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Abstract 
 

This study provides experimental evidence regarding the existence of order effects related to the presentation 
of positive and negative qualitative information in annual reports. Specifically, the effect of information order 
in the president’s letter is examined. The president’s letter in an annual report is an important vehicle for 
management to persuade investors that the company is a worthwhile investment. Prior studies have shown 
both that managements manipulate information in presidents’ letters and that investors use the information in 
presidents’ letters in making investment decisions. Such usage has potential ramifications for corporate 
management and investors. This study extends prior research by examining whether the ordering of good 
news and bad news in a president’s letter could bias investor perceptions. Part-time MBA students 
participated in an experiment as surrogates for investors. The results indicate a primacy effect did occur. 

 
 

INTRODUCTION 
 

One of the ways in which management communicates to potential and current investors is through the president’s 
letter in the company’s annual report. Management has a great deal of latitude in terms of what is communicated in 
the letter, and how it is communicated, because the information is not subject to audit by independent auditors. 
Under AU Section 550.04, the auditors are only required to ascertain that there is no information in the annual report 
that is materially inconsistent with information in the audited financial statements [2]. It is posited in this paper that 
the way in which information is presented in these lettersthe ordering of the informationmight have a 
significant influence on investors. 

The issue of impression management in annual reports is multifaceted. On the one hand, companies spend a great 
deal of money producing their annual reports [14, 16]; therefore, management should strive to make such reports as 
effective a communication tool as possible. It could be argued that presenting the information in a way which best 
promotes the company should be a top management priority. In particular, management can present information 
concerning strategic plans, in addition to historical financial information, in order to increase the company’s 
credibility [8]. On the other hand, the investors should be aware of the potential impact of alternative ways of 
presenting management information to ensure that they are not mislead through creative presentation means. 

Studies have shown that companies do vary the presentation of information in presidents’ letters according to 
their performance [28, 18, 29, 26, 24, 15, 5]. Such results imply that managements are practicing impression 
management through adjustment of the types of information presented and the assignment of credit for good news 
and blame for bad news. 

Given this evidence, do investors really read and utilize this information in making investment decisions? Extant 
research suggests that they do. This research consists of studies examining the importance of annual reports as 
compared to other sources of investment information, and studies examining the relative importance of the 
president’s letter within an annual report. Despite the expanded information set now available to investors, recent 
studies indicate that annual reports are still considered to be the most important source of information by investors 
and securities analysts [11, 22]. Hutchins [14] found institutional investors also view annual reports as the number 
one source of information, with annual reports ranked higher than electronic database information and considered 
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even more important than in the past. Fulkerson [11] reports that 80 percent of portfolio managers, 75 percent of 
securities analysts, and 70 percent of individual investors use annual reports in making investment decisions. 

In regard to the use of presidents’ letters specifically, the evidence indicates both that financial statement users 
utilize information contained in the letters and the letters contain useful information. Fulkerson [11] indicates 67 
percent of portfolio managers and 28 percent of individual investors show a high level of interest in presidents’ 
letters for investment information. Abrahamson and Amir [1] found that market participants use the president’s 
letter information to assess companies’ quality of earnings. Kaplan et al. [17] provided experimental evidence that 
the president’s letter had a significant impact on subjects’ perceptions of future expectations for a company and their 
likelihood of tendering a proxy to management, buying more stock in the company, and holding onto the stock 
already owned. These reports are consistent with earlier studies reporting that the president’s letter is one of the most 
widely read sections of the annual report [7, 33, 20, 19], and that the information gleaned from those letters is 
important in influencing investor decisions [21, 3, 34, 33] 

Despite the potential for bias in presidents’ letters [12], researchers have found that information in the letters can 
be useful in predicting future company performance [1, 25, 30, 10, 29]. Tennyson et al. [30] found that the 
qualitative information in presidents’ letters and the management discussion and analysis provided useful 
information in predicting bankruptcy, over and above that provided by the financial information. Additionally, 
investors are demanding more future-oriented and qualitative information in annual reports [6, 9], and are making 
extensive use of such information [23]. 

Since companies typically have both negative and positive information to convey in annual reports, and such 
communications appear to be important to investor decisions, it is critical to explore how the presentation of such 
information might influence investors. One aspect of such presentation which has not been examined is the ordering 
of the positive and negative components of the president’s message. This topic is important to various stakeholders 
because of the possibility that investor impressions might be influenced by information ordering as well as 
information content. For corporate management, there are potential opportunities to maximize the benefits of 
strategic communications; for investors, there is a potential need for increased awareness of such strategies. 

Therefore, the purpose of this study was to determine if the ordering of positive and negative information about a 
company in the president’s letter within its annual report could influence investor perceptions of that company. In 
the next section, a model predicting order effects is presented. An experiment is then described in which MBA 
students evaluated a hypothetical company based on a president’s letter. The description is followed by a discussion 
of the results and their implications. 
 
 

ORDER EFFECTS: THE BELIEF-ADJUSTMENT MODEL 
 

A plethora of research has been reported concerning possible order effects in information presentation. That is, 
when more than one piece of information is presented, and that information is a mix of positive and negative or 
varies in degree of positivity or negativity, does the ordering of the information influence perceptions and decisions? 
Is all information equally utilized, or are individuals more influenced by the first information (primacy effect) or the 
last information (recency effect) received? The Belief-Adjustment Model [13] was chosen for this experiment due to 
the strong empirical support reported by several authors, including Tubbs et al. [31], Hogarth and Einhorn [13], 
Tubbs et al. [32], and Ashton and Ashton [4]. 

The predicted order effects according to the Belief-Adjustment Model are summarized in Table 1. The model 
predicts that whether a primacy effect, recency effect, or no order effect occurs will depend on certain characteristics 
of the information set: 

 
(1) the complexity of the information and task − Two categories of complexity are considered: complex (a large 

amount of information or unfamiliar stimuli) and simple (familiar tasks and small amounts of information). 

(2) the length of the information set − Two categories are used: short (12 or fewer items) and long (more than 12 
items). 

(3) the consistency or inconsistency of the information components − Information is consistent if it is all 
positive or all negative, but inconsistent if it includes both positive and negative components. 

(4) the response mode employed to process the information − The mode involves whether or not the required 
response is an estimation (i.e. probability assessment) or an evaluation (i.e. like or dislike), and whether or 
not such responses are made just once after all information is received (End of Sequence response), or 
revised after each piece of information (Step by Step response). 
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The model predicts when information is consistent, order effects will be present only when a long series of 
information is presented (primacy), or when the End of Sequence response mode is used in a short, simple series 
(primacy). When information is mixed, the model predicts primacy effects for short, simple information sets 
combined with an End of Sequence response mode and for all long information sets. The model predicts recency 
effects for short, complex information sets and short, simple, Step-By-Step situations. 
 
 

TABLE 1 
Expected Order Effects According To Belief Adjustment Model 

 

 Simple Complex 

 End of Sequence Step by Step End of Sequence Step by Step 

Mixed Information Set: 

Short Primacy* Recency Recency Recency 

Long Primacy Primacy Primacy Primacy 

Consistent Information Set: 

Short Primacy None None None 

Long Primacy Primacy Primacy Primacy 

*The president’s letter used in this study represented this category. 
 
 
Hypotheses 
 

The president’s letter utilized in this experiment contained 12 sentences and therefore, is considered a short 
information series under the Belief Adjustment Model. The task was one which should have been familiar to the 
subjects due to their prior investment experience and their coursework. Therefore, according to the Belief 
Adjustment Model, this would be considered a short, simple information series. Since the letter contained both 
positive and negative pieces of information, it was considered a mixed information set. The subjects were asked to 
respond in an End of Sequence mode, making their evaluations after the entire letter was read. 

According to the Belief-Adjustment Model, for a mixed, short, simple information set and an End-of-Sequence 
response mode, a primacy effect should be observed. Therefore, the group of subjects receiving the letter with all the 
positive information presented first (Positive Group) should form a more favorable impression of the company than 
the group presented with all the negative information first (Negative Group). Based on this theory and the 
experimental design employed in this study, the following hypotheses were generated: 
 

H1: Subjects receiving all positive information first (positive group) will evaluate the company’s past 
performance more positively than will subjects receiving all negative information first (negative group). 

H2: Subjects receiving all positive information first (positive group) will evaluate the company’s future 
potential more positively than will subjects receiving all negative information first (negative group). 

 
 

METHOD 
The Task 
 

A hypothetical president’s letter was constructed utilizing positive and negative pieces of information obtained 
from several actual president’s letters in annual reports. Two versions of the letter were constructed, both including 
the same statements, but with the ordering of the positive and negative components varied. The first version, 
hereafter termed “positive,” included all the positive information about the company first, followed by the negative 
information. The second version, hereafter termed “negative,” included all the negative information first, followed 
by the positive information. 
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There were six positive statements and six negative statements about the company in the letter. The “positive” 
form of the letter is shown in Appendix A. In this version of the letter, all of the positive statements are in the first 
paragraph with the negative statements in the second paragraph. The “negative” version was identical except that the 
ordering of the paragraphs was reversed. 

A questionnaire was developed to elicit perceptions of the company, based solely on the information in the 
president’s letter. After pretesting, the instrument included 38 statements with a response scale of 1 (strongly 
disagree) to 7 (strongly agree), phrased both positively and negatively. 

A between-subjects design was utilized. Subjects were each given one version of the president’s letter and one 
questionnaire, with the questionnaire being identical for all individuals. The participants were asked to read the letter 
and then respond to each of the statements on the questionnaire. All responses were completed during class sessions 
in the presence of one of the researchers. 

Subjects also responded to demographic questions eliciting information as to their employment experience, 
undergraduate education, and investment experience. 
 
Dependent Variables 
 

The questionnaire included 20 items designed to elicit perceptions of the investment strength/future expectations 
regarding the company and 18 questions relating to assessment of the company’s past performance. The specific 
items utilized are listed in Appendix B. Responses to the questions on each of these two subscales were averaged to 
compute composite “Past” and “Future” variable scores. Cronbach’s alphas were .8342 for the Past scale and .9014 
for the Future scale, indicating high inter-item reliability for both scales. 
 
Subjects 
 

The subjects participating in the study were 92 part-time MBA students at a medium-sized state university in the 
midwestern United States. Data were collected from six sections of a required graduate managerial accounting 
course, with random assignment of students within each class to the two experimental groups. There were 47 
subjects in the Positive group and 45 in the Negative group. All of the students had previously completed one 
graduate financial accounting course. 

The demographic questionnaire responses indicated that the two experimental groups were similar. All were 
part-time students, with 100 percent of Positive group subjects and 97.8 percent of Negative group subjects being 
employed in some capacity. Average tenure in their positions was 4.59 years for the Positive group and 4.47 years 
for the Negative group. With regard to the subjects’ current positions, 21.2 percent of the Positive group and 22.2 
percent of the Negative group were engineers. Those employed in business positions (accounting, finance, 
marketing, and management) totaled 36.2 percent for the Positive group and 35.6 percent for the Negative group. 
The remainder, 42.6 percent for the Positive group and 42.2 percent for the Negative group, were involved in non-
business or non-engineering endeavors. While the nature of occupations varied within groups, the two groups were 
quite similar to each other in regard to current jobs. 

In terms of undergraduate major, 31.9 percent of Positive group subjects majored in some area of business, 27.6 
percent had been engineering majors, 12.7 percent had majored in liberal arts or fine arts, 14.8 percent were science 
majors, and 13.0 percent had a variety of other majors. In the Negative group, 24.4 percent had majored in some 
area of business, 42.2 percent majored in engineering, 8.9 percent majored in liberal or fine arts programs, 13.3 
percent were science majors, and 11.2 percent had other majors. 

The percentage of subjects who reported having some type of investment was 97.8 percent for the Positive group 
and 90.1 percent for the Negative group. The types of investments held were consistent across the groups and 
included stocks, bonds, certificates of deposit, and mutual funds, with many subjects reporting multiple types of 
investments. 

A Mann-Whitney test on job tenure and chi-square analysis on position type, undergraduate major, and 
investment experience indicated that there were no statistically significant differences between the groups on any of 
the demographic variables. 

 
Data Analysis Methods 
 

For each subject, composite “Past” and “Future” variable scores were computed by averaging the responses to 
the individual questions comprising the two scales. Negatively-worded items were reverse-coded for analysis so that 
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a higher score was always associated with a more positive evaluation of the company. The mean responses of the 
two groups on each of the two dependent variables were compared to determine if the groups differed in the 
direction expected. The Wilcoxon-Mann-Whitney test was used to determine which of the differences were 
significant at the .05 level (independent samples t-tests yielded the same results as the nonparametric tests). One-
tailed tests were utilized since directional results were hypothesized. 
 
 

RESULTS 
 
Past Performance 
 

A comparison of the mean Past scores of the two groups revealed a primacy effect (see Table 2). The mean 
rating of the Positive group was higher than that of the Negative group, indicating that the subjects were more 
influenced by the first information read rather than the information presented later in the president’s letter. A Mann-
Whitney U test was performed to determine if the between-group difference was statistically significant. The results 
are summarized in Table 3. The test indicates a statistically significant primacy effect. Therefore, H1 is supported. 
 
 

TABLE 2 
Mean Ratings By Group 

 

 Past Future 

Group Mean Rating Std. Dev. Mean Rating Std. Dev. 

Positive 4.04 .567 3.59 .664 

Negative 3.77 .651 3.35 .700 

 
 
 

TABLE 3 
Results of Mann-Whitney U Tests For ‘Past’ Variable (H1) 

 

Group N Mean Rank Sum of Ranks 

Positive 47 51.22 2407.5 

Negative 45 41.57 1870.5 

U=835.5 W=1870.5 Z=-1.7348 p=.0414 
 
 
 

The effect size of the between groups difference was measured using the Partial Eta Squared statistic. The 
resulting value of .031 falls within a small (.01) to medium (.06) effect size range [27]. 
 
 
Future Expectations 
 

The statistical results for the Future variable are presented in Table 4. These results indicate that the Positive 
group’s rating of the company’s future potential was significantly higher than the Negative group. Again, this 
provides evidence of a primacy effect in accordance with the Belief-Adjustment Model. Therefore, H2 is supported. 
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Table 4 
Results of Mann-Whitney U Tests For ‘Future’ Variable (H2) 

 

Group N Mean Rank Sum of Ranks 

Positive 46 52.15 2399.0 

Negative 45 39.71 1789.0 

U=752.0 W=1787.0 Z=-2.2478 p=.0123 
 
 

The effect size measure for the between-groups difference on the Future variable was .047, indicating an effect 
size in the small to medium range. 
 
 

CONCLUSIONS 
 

It appears from the results of this study that the ordering of bad news and good news in the qualitative sections of 
an annual report could influence investor perceptions. The subjects relied most on the first information read when 
assessing both the past performance of the company and its future potential. The implications of this finding are 
two-fold. First, corporate management must realize that the order of presentation might be equally as important as 
the content presented to shareholders and potential investors. Therefore, in getting their message across, presentation 
order should be considered. The Belief-Adjustment Model could potentially be used by corporate management as a 
strategic tool in planning communications with various stakeholders. For example, in a typical President’s letter 
containing both good and bad news, such as the one used in this study, it might be advantageous for management to 
present the best information first, since a primacy effect would be expected. Even though the preponderance of 
presidents’ letters would likely fall in the “simple” (noncomplex) category, it may be worthwhile for researchers to 
explore other formats as they relate to the president’s letter. According to the model, primacy effects would also be 
expected for longer letters and for long, complex letters. However, in a short but complex letter, a recency effect is 
predicted, in which case it would be to the company’s advantage to present the good news last. If the information is 
either solely positive or solely negative, but varies in degree of positivity or negativity, then either a primacy effect 
or no order effect would be predicted, depending on the structure of the letter. Exploration of other formats may also 
prove fruitful in designing the management discussion and analysis section of an annual report, since this section 
tends to be longer and more complex. 

Secondly, investors should be aware that their perceptions could be influenced by corporate presentation 
strategies. Awareness of order effects and how they might influence an individual’s decision-making process may 
enable investors to adopt different information processing techniques. Such techniques could help the decision 
maker to ameliorate any primacy or recency effects that may otherwise occur. 

The results of this study are particularly alarming in light of past survey results indicating extensive use of 
management information, such as presidents’ letters, in investment decisions. However, the results should be 
interpreted subject to the study’s limitations. The Belief-Adjustment Model predicts different types of order effects 
based on the characteristics of the information set. Since only one type of information set was employed in this 
study, one cannot conclude directly that the model’s predictions would hold true for other types of information sets, 
such as longer, more complex management discussion and analysis. Future studies could address this issue by using 
varying narratives representing each cell in the model. In addition, the letter presented to subjects in this study 
contained one specific set of facts; therefore, these results may not generalize to other types of company situations. 
The effects of ordering in the president’s letter were examined in isolation from the other information investors 
would look at, such as the auditor’s report, and it is possible that the order effects could be mitigated by such other 
information. Future research examining order effects when multiple information sources are presented could provide 
useful information in this regard. Additionally, the extent to which the president’s letter is used in investment 
decisions varies by type of financial statement user and might not generalize from country to country. A cross-
cultural comparison of the importance of various information sources to investors might prove interesting. 
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APPENDIX A 
President’s Letter To The Stockholders 

 
 
To the Shareholders of ABC Company: 
 

The company is pleased to report that our financial condition remains solid. Cash flow from 
operations and collections reached the second highest level in the history of the company while, at 
the same time, the percentage of debt to total assets remained unchanged. Improved demand in 
major markets, along with the results of ongoing cost reduction programs and diligent efforts to 
improve our products, marketing programs and service to customers should produce increasing 
future profits. Our company today is broadly diversified with a strong technological foundation. 
The company is committed to development of new and better products through a broad research 
and development effort directed toward emerging businesses that promise high growth rates and 
proprietary product positions. An additional source of corporate strength can be found in our 
hardworking and dedicated employeesthey are truly our greatest asset. 
 

An acceptable growth in sales for the year has been hampered by many factors. The length and 
severity of the recent recession has caused a decline in product demand to the point where some of 
our customers have not recovered from pre-recession levels. The recession has also caused an 
increase in the level of nonperforming accounts of customers worldwide. In addition to the above 
situation, old, inefficient facilities at several of our production locations have handicapped our 
ability to produce acceptable results for the items manufactured. An explosion at one of these 
facilities has resulted in a lawsuit being filed against the company. Finally, the overvaluation of 
the U.S. dollar against other currencies continued to affect adversely both our domestic and 
international business. 
 
 
The President 
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APPENDIX B 
List of Scale Items 

 
Items relating to management’s past performance: 
 

This company is demonstrating social responsibility. 
This company is not concerned about the welfare of the employees. 
Overall, the company had a good year. 
The company needs to be more aggressive. 
The company seems to be progressive. 
The company’s management has made some poor decisions in the past. 
The company needs to be more aggressive in its competitive environment. 
I believe that the president is telling the truth about his or her company. 
The company has had some tough breaks. 
The goals and objectives of this company are not compatible with my own. 
This company is not being socially responsible. 
The management of the company is concerned about its employees. 
Overall, the company had a poor year. 
The company’s management has made some wise decisions in the past. 
The company appears to be aggressive in its competitive environment. 
I do not believe that the president is telling the truth about his or her company. 
The company seems to have a good reputation. 
The company appears to have goals and objectives that are compatible with my values. 

 
 
Items relating to investment strength/future potential: 
 

The company’s future seems bright. 
If I owned stock in this company, I would sell it tomorrow. 
I would purchase stock in this company. 
The company’s stock appears to be risky. 
The president is overly pessimistic in his or her letter. 
The company is overdiversified. 
The current economy will not favor this industry. 
The company’s prospects look strong. 
If I had stock in this company, I would be confident in my investment. 
This company appears to be a safe investment. 
The company’s future is uncertain. 
I am ready to invest in this company immediately. 
Investing in this company is a gamble. 
The company’s stock appears to be a good investment. 
The president’s letter is overly optimistic. 
The company needs to branch out into new industries. 
The company appears to be positioned to face any downturn in the economy. 
The company’s prospects appear weak. 
If I owned stock in this company today, I would be dissatisfied with my investment. 
It would be risky to invest in this company. 
 
 
 
 
 
 
 
 

 


