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Pouzivat jeden nebo dva vykazy vysledovky
v Ceskych podnicich?

One or Two Statement Approach for the Income
Statement of Czech Companies?

Patrizia Gazzola, Stefano Amelio

Abstract:

Purpose of the article: The article examines the IAS 1 revised that allows the company to choose between a
reclassification of items by nature or by function (destination), it also provides two alternative presentations
of the income statement: a single statement of comprehensive income or two statements, the first containing
the components of net income, and the second that, starting from net income, shows the other components of
expanded income.

Methodology/methods: First we outline the principal theories of the statement of comprehensive income,
secondly we concentrate the research to obtain the empirical data. The research is developed in the following
steps: selection of the companies surveyed; selection of the documents to be analysed; election of the empirical
aspects to be studied.

Scientific aim: The aim of the research is to define which format has been adopted by companies listed on the
Czech Republic Stock Exchange for the new Income Statement to be prepared according to the International
Accounting Standards — IAS 1 revised in 2007. In particular, we examine the Consolidated Financial State-
ments 2010 published onl/ine.

Findings: This article illustrates the two choices that have the companies to present items of net income, items
of other comprehensive income and total comprehensive income: they can create one continuous statement of
comprehensive income or two separate consecutive statements.

Conclusions: The results show that the Czech financial statements have not a firms’ propensity to separate
the section of the income statement in two statements rather than to integrate it into a single one, while the
reclassification of the income statements privileges the reclassification by nature.

Keywords: income statement, international accounting standards, net income, other comprehensive income,
statement of comprehensive income, total comprehensive income
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Introduction

The TAS 1 revised allows the company to choose
between a reclassification of items by nature or by
function (destination), it also provides two alterna-
tive presentations of the income statement: a single
statement of comprehensive income or two state-
ments, the first containing the components of net in-
come, and the second that, starting from net income,
shows the other components of expanded income.

The evolution of the principles of financial state-
ments and the fair value in the evaluating the assets
as an alternative to historical cost characterises the
configuration of the incomes, according to Internal
Financial Reporting Standards — IFRS (Sucher and
Bychkova, 2001).

The net incomes are determined according to the
principle of economic competence. According to
IAS/IFRS, this principle reflects the Anglo-Saxon
approach to the financial statement, it considers the
concepts of income and costs closely related with
those of assets and liabilities, as they represent their
changes in value. The consistency of the company’s
equity and its variations as a result of decisions of
management is heightened. So, according to this ap-
proach, the determination of the economic result is
the consequence of the equity in a given period.

This means that the income produced in a certain
period comes also from the changes in value rec-
ognized in the equity elements, that is by values
without transactions with other economies. There-
fore, the income statement, besides the net income
(Net Income — NI), provides an “extended” income
to the “comprehensive” income (the Comprehensive
Income — CI).

The aim of the research is to analyze the choices
made by the companies listed on the Czech Republic
Stock Exchange for the new income statement to be
prepared according to the International Accounting
Standards — IAS 1 revised in 2007. In particular, we
examine the data of the consolidated financial state-
ments 2010 of the listed company (Main Market)
that are obliged to adopt the international account-
ing standards IAS / IFRS. In particular, we would
like to understand if the choices are influenced by
the national rules.

1. The process of harmonization and
standardization

The harmonization of accounting, auditing, and fi-
nancial reporting is multi-dimensional. When two
or more countries have similar accounting systems,

the regulators of the countries may try to work on a
bilateral level to gain mutual recognition.

The international harmonization has had very
different effects on the world (Hove, 1986; Cairns,
1997; Flower, 1997), with particular consequences in
Eastern Europe, where national rules still influence
the drafting of the financial statements. The evoluti-
on of the financial statement in European countries
provides an example of the influence of political and
economic changes on the rules and on accounting
practices. The process of transition from a centrally
planned economy to a market economy in the Czech
Republic started in 1991 when the Parliament appro-
ved the first Accounting Act. The other strong series
of reforms of the Czech accounting system were in
2004 with the annexation to the European Union.

We can divide the last twenty years into three pe-
riods (Zarova, 2009):

— in the first period (from 1991 to 2002) the ac-
counts and balance sheets were subordinated to the
demands of a centrally planned system. For the ac-
counts it was required to adopt a fixed chart of ac-
counts and the analysis of the company’s financial
position was not required. The Accounting Act in
1992 and The Charts of Accounts and Accounting
Procedures for Business began in 1993 the refor-
mation of the accounting practices. The Ministry of
Finance issued, in addition to the Accounting Act,
an obligatory detailed guidance. The adoption of
which was required for tax matters: it concerned on
the one hand the introduction of a chart of accounts
for different types of enterprises (in which accounts
are kept according to the method of double entry)
and on the other hand it specified the structure and
the content of the financial statements and accompa-
nying notes; we can say that since 1992 there have
been lots of changes that radically altered the Czech
accounting system.

In 2003, the structure was changed and made tem-
porary in preparation to the Czech Republic admit-
tance into the EU and, consequently, to the adoption
of the IAS / IFRS.

After 2003, the Accounting Act was amended to
incorporate the IFRS standards, obligatory for all
publicly traded companies. The decrees were further
changed with balance sheet and income statement
changes involving materiality and classification of
expenses. Since 2004, finally three levels of accoun-
ting regulation entered into force: the Accounting
Act, the decrees of the Ministry of Finance and the
National Standards (Gazzola, Amelio, 2012). On
January 2011 the amended Accounting Act took
effect. It brought a significant change in the use of
the International Financial Reporting Standards as
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adopted by the EU for the unlisted entities operating
in the Czech Republic in terms of separate financial
statements. Companies which follow the IFRSs as
adopted by the EU for their consolidated financial
statements and companies which are part of a group
which report the consolidated financial statements
under the IFRS as adopted by the EU are now al-
lowed to use the IFRSs as adopted by the EU also
for their separate financial statements.

The process of harmonization and standardization
of economic and financial information of the Euro-
pean companies (Tay and Parker, 1990; Emenyonu
and Gray, 1996; Murphy, 2000) has an important
date in 2002, when the European Union (EU) ado-
pted the International Financial Reporting Standard.
The Regulation 1606/2002 requires to all European
companies listed in an EU securities market to pre-
pare their consolidated financial statements based on
the IFRSs, starting with financial statements for the
financial year 2005. Czech companies listed in a EU
securities market follow the IFRSs since 2005. In
law, the Czech Republic seeks to attain the maxi-
mum compliance to create an environment for the
implementation of the IFRS for the financial state-
ments of public interest entities by 2005. The Czech
tax base, however, is still based on Czech Generally
Accepted Accounting Principles (Czech GAAP) re-
gardless of which accounting standards the compa-
nies use for the preparation of their financial state-
ments. Despite the years, we cannot really say that
there has been a complete harmonization of Czech
financial statements to International Financial Re-
porting Standards (Zemankova, Fedorova, 2010).

The general character of the Czech accounting
system is a Continental European approach with a
strong influence from tax regulations. The most im-
portant difference between the IAS/IFRS and the
Czech GAAP is related to the gap of basis between
the two principles: while I[FRSs are principle-based,
Czech accounting law is rules-based (Beranova,
2008). The “target user” of the financial statements
in the Czech Republic is still the tax administration,
not the investors or the owners. Moreover, unlike the
international standards, Czech accounting standards
do not have a glossary of definitions for the basic
elements of the financial statement, so we use the
definitions applied in IFRS (Strouhal, Deari, 2009).

There is an obvious need to resolve the diversity
in accounting and financial accounting practices, but
there were several obstacles in the implementation
of the International Accounting Standards (Sucher
and Jindrichovska, 2004). The IFRS accounting
principle has slightly increased in the Czech Re-
public, because the Czech companies that are im-

portant parts of foreign groups prepare the financial
statements according to the group accounting rules
based on IFRS; unfortunately, most of the Czech
Companies do not see the opportunities that IFRS
could bring them and even if the opportunities are
seen, the fact that the financial statements prepared
according to the IFRS have to be prepared in addi-
tion to the Czech financial statements discourages
the companies to use the IFRS (Steker and Otrusi-
nova, 2011).
In the global economy, companies around the
world are looking to expand their capital in foreign
countries. However, to effectively raise capital in a
foreign market, it’s necessary that foreign investors
can understand the financial statements. One solu-
tion is to prepare more than one financial statements,
one with the GAAP of the own state and the others
using the language, currency, and accounting prin-
ciples that are generally accepted in those foreign
markets. Normally the costs of such a solution are
too high. A more effective solution would be to use
a commonly acceptable set of reporting practices,
like TAS/IFRS, and satisfy the potential information
needs of investors wherever they are located.
The International Accounting Standards Commit-
tee (IASC), the organization in the lead in establis-
hing IAS, believes that having such standards will:
1) Lower cost by requiring business to have only
one set of financial statements.

2) Lower the confusion in interpreting different
countries’ reports.

3) Increase credibility of accounting and financial
statements in general, and

4) Help developing countries create a national stan-
dard that is useful in today’s international world.
(IASC, 1999)

2. The statement of comprehensive income

Traditionally, the income statement was considered
the principal medium to report the financial perfor-
mance of a company and net income was literally the
bottom line of the income statement. But over time,
accounting standards setters came to believe that net
income by itself was an insufficient, and possibly
even useless measure of financial performance.

In 1987, the FASB stated “it is important to avoid
focusing attention almost exclusively on ‘the bottom
line,” earnings per share, or other highly simplified
condensations” (Statement of Financial Accounting
Concepts (SFAC) No. 5, “Recognition and Measure-
ment in Financial Statements of Business Enterpri-
ses”). More recently, the FASB and the IASB have
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seriously considered banishing net income entirely

from income statements (Reilly, 2007).

Net income has lost its importance for the stan-
dards setters, but another measure of financial per-
formance, comprehensive income, has gained sta-
tus.

The TAS 1 provides a single document setting out
the “extended” income for the period (total compre-
hensive income, TCI): the name of the prospectus is
“statement of comprehensive income” (Bhamornsiri
and Wiggins, 2001). There is a single result: the ex-
panded income, which is an indicator of the overall
performance of the company (Bamber and Als, 2010).

The statement of comprehensive income illus-
trates the financial performance and results of opera-
tions of a company for a period of time. The compre-
hensive income is the change in equity (net assets)
of a company during a period deriving from trans-
actions and other events and circumstances from
non-owner sources. In the statement of comprehen-
sive income, the result is an income that includes
the net income (obtained from the balance between
revenues and operating costs) and changes in value
of assets that are recognized only to the equity: the
other comprehensive income — OCI (Goncharov and
Hodgson 2008, Fernandez and Carro Arana 2010).
In this way, the performance is not only potential but
it is enlarged to all the elements that meet the defini-
tion of income and expenses.

According to the International Financial Repor-
ting Standards, IAS 1 revised, since January 2009
there are two alternatives of presentation (Van
Cauwenberge and De Beelde 2007, Solomon and
Dragomirescu, 2009):

a) a single statement of comprehensive income,
that presents all items of income and expense
recognised in the period or

b) two separate income statements comprising:

e an income statement displaying components
of profit or loss and

e a statement of comprehensive income that
begins with profit or loss (bottom line of the
income statement) and displays the items of
other comprehensive income for the reporting
period (IAS 1 p.81).

A company that elects the one-statement appro-

ach will present:

e total net income, together with the components
that make up the net income,

e total OCI, together with the components that
make up the OCI, and

e total comprehensive income, i.e., the sum of net
income and OCI.

A company choosing the two statement approach

will present:

e components of and a total for net income in the
statement of net income, and

e components of and a total for OCI, as well as a to-
tal for comprehensive income in the statement of
OCI, which must be presented immediately after
the statement of net income.

Companies that use the two statement approach
will have the option to begin the second statement
with or without the net income. The FASB decided
not to require companies to present the net income
at the beginning of the statement of OCI because, if
necessary, the total could be carried over from the
previous statement, emphasizing the interdependen-
ce between the two statements.

The FASB has maintained the separate statements.
Their reasons included the following:

e A continuous statement might confuse investors
by de-emphasizing net income, which is the basis
for calculating earnings per share.

e Scparate statements are appropriate because com-
ponents of OCI do not relate to a reporting en-
tity’s core business activities and/or are outside
management’s control.

e [t is too soon to eliminate the option for the se-
parate statements; the decision should be post-
poned until the Boards can develop a conceptual
framework for determining what items of income
and expense should be reported in OCI.

In addition, there are two options to present the

OCI components:

e Net of tax effects.

e Before tax effects, with a single amount presented
for the total income tax expense or benefit associ-
ated with the items in OCI.

In both cases it is required to disclosure the effect
of tax for each component of the other comprehensi-
ve income in the notes.

An entity shall present an analysis of expenses
using a classification based on either the nature of
expenses or the function of expenses within the en-
tity, whichever provides information that is reliable
and more relevant.

The result of the statement of comprehensive in-
come is the comprehensive income; it is the change
in equity (net assets) of a company during a period
deriving from transactions and other events and cir-
cumstances from non-owner sources. The statement
of comprehensive income illustrates the financial
performance and results of operations of a particular
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company or entity for a period of time.

The statement of comprehensive income aggre-
gates the income statement and the other compre-
hensive income (which isn’t reflected in profits and
losses). “Total comprehensive income is the change
in equity during a period resulting from transactions
and other events, other than those changes resulting
from transactions with owners in their capacity as
owners.” (IAS 1 p.7).

Comprehensive income includes traditional net
income and also the effects of changes recorded in
other comprehensive income. As we know the diffe-
rence between net income and comprehensive inco-
me is known as other comprehensive income. Other
comprehensive income includes items such as the
unrealized investment gains and losses on certain
marketable securities, unrealized gains and losses
on derivatives used in cash flow hedging, gains and
losses relating to pensions and other post-retirement
benefits, foreign currency translation adjustments,
etc.

3. Material and methods

In the research, for the evaluation of the companies

choices about the total comprehensive income we

use the financial statement data. In particular, we
analyze which approach and format have been ado-
pted by the companies listed on the Czech Republic

Stock Exchange for the income statement. We exa-

mine the consolidated financial statements 2010,

published online, to be prepared according to the

International Accounting Standards — IAS 1 revised

in 2007.

From the analysis of the existing accounting
principles in Eastern Europe, we have treated the
IAS/IFRS principles on the income statement. Then,
we have described and summarised the data emer-
ging from the observation of the 2010 consolidated
financial statement relating to the new format of the
income statement.

The attention was focused on the election between
one of the two formats of income statement, a theme
that creates debates since a long time. Then, we pro-
pose some reading hypothesis for any of the findings
obtained.

First of all, the attention was paid on the choice
made for presenting the results of operations:

a) In a single statement of comprehensive income
according to the single statement approach whe-
reby one document must show the expanded in-
come (Total Comprehensive Income — TCI), as
the algebraic sum of two partial results: net in-

come (profit for the year which is the difference
between all positive and negative components of
income) and the balance of other components of
output (other comprehensive income).

b) In two separate statements: the first (income sta-
tement) containing the components of net income
(separate income statement) and a second that,
starting from net income exposes the other com-
ponents of income (extended statement of com-
prehensive income or statement of comprehensive
income). This is the two statement approach, whe-
reby the overall performance of the company is to
be found in two separate documents: the income
statement which highlights the net income and
the statement of comprehensive income in which,
starting from the net income, all the other compo-
nents of result and finally the “extended” result are
shown (Total Comprehensive Income).

Subsequently, the attention was put on the rec-
lassification criterion adopted by the companies: by
nature or by function. In addition to this primary in-
vestigated aspects, we move the attention on other
profitability aspects of particular relevance, before
conducting a final statistical analysis.

For the research we use some of the basic methods
of the scientific research to obtain the information
necessary to the complex processing of the issue.

The work is developed in the following tree steps:
a) selection of the Czech companies surveyed,

b) selection of the documents to be analysed,
¢) choice of important data and numbers.

Ad a) In the first step the financial statements of the
listed Czech companies that have adopted the
IAS/IFRS principle in preparing their financial
statements have been checked. The target market
is the Czech Republic Stock Exchange. Having
regard to the limited number of listed companies,
all companies are analysed.

Ad b) In the second step the analysis of the financial
statements for the year 2010 published on the
website of the Czech Stock Exchange has been
made.

Ad c) In the third profile (the aspect to analyse) it is
specified how the research is driven at two levels:
e mere empirical description of the existing,

o the check of the relationships between specific
aspects traced to variables: choice of relevant
data and the preparation of tables and graphs.

The research describes and synthesizes the use of
simple statistical indicators and data emerging from
the observation of the financial statement with regard
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to the format of the total comprehensive income. At
the conclusion of the previous observation and as fe-
edback of the first empirical evidence emerging from
the reading of the financial statements, we move to
the discussion, supporting it with statistical analysis.

The main contribution of this line of research is to
demonstrate the relevance of the total comprehensive
income and to contribute to the international debate
about which choice is made by the companies about
the total comprehensive income in the IFRS financial
statement.

The methods usually complement each other and, in
consequence, overlap. The first part draws the choices
on the income statement from the theoretical research.
We predominantly use methods of qualitative research.
The second part is about the empirical research on the
income statement of the companies listed in the Czech
Republic stock exchange. In the last part the results of
empirical research on the income statement of the com-
panies listed in the Czech Republic are shown.

The results show that the Czech financial state-
ments have not a firms’ propensity to separate the
section of the income statement in two statements
rather than to integrate it into a single one, while the
reclassification of the income statements privileges
the reclassification by nature.

4. Results and discussion

4.1 The adopted statement of comprehensive
income

The analysis on the format choice of the consolida-

ted income statements closed in December 2010, al-

lows us to reach the conclusions reported in Table 1.
In it, the results about the two main areas of discre-
tion granted by the European legislator in relation
to the drafting of the financial document (the type
of approach — one statement approach/two statement
approach — and the reclassification criterion of items
— by nature/by function) are synthesized.

(1) At first sight, it might seem arranged on the
basis of the Two statement approach. Two elements
lead to the opposite conclusion: a) the “Loss for the
period” is not repeated before the listing of the other
comprehensive income; b) the distinction between
“loss attributable” and “total comprehensive income
attributable” is at the end of the table.

(2) Although the indication of selling, general and
administrative expenses in a single aggregate, sug-
gests that the mode of classification adopted is by
destination (function).

(3) Financial statement related to the period
01/01/2011 — 06/30/2011.

(4) The voice other comprehensive income has not
been listed, presumably it’s included in the headings:
“Net gain/ (loss) from fair value adjustments on in-
vestment property” and “Other operating income”.

(5) Although the indication of the heading: “Cost
of goods sold” might give the impression that the
writer of the statement has opted for the mode of
classification by destination/function.

(6) At first sight, it might seem arranged on the
basis of the Two statement approach. Two elements
lead to the opposite conclusion: a) the “Net profit
for the period” is not repeated before the listing of
the other comprehensive income; b) the distinction
between “net income attributable” and “total com-

Table 1. The Companies listed on the Czech Republic Stock Exchange.

N. COMPANY APPROACH RECLASSIFICATION
1 AAA Auto Grpup N.V. One statement By nature
2 CETV — Central European Media Enterprises LTD Two statement By nature
3 CEZ Two statement By nature
4 ECM Real Estate Investments A.G. One statement (1) By nature
5 ERSTE Group Bank Two statement By nature
6 FORTUNA Entertainment Group N.V. Two statement By nature
7  KITD - Kit Digital Inc. Two statement By nature (2)
8  KOMERCNI Banka Two statement By nature
9 NWR — New World Resources (3) Two statement By nature
10 ORCO Property Group One statement (4) By nature (5)
11 PEGAS Nonwovens One statement (6) By nature
12 PHILIP MORRIS CR One statement By function
13 TELEFONICA 02 CZECH REPUBLIC A.S. One statement By nature
14  UNIPETROLA.S. One statement By function
15 VIG — Vienna Insurance Group Two statement By nature
Source: Author’s own.
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I B two statement approach one statement approach I

Figure 1. The adopted approach. Source: Author’s own.

by function I

I B by nature

Figure 2. The adopted reclassification criterion.
Source: Author’s own.

prehensive income attributable” is at the end of the
table.

The same results can be summarized in two graphs
that allow a better identification of the choices made
by the editors of financial statements.

In relation to the first profile of analysis, the ob-
servation of the consolidated financial statements of

the fifteen companies, has given a particular result:
about half of the companies (8 companies on 15 and
then 53%) has opted for the two statement approach
and the other half (7 companies on 15, then 47%)
has opted for the one statement approach, with a
slight predominance for the first option. This result
demonstrates the equal validity of both solutions.

In relation to the second profile of the analysis, the
observation of the financial statements has shown
particularly significant results: 87% of the compa-
nies (13 out of 15) has opted for the classification by
nature, while only 13% of the companies (2 out of
15) has adopted the mode by destination (criterion
which contributes to achieve the best results in the
field of financial statement analysis).

As shown in Table 1, two companies that have
opted for the one statement approach adopted the re-
classification criterion by destination, implying the
existence of a causal relationship. It is not possible
notice the same relationship for the other variable:
a classification criterion by nature does not corre-
spond in fact always to the adoption of the two state-
ment approach (except 8 cases on 13).

4.2 The other comprehensive income analysis
Despite the main objective of our study was to high-
light the behaviour of listed companies in relation
to the spaces of discretion allowed by the rules, we
continue the analysis by investigating other profita-
bility aspects of particular relevance.

In particular, it could be interesting to highlight the
algebraic sign of the other comprehensive income va-
lues in the fifteen considered companies and then com-
pare this value to other economic-financial quantities.

Table 2. The OCI value.

N. COMPANY VALUE CURRENCY
1 AAA Auto Grpup N.V. 1.561 EUR 000
2 CETV - Central European Media Enterprises LTD (17.586) US$ ‘000
3 CEZ 1.617 CZK “000.000
4 ECM Real Estate Investments A.G. 1.081 EUR “000
5 ERSTE Group Bank 137.830 EUR 000
6 FORTUNA Entertainment Group N.V. 1.206 EUR 000
7 KITD - Kit Digital Inc. (424) USS$ 000
8 KOMERCNI Banka 320 CZK “000.000
9 NWR — New World Resources 39.121 EUR 000
10 ORCO Property Group Not indicated EUR “000
11 PEGAS Nonwovens 3.497 EUR 000
12 PHILIP MORRIS CR 0 CZK °000.000
13 TELEFONICA 02 CZECH REPUBLIC A.S. (107) CZK °000.000
14 UNIPETROL A.S. (8.361) CZK “000
15 VIG — Vienna Insurance Group 45.065 EUR ‘000

Source: Author’s own.
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I ® positive OCI negative OCI  ®null or not indicated OCI I

Figure 3. The other comprehensive income 2010. Source:
Author’s own.

Table 3. The TCI value and the E value.

N. COMPANY TCI E CURRENCY
1 AAA Auto Grpup N.V. 6.672 14.464 EUR “000
2 CETV - Central European Media Enterprises LTD 79.187 1.247.752 US$ 000
3 CEZ 48.775 227.051 CZK °000.000
4 ECM Real Estate Investments A.G. (95.598) (72.828) EUR “000
5 ERSTE Group Bank 1.324.267 17.128.783 EUR “000
6 FORTUNA Entertainment Group N.V. 21.464 52.007 EUR 000
7 KITD - Kit Digital Inc. (35.684) 245.624 USS$ 000
8 KOMERCNI Banka 13.730 76.078 CZK ©000.000
9 NWR — New World Resources 126.089 839.988 EUR 000
10 ORCO Property Group 222.654 355.969 EUR “000
11 PEGAS Nonwovens 24.536 129.041 EUR “000
12 PHILIP MORRIS CR 2.427 9.157 CZK “000.000
13 TELEFONICA 02 CZECH REPUBLIC A.S. 12.173 73.176 CZK “000.000
14 UNIPETROL A.S. 928.372 38.799.708 CZK 000
15 VIG — Vienna Insurance Group 458.315 5.029.647 EUR ‘000

Source: Author’s own.

Table 4. OCI, TCI and E in euro.

N. COMPANY OCI (€) TCI (€) E (6)
1 AAAAuto Grpup N.V. 1.561 6.672 14.464
2 CETV - Central European Media Enterprises LTD (13.373) 60.219 948.866
3  CEZ 64.819 1.955.197 9.101.576
4 ECM Real Estate Investments A.G. 1.081 (95.598) (72.828)
5 ERSTE Group Bank 137.830 1.324.267 17.128.783
6  FORTUNA Entertainment Group N.V. 1.206 21.464 52.007
7  KITD - Kit Digital Inc. (322) (27.111) 186.613
8  KOMERCNI Banka 12.828 550.381 3.049.666
9  NWR - New World Resources 39.121 126.089 839.988
10 ORCO Property Group 222.654 355.969
11 PEGAS Nonwovens 3.497 24.536 129.041
12 PHILIP MORRIS CR 0 97.290 367.074
13 TELEFONICA 02 CZECH REPUBLIC A.S. (4.289) 487.975 2.933.384
14 UNIPETROLA.S. (335) 37.215 1.555.352
15  VIG - Vienna Insurance Group 45.065 458.315 5.029.647
Source: Author’s own.
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Table 5. OCI/TCI ratio and OCI/E ratio.

N. COMPANY OCI/TCI OCI/E
1 AAA Auto Grpup N.V. 23,396283 10,7923119
2 CETV - Central European Media Enterprises LTD —22,2072768 —1,40936655
3  CEZ 3,31521581 0,71217336
4 ECM Real Estate Investments A.G. —1,13077679 —1,48431922
5 ERSTE Group Bank 10,4080219 0,80466896
6  FORTUNA Entertainment Group N.V. 5,6187104 2,31891861
7  KITD - Kit Digital Inc. 1,18770979 -0,17254961
8  KOMERCNI Banka 2,33074906 0,42063623
9 NWR — New World Resources 31,0264972 4,65732844
10 ORCO Property Group 0 0
11 PEGAS Nonwovens 14,2525269 2,7099914
12 PHILIP MORRIS CR 0 0
13 TELEFONICA 02 CZECH REPUBLIC A.S. -0,87893847 -0,14621338
14  UNIPETROLA.S. -0,90017466 —-0,02153853
15 VIG - Vienna Insurance Group 9,83275695 0,89598733

Source: Author’s own

The following chart highlights the percentages of
positive, negative and null OCI or not indicated OCI
regarding the statements of comprehensive income
of the fifteen companies listed on the Czech Repub-
lic Stock Exchange.

This table shows statistic/quantitative data: 60%
of the listed Czech companies (9 companies on 15)
has a positive value of the OCI and this implies a
positive impact on the TCI that consequently as-
sumes a higher value than NI. Instead, four compa-
nies assume a negative total OCI and, consequently,
a lower total than NI. Finally one company has a
null value and one company does not indicate the
other comprehensive income separately (overall,
they represent 13% of the company).

As mentioned above, another type of analysis that
could give good statistical/quantitative directions on
the health state of Czech society consists in report-
ing the OCI to other parameters such as the TCI and
the equity (E). These indicators allow to understand
new important reports, may not be quantifiable pre-
viously. In the Table 3 we show the values assumed
by the variables TCI and E for every company.

Not forgetting that various companies have adopt-
ed different currencies (namely, different units), In
order to compare the values, we have to convert them
into Euro ‘000 currency, when necessary. We use the
following exchange rates (February 03, 2012, http://
it.exchange-rates.org/converter):

e 1 US§=0,76046 €,
e | CZK =0,04009 €.

After having converted the specified values to
make them comparable, for a better exposure, we
have built a new table to expose the values assumed
by two significant indicators: the OCI/TCI ratio and
the OCI/E ratio.

The indicator OCI/TCI allows to identify the re-
lationship between the changes in the assets value,
partial results not covered in the ante-introduction
of the IAS legislation, and the omnicomprehensive
income (even this latter not expected before the en-
trance of the new Statement) that the OCI contribute
to form. This indicator has a dual purpose: firstly it
identifies the size of the values that form in the ab-
sence of transactions with third economies compa-
red to the total income; secondly, for difference and
oppositely, it provides information on the incidence
of the NI on the TCI. As noted above and as it can be
seen from the table, 60% of listed companies has a
ratio OCI/TCI positive, as demonstration of the fact
that the changes in the assets value positively impact
on the total income. In only four cases, this value
is negative, one of which caused by a negative TCI
(with positive OCI). Finally a company does not in-
dicate the OCI and a company has a null value of
the same.

The indicator OCI/E shows the relationship
between the OCI and the business E, classical me-
asure that highlights the company size. This ratio
shows the management ability to produce additional
income as compared to the NI. Thus, it represents a
sort of ROE_OCI (Return on equity of the OCI) not
calculated in relation to the NI but considering the
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Table 6. Statistical measures.

STANDARD

MAX MIN RANGE MEAN MEDIAN MODE VARIANCE DEVIATION

OCI/TC1 31,0265 22,2073 53,23377 5,08342  2,330749 0 148,28464 12,17721809
OCI/E 10,79231  —-1,48432  12,27663  1,338535  0,420636 0 9,313324 3,051773909

Source: Author’s own.

new aggregate introduced by the IAS 1. In parallel
to the previous indicator, the companies that exhi-
bited a ratio OCI/TCI negative, show a ratio OCI/E
of the same sign, except that in a case where, notwi-
thstanding the first ratio is negative, the second one
is greater than zero. This situation is due to the total
income of the period that takes a negative value.

4.3 A statistical analysis
In order to make a comparison between synthesis in-
dicators, the arithmetic mean of both indicators con-
sidered and also the variance (as a measure of varia-
bility with respect to the mean) could be calculated.
In the first case the mean is equal to 5.08342 while
the variance is equal to 148.2846 (the mean square
deviation then amounts to 12.17722). In the second
ratio, instead, the arithmetic mean assumes a value
of 1.338535 while the variance is equal to 9.313324
(with a standard deviation equal to 3.05177). Accor-
ding to these values, the variability with respect to
the mean of the distribution of the first ratio (OCI/
TCI) is higher than the variability of the distribution
of the OCI/E ratio: this implies a greater distance
of the single observed values with respect to their
average value in the first report with respect to the
second.
Other significant statistical indicators that can be
calculated in relation to the two ratios are:
e the range of variation (measures the difference
between the maximum and the minimum value),
e the median (the value assumed by the statistical
units located in the middle of the distribution),
e —the mode (namely the modality characterized by
the maximum frequency).

From the observation of the table we can note
that, being the range of variation a measure of va-
riability, we can reach the same conclusions we ob-
tained with the observation of the variance; the first
indicator (OCI/TCI) has a higher range of variation
than the second one (in the same way it has a higher
variance of second). In our analysis the mode is not
significant.

In order to understand if there is a causal relati-
onship between the choice of the approach and the

positivity of the OCI a regression analysis was con-

ducted by using the statistical program “SAS”.

In order to proceed, two dichotomous variables
were identified:

e The dependent variable APPROACH (which as-
sumes the value “1” if the Company adopts the
one statement approach and value “0” if it uses
the two statement approach).

e The independent variable OCI (which assumes
the value “1” in case of positive OCI and value
“0” in case of negative OCI or null OCI or not
indicated OCI).

Observing the output of the program “SAS”, it is
possible to note that the parameter relative to the in-
dependent variable assumes a p-value that is higher
than 0.05 (critical threshold); for this reason we ac-
cept the null hypothesis (i.e. , HO that is the hypothe-
sis of no significance of the parameters) and, conse-
quently, we cannot say that there is a relationship of
dependence between the two considered variables.

Conclusions

Companies have two choices on how to present
items of net income, items of other comprehensive
income and total comprehensive income: they can
create one continuous statement of comprehensive
income or two separate consecutive statements. The
representation of the comprehensive income in a
single statement is a controversial issue and two op-
posite orientations are present in doctrine; accord-
ing to them, scholars have started a debate before
the adoption of SFAS 130 in the USA that allowed
the option of a single or multiple statement of per-
formance reporting. Opponents of a single statement
presentation (Linsmeier and als., 1997; Bini, 2007)
argue that the inclusion of the other comprehensive
income items along with the core business results
would confuse users of financial statements and
would lead to significant misinterpretation of the
company’s performance. The potential misinter-
pretation of the comprehensive income is related to
the volatility of the comprehensive income and the
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perception of increased risk. They argue that infor-
mation in the comprehensive income is redundant
because it can be found elsewhere in the financial
statements (Hirst and Hopkins, 1998). On the other
hand there are those who support the configuration
of the enlarged income for a number of reasons (Be-
resford, Johnson, Reither, 1996; Robinson, 1991): it
allows to better appreciate the company’s perform-
ance, the ability to predict the future performance
of the company, the push for a greater discipline
of managers and financial analysts. It is difficult to
fully adhere to one or another position because both
argue thesis that are worthy of attention.

The research starts from the observation of the
format options and the classification criterion ado-
pted by the companies listed on the Czech Republic
Stock Exchange (Main Market). Having regard to
the reduced number of listed companies on the Main
market, it has not been possible to reach a specific
study for sectors, analysis that could be interesting
to study the causal relationships.

In relation to the primary analyzed aspects, indeed
preference for the single statement / two statement
format and the classification criterion by nature / by
destination, the following results have emerged:

e The first result we obtained is that there is no gre-
ater propensity for the one in fact the 53% of the
companies adopted the two statement approach
while the 47% chose the single statement.

e Secondly we observed that the majority of the
companies adopted a classification by nature in-
stead of by destination (87% vs. 13%). This re-
sult should not surprise for two reasons: first, the
drafting of the statement by function requires in-
formation that only a thorough analytical accoun-
ting system can provide; second, this preference
can be explained in terms of cultural attitude and
accounting tradition. In fact, after the Fourth Di-
rective of the E.U., accounting entities in Czech
Republic should compile the profit and loss state-
ment vertically, allowing a reclassification criteri-
on either by nature or by function. However, if the
profit and loss statement is arranged with respect
to the function of entries involved, accounting en-
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