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PARALLEL SESSIONS 1 STREAM 1: ACCOUNTING AND TAXATION ROOM: A

The impact of R&D tax incentives on R&D investment
efficiency

Seraina Anagnostopoulou (University of Piraeus)
loannis Tsalavoutas (University of Glasgow)

Fanis Tsoligkas (University of Bath)

Abstract

We examine the association between country level research and development (R&D) tax
incentives and firm-level R&D investment efficiency. We conjecture that R&D tax incentives reduce
managerial myopia to investin R&D, and also the effective cost of such investments, thus
alleviating the factors driving inefficient R&D investment. We examine this question for a sample of
firms from 22 countries, and find that incentives to increase R&D spending implemented at the
country level positively and significantly associate with firm level R&D investment efficiency.
Our results are stronger for over-, compared to under-investment. This finding is interpreted as
decreased effective cost of investing in R&D thanks to tax incentives. We also find that the ability
of tax incentives to improve efficient investing is stronger in jurisdictions with weaker audit
function and accounting enforcement, and for firms with lower institutional ownership. We interpret
these results as indicative of R&D tax incentives becoming more valuable for efficient investing
when other country-level mechanisms that should favor the same outcome are weaker. Finally,
we show that market participants positively appraise tax incentive-induced R&D investments,
constituting evidence that efficient investment in R&D with corresponding value creation at the firm
levelis significantly reflected in market valuation. Overall, our results indicate that R&D tax credits can
significantly contribute to the innovation efficiency of firms and promote optimal levels of R&D
investments undertaken at the firm level. As such, the study makes significant contributions to the tax
and financial accounting strands of the literature and the findings raise important policy implications.

JEL classifications: M40, M41, M48, H25.

Keywords: R&D tax incentives, R&D expenditure, investment efficiency, over-investment, under-
investment.



PARALLEL SESSIONS 1 STREAM 1: ACCOUNTING AND TAXATION ROOM: A

On the relationship between Corporate Disclosures and Firm
Risk: Evidence from Integrated Reporting

Diogenis Baboukardos (Audencia Business School)
Abdullahi Ishola (University of Essex)

Musa Mangena (University of Nottingham)

Abstract

Recent developments in the corporate reporting world have motivated a shift towards an integrated
approach to reporting. This new approach called integrated reporting aims to improve the quality of
information available to both internal and external users of firms’ disclosures. Against this backdrop,
this paper examines how integrated reporting is achieving the goal of improving information quality
by considering one of the key consequences of such improvement in information quality. We
examine the relationship between integrated reporting and firm total and systematic risk. Drawing on
theoretical motivations of agency theory and using a sample of firms listed on the Johannesburg
stock exchange, we observe that integrated reporting is associated with a reduction in both total and
systematic risk. The findings implies that integrated reporting provides useful information which
reduces information asymmetry and reduces firm risk.

Keywords: Integrated reporting, firm risk, systematic risk, cost of capital, South Africa.



PARALLEL SESSIONS 1 STREAM 1: ACCOUNTING AND TAXATION ROOM: A

Financial statement comparability and default risk

Paul André (HEC Lausanne)
Dionysia Dionysiou (University of Stirling)

loannis Tsalavoutas (University of Glasgow)

Abstract

We examine the impact of financial statement comparability on default risk and on the accuracy of
bankruptcy prediction models. We update the z- and o-score coefficients for the years 1987 to 2017
and incorporate financial statement comparability. We report the updated z- and o-scores as well as
three additional updated z- and o-scores that include three different comparability measures following
an expanding rolling window approach by 1) using all firms with available data, and 2) using only
firms in the same industry. The updated coefficients of our scores, industry-based or not, can be
widely used by the academic community when using the z- and/or o-scores, with or without the
inclusion of comparability. After applying Cox proportional hazard models and test their accuracy with
ROC curve estimations and decile forecasts of defaulters, report that both updated scores
(with/without) comparability have higher predictive ability to correctly forecast default, compared to
the existing scores without comparability, especially when the updated o-score is used. Additional
tests show that our scores improve the Cox hazard models’ predicting ability even when the
theoretical Black-Scholes-Merton bankruptcy equation is considered. We also report that the
inclusion of financial statement comparability improves the models’ predictive accuracy more when
information asymmetry is high. Finally, we address concerns that prior literature relates compatibility
with default risk of debt issuers, without estimating default risk. We provide the missing link between
comparability and credit ratings.

Keywords: accounting comparability, default, bankruptcy prediction, KMV-Merton, z-score, 0-score



PARALLEL SESSIONS 1 STREAM 2: DISCLOSURE AND GOVERNANCE ROOM: B

The power of the CEO and environmental decoupling

Ammar Ali Gull (Ecole Supérieure des Sciences Commerciales d’Angers),
Nazim Hussain (University of Groningen)
Sana Akbar Khanc (Lyon Catholic University & ESDES Business School )

Rene Peter Orijd (Nyenrode Business Universiteit)

Abstract

This paper examines the impact of the power of the chief executive officer (CEO) on environmental
decoupling. We define environmental decoupling as a gap between firm’'s claims about the
environmental sustainability and actual environmental sustainability performance. Based on the
managerial power theory, we argue that powerful managers are more involved in environmental
decoupling and use the environmental reporting in an opportunistic manner than their less powerful
peers. We analyze a dataset of 2,073 firm-year observations of US-listed firms for the period 2006-
2017. We find that powerful CEOs decouple firm’s environmental performance from environmental
reporting. These findings are robust to a battery of analyses and show that powerful CEOs do not
show true commitment towards corporate environmental sustainability. The results provide important
implications  for investors, policy makers and fund managers. Useful future research
recommendations are also provided to guide the research in the domain of environmental
sustainability.

Keywords: CEO Power; Environmental Decoupling; Greenwashing; Brown-washing;
Environmental Disclosure; Environmental Performance



PARALLEL SESSIONS 1 STREAM 2: DISCLOSURE AND GOVERNANCE ROOM: B

The Role of the Audit Committee characteristics in Disclosing
Tone: Evidence from FTSE350 Earnings Conference Calls

Salah Kayed (The Hashemite University)
Rasmi Megbel (The Hashemite University)
Omar Arabiat (The Hashemite University)

Khaled Hussainey (University of Portsmouth)

Abstract

This study aims to test the effect of audit committee’s attributes, namely size, independence,
financial expert and meetings attendance percentage, on the management tone information
disclosed through the earnings conference calls. Contextually, this is achieved using a sample of
non-financial FTSE 350 firms during the period 2010 to 2015. The findings reveal that audit
committee’s size, independence, financial expertise, and meeting attendance percentage, motivate
the managers to provide information in the form of narrative tone during the earnings conference call.
Overall, this study highlights the importance of audit committee characteristics in improving the
reporting quality through reducing the information asymmetry by motivating managers to disclose
tone during the earnings conference calls.

Keywords: Tone management, audit committee’s characteristics, agency theory, and earnings
conference calls.



PARALLEL SESSIONS 1 STREAM 2: DISCLOSURE AND GOVERNANCE ROOM: B

CEO Network Centrality and the Readability of 10-K Reports

Mohamed Elmahgoub (University of Southampton)
Kiet Duong (University of York)

Silvia Gaia (University of Essex)

Kamran Malikov (Univesrity of Essex)

Abstract

This paper examines how CEO network centrality affects the readability of 10-K reports. Relying on
social capital theories, we show that firms whose CEOs occupy a more central position in their social
network tend to issue less readable reports. Cross sectional analysis reveals that this association is
more pronounced for firms that are under greater pressure to meet market expectations, whereas it
is significantly weaker for firms with better internal and external corporate governance mechanisms
and firms with higher litigation risks. Collectively, our results suggest that social connections provide
CEOs with the incentive to opportunistically provide complex disclosures to mask firms’ fundamental
accounting information. Overall, we contribute to the literature by providing evidence that CEOs’
network centrality shapes the linguistic quality of their disclosure and forms an important determinant
of 10-K report readability.

Keywords: Readability; Narrative disclosure; CEO network centrality; Social network.



PARALLEL SESSIONS 1  STREAM 3: NON-FINANCIAL REPORTING ROOM: ARCARI

Non-financial information, financial analysts’ industrial
expertise, and target prices accuracy

Adam Aoun (EHL Hospitality Business School)
Michel Duboisb (University of Neuchétel)

Alain Schattc (University of Lausanne)

Abstract

We investigate whether analysts’ industrial expertise influences their ability to incorporate non-
financial information on the product pipeline (i.e., clinical trial disclosures by pharmaceutical firms)
into target prices. We find that analysts with a scientific education produce more accurate target
prices for biotechs only, for which there is a greater asymmetry of information. Moreover, the
disclosure of clinical trials reduces the accuracy gap between analysts with low and high expertise
(i.e., analysts with a scientific education) covering biotechs. Finally, scientific education is more
important for analysts with a short job tenure that cover biotechs. Overall, we show that clinical trial
disclosures contribute positively to target price accuracy, especially for less experienced analysts
who have less industrial expertise and cover firms with a high asymmetry of information.

Keywords Clinical trials, Financial analysts, Expertise, Target price, Accuracy.



PARALLEL SESSIONS 1  STREAM 3: NON-FINANCIAL REPORTING ROOM: ARCARI

Fighting climate change: The role of an integrated approach
to reporting on firms’ carbon performance

Diogenis Baboukardos (Audencia Business School)
Abdullahi Ishola (Essex Business School)

Musa Mangena (University of Nottingham)

Abstract

The urgent issue of climate change requires immediate actions from all quarters to remedy the
situation. The contribution of firms has attracted significant attention and discussions abound at
national and international level on how firms can be more responsible and accountable for their
carbon emissions. Our study examines how an integrated approach to reporting (IR) can be
deployed as a tool to drive firms’ understanding and management of their carbon emissions and its
implications. Using data from the Johannesburg Stock Exchange (JSE) which is the only capital
market where IR is being mandatorily adopted, this study draws on organizational learning to explore
how IR introduces new knowledge into firm and results in changes in firm behaviours. The results
show that the quality of an integrated reporting is strongly associated with better carbon
performance. The results are robust to a battery of sensitivity tests and overall support that IR
facilitates changes in the internal decision-making process regarding management of carbon
emissions.

Keywords: Climate change; Carbon emissions; Integrated Reporting; South Africa; Natural capital;
Environment.



PARALLEL SESSIONS 1  STREAM 3: NON-FINANCIAL REPORTING ROOM: ARCARI

Splodgeness Abounds: Business Models in Integrated
Accounting Reports

Gabriel Donleavy (University of New England)
Abstract

This paper draws on the experience of teaching eight successive cohorts of accounting majors at
both undergraduate and postgraduate level a unit in accounting theory. A regular piece of
coursework has been comparing two sets of integrating accounting reports for the undergraduates
and four sets for the postgraduates who also had to contrast them with GRI compliant reports. As
part of the assignment the students were required to explain and critique the business model
disclosed in the reports. Even with the most gifted students, this was the part of the assignment that
was usually done most imperfectly. After three years the writer decided to analyse all the reports to
ascertain the extent to which the reports themselves were responsible for the students’
misunderstanding, confusion and dogmatism. Provisional conclusions were drawn, and they were
tested against the performance of students in the fourth year and the reports that they used. It was
found that the firms themselves varied enormously in the clarity and neutrality with which they
presented their business models. The IIRC lays down a very clear and simple definition of the term
business model in its handbook, but it was ignored by most firms. This paper reports the patterns in
the business model presentations and discusses how fair it may be reasonable to take the deviation
from simple clarity to be a confirmation of the applicability of legacy theory to the newer accounting
reporting reports. It was expected there would be a significant difference between models in reports
issued in countries where integrating reporting has been mandatory, especially South Africa, and
purely voluntary reports. Apart from a few isolated cases there was no general systematic difference
between the clarity or simplicity of the business models from the two contrasting disclosure regimes.

Keywords

Business models, integrated accounting, value proposition, understandability, value creation.



PARALLEL SESSIONS 1  STREAM 4: DEVELOPMENTAL PAPERS ROOM: MAGNA

Tax aggressiveness and auditing: Evidence from Greece

Kalliopi Chatzi (International Hellenic University)

Abstract

Mechanisms’ design for the effective collection of corporate tax, has been a concerning issue over
the past years, at a global level. In 2011, a new tax law enforcement was applied, in Greece.
Certified individual auditors and audit firms are obliged to conduct tax audits on their client firms and
issue their opinion regarding auditee’s tax compliance. Audit offices partially play the role of
governments’ regulatory bodies, since tax authorities will audit, only a sample of these firms. |
develop a model which | will investigate the association between tax fees, derived from the tax audits
(tax audit fees) and auditee’s tax aggressiveness. | also examine the extent to which loss firms
change their tax policy regarding tax fees, by calculating a new tax aggressive measure existing in
recent prior literature1 . My results recommend that on average, auditees’ that follow moderate tax
policies usually pay higher tax audit fees, than auditees following aggressive tax policies. In contrast
to prior literature, that tax fees are considered to be a tax investment, auditees that follow moderate
tax policies prefer to pay higher tax audit fees, in order to avoid a rigorous tax audit from the Tax
authorities.

Key words: audit related services, tax services, audit fees, tax aggressiveness, tax avoidance



PARALLEL SESSIONS 1  STREAM 4: DEVELOPMENTAL PAPERS ROOM: MAGNA

A cross-country examination of voluntary tax disclosure
practices

Reggy Hooghiemstra (University of Groningen)
Irene Burgers (University of Groningen)

Jos Offerein (University of Groningen)

Abstract

Global firms like Ikea, Starbucks, Google and Amazon long had complicated tax structures. In the
past couple of years these (and other) firms have been increasingly scrutinized by both the financial
press and special interests groups (like Oxfam) and it has been suggested that these firms may not
be paying their fair share of corporate taxes. That is, these firms are perceived to engage in tax
avoidance, which refers to choices - offered by (international) tax laws - a firm's manager makes to
pay a low amount of income taxes relative to corporate pre-tax earnings. Clearly, engaging in tax
avoidance, despite not being illegal, may create adverse reactions from important internal and
external stakeholder groups as for instance Starbucks recently experienced. Partly as response to
this increased scrutiny, firms are increasingly paying attention to being “tax transparent”. Tax
transparency ideally involves a firm disclosing information on, amongst other aspects, its effective tax
rate, its tax strategy, a description of the firm’'s tax control framework (detailing how the
implementation and execution of the tax strategy is monitored), as well as a description on why tax is
an integral part of its business principles. The disclosure of this information should enable the firm’s
stakeholders to better understand the firm’s tax choices. Yet, despite recent developments like GRI
207 and the EU directive on Corporate Sustainability Reporting, to date no legal requirements exist
regarding what to disclose about the firm’s tax strategy and policies and, hence, these tax
disclosures are made on a voluntary basis. Accordingly, it is likely that differences between not only
firms in a single country emerge, but also that the level of tax disclosures will differ between
countries. In this project, we propose a contextually embedded approach to tax disclosure practices
that considers diversity within countries and among countries. Given that firms’ key decision makers
have their own preferences in terms of voluntary tax disclosures, also reflecting that they potentially
see the cost and benefits ensuing from these disclosures differently, and given that choices of these
actors within a country also reflect that prevailing formal and informal institutions are different
between countries, we approach the voluntary tax disclosure choice as a corporate governance
“bundle”. Such approach implies that country-levels pressures ensuing from formal and/or informal
institutions and internal corporate governance mechanisms interact. Employing a unique dataset on
tax disclosure practices for the period 2018-2021 for firms headquartered in more than 20 countries
across the globe involving around 2,500 firm-year observations, this project attempts to explain
patterned variations across firms and their institutional environments as regards a relatively new, yet
increasingly important form of disclosure.



PARALLEL SESSIONS 1  STREAM 4: DEVELOPMENTAL PAPERS ROOM: MAGNA

Exploring analyst views for insurance firms in the EU/EEA

Evangelos Seretis (University of Glasgow)
Mark Aleksanyan (University of Glasgow)

loannis Tsalavoutas (University of Glasgow)

Extended abstract

Solvency Il was implemented in 2016 as a regulatory framework relevant to EU/EEA insurers (EU
2009, 2015), following a holistic, risk-based framework with a similar 3-Pillar architecture to the Basel
Accord (Swain and Swallow 2015; Erdelyi 2016). The first pillar quantitatively defines the risk-based
capital and capital requirements, the second pillar qualitatively defines governance related issues,
such as the “Own Risk and Solvency Assessment (ORSA)” and the third pillar communicates the
risk-based information from the two pillars to supervisors (through Regular Supervisory Report -
RSR) and the public (through Solvency and Financial Condition report - SFCR) (Eckert and Gatzert
2018; EU 2015). Focusing on the SFCR, and contrary with the previous framework (i.e, Solvency ),
regulators mobilise Pillar 3 public disclosures to address stakeholders’ attitude towards the
opagueness and limited disclosures of the insurance industry (EIOPA 2015). Thus, the transition to
Solvency |l framework marked a new era for regulators and firm stakeholders, as regulators now
share effective supervision of insurance undertakings with their respective stakeholders through
Pillar 3 disclosures, as part of a market discipline process.

However, evidence indicates that insurers might provide preliminary solvency Il related information
through the earnings announcements/conference calls (PRA 2017). This is also illustrated from some
evidence on voluntary Solvency Il disclosures made before mandatory SFCR reporting and there is
some evidence that during this presentation of preliminary results analysts may also show interest on
non-prescribed metrics, such as the organic/free capital generation (Honour 2016; Mercer/Guy
Carpenter 2017; KPMG 2019). While corporate reporting is considered as the primary channel of
information communications, firms engage and communicate with analysts through various channels,
such as press releases, investors’ presentations and conference calls (Baumann and Nier 2004).
Thus, there is ambiguity over the source of information (SFCR versus earnings calls) that analysts
use. This argument is also strengthened due to the timing of SFCR disclosures. The SFCR reporting
deadline was initially set for 26 weeks after the fiscal year end (for group reporting), decreasing by
two weeks each year up to 2020. Considering the gap between annual reporting (earlier the year)
and SFCR reporting, analysts might initially look for Solvency Il specific information in earnings

announcements as it these are more promptly disseminated. Considering that analysts are among
the main recipients of the report (EIOPA 2017, 2020a, 2020b; EU 2021), an open empirical question
is how analysts incorporate this information in their assessment.

The discussion unveils a lack of knowledge over analysts’ information processing practices,
information environment and information properties in the advent of Solvency Il. The study adopts a
multi-theory approach (in a similar way with Cormier, Magnan and Van Velthoven; 2005; Ntim,



Lindop and Thomas 2013; Abraham and Shrives 2014) to explain insurers’ and analysts’ motives to
disclose and use Solvency Il information, respectively. Additionally, the analyst information
processing framework (Bradshaw 2009; Abhayawansa, Aleksanyan and Bahtsevanoglou 2015) is
used to explore analysts’ perception and use of SFCR and Solvency Il information, information
processing and output. All the above are summarised in the following propositions:

- Proposition 1: Analysts show interest on Solvency Il information in general and they attempt to
obtain it as early as possible (and prior to the SFCR publication)

- Proposition 2: Analysts use SFCR and Solvency Il information during their assessment process

- Proposition 3: Analysts incorporate SFCR and Solvency Il information in the research product
(analyst reports)

The current study is exploratory in nature. Prior literature on sell-side analysts is mainly skewed
towards positivistic and archival studies to explore determinants of analyst forecast outcome (e.g.
Horton et al.,, 2013; Anolli, et al., 2014). However, this line of research does not provide direct
evidence on analyst decision making process, in other words the “black boxes” of analyst information
processing and related activities (Bradshaw 2009; 2011) in an interpretative manner. To explore the
stated propositions, semi-structured interview method is preferred, as it allows for direct feedback on
the perceived information usefulness by the users (see Georgiou et al., 2021; Mazzi et al. 2022).
Settings where semi-structured interviews with analysts are followed include studies in the
usefulness of intellectual capital (e.g. Abhayawansa et al 2015), valuation models (e.g. Barker and
Imam 2008) and decision usefulness of accounting information and methods (e.g. Georgiou 2018;
Georgiou et al. 2021; Mazzi et al. 2022).

To explore the stated propositions, evidence from eight interviews with nine analysts are used (five
interviews with sell-side analysts and three interviews with credit analysts). Sell-side analysts
possess key position as information intermediaries, with the analyst output being

publicly available in the analyst reports. While their objective, assessment and production output are
different compared with credit analysts, the latter are considered as potential pool of interview
participants. Their views can shed additional light on the usage and perception of Solvency Il
information more widely, as their work is to assess downside risk and have a greater set of
information, both public and private, thus enhancing the arguments around the use of SFCR and
Solvency Il information by market participants (EIOPA 2015, 2017).

Regarding proposition 1, the discussion illustrates a relative preference of earnings/conference calls
over SFCR as primary source of information, mainly attributed to SFCR’s late reporting deadlines,
duplication of annual report material in SFCR, language barriers of solo reporting and cost of
processing information at industry level. Combined with existing evidence, discussion unveils a
connection between analysts’ information needs and insurers’ motive to disclose, showing legitimacy
motives on both sides for the incorporation and disclosure of relative information, respectively.
Additional insights include the relevance of Solvency Il ratio and respective components, deficiencies
in other aspects of insurers’ reporting and dynamic change in the reporting and information
environment. Thus, the first proposition is confirmed, though using Solvency Il information from
voluntary channels rather than SFCR reporting.

Regarding proposition 2, analysts seem to use Solvency Il disclosures mainly as part of an opinion
forming process, where the information provided validates their assessment rather than being used
as direct input in the valuation/assessment process. Discussion unveils that direct use of Solvency |l
information as input for assessment is inherently limited by the nature of disclosures while the



perceived usefulness might be moderated due to comparability issues and industry relevance of
information. Since the Solvency Il disclosures are utilized mainly for opinion shaping, proposition 2 is
confirmed while additional dimensions come to the surface. Finally, in terms of proposition 3,
analysts express the importance of Solvency Il disclosures on the narrative discussion as part of the
new information era, where Solvency Il forms significant part of it. Moreover, analysts accommodate
investors’ informational needs over Solvency Il, as the relevant information provided by insurers is
difficult to be interpreted. Thus, clients/investors prefer a simplified version of Solvency Il information
and discussion of results. Therefore, the third proposition is confirmed, though not as discussion of
valuation process and final output but, rather, collecting, repackaging, and disseminating relevant
information to analyst clients/investors.

Contextually, first the current study expands the knowledge in two directions. From an academic
perspective, it advances the existing evidence to the risk reporting and insurance

literature by providing evidence on the analysts’ information needs and use of information in the
insurance industry (e.g. Horing and Griindl 2011; Nissim 2013a, 2013b). Second, it adds to the wider
literature on the usefulness of accounting information by analysts (e.g. Georgiou 2018, Georgiou et al
2021, Mazzi et al 2022). From a practical and policy perspective, it contributes to the knowledge of
regulatory authorities. From the initiation of the Solvency Il, there is a continuous discussion over the
content and usefulness of Solvency Il public reporting, both at national (PRA 2017) and
supranational contexts (EIOPA 2017). With the most recent and relevant being the Solvency Il 2020
review and amendment of existing regulation based on that, the study provides useful insights for
consideration, both for regulators and practice.

Keywords: Solvency and Financial Condition Report, SFCR, Solvency Il, analysts’ information
processing

JEL Classification: G22, G28, M41



PARALLEL SESSIONS 2 STREAM 5: CORPORATE GOVERNANCE  ROOM: A

The Impact of CEO’S Personal Traits on Organisational
Performance:

Evidence from Faith-based Charity Organisations

Andrea Melis (University of Cagliari)

Tasawar Nawaz (University of Plymouth)

Abstract

This study examined whether and how CEO’s personal traits (gender, altruism, age, and founder)
influence organisational performance. Building upon upper echelons theory, this study develops a
conceptual framework that gives explicit recognition to how the institutional environment surrounding
the CEOs shapes their characteristics, which, in turn, are reflected in the different organizational
strategies and performance. This study moved beyond the existing focus on for-profit corporations
and conducts the empirical analysis on a novel, hand-collected, longitudinal dataset of 1,342 firm-
year observations of 128 faith-based charity organisations operating in a major developing, Muslim-
majority country in the period 1996-2019. This study revealed that those faith-based charity
organisations led by CEOs with specific personal traits (woman, altruistic, young and founder) exhibit
better organisational performance. Importantly, it has also documented that the relationship between
CEO personal traits and organisational performance is likely to be enhanced when the CEO is also
the founder of the faith-based charity organisation, given the greater latitude of managerial discretion
that a CEO has in managing the organisation. Our findings have important implications for individual
charity organisations, their board of directors, their stakeholders, in particular the communities they
serve, as well as the whole society where they operate.

Keywords: corporate governance, charity performance, faith-based charity organisations.



PARALLEL SESSIONS 2 STREAM 5: CORPORATE GOVERNANCE  ROOM: A

EXPLORING THE QUALITY OF CORPORATE
GOVERNANCE DISCLOSURE UNDER THE ‘APPLY AND
EXPLAIN’ APPROACH: THE CASE OF AN EMERGING
ECONOMY

Yuveshna Gowry (University of Mauritius)
Ushad Subadar-Agathee (University of Mauritius)

Teerooven Soobaroyen (University of Essex)

Abstract

The quality of corporate governance disclosure under the ‘comply or explain’ approach has been the
subject of numerous criticisms, leading to calls for an ‘apply and explain’ approach. The study thus
aims to assess the quality of corporate governance disclosure following adoption of the principles-
based National Code of Corporate Governance for Mauritius (2016). It adopts a content analysis
and follows the typology developed by Shrives and Brennan (2015) to analyse the annual reports
of SEM listed companies over the financial years 2018-2019 and 2019-2020. Firstly, the paper
reveals variations in corporate governance disclosure scores between companies - disclosure
levels of some companies are relatively low as opposed to others. Secondly, one observes a sub-
optimum use of the corporate governance report with a tendency to disclose certain corporate
governance information in other parts of the annual report. Thirdly, an improvement in
comprehensiveness is observed with more firms providing explanations aligned to the eight
principles of the code as well as reasons for non-application. Fourthly, one however finds
legitimacy seeking behaviour in the selective disclosure of governance information. Finally, the study
draws from the upper echelons perspective and finds a positive association between directors’
network and the quality pf corporate governance disclosure. Altogether, the findings reveal that an
‘apply and explain’ approach does not necessarily bring further improvements in the quality of
corporate governance disclosure.

Keywords: corporate governance; disclosure; apply and explain; emerging economy.



PARALLEL SESSIONS 2 STREAM 5: CORPORATE GOVERNANCE  ROOM: A

The market for non-executives: The impact of accounting
scandals on audit committee members’ future careers.

Yasser Eliwa (Loughborough University)
Noel O'Sullivan (Loughborough University)

Ahmed Saleh (Coventry University)

Abstract

This study investigates whether the directors’ labour market penalises non-executive directors for not
fulfilling their monitoring responsibilities through reduced future board appointments in the wake of
publicised accounting scandals. More specifically, we examine the impact ofpublicised accounting
scandals on the subsequent directorships of audit committee membersof the company involved in it.
To this end, we take the occurrence of an accounting scandal in a firm as our measure of
ineffective monitoring role, and we track changes to the future directorship appointments of
380 audit committee members in 100 UK listed firms for five years post the accounting
scandals from 1993 to 2016. Our results show that accounting scandals do have a significant
negative impact on the subsequent directorships of audit committee members in terms of
number and quality. We also find that the impact of accounting scandals on the subsequent
directorships of audit committee members is more significant for female audit committee members.
In a broader context, this study allows us to understand whether the market for non-
executive directors effectively identifies low-quality monitors when making new board
appointments. It is considerably important in the UK context since it relies heavily on the monitoring
role of non-executive directors even though we know little about their selection.

Keywords: Accounting scandals; audit committee; corporate governance; non-executive directors,
The UK



PARALLEL SESSIONS 2 STREAM 6: ACCOUNTING STANDARDS ROOM: B

Public sector accounting trying to be finance: the Italian and
the IPSASs’ approaches to fair-value measurement method
for financial derivatives

Davide Eltrudis (University of Cagliari)

Fabrizio Tesseri (Italian Ministery of Economy)

Abstract

The measurement method for financial derivatives envisaged by the International Public Sector
Accounting Standards (IPSASSs) is not apt for European countries that use a nominal value basis. As
laid down in these standards, derivatives should be measured at fair value, the best-suited
measurement method when held for trading purposes. However, IPSASs envisage special hedge
accounting treatment when derivatives are used for hedging purposes. It may introduce opaqueness
into public sector accounting, which the European Commission is concerned about. The article
compares the IPSASs’ implementation of fair-value measurement with that of Italian
accounting standards. The comparison clarifies that it is possible to overcome the concerns
about implementing fair value in countries under cash accounting. Indeed, derivative positions can
be measured by the nominal value of resources required to hedge the liability measured at historical
cost. Unlike the IPSASSs that require the measurement at fair value anytime, the Italian standards ask
to exhibit an exit value only in the event of effective exit from those derivative positions. This
approach seems to be more respectful of public sector features whilst providing market
assessment in case of liquidation.

Keywords: IPSASSs, Italian accounting standards, fair value, derivatives



PARALLEL SESSIONS 2 STREAM 6: ACCOUNTING STANDARDS ROOM: B

The joint impact of industry competition and information
environment on the value relevance of goodwill impairments:
International evidence

Ahmad Alshehabi (International Business School Suzhou)

Hussein Halabi (Cardiff Business School)

Abstract

In this paper, we examine the impact of industry-level competition and information environment on
the relevance of goodwill impairments using a large sample of 21,224 firm-year observations from 21
IFRS-adopting countries over a 14-year period (2005-2018). We find that firms facing higher product
market competition tend to report impairment losses that are of relevance to investors’ equity
valuation decisions, consistent with the notion that firms in competitive industries are subject to
greater scrutiny and have less incentives to manipulate their impairment reporting. Further, we find
that the impact of industry competition is more pronounced in rich information environments (i.e.,
market-based economies), consistent with information environment playing a more important role in
increasing the level of trust between investors and firms. The impact of competition on the
relevance of impairment information is more salient for firms in strong regulatory environments,
less secretive culture, or firms with high analyst coverage, low insider ownership, and greater
international exposure; it is however less salient in the crisis period. Our main results are robust to a
battery of robustness checks and after controlling for endogeneity using propensity score matching
method.

Keywords: Value relevance, goodwill impairment, product market competition, information
environment, and secrecy
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Does the Level of Enforcement shape the Complexity in
Accounting Standards?

Ana Morais (ISEG - Lisbon School of Economics & Management)

Inés Pinto (ISEG - Lisbon School of Economics & Management)

Abstract

We investigate how the level of enforcement shapes the complexity in accounting standards. Based
on Baudot et al. (2018), we use a new measure that conceptualises complexity based on two
theoretical dimensions: multiplicity and diversity. Multiplicity is the number of choices and the amount
and nature of the information required by the accounting standard and diversity is related to the
number of concepts and treatments across standards and between different sets of standards. First,
we calculate the complexity score by analysing the content of each international financial reporting
standard (IFRS) and international accounting standard (IAS), in 2018. Second, we study whether the
level of enforcement affects accounting complexity. We use the number of enforcements published
by European Securities and Markets Authority (ESMA), between 2005 and 2018, which involved a
specific accounting standard (IFRS or IAS). Based on all IAS and IFRS effective at the end of 2018,
our results show that accounting standards with a higher number of enforcements by ESMA are also
more complex. This result shows that enforcement seems to be an important factor that explains the
level of complexity of an accounting standard. This study makes several contributions to the
research. First, we use a new measure of the complexity in accounting standards that is based on
the theoretical dimensions of complexity that Baudot, et al. (2018) identify. Some studies use a
variety of measures for the complexity in accounting standards such as the rules-based continuum
score (RBC) (Mergenthaler, 2011; Donelson, et al., 2012) and the PSCORE (Folsom, et al., 2017) as
well as the length of the report (Guay, et al., 2016; Miller, 2010) and its readability (Bonsall, et al.,
2017; Li, 2008; Miller, 2010; Lang & Stice-Lawrence, 2015). Our measure differs from these
measures of complexity because it is based on a description of theoretical dimensions of complexity
(Baudot, et al., 2018) rather than being a quantitative proxy. Second, this study contributes to the
debate of the interdependence of enforcement and accounting regulation. Previous studies provide
evidence that the adoption of accounting standards can influence the nature and the level of
enforcement. For example, several studies show that rules-based accounting standards affect
litigation (Donelson et al., 2012; Grenier et al., 2015). Conversely, enforcement mechanisms can also
influence accounting standards. Due to this interdependency, it is reasonable to expect that
accounting standards evolve in concert with other elements of the institutional framework to facilitate,
among other things, financial enforcement. We extend the research by showing that the level of
enforcement also plays an important role in the accounting standards’ complexity. A higher scrutiny
of some accounting standards application, measured by the number of enforcements published by
ESMA, seems to motivate International Accounting Standard Board (IASB) to introduce amendments



and revisions to accounting standards, making them more complex. Therefore, this study is
particularly relevant for regulators in the accounting, auditing, and enforcement fields, since it

provides evidence how enforcement contributes to increase the level of complexity of accounting
standards.
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The invention of double entry bookkeeping

Alan Sangster (University of Aberdeen)

Abstract

This paper uses the available evidence, causal analysis, and transaction cost theory to construct an
explanation for the invention and diffusion of double entry in 12th and 13th century northern Italy. In
doing so, it focuses on the surviving entries from the ledger of Florentine bankers in 1211and the
legal environment of the period. It confirms, for the first time in the accounting literature, that it was
kept in a detailed and sophisticated form of double entry. It finds that double entry was invented by
bankers, probably in the 12th century, to meet the need to address business risks arising from a lack
of cash, debt default, and related disputes within a legal framework that required that all relevant
information was kept in detailed business records supported by evidence signposted in those
records. For the first bankers to adopt double entry, the transaction costs of using double entry were
less than the implicit costs of not doing so. The method then diffused among northern Italian bankers,
followed by merchants, government, charities, and households.
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Is it (still) a shareholder’s world? Social representations of
stakeholders versus shareholders in the corporate field

Renata Stenka (Henley Business School)

Emre Parlakkaya (Henley Business School)

Abstract

Given a greater acknowledgement of the implications of corporate activities for society and
the environment, there is a growing demand for corporations to be accountable to more than
shareholders. In this era of stakeholder capitalism corporations must act, or at least be seen to act,
in more stakeholder ‘engaging’ or ‘empowering’ ways. In our paper, we draw on the CDA
paradigm grounded in the intimate relationship between language use and social cognition to
analyse texts of integrated reporting that we consider a window to a (supposedly) forward looking’
corporate mind to learn how stakeholders are thought about in the corporate filed. In this
way, we address an important question. That is, whether the ever-increasing ‘stakeholder talk’
is reflected in collective ways of thinking in the corporate arena. This is a crucial question as the
success of any organisational or social change is predicated upon, and conditioned by, changes in
our collective (here corporate) mentality.
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Asymmetric Cost Behavior in the Neighborhood: Evidence
from Natural Disasters

Sara Longo (Free University of Bolzano)
Lorenzo Dal Maso (University of Bologna)
Sven Hartlieb (University of Bamberg)

Francesco Mazzi (University of Florence)

Abstract

Using a sample of publicly listed U.S. companies covering the period 1992-2019, we examine how
managers respond in terms of asymmetric cost behavior when their firm is located in the
neighborhood of a county hit by any type of natural disasters. Because natural disasters
induce uncertainty, they constitute a suitable setting to explore managerial behavior in order to
predict whether these neighbor firms would assume a sticky cost behavior. We find that neighbor
firms of disaster areas react expecting an increase of future demand lowering the same SG&A costs
(anti-sticky behavior).  Further we assess if our first results are driven by an empire building
behavioral approach, exploring specific characteristics of the CEOs (CEO tenure, CEO age
and CEO compensation) of neighboring firms. We find a positive relation between anti-sticky cost
behavior and neighbor firms when CEOs are younger and have lower compensation and finally for
CEOs with shorter tenure. Overall, our results suggest that corporate anti-sticky cost behavior is
determined by a mitigated CEOs empire building approach.

Keywords: Asymmetric cost behavior, Empire building behavior, Natural disasters.
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Sustainability Performance and Corporate tax a-Taking:
Evidence from the Tourism Services Industry

Omneya Abdelsalam (Durham University)
Antonios Chantziaras (International Hellenic University)
Vassiliki Grougiou (University of Madedonia)
Stergios Leventis (International Hellenic University)

Nikos Tsileponis (University of Bristol)

Abstract

Corporate sustainability performance (CSP) measures the degree to which firms incorporate
economic, environmental, social and governance concerns into their business processes, and by
extension, the influence these factors exert on the firm and the society at large (Artiach et al., 2010).
Firms often encounter challenges and adversities that can potentially threaten corporate value and
sustainability (Sharpe, 1964). In this respect recently, CSP in the tourism industry has received
increasing attention from a wide range of audiences, including managers, shareholders, investors,
regulators, customers, watch-dog committees and the media (Font & Lynes, 2018; Kim, Kim, &
Mattila, 2017; Su & Chen, 2020). We investigate the impact of corporate sustainability performance
(CSP) on the tourism service industry corporate risk-taking (CRT). We employ the tenets of
stakeholder theory and resource-based view (RBV) and an international sample of 274 tourism firms
for the period 2002-2018. We demonstrate a negative association between CSP and CRT, which is
more pronounced when investment companies and pension funds act as controlling shareholders.
Our analyses reveal that tourism firms with better CSP have significantly less risk of volatile earnings
(around 2.25%) and probability of failure (around 25%), as proxies of corporate risk-taking, compared
to their poor CSP counterparts. Our findings are robust to endogeneity and model misspecification.
The study contributes to a growing literature in tourism examining the corporate outputs of CSP (e.qg.,
Font & Lynes, 2018) and more specifically to the literature investigating the risk-reduction hypothesis
(e.g., Jung et al., 2018; Kim et al., 2017). It also extends RBV literature (e.g., Barney, 1991) by
indicating that the linkage between CSP, services traits and stakeholder expectations can work as a
strategic resource that enables tourism firms to respond more effectively to the society’s interests
and at the same time generate superior business performance. Overall, we add new evidence
suggesting that CSP generates concrete positive outcomes for tourism firms, an effect which is
moderated based on the identity of controlling shareholders.

Keywords: Tourism service industry, corporate sustainability performance, corporate risk, ESG
performance
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FROM ECOLOGY TO ECONOMY-Governance and
communication of corporate and public organizational
efforts to promote the goals of biodiversity in Agenda 2030

Gunnar Rimmel

(Henley Centre for Accounting Research and Practice, Department of Business Informatics,
Systems and Accounting at Henley Business School, University of Reading, UK)

Abstract

How is biodiversity measured, operationalised and communicated to achieve the UN's global goals
for Agenda 2030? This case study of a major Swedish municipality focuses om economists
and ecologists collaborate to examine how companies and public organizations measure and
report their efforts in practice to achieve the biodiversity goals set in the SDG’'s and Sweden’s
Generation Goal. This research wants to change traditional silo thinking. Ecologists have great
knowledge about measures to create biodiversity indicators. Knowledge and skills of accountants
is to account, report and communicate results. The interaction between both to develop and
communicate biodiversity indicators can play a substantive role in studying the achievement of the
SDGs. A major positive impact on accounting for sustainability are the global Sustainable
Development Goals (SDG) adopted by the United Nations (UN) General Assembly at the end of
2015 in connection with the UN's Agenda 2030. The 17 sustainable development goals place
increased demands on accounting for sustainability and strengthen its position against the
traditional financial accounts. Although the 17 SDG set global targets, they do not illustrate
how these goals ought to be measured, controlled or communicated at an operational level
within organizations and to external stakeholders. On a national level Sweden developed its
own environmental objectives to achieve a Generational Goal. The Generational Goal is guiding
environmental action to achieve environmental change within one generation and builds upon
16 Environmental quality objectives, which progress is measured by milestone targets. The
measurement of milestone targets ought to be measured within organisations at the
municipality level and reported to Swedish authorities, which will aggregate the municipality
data to a national account and Generational Goal achievement. Existing research within social,
environmental and sustainable development discusses about how accounting research is
relevant for specific sustainability goals. Such specific goals are SDG 14 Life below water and SDG
15 Life on land, which are focusing on biological diversity. Biodiversity accounting can play an
important role in achieving the national and international environmental goals for biodiversity.
In the area of biodiversity, high-level global commitments have formed into distinct requirements
that affect organizations. Although, focusing on the development of methods to measure and
report biodiversity, disciplines like ecology and economy do not necessarily work interdisciplinary
and learn from the different fields’ of knowledge. This case study about a Swedish municipality
identifies and develops the energizing effects of committing to report and measure to an SDG
framework in guiding organizational policy and action. The SDGs and their potential have only just
started to make an appearance in the accounting literature. However, so far there is little research to
break with traditional silo thinking, following either the path of ecology or economy. In this
study, it is argued that both disciplines can learn a great deal from each other. Ecologists have great
knowledge about measures to create biodiversity indicators. Within economy, there are



knowledge and skills of accountants that can enable measurement areas, valuation methods,
reporting and results management. Accounting academics can and should play a substantive role in
helping embed policy and action at an organizational level in a way that contributes toward
achievement of the SDGs by reporting quality indicators.

The aim of this study is to contribute to achieve the UN's global goals for biodiversity by
studying how companies and public organizations govern and communicate their efforts for a
Swedish municipality. In this case study economists and ecologists have collaborated to
examine how companies and public organizations measure and report their efforts in practice to
achieve the biodiversity goals set in the SDG’s and Generation Goals for a Swedish
municipality. More specifically the following research questions are examined: a. What measures of
biodiversity are developed and used within ecological research? b. How are the biodiversity
objectives operationalized and measured by companies and public organisations? c. How are
biodiversity measures communicated to achieve SDG goals? d. How are operationalized biodiversity
measures followed up ?e. How are conflicts managed between ecological and financial goals?

Keywords: SDGs, Biodiversity Indicators, Case Study, Sweden
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Beyond the scope: does Directive 95/2014/EU impact US
cross-listing companies?
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(Department of Law and Economics of Productive Activities, Sapienza University of Rome, Rome, Italy)
Paola Paoloni

(Department of Law and Economics of Productive Activities, Sapienza University of Rome, Rome, Italy)

Salvatore Principale*

(Department of Law and Economics of Productive Activities, Sapienza University of Rome, Rome, Italy)

* Corresponding Author
Abstract

Directive 95/2014 /EU (EU Directive) influenced the non-financial information disclosure of European
companies (Korca & Costa, 2020; La Torre et al., 2018; Lombardi, 2021; Lombardi, Cosentino, et al.,
2021; Lombardi, Schimperna, et al., 2021). Additionally, the Corporate Social Responsibility Directive
(CSRD), which is estimated to impact about 50,000 businesses, will have major impacts on
businesses, requiring further non-financial information in the ESG scenario. The broad scope of the
new Directive may also impact companies from different contexts, such as US companies. For
example, EU subsidiaries of US companies may be required to provide more information. Cross-
listing companies could also fall within the scope of the CSRD. This study aims to assess whether
EU Directive has already influenced the disclosure of US cross-listing companies. We based our
research on institutional theory, referring to the mimetic isomorphism process (Cho et al., 2021;
DiMaggio & Powell, 1983): the mimetic process concerns the tendency of managers to emulate the
virtuous attitudes and behaviors of other organizations. Competing in the same markets, US
companies, although not obliged, may have implemented their reporting systems and adapted them
to the information needs of European stakeholders. A recent study that addressed the issue of the
internationalization of CSR by comparing US companies and their Polish subsidiaries suggests that
external pressures may be a determining factor in corporate disclosure (Cho et al., 2021). Therefore,
US cross-listings, operating in the European context, may have emulated virtuous behavior in terms
of sustainable reporting to obligated companies. Thus, we analyzed the disclosure before and after
the introduction of EU Directive on two groups of comparable companies. We identified companies
using the Capital 1Q Database while selecting a comparable sample of European companies using
the Amadeus BvD database. Of the US cross-listings listed in Europe, we selected a random sample
of 20 companies, a humber considered appropriate for the study of the phenomenon (Terblanche &
De Villiers, 2019). We carry out a Difference-in-differences to empirically verify the validity of the
hypothesis. The results can be useful for academics, practitioners and regulators.

Keywords: non-financial information; sustainability reporting, Directive 95/2014 /EU; CSRD;
accounting regulation; cross-listing, institutional theory, European companies; US companies
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Tracking pro-environmental behavior with environmental
disclosures: case study of Polish listed companies

The Monika Wieczorek-Kosmala (University of Economics in Katowice)

Marco Papa (Universita’ di Bari)

Abstract

Purpose of the study In our paper we report the first results of the research project targeted at
tracking pro environmental behavior of Polish companies, by following their environmental
disclosures in sustainable reportsl. Poland offers unique experimental setting for this research due
to its relatively short history of sustainability reporting and the anxieties over the successful
implementation of the Directive 2014/95/EU (Dumitru et al. 2017, Tylec 2020, Matuszak & Rdézanska
2017). At the same time, among the EU peripheral countries, Poland remains the only one that offers
a relatively large sample for the investigations. Thus, the relative homogeneity of the sample, given
the historical and legislative cross-country differences is maintained. The aim of this paper is to
examine the effects of the implementation of the Directive on the informativeness of environmental
disclosures of Polish listed companies. In particular, we compare the pre-disclosure period (2016)
with the post-directive periods (2018 onwards), to add to the growing stream of the literature that
revises the effects of the Directive implementation over time (e.g. Mio et al. 2020, Cordazzo et al.
2020, Papa et al. 2022). We hypothesize that the effect of the Directive implementation was a short-
term one, and in the aftermath of the Directive implementation the concerns about the material
effects prevail over the concerns about the informativeness of the environmental disclosures.
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What drives loan loss reserves? An empirical investigation in
the European banking sector

Fiorenza Meucci (University of Naples Federico Il)
Flavio Spagnuolo (University of Naples Federico Il)

Annamaria Zampella (University of Naples Federico II)

Abstract

The aim of this study is to verify the impact of the new rules about the Expected Credit Loss model
(ECL) required by IFRS 9 on the amount of banks’ Loan Loss Reserves (LLRs) according to their
business model, their listing status, and their systemic risk. Scholars have claimed a generalized
increase in banks’ LLRs after the introduction of the new standard because ECL is not related to a
trigger event (as in the case of IAS 39). Adopting a sample of 5,147 listed and unlisted European
banks, main results show a negative relation between originate-to-distribute business model and the
amount of LLRs, and a positive relation with the listing status and systemic risk. This research is
valuable for academics, investors, banks’ regulators and supervisors because it supports system-
wider macroprudential approach to bank regulation. Yet, this study enriches the scientific debate on
this issue.
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Trade Credit versus Bank Credit: Evidence from SMEs’
Adoption of FRS102

Omar Arabiat (The Hashemite University)
Yun She (Henley Business School)

Liang Han (Henley Business School)

Abstract

In this study, we introduce the voluntary adoption of FRS 102 (UK GAAP) into the relationship
between trade and bank financing by using a manually-collected sample of 2,314 firm-year
observations for 248 UK SMEs (2009-2019). Our key findings suggest that the moderating effect of
FRS 102 adoption can vary, depending on the intermediary role played by the SMEs, i.e., whether
they are the receiver or supplier of trade credit. UK SMEs would use bank finance to substitute trade
credit received from suppliers before the inception of FRS 102, whereas we document an increased
reliance on the trade credit received because of restricted access to long-term bank loans after the
adoption of FRS 102. Given that we observe a steady decline in the level of long-term debt, and an
increase in trade credit received over the sample years. We suspect that the enhanced quality of
financial information disclosure associated with the adoption of FRS 102 has facilitate bank
monitoring. Suggesting that such information might be more likely to trigger debt covenants and thus
attract more intense monitoring. Hence, firms might switch to trade credit after FRS 102 adoption.
Conversely, when SMEs are the suppliers of trade credit, for example, to their customers, the
transition to FRS 102 does not affect their decision over using trade or bank credit, which confirms
our conjecture that the intermediary relationship between SMEs and their customers is less
susceptible to the enhanced quality of accounting information disclosure.

Key words: trade credit; bank credit; SMEs; FRS 102; old UK GAAP.
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The Big Four versus a competition regulator: A strategic
framing perspective

Neil Dunne (Trinity Business School)
Niamh Brennan (University College Dublin)

Collette Kirwanc (Waterford Institute of Technology).

Abstract

This research extends understanding of how the Big Four resist regulation, and how regulators
challenge this resistance. Through the lens of framing theory, and deploying a longitudinal
perspective, we theorize an interaction between the Big Four and a competition regulator as a turn-
taking sequence of inter-party moves comprising strategic frames and frame disputes. We unveil a
context where the strategic frames of powerful global entities are robustly disputed by an
“‘unsophisticated” audience in the guise of a non-expert regulator. Additionally, in deploying
Goffman’s relatively under-used ‘frame disputes’ concept, we augment the auditor lobbying literature.
To examine Big Four strategic frames and the Regulator’s frame disputes, we close-read regulatory
proposals, Big Four consultation responses and the Regulator’s final report. We find that the Big Four
mobilize numerous strategic frames to oppose the Regulator’s proposals and that these frames
evolve during the interaction. However, we also find that the Regulator disputes the Big Four
strategic frames. Despite the Big Four's size and expertise, their strategic frames only partially
succeed in influencing their Regulator audience.

Keywords Big Four; audit; lobbying; strategic frames; frame disputes; Erving Goffman.
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From management obfuscation to auditor obfuscation.
Verifying auditor independence through opinion readability

Luca Ferri (University of Naples Federico II)

Marco Maffei (University of Naples Federico II)

Purpose

This paper aims to assess the issue about auditor independence by verifying the “auditor
obfuscation hypothesis "considered as a situation in which auditors loss their independence by
writing an  opinion less readable to obfuscate customers’ bad performance.
Design/methodology/approach: To this aim we employed a sample of European listed bank. We
carried out a multiple regression model using, as dependent variable, the Gunning Fog index,
which considers the computational linguistic difficulties and the length of the text and several
independent and control variables. Findings: our findings show the existence of a negative
relation between the audit year and the opinion readability. Also, we found a positive relation
between customers’ performance and audit fee if compared with the opinion’s readability. Value:
The current paper indicates that the readability is an important dimension of the auditors’ opinion. It
draws attention on the issues of auditors’ independence claiming that these do have impacts
going beyond those already assessed in literature. Indeed, this study is the first that switches the
hypothesis of management obfuscation on auditor’s opinion. It suggests that the auditor could create
an opinion difficult to read in order to obfuscate firms’ bad performance, unraveling possible
problems ranging from self-interest to political allegiance. Yet ,this paper put into light the
need for more transparency into auditor’s opinion towards a useful comprehension of firms’ status
by stakeholders.

Keywords Auditor obfuscation, opinion, readability, performance, auditor independence



PARALLEL SESSIONS 3 STREAM 11: ACCOUNTING AND PEER EFFECTS ROOM: ARCARI

Anti-Mafia Police Actions, Criminal Firms, and Peer Firm Tax
Avoidance

Justin Chircop (Lancaster University)
Michele Fabrizi (University of Padova)
Patrizia Malaspina (University of Padova)

Antonio Parbonetti (University of Padova)

Abstract

Using a double-differences research design, we examine whether the presence of firms connected to
the Mafia influences peer firm tax avoidance. We conjecture that the presence of firms connected to
the Mafia introduces market dislocations that disadvantage peers within an industry. This incentivizes
those peers to avoid taxes to have more investment money with which to compete. Using a
comprehensive sample of Italian anti-Mafia police actions for 2005—-2016that resulted in the removal
of criminal firms as shocks to the presence of Mafia firms, we find that peers reduce their tax
avoidance following these actions. This effect is independent of the police authority undertaking the
enforcement action and specific to actions against Mafia organizations. Moreover, we show that,
following anti-Mafia police actions, peer firms experience an increase in performance and
capital investment and a reduction in the cost of raw materials. Overall, our results highlight the
micro-level channels through which Mafia organizations affect firm-level outcomes.

Keywords: Tax avoidance; Criminal firms; Italy; Peer firms. JEL Classification: M41, G21, G32
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Peer effects in real activities manipulation

Viviana Ecca (University of Cagliari)
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Francesco Vallascas (Durham University)

Abstract

We assess peer effects in real activities manipulation. Consistent with game-theoretic prediction that
the more peers manipulate the more individual firms will manipulate(Bagnoli & Watts 2000, Gao &
Zhang, 2019), we find a statistically and economically significant association between firms 'use of
real activities manipulation and industry peers’ real activities manipulation. Our analysis also reveals
that peer effects on these activities are mitigated in the presence of specialized auditors and
institutional investors, suggesting that they are effective external controls.

Keywords: earnings management, real manipulation activities, peer effect

JEL: M4; M41
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Audit Committee Diversity and Timeliness of Restated
Earnings Disclosures

Nourhene Ben Youssef (Université de Sherbrooke)
Jihad Al-Okaily (Fad University of Petroleum & Minerals)

Claude Francoeur (HEC Montréal)

Abstract

The proposed study examines whether demographic characteristics of audit committee members
such as gender and age are associated with the timeliness of restatement disclosure. Using a
sample of 734financial statements’ restatements from US listed companies over the period 2005-
2015, we find that firms with female and older directors on their audit committee are associated with
longer restatement disclosure lag. This implies that female and older members are more
rigorous/careful in their decision about the timing of release of the restated information than male and
younger directors. These findings are consistent with the litigation risk argument.

Key words: Financial Restatement, Disclosure Lag, Corporate Governance, Audit Committee,
Demographics
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UK Corporate Tax Avoidance: Does CEO’s Financial
Experience and Narcissism Make a difference?

Ahmed Aboud (University of Portsmouth)

Hesham Bassyouny (University of Northampton)

Abstract

Abstract: Diverging from recent research that focuses on firm-level drivers of corporate tax
avoidance, this study investigates how CEOs financial experience affects corporate tax avoidance.
We further address the role of CEO narcissism in driving the nexus between CEOs financial
experience and corporate tax avoidance. Supporting upper-echelons theory, we find that CEOs with
financial experience are more likely to engage in tax avoidance strategies and this desire increases
in narcissistic CEOs. Further, the effect of CEOs with financial experience on tax avoidance is
conditioned on other CEOs attributes. We report that older CEOs with financial experience are more
likely conduct tax avoidance strategies compared to their counterparts. We also demonstrate that
CEOs with financial experience engage more in tax avoidance if they received higher compensation
or when their tenure increased. The current study provides a theoretical implication that support the
upper echelons theory, and a practical implication about the effect of the CEOs traits in drawing tax
avoidance policy. Keywords: CEO financial experience, CEO narcissism, tax avoidance, upper
echelons theory.
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Depreciation charge suspension: Covid-19 relief mechanism
or opportunity for earnings management?

Matteo Merlo (University of Bologna)

Abstract

In our paper, we investigate to what extent firms take advantage of one relevant Covid-19
emergency change to accounting measurement rules (i.e., depreciation and amortization (D&A)
charge suspension) and whether earnings management incentives explain firms’ decision of
suspending D&A, after controlling for changes in performance. Following the Covid-19 crisis, the
Italian Government issued the Law 126/2020 (SUL) that introduces the possibility for Italian-GAAP
firms to suspend fully (or partially) the D&A charges for the year 2020. This relief mechanism aims to
reduce the risks of significant losses caused by the pandemic that could drive firms into bankruptcy
(Buchetti et al., 2022). However, since earnings management increases with the amount of financial
distress and economic downturns (Trombetta & Imperatore, 2014), we study whether managers
exploit D&A charge suspension to manage their earnings well beyond government’s intentions,
hampering the quality of financial reporting. First, we investigate whether, all else equal, firms
financially constrained take the opportunity to suspend (or lower) the D&A charges more than other
firms do. The depreciation decrease, in fact, represents an effective tool to increase net income,
especially in case of higher capital intensity and deviation in sales (Herrmann & Inoue, 1996), and to
loosen debt-covenants constraints (Skinner, 1993). Second, we test whether, all else equal, firms
reporting a small profit take the opportunity to suspend (or lower) D&A charges, more than other
firms, to avoid losses (Burgstahler & Dichev, 1997; Buchetti et al., 2022). To test our hypotheses, we
use a sample of 67,760 firm-year observations referring to all the nonfinancial Italian-GAAP firms that
have available data in AIDA BvD database for the periods 2018-2020. Similarly to Sanchez-Ballesta
and Yague (2020), we operationalize “financial constraints” construct with three proxies: (1) high
level of indebtedness, (2) high dependence on bank debt, and (3) financially distressed firms
according to Altman’s model (Altman & Sabato, 2005). We define “small profit firms” following
previous literature (e.g., Bonacchi et al.,, 2018). Our regression analysis reveals a negative and
statistically significant relationship between financial constraints and the change in D&A charges,
both in the period pre- and post-SUL, however, this effect becomes much larger after the adoption of
the suspension. With reference to the loss avoidance hypothesis, we find that before SUL there is no
relationship between being a small profit firm and the change in D&A charges, whereas this
relationship becomes negative and statistically significant after the SUL adoption. This study
contributes to understanding the financial reporting decisions in firms during the covid-19 crisis and it
assesses whether the government intervention and the flexibility of the accounting regulation assume
a twofold role in both relief mechanism and incentive for earnings manipulation. Keywords: Covid-19
relief mechanisms, depreciation suspension, earnings management, loss avoidance, financial
constraints
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The determinants and consequences of the integration of
sustainability criteria into executive compensation:
disclosure and design

Mariem Khalfaoui (University of Cagliari, Italy)
Abstarct

This dissertation aims to contributes to understand the interrelated challenges of sustainability-based
executive compensation that are aligned with long-term economic, social, and environmental
performance goals by incorporating non-financial performance indicators of sustainability criteria into
compensation contracts. A recent development in corporate governance is the integration of
corporate social responsibility (CSR), more specifically the integration of sustainability criteria into
executive pay, i.e. linking executive pay to social and environmental performance (e.g. CO2 emission
targets). The integration of sustainability criteria into executive compensation contracts is a relatively
recent practice that, although still rare, is becoming more and more prevalent: long-term financial
targets are implemented in most companies. Social or environmental targets are still a new form of
extrinsic incentives. Academics commonly refer to this incentive arrangement as "CSR contracting"”
or "compensation for social and environmental performance” which is opposed to the traditional
"compensation for financial performance”. However, executive compensation policies are still mainly
focused on financial objectives and aligning the interests of executives and shareholders, ignoring
other stakeholders. This dissertation has three main aims. First, it examines the disclosure of
sustainability-based executive compensation disclosure in corporate annual reports. By developing a
more comprehensive disclosure index than those used in previous studies, this dissertation will
explore the potential variation of sustainability-based executive compensation disclosure in major
European listed firms. Second, by shedding light on sustainability-based executive compensation’s
disclosure, this study contributes to our understanding of how and to what extent sustainability
criteria are integrated into executive pay. Third, this dissertation investigates which are the
determinants and consequences of the integration of sustainability criteria into executive
compensation. Traditional financial accounting provides appropriate tools for assessing conventional
financial performance, but assessing social and environmental objectives is more difficult and in
practice can involve instrumental approaches to sustainability, So it is important to understand
whether the integration of sustainability criteria into executive compensation contracts is an effective
mechanism to incentivize sustainability or whether it is just a legitimization practice used by
companies. The analysis of the integration of sustainability criteria into executive compensation
contracts, their determinants, and consequences are likely to have the following main policy
implications: - The identification of best practices for the integration of sustainability criteria into
executive compensation contracts. - The development of recommendations for disclosure of
executive compensation that allow investors, analysts, and other stakeholders to easily evaluate and
compare the information.
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When do investors value corporate social responsibility
during the Covid-19 crisis? Evidence from cash holdings

Walid Ben-Amara (Telfer School of Management)
Ziyu Kongb (Toulouse School of Management)

Isabelle Martinez (Toulouse School of Management)

Abstract

Using China as a laboratory setting, we study the effect of corporate cash holdings on the investors’
valuation on corporate social responsibility during the Covid-19 crisis. We first find that CSR does not
affect stock returns in the crisis period, while high-CSR firms experience higher stock returns in the
post-crisis period. Second, we mainly find that high-CSR firms experience higher stock returns when
they have held more ex-ante cash during the crisis, while this effect is cut off in post-crisis period.
Finally, the effect of cash holdings is only relevant to the part that supports the crucial expenses
related to survival, and above-averagely pronounced in non-state-owned firms. Overall, our study
suggests that a slack ex-ante liquidity position significantly alters the valuation trade-off on holding
CSR securities during the crisis.

Key words: Covid-19; Corporate social responsibility; Stock returns; Cash holdings; Valuation trade-
off.
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The Predictive Ability of Share-Based Compensation
Expense

Alaa Alhaj-Ismail (Coventry University)

Sami Adwan (University of Sussex)

Abstract

This paper examines the ability of Share-Based Compensation Expense (SBCE) to predict future firm
performance relative to that of other employee compensation expenses. It also examines whether
cash-settled based compensation expense (adjusted fair value) has more predictive ability for future
performance compared to equity-settled expense (unadjusted fair value). Using a sample of 399 UK
listed firms over the period 2005 — 2016, we find that the predictive ability of SBCE, incentives to
enhance future performance, is significantly higher than that of other employee compensation
expenses, rewards for past performance. Furthermore, the results show that the predictive ability of
SBCE classified as cash-settled is significantly higher than that of equity-settled SBCE. Overall, our
findings suggest that recognising SBCE in the financial statements under IFRS 2 and the accounting
treatment of cash-settled based compensation enhance the transparency and improve the quality of
financial reports.

Keywords: Share-based compensation; Cash-settled based compensation; Equity-settled based
compensation; Predictability; Employee compensation expenses.
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Integration of CSR criteria into executive compensation
contracts: A cross-country analysis

Simone Aresu (University of Cagliari)
Reggy Hooghiemstra (University of Groningen)

Andrea Melis (University of Cagliari)

Abstract

This study examines the relationship between the degree of external social and environmental
regulatory pressures and firms’ integration of corporate social responsibility (CSR) criteria into
executive compensation contracts. Building on the notion that firms operate in settings in which
external regulatory pressures and internal corporate governance conditions interact, we
investigate how internal corporate governance mechanisms moderate the relationship between
external regulatory pressures and adoption of CSR criteria in executive compensation contracts. The
analysis of a worldwide, longitudinal sample of 2,328 firms listed in 37 countries during 2003-2015
reveals that the degree of regulatory pressure on firms to operate in socially and
environmentally sound ways positively influences their adoption of CSR criteria in executive
compensation contracts (i.e., conformity effect). Regulatory pressures evoke heterogeneous
responses among firms within a country though, depending on their interaction in the corporate
governance bundle. Corporate governance mechanisms have moderating effects: a greater
degree of board independence strengthens the conformity effect, whereas blockholder
ownership weakens it. This study advances understanding of how the corporate governance
bundle of external regulatory pressures and internal corporate governance mechanisms affects the
adoption of a relatively recent, important corporate governance practice in the boardroom.

Keywords: Corporate governance; corporate social responsibility; logit/probit models
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Sustainability Reporting Practices of Small and Medium
Entities in UK

Hammed Afolabi (Henley Business School)
Ronita Ram (Henley Business School)
Khaled Hussainey (University of Portsmouth)
Monomita Nandy (Brunel Business School)

Suman Lodh (Middlesex University London)

Abstarct

This paper explores the attitudes and perspectives of SMEs towards their sustainability reporting
practices and how this contributes towards the UK’s net zero carbon emissions target. Drawing on
the concept of mirroring and 24 semi-structured interviews with SMEs owners and managers, we
provide insights into how SMEs are shaping their organisation management system to correspond to
the technical architecture and requirement of the carbon emissions target. The findings of this study
show that SMEs lack trust and are sceptical about government’s net zero emissions agenda. Lack of
understanding about the perceived benefits and supply chain complexities are the key factors
hindering SMEs interest in developing sustainability reporting practices. We find that the pressure
from external stakeholders, particularly banks and customers act as a strong driver for the SMEs to
undertake sustainable reporting. This study contributes to the SME literature on sustainability
performance and provide evidence of application of mirroring theory in explaining the complex
guestion about net zero carbon. In practice, we provide recommendations to SMEs to improve their
attitude toward sustainability reporting and organisational management system to achieve the net
Zero emission target.

Keywords: SMEs; Sustainability Reporting Practices; Environmental Management System; UK Net
Zero Emissions; Mirroring concept
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An order for the outlaws: The relevance of organizational
roles in Firms’ Financial Statements controlled by Italian
Mafias

Francesco Ambrosini (University of Padova)
Michele Fabrizi (University of Padova)

Antonio Parbonetti (University of Padova)

Abstract

We propose a new perspective to the analysis of firms controlled by organized crime by
considering the hierarchical role inside criminal associations of the person who controls the
company. We use a proprietary dataset composed by firms connected to organized crime built
through the analysis of Italian judicial evidences on mafia crimes and the extrapolation of roles
assigned by the enforcement authorities to the convicted members. We find that the position in the
criminal ladder is an important variable for explaining the variance in criminal firms’ financial
ratios, thus contributing to find a consensus in a debated literature with mixed results. Further
analysis shows that the higher the position in the ladder, the more profitable and efficient, the less
leveraged and liquid the firms they control are. Moreover, we find that the geographical position of
the persons in charge of the organization is a key driver in explaining the difference among firms and
thus the dynamics in their illegal schemes.

Keywords: Organized Crime, Corporate Governance, Financial Accounting, Private firms
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Making sense of annual reporting practice: A processual
study on the design and production of the annual report

Penny Chaidali (Cardiff Business School)

Mike Jones (university of Bristol)

Abstract

Through a case study we explore the design and production of the annual report of a top UK
company as a collective sense making activity organised by managers and design consultants. Our
study elucidates how the ambiguity in the preparers’ environment leads to collective sense making of
the organisational identity and presents its impact on the design and production of the annual report.
Our analysis sheds light on the cues extracted by preparers to shape the meaning and form of the
annual report. We highlight how managers and design consultants enacted construed images,
regulatory requirements, budget restrictions and planning tools to maintain the identity of the
accountable reporting company and construct the identity of a trustworthy partner respectively. Our
study emphasises the importance of preparers’ sense making of the corporate reporting
environment. Finally, it provides insights into the under examined interactions between managers
and design consultants and their impact on the development of the annual report.

Keywords

Annual report; Design; Identity; Preparers; Sensemaking
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Impression management with affective photographs:
Evidence from eye-tracking

Andreas Hellman (Macquarie Business School)
Simone Domenico Scagnelli (Edith Cowan University)

Lawrence Ang (Macquarie Business School)

Abstract

The objective of financial reporting is to provide decision-useful information to a wide range of
existing and potential stakeholders. However, the lack of regulation regarding the use of visual
imagery may enable management to engage in impression management through strategic disclosure
and presentation. We utilize an eye-tracking device to examine experimentally the influence of a
photograph on performance-related judgments of non-professional investors. We find that the
photograph attracted attention in a text-image combination. However, this did not influence
information search and performance-related judgments. This implies that other photographic
features, such as emotional influences, may be more relevant than attentional influences for
impression management purposes.

Keywords: photographs, narratives, impression management, eye-tracking, judgments,
investors
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Reconciling members' short-term expectations with co-op
survival goals: the role of accounting information

Silvia Macchia (University of Cagliari)

Vania Tradori (University of Turin)

Abstract

Co-op firms are forms of collective action in which individuals join together what would be more
costly or impossible to achieve individually, generating so-called mutuality. The co-operative
organisation exists and operates to maximise members' financial interests; therefore, it should be
modelled to have a zero-profit objective and maximise members' returns. As stressed by Economic
Theory, steady returns expectation on members' side, regardless of market conditions, leads to the
horizon problem: on the one side, the aversion to long-term commitments while, on the other, the
preference for short-term benefits (Bonin et al., 1993; Cook, 1995; Fulton et al., 1995). Over the
years, this attitude may lead the utility function of co-op members to conflict with the co-op entity's
survival goals. Continuous frictions challenge co-operative management and shake governance and,
if not solved, may lead to co-operative failure.

Drowing on these considerations, our research investigates the relevance of accounting
information to improve members' awareness of co-operative survival key factors in an Italian
agricultural co-operative. We aim to test whether accounting information may help align members'
utility functions to the co-operative strategic goals for long-term survival. The reasons for this study
are embedded in the role that accounting play within small and medium co-operatives. Accounting is
usually regarded more as a duty to account for the government and fiscal authority than a strategic
tool for achieving mutualistic goals and increasing business survival chances (Melis, 1983;
Riccaboni, 1998). Previous studies have shown that accounting information and non-financial
measures help maintain a transparent relationship between co-operative members and management
staff, increasing members' commitment and reducing conflicts between individuals' financial
expectations and the co-op's strategical goals (Johansson, 1988; Celebron, 1998; Alfadhl and
Alabdullah, 2016; Cabaleiro Casal et al., 2020).

Specifically, the research has been designed on a four-step development model:

1. we have investigated the performance of the co-operative under investigation through the
analysis of Financial Statements and internal reports analysis of the last five years. We aimed to
measure whether or not the organisation had created distinctive value in terms of mutualistic
function;

2.  members have been preliminarily asked to answer a structured questionnaire, which aimed at
investigating their perception/satisfaction with co-operative performance over the last five years;

3. the Financial Reports analysis results will be presented, explained, and discussed with
members;

4. members will then be asked to re-take the initial structured questionnaire.

We expect a noticeable change in the results from the two investigation stages, meaning that
sharing accounting-based information may activate learning processes that impact members'
perception of the co-op's performance. We also expect that more profound knowledge of co-



operative survival key factors and performance drivers will increase members' commitment and help
reduce the horizon problem. To develop and discuss the study findings, we have relied on
Structuration Theory (Giddens, 1984) and its implications for collective learning. As the study is still
ongoing, we limit the paper's content to present and discuss findings related to the first two steps of
our investigation model.

Considering that, so far, little research has concentrated on the role played by accounting for
smoothing corporate governance frictions in co-operative firms, we believe that our study can be of
interest to both academics and practitioners interested in the subject.

Keywords: co-operatives performance, governance frictions, accounting information, horizon
problem, distinctive value.
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Capital Structure Changes In Firms’ Life Cycle

Jingyi Guo (University of Lincoln)

Abstract

This study is looking into capital structure changes in the firm life cycle with cash flow pattern. Our
first contribution is we did the whole dynamic cash flow pattern, which could show how capital
structure changes in different firm life cycle and could show the source of cash flow. Previous studies
only analyzed the general performance of capital structure, this paper not only found the capital
structure is related to the firms’ life cycle, but also studied how the capital structure changes in each
life cycle from new insight. Our second contribution is why capital structure in different firms’ stage
will deviate their target, when the capital structure begins to deviate from the target, and at which
stage it will rebalance. In this article, we found that when the company is in the stage of introduction
and growth, more loans need to be taken to complete financing and investment. Therefore, the firm's
debt in the stage of introduction and growth is higher, means firms deviate from the target leverage,
which is prone to positive leverage. At maturity, the company's cash flow peaked, so it began to
repay the debt and reduce borrowing. This is the beginning of the firms’ capital structure change and
rebalance to target leverage when firm at maturity stage. Furthermore, we third contribution is how
the rebalancing speed changes in different firms' life cycle and What are the changes in each stage.
Eventually, we found the fastest speed for the company to rebalance to target leverage is when firms
change from the shakeout stage to the decline stage. My finding also confirms the changing trend of
the company's capital structure.
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The variety of accounting methods in the extractive industry
and its effects on analyst behaviour in Europe

Michele Bertoni (University of Trieste)
Paola Rossi (University of Trieste)
Abstract

The oil, gas, and mining industries, collectively known as the extractive industry, comprise some of
the largest companies in the world and play a major role in the world’'s economy. Financial reporting
in the extractive industry, however, has been long criticized for being of low quality and difficult to
compare (Gray, Hellman, and Ivanova 2019). There is in fact great diversity in accounting practices
among extractive industry companies, and extractive industry practices typically differ from those
used in other industries. Besides the issues related to disclosures of mineral reserves and
environmental, social, and governance (ESG) reporting, most of the accounting differences are
related to the recognition and measurement of exploration and evaluation (E&E) activities. Industry
practices for E&E expenditures range from conservative approaches (“Expense All” method) to more
aggressive accounting treatments (“Full Cost” method, with a full capitalization of all E&E
expenditures), with most firms in the industry adopting a middle-ground solution, known as
“Successful Effort” method (Constantatos et al. 2021). The various methods lead to material
differences in the recognition of E&E assets and the determination of financial performances, thus
hindering comparability. The International Accounting Standards Board (IASB) issued 2005 a
temporary accounting standard, IFRS 6, that leaves considerable freedom to companies to continue
adopting pre-existing national accounting practices. In 2010 the IASB launched a research project
aimed at reviewing accounting requirements in the extractive industry (IASB 2010). As of March
2022, the Board decided not to develop rules for the recognition and measurement of E&E activities,
focusing instead on improvements on disclosure requirements (IASB 2022). The perseverance of
different accounting practices within the extractive industry, along with its peculiarities, can explain
the important role played by financial analysts, whose private information, necessary to provide
accurate forecasts, is shown to be influenced by the accounting practices adopted for reporting E&E
activities (Chen, Wright, and Wu 2018). However, only one study (Chen, Wright, and Wu 2018) has
investigated the association between the forecast accuracy and the intensity of E&E activities, using
an Australian sample. Our research addresses this topic, examining whether the diversity of
accounting models used by extractive firms in Europe influences analysts’ forecast accuracy. To test
it, we conduct the analysis in two steps. In the first step, we test if the forecast error (FE), measured
as the absolute difference between the actual earnings and the analysts’ earnings forecasts, is
associated with the variety of accounting methods used by extractive companies. In the second step,
we analyse whether the reserve disclosure and its interaction with the accounting treatment could
influence the forecast accuracy. Our study contributes to the academic literature on the effects of
accounting methods permitted by IFRS 6 in three ways. Firstly, we extend the previous literature
review about the information asymmetry in the extractive industry, examining the European context.
Secondly, we complement the study of Chen et al. (2018), analysing the impact of IFRS 6 on the
analyst forecast accuracy. Thirdly, we extend the financial disclosure literature by showing the
benefits of the reserve disclosure for analysts,

Keywords: financial reporting, IFRS 6, extractive industry, exploration and evaluation, accounting,
analysts’ forecast, Europe
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Unionization, corporate cash policy, and pension information
specificity: Evidence from Strategic reports of the UK listed
companies.

Alaaeldin Ahmed (Essex Business School, University of Essex, UK)

Abstract

Labor unions are one of the firm’s fundemntal stakeholders who benefit from the firm’s performance.
They utilize the firms’ disclosed information in the negotiation with employers to maximize their
bargaining power and eventually extract more profit from firms. As the workforce exercises pressure
by using their power to influence companies’ operations such as organized strikes, managers
respond to employees’ pressure by disclosing less strategic information to gain more bargaining
power before negotiating labor contracts and other employee benefits such as pension scheme
contributions. At the same time, obfuscation hypotheses proposed that managers should be more
transparent and provide more information (depth and breadth) to the capital market, they have to
trade off disclosure cost and benefit. Based on that, this study investigates how unionization can
influence the information in the strategic report as a communication tool. Specifically, this paper
investigates the determinantal role of trade union presence on the narrative pension information in
the strategic report.

Applying an automated content analysis using R and Python programming language for a sample of
companies listed on the London Stock Exchange from 2014 to 2019 to measure the text Specificity,
the results show a reduction in the specificity of the strategic report. This suggests that firms disclose
more vague and less specific information in their strategic report. Furthermore, the study finds a
significant negative association between the specificity of strategic reports and the presence of trade
unions. This suggests that higher unionization alters firms' disclosure behavior and tends to provide
more boilerplate and less specific information about performance to avoid rent-seeking behavior by
trade unions and to gain more bargaining power during contract negotiation. These findings are
stronger for firms with high cash holdings suggesting that firms with higher cash holdings tend to
disclose more strategic information. However, we extend the initial analysis and examine whether
trade unions impact the specificity of pension information as important information for firms’
workforce. Unlike the specificity of the strategic report, the results show an increase in the specificity
of pension information when unionization is high.

This study contributes to the previous literature by examining the impact of trade unions on
managers’ reporting behavior by investigating a relatively important, yet unexplored reporting format
(i.e., Strategic Report). This study augments the literature examining one of the Strategic report
components by providing evidence that managers have diverse impacts on the topical reporting
relative to the entire strategic report. Additionally, while prior studies focus on the USA context, this
study provides more explanation for the role of unionization on corporate disclosure behavior in the
UK context which is important due to the differences in labor law and unionization between the UK
and the USA such as legislation and right to work requirements which gives rise to demand more
research to understand the unionization power in the UK context. This study has implications for
investors, stakeholders, and regulators. If investors seek better disclosure, they should invest in firms
that have a lower risk of unionization risk. For regulators, this study shed the light on the importance
of the strategic information to be less vague and more specific and avoid using boilerplate disclosure.
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Do peers’ choices matter?
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Abstract

Peer effects have recently been the subject of a growing literature exploring the social determinants
of corporate decisions (e.g. Leary & Roberts, 2014; Kaustia & Rantala, 2015; Bird et al., 2018;
Armstrong et al., 2019; Grennan, 2019; Seo, 2020). Although this stream of studies shows that the
peer effect is widely visible in corporate choices, little is known on whether the mimicking behaviour
is necessarily optimal for a firm. Thus, | aim to investigate whether the peer influence can be
detrimental for a firm by focusing on a corporate choice that can have long-term negative effects if
implemented: real earnings management (REM). This practice refers to any voluntary deviation from
normal operations that are undertaken with the intention to misrepresent the firm’s financial
performance (Roychowdhury, 2006). As researchers continue to assume that manipulative choices
are made independently of the peers’ choices, thus overlooking the risk of a vicious circle triggered
by companies, it is extremely interesting to verify whether firms succumb to peers’ imitation in this
decision. Hence, a first study will be carried out considering REM imitation among listed companies,
where capital and product market incentives (Dechow et al., 2010) and managers’ self-serving
objectives should play a decisive role in leading firms to follow peers. Then, as the extant literature
has long been recognised that privately and publicly held firms have different financial reporting
incentives (Burgstahler et al., 2006; Hope et al., 2013), a second analysis will focus on a sample of
private firms to verify whether the same findings apply also to this setting. Finally, | intend to direct
my attention to a different range of corporate policies that are generally viewed favourably: namely,
accounting for environmental, social and governance (ESG) factors. In fact, despite some evidence
on peer influence in corporate social responsibility practices (e.g. Cao et al., 2019), it is unclear
whether engaging in ESG policies following peers is indeed optimal for a firm. Hence, a third analysis
will be conducted on the peer effect in accounting for ESG factors. While the idea that peers exert a
crucial role in shaping firm behaviour is intuitive, there is a major obstacle that makes it difficult to
claim a causal peer effect. Specifically, | refer to a particular type of endogeneity for which the
presence of correlation between the firm’s choice and group’s choices does not imply causality, due
to reciprocal influence (Manski, 1993). Hence, to properly examine whether a firm’s actions are
affected by corresponding peers’ behaviours, | will identify a source of variation in peers’ decisions,
which is exogenous to the firm’s i own decision. Following previous studies, | will employ the
following structural model to test whether peer effects exist: RepChoiceijt = p0 +
BlPeers_RepChoice-ijt + B2Xijt—-1 + B3X —ijt-1 + FirmFE + YearFE + eij Where RepChoiceijt is
the reporting choice for firm i in peer group j in year t and Peers_RepChoice—ijt is the average
reporting choice of firms in peer group j in year t excluding firm i. Xijt-1 and X —ijt—1 are vectors of
lag values of firm’s i characteristics and peer firms’ characteristics, respectively.



