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ABSTRACT

International Segmentation of Net Sales in Eight Countries

Dick H. van Offeren
University of Amsterdam

Vakgroep Bedrijfseconomie
P.O. Box 16920

1001 RK  AMSTERDAM
HOLLAND

The aim of this study is to shed light on the disclosure
practices of Multinational corporations on geographical segmentation
of Net sales.

This aim is achieved by examining the annual reports of 80
multinational corporations with headquarters in eight countries. The
eight countries can be combined into three areas. These areas and
countries are:
- EEC countries: France, the Netherlands and United Kingdom;
- European non-EEC countries: Finland, Sweden and Switzerland;
- North America: Canada and United States.

The selection of the companies was based on the 'international
sales' variable derived from the international company data base
compiled by the Center for International Financial Analysis and
Research (CIFAR) located in Princeton, NJ (USA). The number of
companies selected within one country was set at ten in order to
equalize the influence of each country. A spread among various
industries was also sought. On geographical segmentation of Net sales
the following items were noted:
- the number of countries and areas and
- the percentage to total Net sales for the smallest and 
  the largest reported segments. 

For each of these four items the lowest, the mode and the highest
numbers were determined. The mode, i.e. the value of a variable
corresponding to its greatest frequency of occurrence, was used as the
general standard of the subset under study. The mode was indicated
with a '*'. Anything less detailed than the mode was given a '-' or a
'*/-' and more detailed was marked '*/+' or '+'. The result was a
five-class ranking scale.
 

The conclusion is that the European multinational enterprises
give more detailed information on International Segmentation of Net
Sales than those from North America. Looking at three subsets
(International Standard users, Most multinational companies and Big
companies), it can be said that International Standard users and Most
multinational companies   disclose somewhat more detailed information
than Big companies.
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1 INTRODUCTION

The importance of disclosure of foreign operations is
acknowledged by accounting standard setting bodies and organizations
such as the Organization of Economic Development and Cooperation
(OECD), the United Nations (UN), the International Accounting
Standards Committee (IASC), the European Economic Community (EEC) and
the Financial Accounting Standards Board (FASB). A common element in
the statements issued by these institutes is the requirement that
international segmentation of net sales should be disclosed. A summary
of the contents of various standards of segment disclosures is given
by Radebaugh [1987, pp. 23]. He makes clear that the following
requirements exist:

- geographical segmentation of 'Sales to unaffiliated 
customers' is required by the OECD, EEC and IASC; 

- geographical segmentation of 'Intersegment Sales' is 
required by the IASC and in the US;

- geographical segmentation of 'Total Sales' should be 
disclosed in the US. 
However, standard setting bodies do not specify the requirements with
regard to the groupings of countries. For example Statement of
Financial Accounting Standards (SFAS) No.14 paragraph 34 reads:

For purposes of this Statement, foreign geographic areas are
individual countries or groups of countries as may be determined
to be appropriate in an enterprise's particular circumstances.
No single method of grouping the countries in which an enterprise
operates into the geographic areas can reflect all of the
differences among international business environments. Each
enterprise shall group its foreign operations on the basis of the
differences that are most important in its particular
circumstances. Factors to be considered include proximity, economic
affinity, similarities in business environments, and the nature, 

scale, and degree of interrelationship of the enterprise's 
operations in the various countries.

Similar remarks can be found in standards issued by other standard
setting bodies.
This could lead to great differences in geographical segmentation
disclosures. The one extreme could be 'Net sales homecountry x%' and
'Net Sales Other countries 100%-x%'; the other extreme could be
disclosure of Net sales in every country in which the corporation
operates even when the percentages to total sales are hardly
considered to be material. 

The aim of this study is to shed light on the disclosure
practices of international segmentation of Net Sales by multinational
corporations. This aim is achieved by examining the annual reports of
80 multinational corporations with headquarters in eight different
countries. 

In the next section, the selection of the countries and
corporations is described, followed by a description of the research
design. The results of this survey are reported in Section 4, and the
conclusions in Section 5. In appendix A the listing of companies of
this survey is given, and appendix B shows the form used for the
ranking of the companies.
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2 Selection of the Countries and Corporations 

As stated before the aim of this study is to shed light on the
disclosure practices of international segmentation of Net sales by
multinational corporations. The result of a prior survey [Van Offeren
and Bavishi, 1988] was that all selected companies in eight countries
reported international segmentation of Net sales. The eight countries
can be combined into three areas, namely:
- EEC countries: France, the Netherlands and United Kingdom;
- European non-EEC countries: Finland, Sweden and Switzerland;
- North America: Canada and United States.

The number of companies selected within one country was set at ten in
order to equalize the influence of each country. I also sought a
spread among  various industries. Table 1 shows the number of selected
companies by country and by industry classification. Country
classification is based on the location of the companies' (main)
headquarters and industry classification on the predominant sector of
activity in which the corporation is engaged. The complete listing of
the selected corporations is provided in Appendix A.

Table 1a: Number of companies studied by Area, by Country and
     by Industry: EEC countries

Countries: France the Netherlands     UK

Industry:
Food and Beverage 1 2 1
Chemicals 2 1 1
Industrial Equipment 1 0 0
Construction 1 0 0
Pharmaceuticals 1 0 1
Automotive 1 0 0
Mining and Petroleum 1 1 0
Rubber and Plastics 1 0 0
Cosmetic and Soaps 1 0 0
Retailing 0 2 2
Office Equipment 0 1 0
Publishing 0 1 0
Electronics 0 1 1
Metal Mfg/Prod 0 1 1
Tobacco 0 0 2
Aerospace 0 0 1

Total by Country:      10         10               10
Total by Area: 30
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Table 1b: Number of companies studied by Area, by Country and
     by Industry: Non-EEC countries

Countries:   Finland    Sweden      Switzerland

Industry:
Food and Beverage 2 0 1
Chemicals 0 1 1
Industrial Equipment 1 1 0
Construction 1 0 2
Pharmaceuticals 0 1 2
Automotive 0 2 0
Publishing 0 1 0
Electronics 1 2 1
Metal Mfg/Prod 1 1 2
Paper and Wood 3 0 0
Transport Equipment 1 0 0
Electrical Equipment 0 1 0
Textiles and Apparel 0 0 1

Total by Country:      10         10               10
Total by Area: 30



4

Table 1c: Number of companies studied by Area, by Country and
     by Industry: North America

Countries:     Canada    USA             

Industry:
Food and Beverage 3 0
Chemicals 0 1   
Industrial Equipment 1 0   
Automotive 0 2   
Mining and Petroleum 2 5   
Retailing 2 0
Electronics 0 1   
Metal Mfg/Prod 1 0
Paper and Wood 1 0
Electrical Equipment     0 1 

Total by Country:      10         10
Total by Area: 20

Table 1d: Number of companies studied Total by Industry

Industry:
Food and Beverage   10
Chemicals    7
Industrial Equipment    4
Automotive    5
Mining and Petroleum    9
Retailing    6 
Electronics    6
Metal Mfg/Prod     8
Paper and Wood               4
Electrical Equipment    2
Construction    4
Pharmaceuticals    5
Rubber and Plastics    1
Cosmetics and Soaps    1
Office Equipment    1
Publishing    2
Tobacco    2
Aerospace    1
Transport Equipment    1
Textiles and Apparel     1

Total by Industry:   80

The 80 selected companies operate in 20 different industries, and it
is felt that this sample gives a broad overview according to the
criteria Country and Industry.
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3 RESEARCH DESIGN

The information for this study was taken from the consolidated
financial statements and the notes thereto, or from the financial
highlights or the statement of the Board of Directors. No information
was taken from the financial statements of the parent corporation. The
annual reports for the financial year 1986 were utilized. On
geographical segmentation of Net Sales the following items were noted:
- the number of countries and areas and
- the percentage to total Net sales for the smallest and 
  the largest reported segments. Also noted for further analysis
  was whether or not the smallest or largest segment was the
  Home-country or a group called 'Other countries.' 
For each of these four items (number of countries and areas and
smallest and largest segment) the lowest, the mode and the highest
numbers were determined. The mode, i.e. the value of a variable
corresponding to its greatest frequency of occurrence, was used as the
general standard of the subset under study. The mode was indicated
with a '*'. Less detailed than the mode was given a '-' or a '*/-' and
more detailed was marked '*/+' or '+'. The result is a five-class
ranking scale in ascending order: '-', '*/-', '*', '*/+' and '+'.  
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The ranking procedure is illustrated by the following example.

Example 1: Ranking illustration

Number of Segment of Net sales
Corporation:  Countries  Areas  Smallest  Largest

A  2 1 10-14% 60-64%

B 7+ 5+ 0- 5%  0-34%
C 1 1 0- 5%   +69%
D 6 2 0- 5% 35-44%
E 2 4 5- 9% 35-44%

Lowest  (-) 1 1 (+)  0- 5% 0-34%
Mode    (*) 2 1 (*)  0- 5% 35-44%
Highest (+) 7+ 5+ (-) 10-14% +69%

Ranking:
Total

score
A * *   -  */-

 */-
B + +  */+   +

  +
C - *  */+   -

  -
D +     */+  */+   *

 */+
E *     */+  */-   *

  *

Conclusion: 
Corporation C discloses least detailed information, followed by
companies A, E, and D. In this example most detailed information is
given by corporation B. 

A copy of the ranking form used in this survey is given in Appendix B. 

Rankings were made for 80 companies in 8 countries and for three
subsets of the data base. The findings are reported in the next
section.
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4 FINDINGS

4.1 General observations

In this section the results of the survey are discussed. First a
broad overview is given, which is followed by the results of specific
subsets of the database. The findings are reported by areas and
countries (section 4.2), and by three subsets of the database (Section
4.3), namely:
- by big and small companies, 
- by users of international standards regarding multinational      
companies and 
- by most multinational companies.

The broad overview is given in table 2. This table gives the lowest,
mode and highest number of countries and areas in which geographical
Net sales segmentation is given by country and by all companies of the
survey.

Table 2: Details of Geographical Net Sales Segmentation in
    eight countries and by all companies

Lowest   Mode Highest
          Country  Area    Country   Area Country  Area
Country:
Canada     1 0 2   0  2    7+ 5+
Finland     1 1 1     1    7+ 5
France     1 1 1     2    3 5+
Netherlands     0 1 1     3    4 5+
Sweden     0 0 1     5+    7+ 5+
Switzerland     0 0     1  2     4        7+     5+ 
U K     1 0 1         5    5      5+
U S A           1 1     1  2     2    2 4

All 80
companies     0    0 1    1 5+      7+     5+

This table makes clear that the highest numbers of Countries and
areas-combinations are found in Canadian, Swedish and Swiss annual
reports. Of importance in this context is the distribution between
domestic sales and international sales in the various companies by
country. The next table gives the details.
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Table 3: Percentage of average domestic sales and                
    international sales by country (n=10 for each country,

         except where indicated else)

  Sales          Domestic
sales

Domestic International      as a percentage
         of international

% %     Sales %
Country:
Canada     60 40 150
Finland                52 48 108  
France    (n=9) 48 52  92  
Netherlands    (n=8) 43 57  75
Sweden 25 75  33

   Switzerland 29 71
 41   U K      (n=9) 50 50

100
U S A         73 27 270
Total
76 companies 48 52  92

Note: From France as well as from UK one company is excluded because
of the distortion of the results. In the Netherlands two companies
disclose geographical segmentation of Net sales by area and do not
disclose domestic sales apart from international sales.

It becomes obvious that international sales are treated with more than
average importance in Sweden, Switzerland and the Netherlands.
International sales in France is at average. In UK, Finland, Canada
and USA international sales are less important than average. 

This concludes the broad overview. Now follow the results by areas and
countries and by the three subsets. 
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4.2 Findings by Areas and Countries

4.2.1 European Community countries

In this survey three countries of the European Community were
selected. Section 8, Contents of the notes on the accounts, article 43
of the EEC-Fourth Directive (1978) regulates among other things the
disclosure of geographical segmentation of Net Sales. Article 43
paragraph 8 states that the notes on the accounts must set out
information in respect of:

'the net turnover within the meaning of Article 28, broken
down by categories of activity and into geographical markets
in so far as, taking account of the manner in which the sale
of products and the provision of services falling within the
corporation's ordinary activities are organized, these
categories and markets differ substantially from one
another.'

In addition to this paragraph article 45 (1)b states that the Member
States may allow the disclosures prescribed 'to be omitted when their
nature is such that they would be seriously  prejudicial to any of the
undertakings to which Articles 43 (1) (2) relates. The Member States
may make such omissions subject to prior administrative or judicial
authorization. Any such omission must be disclosed in the notes to the
accounts.'
It is clear that article 43, paragaph 8 does not require specific
details. Therefore, the disclosure practice in three EEC-countries was
surveyed. These countries all three adjusted the national legislation
to the requirements of the Fourth Directive before 1986. The results
are summarized in the next table.

Table 4: Details and Ranking of Geographical Net Sales
    Segmentation in three countries of the European

         Community

         Mode         Mode
             Country  Area Smallest   Largest
Country:
France     1   2      0- 5%   55-59%

   
Netherlands   1   3      0- 5%   50-54%
U K     1       4      0- 5%       35-44%

Total three
EEC-countries   1        5+ 0- 5%   35-44%

This leads to the ranking:

         Mode      Mode
        Country  Area   Smallest    Largest

Country:
France     *     -      *    -   

   
Netherlands   *    */- *     */-
U K     *       */-      *         *   
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From this table it becomes clear that the annual reports from the
British companies are the most detailed, followed by the Dutch and
then by the French which are least detailed on geographical Net sales
segmentation.

An example of a less detailed note on geographical Net Sales
segmentation is found in the annual report of Unilever, the
Netherlands. This corporation only reports Net sales in three broad
areas: Europe, North America and 'Other areas.' In 1986 the
percentages to total net sales of these areas were 61%, 18% and 21%,
respectively.
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4.2.2 European Non-European Community countries

In this survey three European non-EEC countries were selected.
Geographical Net sales segmentation is required in Sweden. However,
the details are not prescribed. In Finland and Switzerland there are
no formal disclosure requirements on this item.
The findings of the research of the annual reports from these three
countries are summarized in table 5. 

Table 5: Details and Ranking of Geographical Net Sales
    Segmentation in three European Non-European Community
    countries

         Mode      Mode
              Country  Area    Smallest Largest
Country:
Finland 1 1 0- 5%    +69%
Sweden       1 5+   0- 5%  0-35%
Switzerland      1 2    4         0- 5%   0-35%

Total three 
non-EEC
countries 1 1 0- 5%   0-35%

This leads to the ranking:
          Mode      Mode
     Country  Area   Smallest Largest

Country:
Finland *     * *     -
Sweden        *     +      *       *
Switzerland   */+     */+      *             *   

From this table it becomes clear that the annual reports from the
Finnish companies are less detailed. The Swiss and the Swedish
companies are almost equally detailed on geographical net sales
segmentation.
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4.2.3 North American countries

Geographical Net Sales segmentation is required in Canada and in the
US. The Canadian requirement is contained in the Canadian Institute of
Chartered Accountants' (CICA) Handbook (1700.36-1700.44), which states
(section 42-43) that:
 '... a foreign geographic segment would usually be considered
significant when either of the following conditions is present:
(a) its revenue generated from sales to customers outside the 
enterprise is 10 percent or more of the total revenue reported
in the income statement of the enterprise; or
(b) its identifiable assets are 10 percent or more of the total 

assets reported in the enterprise's balance sheet.
A foreign geographic segment that is considered to be 

significant to the enterprise should be identified as 
reportable. [JUNE 1979]

In the US SFAS No. 14 regulates this issue. Paragraph 33 states that:

'a geographic area shall be regarded as significant, for the purpose
of applying this paragraph, if its revenue from sales to unaffiliated
customers or its identifiable assets are 10 percent or more of related
consolidated amounts.'

Neither in the CICA-Handbook, nor in SFAS14 is the composition of
geographic areas mentioned. 
The results of the survey on the disclosure practice in these two
countries are summarized in the next table.
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Table 6: Details and Ranking of Geographical Net Sales
    Segmentation in North America

      Mode       Mode
     Country  Area      Smallest Largest

Country:
Canada       2       0 2 0- 5%  55-69%       
U S A      1 2    2   0- 5%    +69%

Total North-
America  2    2 1- 5%    +69%

This leads to the ranking:
      Mode           Mode

     Country  Area     Smallest Largest
Country:
Canada     *     *  *     +  
U S A          *     * *       *

This table makes clear that the details in Net Sales segmentation in
Canada and the USA are quite the same. With regard to the US-based
companies it should be mentioned that the size of the home-market is
of great influence. In 8 of the 10 cases the domestic-market is the
largest reported market segment. For 4 companies out of these 8 the
size of the domestic-market is more than 69%.
In this area most detailed information was found in the annual report
of the Varity Corporation, Canada.
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4.3 Results in three subsets of the database

    The eighty companies in the database have been reclassified on the
basis of three criteria. Firstly, a selection has been made concerning
the size of the corporations. The selection is based on the total
sales in US-dollars. The cutoff point for large corporations was total
sales of 10 billion dollars. Secondly, the corporations which use
international standards regarding multinational companies (issued by
OECD, UN or IASC), have been separated. Thirdly, most multinational,
with international sales of more than 80% of total sales, have been
identified. In this last category DuPont, IBM and Mobil Corp. were
also included although their international sales comprise less than
80% of total sales, as these companies were thought to be important
enough for inclusion.

Table 7: Details and Ranking of Geographical Net Sales
    Segmentation in three subsets of the database

         Mode   Mode
     Country  Area   Smallest Largest

Subsets:

Big (n=20)     1     2  3   0- 5%  -35  +69%

Standard
Users (n=18)    1      5+      0- 5%   35-44%

Most
multinational
(n=19)      1      5+     0- 5%   35-44%

Total
(n=80)        1     1   5+       0- 5%       0-44% 

This table makes clear that Standard users and Most multinational
perform the same and that Big companies are slightly beyond.
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4.4 Summary of Findings

In the following table the countries and subsets are ranked in
ascending order of disclosure details on geographical Net Sales
segmentation (Column 1). In column (2) an indication is made whether
or not there is an official requirement on disclosing this item.
Column 3 presents the ranking based on Domestic Sales as a percentage
of International Sales (see also Table 3, with addition of the three
subsets). The ranking based on this last figure is given between
brackets.

Table 8: Ranking of countries and subsets on details in
        disclosure, official requirements and ratio of

    Domestic Sales to International Sales

Country/ Geographical segmentation Domestic
Subset officially required? Sales as a

percentage of 
International 
Sales

  (1) (2)    (3)

1. Finland No 108%  (4)
2. U S A Yes 270%  (1)
3. France Yes  92%  (6)
   Big (n=18) --- 175%  (2) 
   Netherlands Yes  75% (7)
6. Canada Yes 150%  (3)
7. U K Yes           100%  (5)
8. Most multinational (n=16) ---   28% (11) 
   Statement users (n=17) ---  37%  (9)
   Sweden Yes         33% (10)
   Switzerland No  41%  (8)

Neither in Finland, nor in Switzerland formal regulation requires
geographical segmentation of Net Sales. This table makes clear that
the formal regulation is not predominant for the disclosure practice.
More important for the disclosure practice seems to be the ratio of
Domestic Sales to International Sales. Or stated otherwise, there is a
positive correlation between the importance of International Sales and
the details in the disclosure practice.
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5 Conclusions

Taking the geographical approach, the conclusion is that
multinational enterprises from selected European Countries
(Switzerland, Sweden and UK) give more detailed information than those
from North America. It can be further said that International standard
users and Most multinational companies disclose more detailed
information than Big companies. 

The category 'Other countries' was used for the largest segment in
three annual reports. (In two cases this was 60-64% of Total net sales
and in one case it was 55-59%.) This could hardly be described as
relevant information. The suggestion is that the 'Other countries'
category should be limited to a certain maximum percentage of Total
net sales. 

Geographical segmentation also requires domestic sales to be
distinguished from international sales. However, two companies did not
make this distinction. These companies have dual headquarters in the
Netherlands and U K. So this practice is understandable. 

The final conclusion is that the disclosure practice for International
Segmentation of Net Sales is influenced more by the magnitude of
international sales the reporting company has than by formal
requirements (substance over form).
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APPENDIX A LISTING OF COMPANIES 

CANADA
Hiram Walker Food and Beverage
Loblaw Co. Retailing

  Weston Retailing
   * Alcan Aluminum Mining/Petroleum

Varity Industrial Equipment
INCO Metal Mfg/prod
MacMillan Bloedel Paper, Wood
Canada Packers Food and Beverage 

   * Noranda Mining/Petroleum
Seagram Food and Beverage

FINLAND
Huhtamaki Food and Beverage
Kone Corp. Industrial Equipment
Finnish Sugar Food and Beverage
Schauman Paper, Wood
Wartsila Transport Equipment
United Paper Mills Paper, Wood
Partek Construction
Nokia Electronics
Rosenlew Metal Mfg/prod
Tampella Paper, Wood

FRANCE
Moet Hennessy Food and Beverage
Roussel Uclaf Chemicals
CGEE Alsthom Industrial Equipment
Dumez Construction
Sanofi Pharmaceuticals

   * PSA Automotive Big
SNEA Mining/Petroleum Big
Rhone Poulenc Chemicals
Michelin Rubber, Plastics
L'Oreal Cosmetic and Soaps

NETHERLANDS
Ahold Retailing
Oce-vdGrinten Office Equipment
Elsevier Publishing

   * Shell Mining/Petroleum Big
   * Unilever Food and Beverage Big

Philips Electronics Big
Hoogovens Metal Mfg/prod
Akzo Chemicals
Heineken Food and Beverage
Internatio Muller Retailing



18

SWEDEN
   * Astra Pharmaceuticals
   * Esselte Publishing

Volvo Automotive Big
   * Electrolux Electrical Equipment Big
   * Saab Automotive

ASEA Electronics
SKF Metal Mfg/prod

   * Ericsson Electronics
   * Atlas Industrial Equipment
   * AGA Chemicals

SWITZERLAND
Forbo Textiles/Apparel
Landis and Gyr Electronics
Von Roll Metal Mfg/prod

   * Ciba-Geigy Chemicals Big           
   * Brown, Boveri Construction
   * Hoffmann-La Roche Pharmaceuticals

Sandoz Pharmaceuticals
Holderbank Construction
Hero Conserven Food and Beverage

   * Alusuisse Metal Mfg/prod 

UNITED KINGDOM
Great Universal 
Stores Retailing
ICI Chemicals Big
BAT Industries Tobacco Big
General Electric Electronics

   * GKN Metal Mfg/prod
Allied Lyons Food and Beverage
British Aerospace Aerospace
Rothmans Tobacco
Glaxo Pharmaceuticals
Dee Corporation Retailing

UNITED STATES
Amoco Mining/Petroleum Big
Chevron Mining/Petroleum Big
DuPont Chemicals Big

   * Exxon Mining/Petroleum Big
Ford Automotive Big
General Electric Electrical Equipment Big
General Motors Automotive Big
IBM Electronics Big
Mobil Mining/Petroleum Big
Texaco Mining/Petroleum Big

Note:
  * Users of International Standards regarding

multinational companies 

___ (underlined) Most-multinational corporations

Big Big corporations

APPENDIX B RANKING FORM
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