of words is almost back at the sagwellin 2007, the percentage is only 6.

1980 1985 1990 1995 2000 2002 2005 2007

0 1731 230 965 1545 850 668 1590
Table 6: Acquisitions and divestments of sharesulysidiaries

For disclosures regardingon-group companieshe same type of fluctuations can be
seen in the first years. It increased a lot in 1888 decreased then until 2000. After 2000
it stayed rather consistent and there were no najanges. This group represented 10 %
of the total amount of words in 1980, compared it in 2007.

1980 1985 1990 1995 2000 2002 2005 2007

438 42 596 1750 1288 1271 1263 1376
Table 7: Non-group companies

26



4. EMPIRICAL RESULTS

Segment reportinghows a different trend. In the first years, ther@s basically no
information about this group in the explanatoryasotand it stayed that way until 2000
when it was included again. During the last seveary, there has been a large increase of
words in this group. In 2007 it constituted 4 %tbé total amount of words to be
compared with 1 % in 1980.

1980 1985 1990 1995 2000 2002 2005 2007

29 0 0 0 174 371 926 1157
Table 8: Segment reporting

Disclosures regardin@ax have, except from 1980, always been included enathnual
reports. There has been an increase in the amdumtodls, but it was nothing
remarkable and the percentage for each year ighabhigh, 3 % 2007 and 0 % 1980.

1980 1985 1990 1995 2000 2002 2005 2007

0 355 217 324 571 503 543 821
Table 9: Tax

Capital assetdlisclosures included rather many words alread¥980. It was 11 % of
the total amount of words. It dropped quite a totlP85 and there is basically not any
change between the years 1995 and 2002. There wasr@ase with 355 words until
2005 and the increase continued with 355 to 20®iiclwwas 4 % of the total amount of
words. The increase in this group is almost sofehesult of an increase in intangible
assets.

1980 1985 1990 1995 2000 2002 2005 2007

504 181 233 494 504 491 846 1201
Table 10: Capital assets

Current assetdglisclosures shows a rather straight line but hdeereased in relative
importance. It was 5 % in 1980 and only 1 % in 2007

1980 1985 1990 1995 2000 2002 2005 2007

283 180 222 205 346 313 256 314
Table 11: Current assets

The result ofShareholders’ equitghowed that the fluctuations in this group havenbe
rather signinficant. It had a major peak in 199¢hwli5 % of the total amount of words.
The relative importance in 1980 was 4 % compared @26 in 2007.

1980 1985 1990 1995 2000 2002 2005 2007

174 562 1000 374 483 510 257 800
Table 12: Shareholders’ equity

Liabilities and provisionshad the largest increase of words between 20022808,
1,215 words. The overall increase in words have bken significant, but if one is to
look at the percentage of the total amount of wot@bilities and provisions stays
between 8 and 12 %.
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1980 1985 1990 1995 2000 2002 2005 2007

541 677 740 898 1426 1890 3105 3507
Table 13: Liabilities and provisions

Disclosures regardinGash flowhave not constituted any large part of the exptayat

notes. The first time it was included was in 2006 has since 2002 decreased.

1980 1985 1990 1995 2000 2002 2005 2007

0 0 0 0 307 326 247 157
Table 14: Cash flow

Also not the information abolteasinghas constituted any large part of the explanatory
notes. There has been some increase in words thihgsignificant.
1980 1985 1990 1995 2000 2002 2005 2007

0 49 50 138 217 241 228 236
Table 15: Leasing

Financial instrumentsvas a note in the annual report for the first tim&000 and had
then as much as 1770 words. It was 11 % of the amt@unt of words that year. There
was a small decrease in words until 2002, but @5 there was an increase of 1000
words. The most significant change was the increagealmost 3300 words until 2007.
The relative importance was 22 % in 2007.

Financial instruments

7000
«» 6000
=]
55000
+5 4000
& 3000
£
€ 2000
=
Z 1000

1980 1985 1990 1995 2000 2002 2005 2007
Year

Chart 7: Financial instruments

Disclosures regardingS GAAPwere included in the explanatory notes betweerb198
and 2005.

1980 1985 1990 1995 2000 2002 2005 2007

0 1513 816 1385 2864 4052 2671 0
Table 16: US GAAP
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5. ANALYSISAND CONCLUSIONS

In this chapter the empirical results will be ansdyg based on the theoretical information
presented in chapter three. The amount of inforomaitn the notes between the evaluated
years will be compared. Thereafter, a concludingcdssion and suggestions for further
studies are presented.

5.1 ANALYSIS

There are several regulations requiring disclosurégbe annual reports. During the last
few decades, the regulations have gone throughgaifisant change. International

regulations have influenced Sweden and a numbeewf standard-setting bodies have
been developed which has resulted in many new atdadn the disclosure area. Since it
is allowed to disclose voluntary information in &ah to what the regulation requires,

other factors than regulations can influence wlehganies disclose in the explanatory
notes.

Accounting theory says that a company benefits fdisnlosures since this reduces both
the asymmetric information and the cost of capitdlis could also be a reason for a
change in the amount of disclosures. The empineallts in this study show an

enormous increase in amount of words during thefeas decades. The increase is as
large as 482 %. The results show an obvious trelmefevthe numbers of words have
increased over time.

5.1.1 Total Amount of Words and Specific Groups

The remarkable change in words can be a resuiffefeht factors. It is partly due to the
fact that the amount of words in the existing g®up1980 has increased. As the groups
have changed differently, their relative importanttas also changed. For example
constitutedAccounting principlesabout 45 % of the notes in 1980, compared wit§@5
in 2007. The other reason is that the amountedsahas increased from 1980 until 2007.
There was a considerable spread of the differezgtsain 2007, which was not the case in
1980 when less areas were represented in the expigmotes.

During the evaluated years, the amount of words ihateased significantly in two
specific periods. The largest increase was fourtavden 2002 and 2005. This change is
mostly due to the fact that the grougsanges and effects in accounting principles
Provisions for post-employment benefasdFinancial instrumentsll had a significant
increase. The grouphanges and effects in accounting princigkes direct effect of the
implementation of IFRS. It is, however, not duerégulation changes in the group
Accounting principlesbut due to the fact that information regardingraied accounting
principles has to be disclosed. The second laigestase was between 1995 and 2000,
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which is mostly due to a large increase Fimancial instruments US GAAP and
Accounting principles

One interesting aspect in the notes for 2007 isttiey do not include any information
regarding US GAAP. After 2005 when this informatiavhich represented more than
2,600 words, no longer was required, the amounvards in 2007 had still increased
with more than 1,000 words. The largest part of thcrease is to be seen in the group
Financial instrumentsDuring these two years, the amount of words &t tiroup has
increased with as much as 3,282 words.

The development of the grodnancial instrumentss most likely due to the fact that it
has become more common with financial instrumentsthat new regulations have been
implemented. There was for instance a new standBRIS 7) regarding disclosures and
classification for financial instruments that Volstarted to apply in 2007 and the effects
on the increase in words could be seen directly.

5.1.2 Personnel

The groupPersonnelhas a rather consistent increase from year to. yda largest
increases are to be seen between the years 20052800.995-2000.

Between 1995 and 2000 there were no changes itateguregarding personnel. Despite
this, the amount of words increased with 694. Hetlez differences, in this case, are not
a result of changes in regulation, but must besalref other factors. The most new
words were found regardirigmployee stock & share-based prograi®s6 words).

Between 2000 and 2002 the words increased withwt98s, with the largest change in
Employee stock & share-based progra®l3 words). The only regulation change
between these years was regarding information giabout average number of
employees and salaries per country. This informatias, however, not changed in
amount of words and is exactly the same. Hencegethldferences are also not a result of
changes in regulation.

Between 2002 and 2005 there was an increase owd8®s regarding personnel. There
were two regulation changes between these yeaesfifidt one was that IAS 19 stated
more about share-based payments than the prevegukations Volvo had to follow. The
second one was that the spread between men andnwoméehe board of directors,
managing director and other people in the compaagagement should be disclosed by
each function. If the amount of words would be suteof changes in regulation, these
new regulations should have led to an increaskargtoup€Employee stock- and share-
based programandAverage number of employed$e first regulation did not result in
any increase of words, but the second new regulatiade an increase of 55 words in the
latter subcategory.

Between 2005 and 2007 the largest difference wasdfoan increase of 940 words. The

subcategories where the largest increases werel faere: Terms of employment of the
other senior executiveEEmployee stock- and share-based prograamsl Terms of
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employment of the CEQ'he regulation changes during these years hase legarding
share-based compensation (a new separate standartnplemented) and regarding the
board of directors. The first regulation changelddoe connected to the increase in
Employee stock- and share-based programs the regulation change in the latter group
did not lead to any increase in amount of words.

The information regarding personnel was not inalitethe explanatory notes until 1995,
but was before that, required in the administratigport. This made the effects not as
remarkable as they at first appeared.

5.1.3 Accounting Principles

The groupAccounting Principlehas been rather constant during the first two dies®f
the study. However, between the years 2000 and, 2688 ¢hange is more remarkable.

Between 1980 and 1985 there was no significant gdnamhere were, however,
differences in the subcategories; an increaseéSpecific accounting policieand a
decrease iChanges and effects of accounting principiEegen if every company has to
make its own judgments about which accounting fplas the user may want to know
about, recommendations from standard-setting badight be used as guideline. During
the period, a new recommendation from FAR dealbwitcounting principles regarding
foreign currencies. This specific group had anease of 267 words in Volvo’s annual
report. This increase might have been affectedhleynew recommendation, but certain
conclusions are difficult to draw.

The next considerable change was between 1995 @0l \2here the amount of words
increased with 917. The largest increases wer&eaneral] Changes and effects of
accounting principlesand Specific accounting policiesEven though there were no
changes in regulations regarding accounting priesjpnly new standards in other areas,
there was still an increase in amount of words.

Between 2000 and 2002, the amount of words incceadtd 836. The largest increases
were found inChanges and effects of accounting principésl Specific accounting
policies Due to the fact that Volvo did not implement RR until year 2003, there had
been no regulation changes in this area duringéhied.

Between 2002 and 2005 the by far largest increasefound; 6331 words. The largest
increase was withitChanges and effects of accounting principidsich, as discussed

above, was a result of the implementation of IFRIg&e most interesting change was,
however, withinKey sources of estimation uncertaimiitich turned up for the first time.

During this period, new regulations with this kinflirequirement were implemented by
Volvo; first through RR 22 and in 2005 through IAS This new requirement has
resulted in this new group in the explanatory nategduding more than 1700 words.

The decrease of 3,029 words between 2005 and 20@ainly due to the fact that there
is less information about changes and effects tt@rimplementation of IFRS.
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5.2 FINAL CONCLUSIONS

The purpose of this thesis was to determine howatheunt of disclosures in annual
reports has changed over time, which areas tha¢ bhanged the most and if these
differences are the result of changes in regulation

The results show that there has been a remarkablege during the last few decades.
The increase over the studied years was enormdwgse Wwas an increase in every yeatr,
except from one and the increases follow, to aagedmount, the pattern of regulation
changes. The largest changes were to be seen igrabpsAccounting principlesand
Financial instruments Since Accounting Principlesincludes Changes and effects in
accounting principlesan increase in this group can be an indicatiah ¢cbmpanies have
to take many new regulations into considerationwdi@awing up the annual reports.

The changes irPersonnelcan, in some degree, be seen in changes in the dad
regulations. The findings show that some smalleanges in this group were a direct
result of regulation changes. The largest increases however, ireEmployee stock &
share-based programsvhich is one area where the regulations havegdthim the last
few years. The increase in amount of words in gntgip was, however, also found when
there had been no regulation changes. Hence, thesges depend on other factors than
regulation changes. These factors could be thakstand share-based programs have
become more common in the latest years, and thpecgations on this kind of
disclosures are higher in today’s business enviemtjrpartly due to the scandals within
this area.

5.3 SUGGESTIONS FOR FURTHER STUDIES

The most interesting area to study further is talyse when the costs of regulation are
higher than the benefits. It could be interestm@gnalyse it from a user perspective; who
is interested in the information that is given imetexplanatory notes and what
information do they actually use?

It could also be interesting to study other factii@n regulation affecting companies in
their decisions regarding information in the expglamy notes.

As this thesis is a case study of Volvo, it mightdf interest to study other companies or

compare different lines of business to see if teads differ. A new study could also
constitute a deeper analysis of all the areasemties.
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APPENDI X |: Empirical resultsfor the headlinesin the notes

1980

Number of
Headline words
Accounting Principles 2062
Accounting principles 1728
Effects of changes in accounting
principles 334
Acquisition and divestments of
shares in subsidiaries 0
Non-Group companies 438
4. Shares and participations 438
Segment reporting 168
13. Sales 168
Other income and expenses 44
16. Exchange differences 44
Tax 0
Capital assets 504
5. Property, plant and
equipment 242
9. Accumulated extra
depreciation a7
15. Depreciation 69
18. Extra depreciation 146
Current assets 283
1. Loans, short-term notes and
receivables 205
2. Inventories 78
Shareholders' equity 174
10. Shareholders' equity 174
Liabilities and provisions 541
6. Current liabilities 172
7. Long-term liabilities 282
11. Assets pledged 52
12. Contingent liabilities 35
Cash flow 0
Leasing 0
Personnel 0
Fees to the auditors 0

Accounting Principles
1. Accounting policies

Acquisition and divestments of shares in subsidiari

2. Aquisitions and dispositions

Non-Group companies
10. Minority interests

Segment reporting

Other income and expenses
5. Foreign exchange gain (loss)

Tax
9. Taxes

Capital assets
4. Depreciation and amortization

16. Property, plant and equipment
17. Intangible assets

Current assets

11. Cash in banks

12. Temporary investments
13. Receivables

14. Inventories

Shareholders' equity
21. Shareholders' equity

Liabilities and provisions

7. Provision for employee bonus
18. Current liabilities

19. Long-term debt

20. Provision for pensions

23. Assets pledged

24. Contingent liabilities

Cash flow
Leasing
22. Leasing

Personnel

Fees to the auditors
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2101

es
1731

42

18

355

48

74
59

49

2101

1731

42

18

355

181

180

562

677
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Financial instruments 0 Financial instruments 0
U.S. GAAP 0 U.S. GAAP 1513
26. Generally Accepted Accounting Principles in the
United States (U.S. GAAP) 1513
Other notes 562 Other notes 662
3. Blocked accounts in Bank of
Sweden 55 3. Cost of sales 44
8. General inventory reserves 32 6. Extraordinary income (expense) 18
14. Cost of operations 115 8. Untaxed reserves 348
17. Income after financial
income and expenses 250 15. Restricted deposits in Bank of Sweden 61
19. Extra appropriation to
insurance reserve, etc. 34 25. Replacement cost information (unaudited) 191
20. Net income 76
4776 -

"Pre text" 29

Accounting Principles 2342 Accounting Principles 1954
1. Accounting policies 2342 1. Accounting principles 1954
Acquisition and divestments of shares in Acquisition and divestments of shares in
subsidiaries 230  subsidiaries 965
2. Acquisitions and divestments of 2. Acquisitions and divestments of
shareholdings in subsidiaries 230 shareholdings in subsidiaries 965
Non-Group companies 596 Non-Group companies 1750
6. Income (loss) from equity method
6. Income from equity method investments 129 investments 406
9. Minority interests 17 7. Gain on sales of securities 55
17. Investments in shares 450 10. Minority interests 59
15. Investments in shares 1230
Segment reporting 0 Segment reporting 0
Other income and expenses 16 Other income and expenses 23
7. Foreign exchange gain (loss) 16 8. Other financial income and expense 23
Tax 217  Tax 324
10. Taxes 217 9. Taxes 324
Capital assets 233 Capital assets 494
3. Depreciation and amortization 65 3. Depreciation and amortization 60
16. Property, plant and equipment 124 14. Property, plant and equipment 231
18. Intangible assets 44 16. Long-term receivables and loans a7
17. Intangible assets 156
Current assets 222 Current assets 205
11. Liquid funds 129 11. Liquid funds 92
12. Receivables 64 12. Receivables 84
13. Inventories 29 13. Inventories 29
Shareholders' equity 1000 Shareholders' equity 374
24. Shareholders' equity 1000 21. Shareholders' equity 374
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Liabilities and provisions
19. Current liabilities
20. Long-term debt

21. Accruals for pensions, Pension costs
22. Other long-term liablities

23. Deferred tax liability in untaxed reserves

26. Assets pledged

27. Contingent liabilities
Cash flow

Leasing

25. Leasing

Personnel

Fees to the auditors

Financial instruments

U.S. GAAP

50

29. Generally Accepted Accounting Principles in

the United States (U.S. GAAP)

Other notes

4. Operating income

5. Restructuring costs

8. Extraordinary income (expense)

14. Investments in bonds

15. Restricted deposits in Bank of Sweden

50

816

28. Reﬁlacement cost information iunauditedi 176

2000
Headline

Accounting Principles
1. Accounting principles

Acquisition and divestments of shares in
subsidiaries

2. Acquisitions and divestments of shares
in subsidiaries

Non-Group companies

7. Income from investments in associated
companies

8. Income from other investments

11. Minority interests

13. Shares and participations

Segment reporting
3. Net sales

Other income and expenses

Number of
words

2871

1545

174

2871

1545

1288

174

70

38

Liabilities and provisions

18. Current liabilities

19. Long-term debt

20. Accruals for post-retirement
benefits

22. Assets pledged

23. Contingent liabilities

Cash flow

Leasing
24. Leasing

Personnel
25. Personnel

Fees to the auditors

Financial instruments

U.S. GAAP

Other notes
4. Nonrecurring items
5. Operating income

Accounting Principles
1. Accounting principles

Acquisition and divestments of shares in
subsidiaries

2. Acquisition and divestments of shares
in subsidiaries

Non-Group companies

5. Income from investments in associated
companies

6. Income from other investments

11. Minority interests

13. Shares and patrticipations

Segment reporting
3. Net sales

Other income and expenses

266
273

163

118

138

824

1385

73
30

898

138

824

1385

103

3707

850

211
116

861

371

3707

850

1271

371

125
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4. Other operating income and expenses 51

9. Other financial income and expenses 19

Tax

10. Taxes 571

Capital assets

12. Intangible and tangible assets 385

14. Long-term customer-financing

receivables 47

15. Other long-term receivables 72

Current assets

16. Inventories 77

17. Short-term customer-financing

receivables 55

18. Other short-term receivables 134

19. Marketable securities 59

20. Cash and bank accounts 21

Shareholders' equity

21. Shareholders’ equity 483

Liabilities and provisions

22. Provisions for post-employment

benefits 248

23. Other provisions 57

24. Non-current liabilities 407

25. Current liabilities 167

26. Assets pledged 54

27. Contingent liabilities 493

Cash flow

28. Cash flow 307

Leasing

29. Leasing 217

Personnel

30. Personnel 1518

Fees to the auditors

31. Fees to the auditors 108

Financial instruments

32. Financial risks 1770

U.S. GAAP

33 Net income and shareholders’ equity in

accordance with U.S. GAAP 2864

Other notes

5. Items affecting comparability 125

6. Operating income 133
16320

571

504

346

483

1426

307

217

1518

108

1770

2864

258

39

4. Other operating income and expences 103
9. Other financial income and expenses 22
Tax

10. Taxes 503
Capital assets

12. Intangible and tangible assets 420
14. Long-term customer-financing

receivables 27
15. Other long-term recievables 44
Current assets

16. Inventories 76
17. Short-term customer-financing

recievables 31
18. Other short-term recievables 135
19. Marketable securities 50
20. Cash and bank accounts 21
Shareholders' equity

21. Shareholders' equity 510
Liabilities and provisions

22. Provisions for post-employment

benefits 686
23. Other provisions 104
24. Non-currents liabilities 326
25. Current liabilities 176
26. Assets pledged 57
27. Contingent liabilities 541
Cash flow

28. Cash flow 326
Leasing

29. Leasing 241
Personnel

30. Personnel 2017
Fees to the auditors

31. Fees to the auditors 104
Financial instruments

32. Financial risks 1646
U.S. GAAP

33. Net income and shareholders' equity

in accordance with U.S GAAP 4052
Other notes

7. Restructuring costs 188
8. Operating income (loss) 130

503

491

313

510

1890

326

241

2017

104

1646

4052

318
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Accounting Principles
1. Accounting principles

2. Key sources of estimation uncertainty
3. Impact of IFRS

Acquisition and divestments of shares in
subsidiaries

4. Acquisition and divestments of shares in
subsidiaries

Non-Group companies

5. Joint ventures

6. Associated companies

9. Income from investments in associated
companies

10. Income from other investments

13. Minority interests

15. Shares and participations

Segment reporting
7. Segment reporting

Other income and expenses
8. Other operating income and expenses
11. Other financial income and expenses

Tax
12. Income taxes

Capital assets
14. Intangible and tangible assets

16. Long-term customer-financing receivables
17. Other long-term receivables

Current assets
18. Inventories

19. Short-term customer-financing receivables
20. Other short-term receivables

21. Marketable securities

22. Cash and cash equivalents

Shareholders' equity
23. Shareholders' equity

Liabilities and provisions

24. Provisions for post-employment benefits
25. Other provisions

26. Non-current liabilities

27. Current liabilities

28. Assets pledged

29. Contingent liabilities

Cash flow
30. Cash flow

Leasing
31. Leasing

Personnel

4675

1749
3614

100

62

543

801

257

1735
114
296
136

769

247

228

10038

668

1263

926

162

543

846

256

257

3105

247

228

2155

40

2007
Headline

Accounting Principles

1. Accounting principles 5134
2. Key sources of estimation

uncertainty 1789
3. Transition to IFRS 86

Acquisition and divestments of shares in
subsidiaries

4. Acqusition and divestments of

shares in subsidiaries 1590

Non-Group companies

5. Joint ventures 229
6. Associated companies 204
9. Income from investments in

associated companies 96
10. Income from other investments 66
13. Minority interests 65
15. Shares and patrticipations 716

Segment reporting
7. Segment reporting 1157

Other income and expenses
8. Other operating income and

expenses 95
11. Other financial income and

expenses 67
Tax

12. Income taxes 821

Capital assets

14. Intangible and tangible assets 1098
16. Long-term customer-financing

receivables 73
17. Other long-term receivables 30

Current assets

18. Inventories 73
19. Short-term customer-financing

receivables 59
20. Other short-term receivables 130
21. Marketable securities 36
22. Cash and cash equivalents 16

Shareholders' equity
23. shareholders' equity 800

Liabilities and provisions
24. Provisions for post-employment

benefits 1996
25. Other provisions 123
26. Non-current liabilities 372
27. Current liabilities 149
28. Assets pledged 46
29. Contingent liabilities 821
Cash flow

30. Cash flow 157
Leasing

31. Leasing 236
Personnel

Number of words

7009

1590

1376

1157

162

821

1201

314

800

3507

157

236

3095
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34. Personnel

Fees to the auditors
35. Fees to the auditors

Financial instruments

36. Financial risks and instruments

U.S. GAAP

37. Net income and shareholders' equity in
accordance with US GAAP

Other notes

32. Transactions with related parties
33. Government grants

2155

126

2716

2671

220
39

126

2716

2671

259

41

34. Personnel 3095

Fees to the auditors
35. Fees to the auditor 117

Financial instruments
36. Goals and policies in financial

risk management 2457
37. Financial instruments 3541
U.S. GAAP

Other notes
32. Transactions with related parties 182
33. Government grants 72

117

5998

254
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APPENDI X Il: Empirical resultsfor accounting principles
1980 1085 2000 [0 2002 008~ 2007

General 311 336 188 191
Changes and effects in accounting principles 399 111 435 313 565 948 4086 1008
Principles of consolidation 353 297 345 269 291 328 392 682
Specific accounting policies 1294 1693 1562 1372 1704 2095 3623 3339
Foreign currencies 89 356 373 496 512 517 408 180
Inventories 49 51 62 28 26 26 95 95
Depreciation, amortization and impairments 157 110 138 234 224 290 243 301
Deferred taxes, allocations and untaxed reserves 759 805 746 279 176 175 206 203
General share reserve 41 23

Exchange rates 199 121 143 104 106 66 70 69
Petroleum exploration and production 192

Research and development and warranty expenses 35 37 34 33 228 226 225
Investments in bonds 63

Definitions of key ratios 197

Accounting for hedges 95 95 388

Other financial instruments 97 97

Capital expenditures 52

Marketable securities 20 20

Liquid funds 40 39

Postemployment benefits 113 113 240 210
Net sales and revenue recognition 113 116 172 169
Items affecting comparability 34

Application of estimated values 63 63

Restructuring costs 74 68 68
Provisions for residual value risks 176 180 180
Leasing 368 406
Investments in other companies 191 129
Reporting of financial assets and liabilities 149 518
Receivables 56

Non-current assets held for sale and discontinued operations 114 114
Share-based payments 199 197
Cash-flow statement 184 165
Earnings per share 66 110
Key sources of estimation uncertainty 1755 1783

Key sources of estimation uncertainty 188 187
Impairment of goodwill, other intangible assets and other non-current assets 276 271
Residual value risks 187 186
Revenue recognition 170 173
Deferred taxes 130 133
Inventory obsolescence 77 78
Credit loss reserves 56 60
Pensions and other post-employment benefits 225 238
Product warranty costs 138 139
Legal proceedings 308 318
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APPENDI X Il1: Empirical resultsfor the total amount of words for each year
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APPENDI X |V: Empirical resultsfor the different groups
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