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XBRL Usage: A Socio-Economic
Perspective

Robert E Pinsker (E-mail: rpinsken@ odu odu), 03d Dominion University
Stephen C. Gara, (E-mail: sgara@odu.edu), Old Dominon University
Ehondkar E. Karim, (E-mail: Exanmi@cob.ntedu), Rochester Institute of Technology

ABSTRACT

eXtensible Business Repovting Lamguage (XBRL) represents a standard format for exchanging
business information which is capable of narrowing the reporting gap between public companies
regulators, and interested members of soctety (i.e., banks, investors, elc.). Through the use of
tags, XBRL provides a standard [language for reporting both financial and
information not previously seen in the reporting environment, across different software

ronfinancial

applications. Ads a result, interested stakeholders cen gain access 1o public information much

more guickiy and rransparently than ever before

Due to ever-increasing demands on the corporale reporting supply chain (i.e., reguigiors, lender,
invesiors, eic.), there ix an urgent! reed to efiminate the labor-iniensive processes currently wed to
produce business reports.  Monumenial sums of money, time, and other resources are being
wasted on mundane data entry tasks, ratier than on critical data analysis tasks. Thus, regulators
lack the time 1o properiy review public company reporis, In fact, many public companies cannot
b reviewed for several years by vegulators, such ax the Securities and Exchange Commission
(SEC), mainly because the technology currently wsed by the regulators and companies are not
comparible

The current paper reports the corporare and regulatory wiage of XBRL, ax well as its potential
impacts on various stakeholders. The paper aiso discusses the potential significant cost savings
resulting from XBRL usage. Evidence indicates that worldwide XBRLE wsage would result in
significant efficiency and data access paing to capital marker participants, as well as labor unions

and regulators

INTRODUCTION

eXicnsible Business Reporting Lanpuage (XBRL) defines a new and consistent format for business repomimg
and streamlines how corporations prepare and report accounting information, as well as how wvarious stakeholders
eview and interpret it (PwCglobal.com 2003). It results in large improvements in accessihility, interoperability, and
efficiency; creating significant time and cost savings. Recent international legislation and regulation aimed at
corporate accountability, transparency, and camings management issues, can be addressed through XBRL usage.
Corporate reporting strategies worldwide are now moving Irom “should we have XBRL capabilities? to “when
should we be deploying it and who should be involved,” (Hucklesby 2003). Yet, outside of Bonson (2001), Bovee et
al. (2002), and Hodge et al. (2004) there is a lack of academic research investipating XBRL and its imipacts on society
I'he purposes of this paper arc to report on how XBR1. usage would affect various information stakeholders in socien
as well as 10 spark a significant increase in XBRL academic research

Although XBRI1 adoption and consequent usage would bepefit many partes, each parnty s affected
differently. This paper reports how XBRL wsage wounld affect the followmg groups in a global reporting environment:
the reporung corporabion, regulators, imvestors, and labor umons. Weber (2003) indicated that invesiors will view
XBRL like any other mnovation. As long as XBRI is perceived 1o be a value-added innovation, investors will mark
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the security price upwards. Smce XBRL is an important innovation, mvesiors need 1o understand the nature and
possible implications of this markup languaee for the businesses in which they invest.  Investors are demanding timely
and high guahty mnformation from businesses on a8 continuous basis (Ednonal Swaff 2002). Technology, such as
XBRL., makes real-time business reporting possible. On the other hand, businesses are reluctant to report on a
continuops basis. Managers befieve if the nature and uming of reporting is mot controlled, competitors may acquire
mportant information (Weber 2003)

Due to ever-increasing demands on the corporate reporting supply cham (Lo, regulstors, lenders, investors®
demands mentioned above, ¢tc ), there is an urgent need o climinate the labor-intensive processes currently used to
produce business reports.  According 1o Forrester Reszarch data from 2002, U.S. compames spent 5404 billion paving
workers to find and re-key information (Stock 2003). That accounts for an astounding 11 percent of all wages paid in
the United States. Additionally analysts spent months gathering data for their Y2K-compliance analyses that would
have only taken minuics had the reports been in @ consistent format  Further, institutions responsible for business
reporting in capital markets are reeling from the fall-out of accounting mformation scandals of monumental
proportions (e.g., Enron, WorldCom, etc.). Investors and other corporate stakcholders worldwide have become
increasingly skeptical about business reporting models that seem out of control and out of touch with commercial
reality. Clearly, business reporting is at a crossroads (Sution 2002)

Section 1l of this paper contains a brief overview of XBRL, as well as how it fits in with other technology
innovation adoptions, Section Il discusses how XBRL usage impacts the previously mentioned groups. Section IV
examings how XBRL usape could reduce information asymmetry between corporations and their stakeholders
including the review of the critical transparency and earnings management issues, Section V provides data from
CPAs and individual investors (MBA students) regarding their various beliefs about XBRL adoption, usage, and
usefulness, Section VI concludes with a summary and identifies areas of future research.

XBRL OVERVIEW
Background

Until recently, there were no uniform standards that allowed financial and nonfinancis! (1.¢., non-monetary)
mformanon to be communicated among different applications (PwCylobal com 2003). As a result. corporations often
manually assembiled information from different informanion systems in order to prepare reports.  Furthermore, the lack
of effective communication to mmvestors, mefficient aggregation and analysis, and the need for creation of financial
statements made it difficult for mvesiors and other cormporate stakeholders 10 track corporaie performance and w
conduct mter-industry comparisons.

The following quoles summarize the existing reporting problems as well as the effect XBRL is expected 10
have on businesses.

“Over the last decade or so, this countrv's vaunted system of disclosre, fmancial reporting. corporate
governance and accounting practices has shown serious signs of failing to keep up with the needs of today’s investors,
our economy, and new technology makes rapid communication not only possible but essential, ™ Harvey Pitt, former
chairman of the Secunties and Exchangs Commission (SEC) commenting on the demise of Enron (Hucklesby 2003}

“The effect that XBRL will have oa the business commumity will be more significant than the transition from
paper and pencil analysis of financial information 1o the use of elecronic spreadsheets,” Mike Willis, founding
charrman of XBRL International and a PricewaterhouseCoopers parmer (Goff 2003)

As new technology develops, it becomes increasingly clear that reporting and data access standards are
necessary, particularly over the Intermet or through o Web browser format. Extensible Markup Language (XML) was

"The first companies bo publish XBRL financial statements, Microsoft and Reuters, did so m earty 2002 [ Zarawin 2003). Currently, over 230
companies and organizations ane myvolved in the development of XBRL
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created moresponse to this need. XML, when tghtly integrated with Microsoft 3L databases, will allow imformation
queried from the database to be presented in a browser-style interface as formatted documents called Style Sheets.

"¥BRIL is a non-proprictary, Web-based language based on XML that tags finaricial and !
nonfinancial data and eives it context,” (Pinsker 2004, 4), XML and its derivatives {i.e., XBRL) have become
increasingly important dara formats for storing and exchanging business data among vartous systems on the Internet
{Feng et al. 2002). Web services are discrete umts of XML code that handle a limited set of tasks, They communicate
information between two computers across all operating svstems, regardless of programming language, Using Weh i
services and a transmitting protocol such as Simple Object Access Protoool (SOATP), companies all over the world are |
able to transmit and report business information in almost real-time.” '

Ome side of figure 1 shows a simplified reporting process for Company R using XBRL, the Interset, f
and Web services, Various business (i.e.; financial and nonfinancial} information is tagged in XBEL and sent across I
the Internet {via Web services and SOAP) to various governmental entities. Those entities feceive the information |
and store it in a repository (not shown) for later access.

The other side of figure 1 invalves investor A's request of Company R’s information. The SEC [
{one of the governmental entities who received Company R's informaton) answers investor A's request and forwards 1
the information acress the Internet. Upon receipt, mvestor A s free to analyze Company R's information with ne data ]

re-eniry. The enfire process saves significant time for all three parfies when compared o either using disparate
technologies (requiring data re-entry) or matling hard copies of the information,

XBRL provides wsers with -a standards-based method to reliably extract and exchange imperant public
company information in a svariety of formats (Carey 2001). When compared to other current options for providing
information electronically {e.g., Hypertext Markup Language, etc.), XBRL usage provides substantial improvements,
HNBRL provides structure to the data between the tags allowing for interactive uses. XBRL tags are implemented into
existing financial software. Once added, it will awtomatically and transparently. translate dll requested business
information - numbers and words - socach segment of data 15 identified when viewed by.a Web browser or sent 1o a
spreadsheet application for calculation or examination.” Software developers already incorporating XBRL
functionality in their software include: ACCPAC, Creative Solunions, FRS, Hyperion, and enterprise source planming
giant SAF AG (XBRL 2002),

P

The XBRL specification represents a: framework for expressing financial facts and associating those facts
with financial concepts (Hoffman and Strand 2001). Taxonomies have been created to represent each mdustry’s
standard fags-and to preserve industry umquensss (Pinsker 2004}, In Iuly 2000, the first XBRL taxonomy (for
Commercial and Industrial entities) was released in the United States.  Recent research (Boves et all 2002) has
indicat&q that on average, the taxonomy i a good fit with firms’ preferred reporting practices, but still needs some
revision,”

Similarities Between XBRL and Other Technological Innovation Adoptions

Fichman (1%92) separated technelogy adoption studies into four quadrants, The first of two construets, locus
of adoption, categorizes the adoption swdies as individual versus organizational (organizatonal-level) decisions. The

*Weh Services Description Language (WSDL) provides a medel and an XML format for desceibing Web Services. WSDL enables mme to separate
e description. of 1he abswact fumctionality offered by a service from concrete details of a service descnplion such as hiw wnd where that
functionality iz offered. SOAFP 15 fundamentally & stateless, one-way message exchange patadigm, but applications can credte more complex
interaction patierns (2., request/response, request/multiple responses, ete ) by combining such one-way exchanges with [eatures provided by an f
!,rnd.u:r]}':ng protocol andfor epplication-specitic information. 1
' The mules for the tags are defined by an international group of companics, accounting firms and assoclations, and govermmental sntities (called the
Wirld Wide Web Consortium (W3O brought together in an attempt to provide universal semantics o accounting data.  XBRL 15 the work of
{XBELorg. XBREL org s independent of W3L,

4 XBRLaocg s currenthy working on taxonemies for banking snd service companies, psuranee companzes, and others i an attempl 4 eventually
fulfill the reporting nesds of all industries: Addivonadly, repuiators are working o develop taxonomies for vanous repulatory filings.
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second construct, ¢lass of technology, classifies the technologies researched as containing either 1) a low knowledge
burden or low user interdependency (ype 1) or 2} a high knowledge burden or high user interdependency (type 2).

According to Fichman's (1992) Famework, most organizatonal-level adopton studies involved a type 2
technology, Howeyer, XBRL would be considered o type | technology, because il i3 embedded into & firm’s new
software package. XBRL coding by firm employees would not be necessary and technical support would come from
the software vendor (L and Pinsker 2004).

Cnly two studies have gualified as firm-level adoptions of type 1 technologics, Gatignon and Robertson
(1989 examined laptop computer adoption. They found significant results for all of the following constructs: adoprer
mdustry  competitive cnvironment,  supply-side  factors, organizational characteristics, and decision maler
characteristics.  Raho et al, (1987) studied a broader technology adoption: the infusion of personal computers at
industrial firms.. The suthors found the phase of diffusion was ignificantly related to the level of educational
opporiunities (1.e., how committed Key persannel were to the technology).

XBRL s unique when compared to other type 1 technologies. As illusirated by two studies described abowve,
prior research has been constramed to specific industries and focuged on improving internal processes, However,
XBEL adoption and usapge applies to all industries. Further, it explicitly invelves the impact of the relatonship
between organizational capital providers (ie., ereditors and investors) and the organization ielf; a concept not
typically studied outside of finance, economies, and financial accounting (L1 and Pinsker 2004).

FINANCIAL IMPACTS OF XBRL USAGE ON CORPORATIONS, REGULATORS, TAXPAYERS, AND
INDIVIDUAL INVESTORS

Corporations

XBRL represents a smgle common language for expressing business information,  As such, it has been
referred to as the “digital language of business,” (Hoffman and Strand 2001, 113 A common language allows
reductions in developmental costs, sharing the creation of intellecrual preperty, and agreement at a certain level on the
semantics of the business information to make it easier to exchange it across disparate languages, computer systems,
and applications (i.e., interoperability; Pinsker 2004).

Whether the company 15 4 small firm with 8 single produet Iine, or a global conglomerate attempting 1o
consolidate subsidiary imformation. it need only 1mport required nformation, tagged m XBRL., into its customized
software package once (ie., enterprise resource. planning (ERP), a simple spreadsheet, etc.). Conversely, if a
company operates a series of disparate applications that do not easily communicate with each other (often called
legacy systems), there. can be significant time lags between the capturing, processing, and disseminating of
imformation: as it needs to be “translated”™ between applications (Hunton et al, 2003). These time lags lead 1w
processing mefficiencies and potentially higher costs of capital (if the information is material),

Increased time lags and use of the Internet as a reporting medium are two reasons why many companies have
adopted the Internet as a channel for communicating their financial and nonfinancial data o interested stakeholders,
Rezaee et al, (2001) found that greater than 80 percent of TS, public companies sampled provide voluntary disclosure
on the Intermet, Additional research indicated that only 54.3 percent of 1998 Fortune 100 companies had annug
report disclosures on Weh sites (Davis et al, 2002). Nearly two-thirds of the disclosing companies presented their
annual reports in a personal data file (PDF) format, rather than in Hypertext Markup Language (HIML)Y. In 2001,
979 percent of the same Fortune 100 compames had annual report disclosures on Web sites:

In terms of quarterly reports, 1998 Fortune 100 companies had a 0.4 percent rate for providing the reports as
of 2001, Ovyerall, the larpe percentages mdicate that companmies perceive value in providing more timely information
o external stakeholders (Hunton et al. 2003), In stark contrast to the annual report trend, quarterly reports were most
ofien presented in HTML, rather than PDF. Using XBRL provides flexibility over both PDF and HTML 1w
corporations currently using the Intemet for disclosure.  Corporations would be able to publish their information in a
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way that would allow the mformation to be reliably extracted in seconds in a variety of formats to meet the particular
needs of cach user,

Using XBRL-cnablied software allows for antomation and miegration of the manual daa entry, gathering.
and rcporting processes. The enabled software also makes corporate continuous reporting both possible and feasible.”
In fact, XBRL is seen as an enabler of continuous reporting in the Amernican Institute of Certified Public Accountants”
(AICPA} new business reporting model (Editorial Staff 2002), as well as many other intemational reporting models.
Continuous reporung is @ much-needed process given that various stakeholders are placmg less emphasis on
traditional financial statements due 1o their untimely preparation (with respeet © current events) and the omission of
key nonfinancial value drivers (Hunton et al, 2003).°

Vanous individuals have called for greater disclosure of nonfinancial information by companies (AICPA
1904; Lev 2001). Critics raise concems about the backward-lockmg nature of financial performance measures and
arpue that traditional financial measures have dimmched relevance, due 10 the “new economy™ business models
(Maines et al. 2002). Demand for the external reporung of ponfmancial measures also has been driven by
corporations” adoption of internal evaluation performance measures (¢.g., the Balanced Scorecard) that incorporate
key nonfinancial mformation (Kaplan 2nd Norton 1996), XBRL usage would allow both financial and nonfinancial
information to be reliably tapped with ease to be used in future data extraction. It would give companies more
readable information on competitors’, making benehmarking casier.

In addition to the previously descnibed bensfis, many other significant benefits accrue 10 corporations that
uilize XBRI. According to a recent XBRI white paper (2002), benefits mnclude: accelerated (timehier) decision-
making by fimancial institutions and other users; mmmimized costs by allowmg more antomatic composition and
processing of reports to different clients; improved process for publishing analyst and investor repornts; and more
confidence in data presented by limiting the nsk of erroneous data entry (Le., the data is only entered once). Given all
of the benefits, corporations would still not adopt and use XBRL if an unfavorable cost/benefit scenario results. Thus,
consideration of the cost of purchasing and training employees on the use of XBRIL-enabled software is necessary,

For those corperations not creating their own XBRL-ecnabled software (XBRL 12 non-proprietary in nature),
it 15 generally estimated by XBRL advocates that needed sofrware would cost somewhere in the range of S800-52,000.
ERP and other cument accouniing systems would not have 0 be overhauled (an additional cost) with XBRL ussge,
because XBRIL 15 being mtroduced a= sn add-in for many updated software packapes. Since s corporation may
continue to use their own software provider with an XBRIL. add-in, maining coss should not be sigmficandly greater
than that typically incurred for an updated sofiware rclease

Two examples of recent XBRL software additions involve Hyperion and Microsoft. Hypernion is currently
the global leader in Busipess Performance Management software. It recently announced plans to make the new
XBRL Web-based specification a key feature in the newest version of its financial reporting and compliance
apphcation. The new software will provide companies with even more automated financial reporting and filing
capabilitics than they currently have. Smmilarly, Microsofi has announced that n will include an XBRI. add-in for its
new Office 11 package released in 2005. This is & huge push for XBRL usage, grven the widespread use of Office
software

What is left for corporations to decide is whether or not to voluntanly adopt and use XBRL, or await the
possibility 1t will be mandated through regulanon, Several countries already have either adopred stringent reporting

' For the curmmt papar, conlinuons roparting refors to the reporting of company information in a retatively quick format, whether that is weckly
dazlv, or up 10 real-time

" | should be ot that the mcreecad imecinoss @ dis osure affordad by contimaoes seportng could cante unintended mock pree volaniry. That
would be because mveton wouki be recorving mformation so quskly (oomparad to mterim reportsag ). that wide Gifcronces between therm woulkd
aliow for greater bid-ask spreads.  However, as will be discussad @ Soction 4 of this paper, kegilation such & the Sarbanes-Onley Act (2002) o
moving LS. reporting practices in this direction

" XBRL usage should not provide more information than what is already available; but, rather, more accousible information for immediate analysis
{as apposed o time needed to first re-renter the mformation)
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standards or are currently piloting snch projects.” The United States has also recently adopted stronger legislation, the
Sarbanes-Oxley Act (2002). The major purpeses behind the Sarbanes-Oxley Act were to establish the Public
Company Accounting Oversipht Board, improve auditor independence. enhance financial disclosures through
providing more and accelerated disclosures, and increase corporate accountability and povernance (Gars and
Langstraat 2003), Given the interoperability and efficiency benefits it has to offer adopting corporations, it would
appear that in the long run, XBRL usage should reduce the cost of compliance with Sarbanes-Oxley’s reporting
regulations (Weber 2003). XBRL assisis companies in creating reports more quickly, thus complying with Sarbanes-
Oxley’s reporong requirements.  Furthermore, it allows company IT and accounting personne] 10 more casily
consolidate financial mformation that is both timely and reliable and present it 10 management and other stakeholders

-

Regulatorsy

For regulators, XBRL. offers two bensfits. First, it reduces the costs associsted with obtaining and
assimilating information from companies. The $404 billion cost of re-keying information cited in the mtroduction
does not include data entry costs of U.S. regulatory agencies like the SEC”, Federal Deposit Insurance Corporation
(FDIC), and Internal Revenue Service (IRS). XNBRL usage would likely save billions of additional dollars and save
countless hours when both submitting companies and the agencies are using XBRL for processing submissions. For
example, the FDIC, Office of the Compuoller of the Currency, and the Federal Reserve Board recently signed a
contract w install a reporung sysiem usmg XBRL to speed up information delivery, It is estimated the system will
end up saving the agencies approximately $26 million over 10 yvears (Blackwell 2003). Such savings are already
being felt internationally as various regulators already require a reporting medium such az XBRL (sce earlier Direct 2
APRA foomotc)

The US. General Accounting Office (GAQ) has reported that use of XML-based technical standards (ie
XBRL) could potentially save the government billions and substantially improve efficiency of operations. However,
the GAD cautioned that XM -based standards are still in their development stage and the povernment as a whole, as
well each agency, must adopt a strategy of XML usage to prevent data definition redundancy, ensure data security,
and gusrantee the intcroperability and exchange of systems and data (GAO 2002)

Second, XBRL usage allows repulators to argue more strongly [or the standardization and harmonization of
International Financial Reporting Swmndards (IFRS; Weber 2003). Bonson (2001) concludes that adoption of both
XBRL and IFRS facilitates a homogeneous communication of information across applications, thus making the job of
micrationsl regulators who analyze the mformation easier. Creating 2 global GAAP would significantly increase
comparability of company financials as well a5 make accountants”® jobs ecasier (i.e.. they would only need to know one
GAAP and would have no reconciliations to perform). Furthermore, many stakeholders and 1ssuers see [FRS as
increasingly imporant, because they represent 8 passport o accessing funds on 8 plobal marketplace (Hucklesby
2003)

However, XBRL is not a GAAP translator. Individual jurisdictions create their own “faxonomies.” A
combination of XBRL and IFRS would open the door to numerous international opportumities. Some countries are
already seizing the momentum a combination of XBRL and TFRS would bring, and requiring IFRS and XBRL usage.
For instance, all listed companies 1n the United Kingdom will be required to adopt IFRS m 2005. Additionally, the
United Kingdom's Inland Revenve Service (the UK's version of the Internal Revenue Service) is attempting to have
all its corporate tax returns submitted to 1t in XBRL by 2006 (Hucklesby 2003). Japan’s stock exchange has mandated
XBEL usage by the end of 2003 and New Zealand’s exchange is currently running a pilot with XBRL usage, while
pondering a potential mandatory policy of its own (Wood 2003)

¥ For cxample, Direct 2 APRA | Australizn Prodential Repulstory Authority) in Australia requires immediste disclosure of material information for
bamks, mEmranoc compamcs, ponson funds, and mamy other pobhc compames. Neow Zealond, England,. Singapors, Chana, and many others are
priims sumulsr repotore rajurements 4
* The SEC is sccepting voluntary XBRL filings begmming in 2005 and the EDGAR dambase has aiready provided several data pomis (1.2, compamy
data) formatted in XBRL
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Corporate and regulatory use of XBRL may have helped 1o prevent some of the recent accounting scandals.
With XBRL, corporale submissions could be read by analytical sofiware, increasing the probability that abnormalities
in reporting could be detected much earlier in the process by the auditor. XBRIL makes it possible for governmental
agencies 1o process corporate informarion much faster than currently possible wath disparate systems. For example, m
2001, the SEC revicwed only 16 percent of the 14,000 annual filings of U.S. public compames (Hannon 2002).
Additionally, the SEC had not reviewed Enron’s filings since 1997. The reason was that the SEC was not equipped to
read the other 84 percent of submissions

Individual Investors

Differences in terminology, presentation, and interpretation of business reports have made the scarch for
relevant information a nightmare for individual investors worldwide (Malhotra and Garmin 2002). Becauose
corporations peed 0 serve the needs of vanous stakeholders (ez, regulators, creditors, and emplovees), the
miormation they supply can be confusing, frustrating, unrewarding. and possible musleadmng to mdividual investors.
Additionally, it is nearly mopossible for investors to go 1o a corporate Web site and retrieve relevant mformation
without having to re-enter it (Goff 2003). XBRL usage by corporations Creates an agreement on standardized terms
for machine use within an industry that makes data easily transferable through disparate systems, as well as more
understandable and comparable to investors

Unlike paper-based reporting, where investors have to sift through various pages in order to locate certain
information, XBRL would alleviate many of the information overload and mefficiency problems." [f corporations tag
their information in XBRL and make it publicly available, all investors would have 1o do is click on the appropriate
link and save the data (a5 an XBRL Gle), then import it into @ spreadsheet or other analysis software (it would be self-
populating). XBRL usape by issuers and investors would effectively put an end to a lot of oyping

If XBRL were not used, it would be difficult to create a more continuous reporting corporate environment. [
the interval for reporting is relatively long, there are likely to be events ocowming during the reporting period of wiich
mmvestors are unaware, Withouot this information, investors may experience great harm. Investors would be unable to
revise therr beliefs and take appropriate actions in a imely manner (Hunton et al. 2003).

Such harm 15 exacerbated in foday’s fast-paced and highly dynamic marketplace., For example, when Enron
filed for bankruptcy, Enron’s employees lost both their jobs and their retirement savings. However, external parties
were also gravely harmed. Individual and institutional investors lost millions of dollars. The Flonda Teachers
Retirement Plan, for example, lost over $8 million. XBRL usage alone wounld likely not have prevenied the demise of
Enron;, however, XBRL esape and a more continuous reporing environment would have made financial and
nonfinancial (e.g., related parties transactions) information more accessible and comparsble for analysis.

Research has shown that mvestors” gbility to use nonfinencial =nd financial informanion consistently across
companies and time is impaired by noncomparability in measures or formats (Amir and Lev 1996, Hughes 2000;
Hirschey et al. 2001; laner and Larcker 1998). Such noncomparability is likely 1o reduce the value of nonfinancial
performance measures and may lead w0 mvestors focusing primanly on mstoncally-dniven financial measures for
assessing company performance (Mames et al. 2002). The lack of ability 1o analyze key nonfinancial information was
a definite factor in the Enron scandal. Moreover, perhaps with more accessible and comparable information, investors
may also have been able o compare WorldCom's salaries expense and assei numbers to those of compeniors and
identified probiems before 1 was wo late. Information in otherwise incompanble formats can be compared across
different entities using the XBR1 specification. The use of the specification 1< not limited to financial statements, but
also includes nonfinancial mformanon

Whether or not individual investors would embrace XBRL usage is an open question.  Investors could view
XBRL like any other innovation — corporate share prices could increase to the extent mvestors perceive XBRL as a
value-increasing innovaton (Weber 2003). However, investors may bave a negative view if they perceive XBRL use

" See the demo at www, XBRL.org Tor an exnmple
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will lead to o loss of core compelencies by a business over time, I so, corporate adoption of XBRL may decrease,
Overall, mdividual investors need to take on the responsibility of assessing the impaet that XBRL will have on
corporate business models, as well as how well corporations have assimilaied the business models that best suit an

XBRL environment into their operations

XBRL USAGE HELPS RESOLVE INFORMATION ASYMMETRY ISSUES

External Stakeholders

Corporaic transparency to extemnal stakeholders continues to be a1 the forefront of discussion in the global
marketplace (PwCglobal com 2003). To achizve a mgh degree of mansparency, corporate disclosures should be clear,
timely, and contaim all information that will have a materinl impact on the corporation (Hannon 2002), Transparency
is enhanced when comporate information can be understond both in the context of the mdividual corporation and
within an industry segment.  Financial reporting is said o be transparent if the presentation of the information gives
the user a clear indication of the financial condition of the corporation,

As previously discussed, research has indicated nonfinancial measures m particular have been difficult for
imvestors o access and use for corporate comparnisons. XBRL tags and processes nonfinancial information as easily as
it does financial information. Without the use of XBRIL., the location and context of corporate-provided information
can be confusing to those stakeholders tryving to analyze it (investors, lenders, analysts, regulators, ete.). Thus, it
would appear that XBRL use, as defined above and shown in Hodge ¢t al. (2004), could make comporate-provided
information more transparent 10 uscrs

Increased transparency could lead o decreased camings management practices. Earmings management
refers to the selection of accounting estimates, accruals, disclosures, and choices that bias repoming and, thus, do not
aceurately reflect underlying economic activity (Healy and Wahlen 1999). Since capita]l markets reward corporations
that meet or beat analysts’ expectations, some corporations routinely manage ecarmngs to match such expectations
{Brown 2002; Nelson et al. 2002}

Rescarch on the stock market reaction to camings announcements indicates mvestors prefer a smooth-line
series of mmcreasing income, something earmings management provides (Healy and Wahlen 1999). However, evidence
shows the market reacts negatively when earnings management is detected or alleped (Hunton et al. 2003). Thus,
COTpOralions cngaging o earnings management practices must be careful not 1o get cought or otherwise risk
significan! market value deterioration.

Eamnings managemeni exists primarnily for two seasons.”” First, managements’ compensation contracls are
typically tied o improvements in reported eamimngs and stock pnice valuations. Managing the eamings 10 maximize
compensation has been rumored to be widespread for the past several years. Second, the time lag between processing
and reporting corporate information allows ample time for management’s ¢hoices of accruals and esttmates leading up
o eamings management. Whereas XBRL usape ag an enabler of some form of continuous reporting would not
change the structure of management compensation contracts, 1t drastically reduces the reporting time lag. In other
words, use of XML-based business documenis such as purchase order invoice, €ic., can speed up transaclion
processing and thereby reduce the reporting tme lag.  Such documents, however, are not part of XBRI.. Use of
XBRL facilitares the exchange of tagged fimancial data between the reporting entity and the readers of financial
statements, Thus, current eamings management practices could potentially be reduced or, at the very least, altered."

% Other incentives for camings mampomonl cxist  Examples inchale siflerncs of politcal regulstony processs reduction poiitscal costs, neduction
of manag=ment buyout costs; influence of proxy contests: ssurance of stakeholders for thedr tmplici clasms,; and avoudance of losses

i | - - #

" The second cause of camings management stated above introduces & research question for nigorous empincal research based on accepted

ponnomic theory,
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Eammgs management harms corporale stakeholders by producing information that does not accurately
reflect the corporation’s underlying coonomic acuvity. As a result, mvestors and other stakeholders make decisions
regarding the corporation based on inaccurate informaton. Earmings management practices have been a crux of recent
U5 legislation mimed a1 protecting investors and other paries. The Sarbapes-Oxley Act (2002) was designed 10
increase corporate accountability and timely disclosures. Specifically, section 409 requires public filing of most
material events within 4 days of occurrence. This nmeframe is significantly shorter than the previous |3-day
requirement. Thus, management has significantly less time to decide disclosure presentation and timing, Through its
mncreased accessibility and timeliness gualines, XBRL could help comply with section 409°s requirements,

Labor Unions

Accounting informanon plays an imporant role in labor-manasement pecotanons. Industrial conflicts occur
between labor and management, frequently because key financial and nonfinancial mformation about & corporation is
oypically more agcessible to management than vnion negotiators. The costs of the conflicts due to this information
asymmetry can be substantial (Labour Office 1987). Management typically expecis public reporting of this
mnformation to weaken 118 bargaining position. However, according to the information-expectation hypothesis and
empirical support by Elias(1990), the averape expected settlements by union negotiators would generally be higher
under information asymmetry than in informaton symmety dve to higher expectations when both profit and loss
scenarios exist. Increased symmetry would produce lower settlements (under times of low earmings or loss); assummg
the unions believe management is reporting “truthful” informanon.

Assuming ample disclosure by management, XBRL usage would allow faster processing by both
management and labor representatives in the tme leadmg up to negotation. Hanton et al. {2003} mdicated that by
providing decision-relevant information to all stakeholders simultaneously through continuous reporting, violations of
insider trading rules an be avented, investor confidence in the capial markes strengthened , and informational
oppormunism by company management minimized XBR1 would not make the information reporied more relizble
(except for the sharp declime tn re-keyving emrors), but it would substantially reduce data entrv delays and increase the
available analvsis time for both sides.” Thus. more “informed” arguments could be made not only by the unions, but
also by management (i.e., management would not have to delay or stall for more time when aggregating nformation)
The end result could be maore equitable resolutions for bath sides,

SOME EVIDENCE FROM INVESTORS AND CPAS

A questionnaire was disiributed 10 two samples of stakeholders discussed above: CPAs and indivadual
investors (using MBA smdents as proxies).” The CPA sample was obtained from a rwo-hour XBRL continuing
professional education (CPE) presentation made by onc of the authors. 34 CPAs were given the questionnaire and 17
provided usable responses (a 50 percent response rale), The average (standard deviation) age of the sample was 42.53
(11.41), Nine females (52.9 percent) and eight males (47,1 percent) participated, They had an average (standard
deviation) of 17.56 (11.15) years of work experience. 13 (76.5 percent) had primary work experience in accounting,
finance, or computers, 3 {17.6 pereent) had primary work expérience in other arcas, with | (5.9 perceni) non-
respondent. Thus, the demographics indicate the sample obtmined was fairly diverse and experienced in accounting,
finance, and'or computers

The MBA students were mven the questionnaire afier a series of classroom lectures (comparable to the CPE
session for the CPAs). 46 out of 50 students voluntanly participated and provided usable responses (92 percent
response rate). The average (standard deviation) age of the students was 2833 (4.69), 18 females (39.] percent) and
27 males (58.7 percent) participated, with | non-respondent (2.2 percent), They had an averape (standard deviation)

* Labor unsons may also be concernad abom the impact of XBRL usage on the chmematon of data eniry poations. and corresponding decline in
e, mnernbershep

* MBA stucienizs have been esadf 24 prowoes for mdindmal myveion m s mamber of
and Seho 1991} Farther, Ellott of al (2004} provaded conpencal ovadence consst
those in the curnent paper, beini valid prowiss for individm! mvesors.

soummnng studies (g . Belkaow and Cowsmmesa 1577, Coopex
i with MHA smdemis, 2t the same stage of ther programs as
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of 6.65 (5.02) vears of work expenience; however, only 9 (19.6 percent) bad pnmary work expenence in accounting,
finance, or computers. 36 (73.3 percent) reporied a primary work expenience in other areas, with 1 (2.2 percent) non-
respondent. 22 (47.8 percent) students received an undergraduate depree in business; whereas 24 (522
received their degree in 2 non-business discipline. Fimally, the students had completed an average (standard deviation)
of 2.08 (1.48) accountme classes prior to completing the questonmawe. Thus, the siudenis appear 1o represen a
drverse group of individuals with some work expenience.  Since the precise demographics of mdvidual investors are
unkmown, this group represents as fnir a representation as any used m previous studics

percent )

Both samples were asked seven questions regarding their perception of XBRL for extemnal reporiing. The
survey questions and results are presented i table | All resulis were analyvzed using an alpha of 0.05. The first
question focused on XBEL adoption intentions if the price was acceptable 1o ownership {consistent with Link and
Stegel 2002), Both groups indicated a tendency to be in favor of adoption, Specifically, the CPAs had a mean
response of 4,59, while the MBA students had similar results with a mean of 5.61, A (-test, using the midpoint of the
scale as the critical number, indicated that the means were significantly greater than the midpoint,

Five of the remaming questions asked mvolved the perceived benelits an XBRL adoption would brng
consisten! with the earlier discussion. The hirst benefit indicated that using XBRL to repont financial information
would result iIn more accurate information than using curremt lechnology. Both samples were agreesble to this
stalement, with the CPAs and MBA students exiubiting significant means of 3.18 and 2.87, respecuvely. Thus, some
evidence was found supperting the belief thar 1= usage 1= perceived o help produce more accurate mformanon when
compared 10 other existing technologes (as a whole).

The next two guestuoens inquired whether XBRL usage in external financial reporang would make a company
more efficient and more effective, respectively. The CPAs did not provide responses smtistically different from the
midpoint of “not sure™ for either question. Specifically, the CPAs had a mean of 3.81 for efficiency and n mean of
4.19 for effectiveness. The MBA students, however, did produce statistically lower means than the midpoint. The
means were 2,41 for efficiency and 2.72 for effectiveness, Thus, the preparers of reporting information (CPAs) were
not as sure as the vsers of the information (investorsMBA students) il the company using XBRL would ebtain
efficiency and effectivensss gains {from adoption.

The two guestions that followed swirched the perspective of XBRL benefits from the reponting company to
the individuals receiving and analyzing the reporied information.  Particularly, the guestions quenied whether using
XBRL 1w analyze a company's annual report informanion would be more effective and efficient, respectively, than
using a paper version.  The CPAs were sphit on their perceptions reganding these questions. They had & marginalh
sigmificant mean of 3.13 for effectuveness However, for efficiency, their mean responss was insignificant at 318
The MBA students mdicated agreement 1o both benefits.  Therr mean of 2.63 for effectiven=ss and 2.33 for efficiency
wexe both statstically lower than the midpoint of the scale. Therefore, on average, the MBA students were more
gzreeable than CPAs to the effectiveness and efficiency benefits that could accrue o annual report users of XBRL

The differences in the above results may be due o the different perspectives of the samples (i.c., preparers
versus users), or they may be due the sample partcipants’ current perceived knowledge of XBRL (question seven).
The CPAs had a0 mean response of 1.71 and the MBA students had a mean of 4,35, Apparently, the CPAs did not
perceive themselves as being very knowledgeable pbout XBRL in general, while the MBA studenis perceived
themselves as being somewhat knowledgeable reparding XBRL. Therefore, given their lack of perceived XBEL
knowledge, the CPAs may have been less definitive in their résponses compared to the MBA students: resulting in
some statistically insignificant belicfs regarding XBRL benefits.

Owerall, empmical evidence regarding perceptions of XBRL benefits related to accuracy, and to a lesser
extent effectivencss, were found in both sample groups. Both groups indicated a willingoess to encourage XBRL
adoption. Finally, consisient with the “Indnadual Investors™ secton of the current paper, the MBA studenis were
agreeable to all of the perceived benefits questioned
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CONCLUSION

There are speculations concerning how the XBRL will ransform the financial reporting systems. Projected
impacts range from effects on global financial markets to investor protection.  Organizations worldwide cumulatively
spend billions of dollars every vear to find and re-key business information.  Additionally, the informafion reported to
various stakeholders can ofien be confusing and needs to be reformatted in order to be analyzed and understood. The
recent momentum of XBRL has pushed these efficiency and transparency issues into the limelipht  As g result,
several XBRL-enabled software packages are available to governmental entities, companies and individuals for use in
gathering and comparing critical business information and at a reasonable cost for most.

Asample of CPAs and MBA students provides some evidence indicating XBRL adoplion and usage provides
the potential accuracy and effectiveness benefits discussed earlier in this paper. Further, MBA students believed
themselves to be “fairly kmowledgeable™ about XBRL as a whole and were significantly in favor of all perceived
efficiency. effectiveness, and accuracy benefits posed, Caution in interpreting these results should be taken since only
a small representation of both €FPAs and individual investor populations were surveyed.  Futare research using both
similar and dissimilar samples is highly encouraged (o obtain more understanding about how various stakeholders
perceve XBRL.

his paper implies that as global acceptance and usape of XBRL mereases, information processing and
analvzing costs, as well as the current form of eamings management will decrease making society as a whole better
off. Time and future research will indicate 1f that happens.

Future Research

Future research should mmclude evidence on XBRL uses other than for financial reporting, For example,
XBRL General Ledger (GL) s a taxonomy specifically designed to improve the internal data capture and reporting
processes, [t represents a revolutionary ool linking accounting information to other business information throughout
an organization. Additionally, future research should examine the perceptual and behavioral impacts XBRL adoption
and usage would have on various accountmg domains not mentoped o the current article.  For example, cost
accountants and accountants specializing in information technology will also be significantly affected by XBRI
usage. Evidence of the specific impacts on those proups 15 sorely needed.

XKBRL International and other XBEL msiders need to reach out to a varicty of groups to communicate what
XBRL usage could mean to them. For example, the relatively low level of perceived XBRL knowledge in the CPA
sample would indicate that UPAs are one group that needs more communication, Additional academic research
should also be undertaken in order to further general knowledge and understanding.

REFERENCES

AICPA Special Committee on Financial Reporting (The lenking Committee). 1994,

Eud. ==

AICPA, www.alcpa.org,

3 Amir E, and B. Lev, 1994, Value relevance of nonfinancial mformation: The wireless communication
wndustry; Jowrnal of Accownting and Eeonomics 22; 330,

4, Belkaoui, A, and A Cousmesu. 1977, Accounting information, nonaccounting information, and common
stock perception, Jonrnal of Business 50 (3): 334343,

5 Blackwell, B 2003 Agencies line up software for bank data project. dmerican Banker (June) 168 (116); 4,

f. Bonson, E. 2001, The role of XBRL in Europe; Mnternational Jowrnal of Digttal Accounting Research 1 (2Y;
101-1140,

£ Boves, M., M. L. Ettredge. B. P. Srivastava, and M. A Vasarhelyi. 2002, Does the vear 2000 XBRL

taxonomy accommaodate current business financial-reporting practice? Jowrnal of Information Systems (Fall)
16 (2): 165-82.

3. Brown, L. T 2002, Managerial behavior and the bias in analysts’ earnings forecasts. Jowrnal of Acconnting
Research (Fortheormng ).

i)




The Review of Business Information Systems — Fall 2005 Volume 9. Number 4

9.
10

11

28,
a0,

Led L
bl i

Lad

Tad

Carev, A. 200]1. Networking: Insight: XBRL; XBRL mated. Accountancy Age. 26.

Cooper, J.C., and F. H. Sclto. 1991. An experimental Examination of the cffects of SFAS No. 2 en R&D
investment decisions. Accounting, Organizations, and Society 16 (3): 227-243

Davis, C. E, W, P. Keuer, and C. Clements. 2002. Web-based reporting.  The CPA Jowrnal (Nov.} 72 (11)
28-34

Editorial Staff 2002. The AICPA’s new business reporting model  The CPA Letter (November) 82 (9): Gl-

-
-

Elias, N. 1990. The effects of financial mformation symmetry on conflict resolution: An experiment in the
context of labor negotiations. The Accounting Review 65: 606-623.

Elliott, W. B_ F, Hodge, J. ], Kennedy, and M. Pronk. (2004): Are graduate smdents n reasonablie proxy for
non-professional imvestors? Working paper, University of Washington

Feng L, E. Chang, and T. Diilon. 2002. A semantic network-based design methodology for XML
documents.. ACM Transactions on Informartion Systems 20 (4): 390-421.

Fichman, R. G. 1992 [nformanon technology diffusion; A review of empincal research. In Proceedings of
the Thirteenth Internationa! Conference on Information Sysiems, Dallas, TX: 195-206

Gara, 5., and C, Langstroat. 2003, The Sarbanes-Oxley Act of 2002: A new ballgame for accountants,
University af Memphis Law Review 34 (1) 1-43,

Gatignon; H. and T, 5. Raobertson, 1989. Technology diffusion: An empirical test of competitive effects.
Journal of Marketing 53: 3549,

Goff, . 2003, XBRL promises to brng a iittle context 10 numbers. And wes, that's a good thing. CFO.com
(May): 3 pages.

Government Accoumting Office. 2002 Electronic Government: Challenges 10 Effective Adoption of the
Extensible Markup Language. Available ai wow,gao.govinew.stems/d02327.pdf

Hamnon, N. 2002. Accounting scandals: Can XBRIL help? Strategpic Finance (Aug.) 84 (2): 61-2.

Healy, P, and J. M. Wahlen. 1999, A review of the camings management literature and its implications for
standard setting. Accounting Horizons 13 (4): 365-83

Hirschev, M., V. J. Richardson. and S. W, Scholz. Value relevance of nonfinancial Information: The case of
paicnt data. Review of Quantitative Finance & Accounring (Nov. ) 223-236.

Hodge, F. D, 1. J. Kennedy, and L. A. Mames. 2004. Does search-facihitating technology mmprove the
transparency of financial reporting? Accounting Review (July) 79 (3): 687-703.

Hoffman, C. and C. Strand. 2001. XBRL Essentials. New York, NY: AICPA.

Hucklesby, M. 2003. Corporate governance — X-factor fast speedme up financial Reporting. Management
Magazine (June): 3 pages.

Hughes, K. E. 2000. The value relevance of nonfinancial measures of air poliution in the electric utility
industry. The dccounting Review 75: 209-228,

Hunton, J.. A, Wright, and 5. Wrnght. 2003, The supply and demand for continuous reporting. Tn Trust ased
Data Assurances in Capual Markets: The Role of Technology Selutions, a PricewaterhouseCoopers research
monograph edited by Saeed Roohani, Bryant College: 7-16.

International Labour Office. 1987, Yearbook of Labour Statistics. Géneva: 110,

Itner, C. D., and I», F, Larcker. 1998  Are non-financial measures leading indicators of financial
performance? An analvsis of customer satislaction. Journal of Accounting Research 36 (Supplement): 1-36,
Kaplan, R., and D. Norton, 1996. The Balanced Scorecard. Boston: Harvard Business Press.

Lev, B. 2001. Imtangibles — Munagemen!, Measurement, and Reporting. Washington D.C_: Brookings
Institution Press.

Li, 5., =nd R. Pmsker. 2004. Modeling RBRT adoplion and itz effects on cost of capital. International
Journal of Accounting Information Svstems (Forthcoming)

Link A N, 2nd D S. Sicgel. 2002. Unions and technology adoption: A qualitative Analvsis of the use of
real-fime control systems in ULS. coal firms. Jowmal of Labor Research (Fall) 23 (4): 615-30.

Mames, L. A, E. Barov, P. M. Fairfield, D. E Hirst, T. E. lannaconi, R. Mallert, CM. Schrand, D. J
Skinner, and L. Vincent. 2001. Recommendations on disclosure of nonfinancial performance measures.
Accounting Horizons 16 (4): 353-362.

Malhotra, B, and F. Gamitti. 2002. Bar codes for fimancial reporting”? Introducing XBRL. The RAMA
Journal (June) 84 (9): 40-45

0




The Review of Business Information Systems — Fall 2003 Volume 9. Number 4

s da d=
d= L

1M

'
or

L3

Nelson, M. W, J. A Elliott, and R. L. Tarpley. 2002. Evidence from sudstors aboul managers’ and auditors®
earmings management decisions. The Accounting Review 77 (supplement): 175-202

Pinsker, R. 2004. REA, XBRL, and more frequent business reporting: Synergies for the 21% century
accounting mformation system. Working paper, Old Dominion University.

PwCglobal.com. 2003. PwC technology forecast 2003-2005 identifies trends mtechnology that help
corporations achieve accountability and transparency, 2 pages

Raho, L. E., J. A, Belohlav, and K. D, Fiedler. 1987, Assimilation new technology into the organization; An
assessment of MeFarlan and MeKenney's model. MIS Quarterdy (Mar,); 43-56,

Regulation Fair Disclosure. August 15, 2000. SEC Release 33-7581, Rules 101-103

Rezaee, Z, C, Hoffman, and N. Marks, 2001. XBRL: Standardized electronic financial Reporting. The
Internal Auditor (Aug.) 38 (4} 46-49

Stock. H, 2003, XBRL coding slowly gains momentum.  frvestor Relations Business (Apnl): 1 page
Satton, M. H. 2002. Financial reporting at a crossroads. Accounting Horizons 16 (4); 319-328

Umited States Congress. 2002, Sarbancs-Oxley Act 2002, Pub. L. 107-202, 116 Stat. 745

Weber. R 2005. XMI, XBRL, and the future of business and business reporting. In frust and Data
Assuwrances in Capital Markets: The Role of Technology Solutions, a PnicewaterhouseCoopers research
momograph edited by Saced Roolnm, Brvant College: 3-6

Wood, . 2003. Tool to keep business honest. The New Zealand Herald (June): 2 pages

XBRL: Understanding the XML xtandard for business reporting and finance (the White Paper) 2002
www. XBRL.org.

Zarowin, 5. 2003, A Napster of financial daa? Jowrnal of Accountancy (Jan.)

Fable 1: Questionnaire and Resuolts

What would be your reaction to adopting XBRL, assuming the price of the technology was acceptable to your company’s

owners? (1 = would not be strongly in favor of adopting, 4 = not sure, 7 = would be strongly in favor of adopting)

CPA Sample MBA Sample
Mean 459 3.6]
5D 1K 127
f-stEhenig 2.4 £57

CPA Sample MBA Sample
Mean 11R 187
a0 1.47 161
f-stalrstic I3 o 475

I believe that using XBRL to report o company's fnancial information would make o company moce efficient, (1 = steongly
agree, 4 =not sure, 7 = strongly disagree)

CPA Sample MBA Sample
Mean: 181 141
ST 1.60 168
: 540"
compamy’s firmancisl information would make 2 company more effecine. (1 = strongh
CPA Szmple MEBA Samplc
Mean +.19 73
5D .2 1.72
i-stanstic 46 £ ..f."
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51 1 belicve that using XBRL to anaivze a company”s annus! report information would be more effectnve then using a paper version
of the annual report. (1 = strongly agree, 4 = not sure. 7= strongly disagree)

CPA Sample MBA Sample
Mean: 113 2,63

5.0 1.54 172

" ot e
{-statistic -1.85 541

B | believe that umng XBREL 10 analyre & company”s anmm] report mformztion would be m cfficaent than using a paper version
off the anmzs! report. {1 = stronglv agree, 4= nof sure, 7 = strongly disseree)
CPA Sample MBA Samplc

Mean 318 r B
5B 2.01 | &0
f-statistic =04 -T.03

| How would you rate your overall knowledge with XBRL? (] = not very knowledgeable, 4 = semewhai knowledgeable, 7= very
knowledoeable)

CPA Sampie MBA Sample

Mean .71 4
5D 136 'r

3

CPA Sample = 17 CPAs oftending 2 2-hour CPE session, MBA Sample = 46 first-yvear MBA stodentss-tests usad 4.0 (mad-poant of scale)
as the critical value, excluding question 7, * = sigmficant ot an alpha of 0.10, ** = significant at an alpha of 0.05

Figure 1:Example How XBRL ‘Works® for External Reporting Purposes
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