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Abstract: The accounting principles consist of both concepts and conventions. Among different conventions, the
disclosure convention is the most important one. The information should be presented in such a manner that it can be easily
understood by a person of average knowledge and prudence. The Company Act 1956 not only requires that Income
Statement and Balance Sheet of a company must give prescribed forms in which these statements are to be prepared. In
recent years, many business enterprises have broadened the scope of their activities to different industries foreign counties
and market. Due to the growth of diversified business and expansion of firms into foreign market, consolidated information
becomes non-homogeneous information. The problems of disclosure can be resolved in the light of the objectives of
financing reporting. The methods of disclosure include Income Statement, balance Sheet, Statement of Retained earnings,

and Funds Flow statement.
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1. Introduction

Accounting is a language of business, through which
normally a business house communicates with the outside
world. In order to create this language intelligible and
normally understood by all, its necessary thatought to be

supported sure uniform scientifically ordered down standards.

(4]

These standards are termed as accounting principles. The
accounting principles consist of both concepts and
conventions [1]. Among different conventions, the disclosure
convention is the most important one. According to this
convention, accounting reports ought to disclose absolutely
and fairly the data they purport to represent. They should be
honestly ready and may sufficiently disclose info that is of
fabric interest to proprietors, gift and potential creditors and
investors. [3]

The Company Act 1956 not only requires that Income
Statement and Balance Sheet of a company must give

prescribed forms in which these statements are to be prepared.

The practice of appending notes to the accounting statements
is in pursuant to the convention of full disclosure.

Meaning and Significance of Full Disclosure:

Disclosure implies publication of all economic information
related to the accounting entity. The information to be
disclosed to be of significance for informs decision making
to the user of the financial information. This would increase
the relevance and reliability of accounting information [19].

Full disclosure is important for the following reasons:

1. Under GAAP (Generally Accepted Accounting
Principles) alternative accounting procedures, such as
depreciation methods, inventory methods and the
methods of revenue recognition, are used under
different circumstances. [22]

2. Company normally makes changes in accounting or
reporting procedures which affect the comparability of
financial statements. For example a company may
change form, FIFO to LIFO in accounting for inventory
valuation.

3. Accounting disclosure help the smooth functioning of
capital market by providing additional information
contained the basic financial statements, which would
help us in making proper investment decisions.
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2. Objectives of the Study

1. To present the need and importance of disclosure.

2. To explain the different methods of disclosure of
accounting information.

. To identify the problems in the disclosure practices.

. To describe the disclosure practices in India.

5. To provide suggestions for effective disclosure

practices.

Methods of Disclosure:

The information should be presented in such a manner that
it can be easily understood by a person of average knowledge
and prudence [2]. He should derive the same meaning from
the information as it is prepared to covey. The methods of
disclosure of information have evolved as a result of the
changing environment and consequential improvement in the
ways presentation effected by accountants on their own, on
the recommendations of professional institutes and as result
of government measures. Still, there are no hard and fast
methods of the presentation. They differ from country to
country, even from a company to company in the same
country.

Accounting Standard — I Disclosure:

Accounting Standard-I disclosure of significant accounting
policies followed in the preparation and presentation of
financial statements [6]. The areas in which accounting
policies need disclosure include, methods of depreciation,
depletion, amortization, treatment of expenditure during
construction, conversion or translation of foreign currency
items, valuation of inventories, treatment of good will,
valuation of investment, treatment of retirements benefits,
reconstitution of profit on long term on contracts, calculation
of fixed assets and treatment of contingent liabilities [3].

This standard facilitates understanding of financial
statements by disclosure of significant accounting polices
contained in financial statements.

Additional Information:

Additional information can be disclosed in many ways: by
way of parentheses, footnotes supplementary stalemates and
schedules letters to shareholders, director report, auditor
report, chairman speech.

There are various information sources available like
Journal and magazines, reports analysis, economic statistics
and new articles about companies.

Segment Reporting:

In recent years, many business enterprises have broadened
the scope of their activities to different industries foreign
counties and market [9]. Due to the growth of diversified
business and expansion of firms into foreign market,
consolidated information becomes non-homogeneous
information. Consolidated statements enable the management
hidden information from external reporting. Some segments
may be running at losses but the consolidated stamens will
merely show the averages profit figure of all the segments
taken together [12]. Therefore, it is necessary to provide to
the information users consolidated and segment information.

Disclosure in Interim Financial Reports

RS

The following information must be disclosed in interim
Financial Reports.

1. Sales or gross revenues, provision for income taxes,
extraordinary items, cumulative effect of change in
accounting principle and practices and net income.

2. Primary earnings and fully diluted earnings per share
during financial year.

3. Seasonal revenue costs and expenses.

4. Significant changes in estimates provision for income
taxes

5. Disposal of a segment of business and extraordinary,
unusual, infrequently occurring items.

6. Contingent items

7. Changes in accounting principles or estimates

8. Significant changes in financial position.

The foregoing information with respect to current quarter
and the current year-to-year or the last 12 months —to-date
shall be furnished together with comparable data for the
preceding year. The interim reports should disclose any
change in accounting principles or accounting estimates. [25]

Disclosure in Interim Reporting in India:

The union Government of India has amended clause 41 of
the listing agreement between companies and stock
exchanges to ensure adequate disclosure by the listed
companies about their financial performance to the investing
public. [26]

All the listed companies will have to disclose:

1. Unaided financial results on half-yearly basis in pre-set
form within two months of the expiry of the period to
stock exchange where the company is listed.

2. Advertise the details within 48 hours of the disclosure
in at least once English national daily.

The present Performa required the company give:

1. Financial details for six months ended, the
corresponding six months in the previous year and the
details of the previous accounting year.

2. The accounts as above will have to be signed by the
Managing Director.

3. The company will have to hold a Board Meeting and
advertise its date at least 15 days in advance.

4. The Half-yearly accounts shall be prepared on the basis
of the accrual accounting policy.

5. Any information relating to material changes in the
company performance must be disclosed separately.

6. Information like completion of expansion or
diversification plans, labour troubles, changes in
management, conversion of debentures into shares or
may other material development, if it has incurred
within six months.

If the sum total of the first half-year and the second half
year unaudited results in respect of any item in the Performa
varies by 20 percent when compared with the audited results
for the full year, the company will have to explain reasons to
the stock exchanges. However if the company intimates to
the stock exchanges that it will publish audited results within
three months of the closure of the accounting year, then the
unaudited results for the second half-year need not be
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published or given to the SEBI. [23]

The Problems of Disclosure:

The problems of disclosure can be resolved in the light of
the objectives of financing reporting. All countries do not
have the same objectives. Basically the following questions
relating to disclosure need to be answered.

1. Who are the users of information i.e., whom is the

information to be disclosed?

2. How much information should be disclosed?

3. What should be disclosed?

4. How should it be disclosed?

Who are the users of Information?

The users of accounting information include owners,
investors and creditors who are common to all countries in
the world. But employees, customer’s society, government
and many others are also regarded as users [15].

How much Information should is disclosed?

All possible information relating to an entity cannot be
disclosed in financing statements, that would make financial
statements widely large, costly and perhaps more confusing
equality, relevant information must not be concealed from
investors, creditors, and others. The information which is
material (i.e., which is capable of affecting judgment) to
external decision makers must be disclosed. A balance sheet
between the two extremes has to strike while deciding about
disclosure of financial information. [14]

Hendriksen says that the “three basic concepts of
disclosure generally proposed are adequate, fair and full
disclosure. “Adequate disclosure means a minimum amount
of disclosure so that the financial statements are not
misleading. For unbiased and impartial information fair
disclosure is essential. [18]

The ethical objective requires that here is equal treatment
for all potential readers. Full disclosure implies presentation
of relevant necessary information. Hence, the answer to this
question is that the users of financial statements should be
provided with all the significant and relevant information,
keeping in view the objectives of financial reporting, which
is immaterial, irrelevant or insignificant should be omitted
“to make the presentation meaningful and understandable”.

In actual proactive, however, it has been noticed that
companies are generally reluctant to disclosure more
information than what they are required to do under the law
of the land or under professional pressure.

What should be disclosed?

Basic objectives of financial accounting will determine the
required disclosure of information. This is also related to the
class of users. All that information, which meets the needs of
users in serving all the objectives, should be disclosed. The
following information should be disclosed. [10]

1. The traditional financial statements namely, balance
sheet, income statement, the statement of retained
earnings, statement of changes in financial position,
chairman, speech, directors report, auditor report that
are usually included in the published annual reports of
all the listed companies. This gives information on how
the company has done in the past year, what its

financial position was and what the sources and users of
funds were. This is regarded as the minimum
information required to be supplied to external users.

2. Besides the above, the laws of the land and professional
pronouncements also require the following information
to be disclosed in many countries.

i. Disclosure of accounting policies, including those

valuations of assets.

ii. Any changes in Accounting Policies on methods of
valuation, methods of changing depreciation,
determination of earnings etc,.

iii. Events occurring after the balance sheet date.

iv. If certain Assets are pledged as security to specific
creditors contingency liabilities and unreleased gains.

v. Disclosure of segment-wise accounting information
(product wise and geographic division-wise)

vi. Interim reports of the company performance and
finance position.

vii. Supplementary information on accounting adjustments
changes in prices.

viii. Accounting for foreign transaction.

ix. Future prospects of the company.

3. Conclusion and Suggestion

Accounting must prepared and presented in such a manner
that all material information must be disclosed in it. Full
disclosure means disclosure of relevant information of
significance to owners, investors and creditors. The company
law has made several provisions for the disclosure of
essential information in company accounts. The methods of
disclosure include Income Statement, balance Sheet,
Statement of Retained earnings, and Funds Flow statement.
However, the disclosure convention involves money
problems such as what information, how much information,
to which it should be provided etc.
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