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Abstract
This paper investigated the relationship between voluntary disclosure and the cost of equity capital in the Netherlands. In other words, it examines the impact of voluntary disclosure on firms’ cost of equity capital from a capital market perspective. To measure voluntary disclosure had used a self-constructed disclosure index and a market based measurement that is the PEG ratio model to proxy the cost of equity capital. The sample consisted of 27 Dutch listed firms spread across the AEX, AMX and the ASCX index. For a period of three years, namely, 2005, to 2007 had collected data to test the relationship between the level of voluntary disclosure and cost of equity capital. The results showed that there is a negative relationship between voluntary disclosure and cost of equity capital, however this result is not significant. 
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1. Introduction
§1.1 Context
By taking into account the past business scandals (e.g., Ahold-scandal), it is assumable that investors have lost confidence in the business financial reporting. On top of that, many firms are experiencing quick changes in their business operations and they are becoming more and more complex by the time, for example, due to the rapid technological development or globally expansion of business. As such, in order to regain the trust back from the capital market participants, for firms the need exists to enhance transparency. To enhance their transparency firms can chose to expand the disclosure policy and consequently voluntary disclosure is an important economic tool. As stated by Healy and Palepu (2001, 405) “financial reporting and disclosure are important means for management to communicate firm’s performance and governance to outside investors”.
This master research examines voluntary disclosure of information by management rather than the mandatory disclosure of information. Voluntary disclosure refers to the extra information either financial or nonfinancial information that the firm’s managements disclose and which information is not required by law or regulation. In addition, this research studies voluntary disclosure from a capital market perspective, more specifically, evaluating the impact of voluntary disclosure on firms’ cost of equity capital.
 
§1.2 Research objectives
The motivation of this research has developed by the fact that the majority of the past empirical researches related to the subject of voluntary disclosure and the cost of equity capital have largely based on US data. In other words, empirical researches about voluntary disclosure related to Dutch firms are limited. For many years, researchers are trying to explain the consequences of voluntary disclosure on the capital market. The theoretical literature indicates that more voluntary disclosure leads to a lower cost of equity capital.
 On the one hand, some empirical studies, which include Diamond and Verrecchia (1991), Botosan (1997), Hail (2002), Botosan, and Plumlee (2002), Richardson and Welker (2001) and Lopes and Alencar (2008), show a negative association between voluntary disclosure and the cost of equity capital, the direct approach. On the other hand, some studies, such as, Petersen and Plenborg (2006) found a negative association between voluntary disclosure and information asymmetry as a component of the cost of equity capital, the indirect approach. The indirect approach implies that greater voluntary disclosure reduces the cost of equity capital through reducing the information asymmetry. Brown and Hillegeist (2007) and Petersen and Plenborg (2006) found a negative association between the quality of voluntary disclosure and the information asymmetry. In other words, these findings show support to the theoretical literature that indicates that a high level of voluntary disclosure is associated to a lower level of information asymmetry and in turn related to a lower cost of equity capital. This study applies a direct approach whereas the cost of equity capital is directly measure by the Price-earnings growth (PEG) ratio model and a disclosure index is use to measure the amount of voluntary disclosure. 
 

Petersen and Plenborg (2006) constructed the disclosure index. This study differs from their study in view of the fact that a direct instead of an indirect approach is applied. Besides, this study examines Dutch stock exchange quoted firms while Petersen and Plenborg (2006) studied Danish firms. 
This research is relevant for scholars and more especially for practitioners. As such, if the research findings show support to the theory that indicates that greater voluntary disclosure reduces the cost of equity capital, then firms’ management, in order to benefit from lower cost of equity capital, should consider optimizing their disclosure policy. Furthermore, since it is one of the few to examine voluntary disclosure and the cost of equity capital in a Dutch environment, the research contributes to the empirical research of voluntary disclosure.
§1.3 Research question
The research question related to this research is as follows: 
Does voluntary disclosure have an added value for stock exchange quoted companies in the Netherlands?
In determining the added value of voluntary disclosure, considering that it can be a source of value creation, the focus will be on the cost of equity capital.
 

Having to formulate the following sub-questions are in order to help answer the before formulated main question: 
1. What are the theories for voluntary disclosure on the capital market?
2. What are the determinants of voluntary disclosure?
3. What are the consequences of voluntary disclosure?
4. What does empirical evidence presents so far about research on voluntary disclosure and the cost of equity capital?
§1.4 Methodology
This paragraph briefly describes the research method. To measure voluntary disclosure, in this research, will use the “Company Info” website to collect annual reports of Dutch firms listed on the AEX, AMX, and ASCX. Since, the business activities of financial firms differ from other firms like manufacturing firms and industrial firms, this research will exclude financial companies. Because of the regulatory structure, they report under other reporting rules, consequently these firms are not quite comparable (Hossain et al. 1995). As already stated, a self-constructed disclosure index constructed by Petersen and Plenborg (2006) will measure the amount of voluntary disclosure within the annual reports. Furthermore, the PEG-model will measure the cost of equity. For this model the I/B/E/S database is use to collect data for each company in the sample. In addition, Thomson One database is use to collect data for the control variables firm size and leverage and the Data-stream database is use to gather the firms’ market beta data. Furthermore, from the company’s information listed on the Euronext website will collect data for the control variable industry. In addition, from the company’s’ annual reports will collect data for the control variable listing status. In this research will collect data for a period of three years, namely 2005, 2006 and 2007. To investigate the relationship between the cost of equity capital and the voluntary disclosure after controlling for firm’s size, leverage, beta, listing status and industry, once all data are obtained, will execute regression analysis for each year, in the statistical software SPSS. 
§1.5 Demarcation and limitations
To study the relationship between voluntary disclosure and the cost of equity capital is a challenge. These since both are difficult to measure and are not directly observable. Several proxies used by researches to measure the extent of voluntary disclosure are, management forecasts, the Association of investment management and research (AIMR) data and self-constructed disclosure index. Since management forecast is easy to verify afterward via actual earnings realizations (audited annual reports), on one hand can be an accurate proxy for voluntary disclosure. On the other hand, it limits itself to only one type of voluntary disclosure namely, management estimates for earnings or revenue. Consequently, cannot generalize the findings of this measure to other types of voluntary disclosures such as customer satisfaction, which is difficult to verify the accuracy afterward. Since it cover all disclosure presented by the company, the AIMR data provides a wider measure of voluntary disclosure. Mostly in US, voluntary disclosure studies made used of the AIMR data. Nonetheless, AIMR has discontinued its disclosure rankings in 1997. A disadvantage of this type of measure is that it is base on analyst’s perception of disclosure rather than the direct measure of actual disclosure. Furthermore, the author develops a self-constructed disclosure index and it requires judgment of the researcher when measuring the amount of voluntary disclosure. Consequently, the results may be difficult to replicate. This type of proxy for voluntary disclosure covers mostly disclosure provided in annual reports. In general, disclosure studies are difficult to measure and are subject to self-selection bias.
Because first this research wishes to cover more than only voluntary disclosure of forecasted estimates, second AIMR does not provide data anymore and third there are not publicly company’s ratings available for the Netherlands, this research is limited to the use of a self-constructed disclosure index. 
§1.6 Outline
The outline of this research is as follows. Chapter 2 presents a literature review based on the theories for voluntary disclosure. Chapter 3 presents a review of the prior studies related to voluntary disclosure and the research hypothesis development. Chapter 4 describes the research design, wherein will comment on the research method and the sample selection regarding this study. Furthermore, chapter 5 presents the empirical results of this research. At last, chapter 6 will comment on the conclusion and limitations of this research.
2. Literature review
This chapter presents a literature review about the theories for the subject of voluntary disclosure. First, it begins with the definition of voluntary disclosure. After that, the theories for voluntary disclosure from a capital market perspective will follow.  At last, will comment on the credibility of and the consequences of voluntary disclosure 
§2.1 Mandatory versus voluntary disclosure
Reporting and disclosure are the most important tools that companies used to communicate with their stakeholders. Two types of publishing variants exist that are the mandatory and the voluntary disclosure. To enhance investors’ protection, standard setters and regulators are obligating public firms to disclose information about their financial situation and about their operations activities. This type of disclosure is mandatory disclosure. In some cases, firms disclose information beyond this level of disclosure. This type of disclosure refers to voluntary disclosure. Meek et al. (1995) defined voluntary disclosure as following: “disclosure in excess of information requirements that represent free choices on the part of company managements to provide accounting and other information deemed relevant to the decision needs of users”. 

Typically, through annual reports, will provide voluntary disclosure, but via other communication sources, among others press releases, internet sites or conference calls in addition provide voluntary disclosure. Voluntary disclosure is intent for shareholders, banks and other capital providers. Voluntary disclosure usually amongst others incorporates information about the firm’s strategy, competitive issues, production activities, marketing strategy, and human capital issues. 
Even with the increasing mandatory requirements, companies still continue to provide voluntary information, in this manner the motivation for such behavior has gain much attention, in which the topic of voluntary disclosure became very popular. As stated by Tian and Chen (2009) on one hand, voluntary disclosure can detail and deepen mandatory disclosure, in that way improving its credibility and completeness. On the other hand, voluntary disclosure can complement and expand mandatory disclosure for the benefit of comprehending a more complete, diversified and systematic information disclosure. For these reasons, using voluntary disclosure can provide an effective way to communicate with interested–related parties and describe the corporate prospect of the company.
§2.2 Theories for the role of disclosure on the capital market
Several theories exist that try to explain why companies provide information beyond what is mandatory. However, no theories fully explain the disclosure phenomenon completely. The documented theories for voluntary disclosure are as follows:
Information asymmetry theory
Information asymmetry arises when information differences exist within the management-investors relation. Since, they actively participate into the day-to-day operation and investors do not, managers usually have better information than outside investors has about the firms’ operations.
 Because investors have a low level of information, and because of their uncertainty due to the lack of information they certainly will undervalue good investment opportunities. Consequently, when information asymmetry exists investors demand a higher premium for bearing the information risk. As a result, to reduce the information asymmetry problem and to obtain fair prices for investment opportunities managers might consider disclosing their private information to the investors as well. Therefore, by providing voluntary disclosure managers can reduce the information asymmetry problem and consequently reduce their cost of external financing (Healy and Palepu 2001).
Signaling theory
Beside the information asymmetry theory, the signaling theory exists. Signaling is a reaction when in the market information asymmetry exists. Consequently, between parties information differences exist. Meaning that companies have information that investors do not. The signaling theory suggest that companies with superior performance or high quality firms would like to distinguish themselves from others low performance or low quality companies by sending signals to the market through voluntary disclosure. In this way, the party with more information sends signals to the other party and consequently reduces the information asymmetry. The signal that companies used must be credible if they want to be successful. Afterwards will achieve credibility, when can verify the true quality of the firm. If the companies try to send false signals that they have a superior performance or are a high quality firm, but in fact, they are not, once verified any other disclosure will not qualified as credible (Watson et al 2002).
Agency problem theory
The agency problem arises due to the conflict of interests within the management-investors relation. Since, investors invested their funds into an investment opportunity and do not plan to participate actively in its management, this creates an incentive for the managers to perform self-centered decision that “misuse” investors’ invested capital. One way in which can lessen the agency problem is by means of contracts. These contracts can be in the form of a compensation agreements or debt contracts, in which their function is to align the interest of the managers with those of the investors and the creditors (Healy and Palepu 2001). These contracts require management to disclose relevant information to investors and to creditors. Consequently, investors and creditors can check if the management complied with the contract agreements and evaluate if their decisions are in alliance with their interest. However, as stated by Jensen and Meckling (1976) monitoring managers by means of contracts come with cost and these cost come at the expense of the managers compensations (Meek et al. 1995). Consequently, managers who anticipate that shareholders will control their decisions behavior by strengthen the monitoring activities, might consider providing voluntary disclosure with the intention to convince the investors that they are acting optimally (Watson et al. 2002).
Corporate finance theory
This theory asserts that large firms with high growth opportunities, in comparison with firms with low growth opportunities, provide more voluntary disclosure. Large firms with high growth opportunities usually are in need of external financing, consequently, their need to provide voluntary disclosure is greater. Furthermore, for these firms the mandated disclosure would certainly be too low, whereas the information asymmetry related to these firms is relatively high. For these firms, it would be wise to reduce the information asymmetry through voluntary disclosure. This theory implies that the optimum voluntary disclosure policy depends on the trade-off between the benefits of a lower cost of capital and the litigation costs against the costs of a higher proprietary costs and incentives costs (Core 2001).

Furthermore, in an extended research on the literature of voluntary disclosure by Healy and Palepu (2001), they noticed that research into voluntary disclosure decisions tends to focus on the information role of reporting for capital market participants. In fact, in their study they documented several managers’ hypothesis (theories) for providing voluntary disclosure from a capital market perspective, which are capital market transactions, corporate control contests, stock compensation, litigation cost, proprietary cost, management talent signaling and proprietary cost. In an abstract manner, Collett and Hrasky (2005) commented on these hypotheses in their study. A brief explanation of these theories will follow.
Capital market transactions
Managers who expect to execute capital market transactions have an incentive to provide voluntary disclosure as to reduce information asymmetry and consequently lowering their firms’ cost of capital. For instance, Lang and Lundholm (1993) found that firms who issue securities in the current or future period have a higher analyst’ rating of disclosure. Furthermore, Lang and Lundholm (1997) found that firms that make equity offerings provide more voluntary disclosure just before the offering.
Corporate control contests
When corporate performance is poor, managers use voluntary disclosures in an attempt to increase the firm valuation and to explain the poor performance, consequently reducing the risk of management job losses (Collett and Hrasky 2005). Studies including Warner et al. (1988) and Weisbach (1988), found that CEO’s turnover is associated with poor stock performance. Considering the risk of job loss, managers have an incentive to provide voluntary disclosure with the intention of explaining away poor earnings performance. 
Stock compensation
To line-up the interest between investors and managers, will remunerate managers with stock-based compensations. Managers who anticipate trading their stock or options, to increase the firm’s stock liquidity, have an incentive to provide voluntary disclosure. Noe (1999) found that a positive association exists between the frequency of management forecasts and trading in firm’s stock by insiders. In addition, Aboody and Kasznik (2000) found that managers postpone good news while they accelerate bad news before stock-based compensation periods. In doing so, they prevent the stock price from declining during the compensation periods. Consequently providing the good news during the compensation periods will increase the stock price.
Litigation cost
Voluntary disclosure has two effects on managers’ decision regarding litigation cost. First, in order to reduce the risk of being sued for inadequate or untimely disclosure; managers have an incentive to provide voluntary disclosure. Second, managers have an incentive not to provide voluntary disclosure as to reduce the risk of providing false information, especially forward-looking information, and thereby avoid the risk of suing. Aboody and Kasznik (2000) stated that companies have a concern for disclosure of forward-looking information, mainly quantitative earnings forecasts. This is because of the chance of a forecast error, which can cost the firm legal exposure and reputation loss for accuracy. Healy and Palepu (2001) stated that Skinner (1994, 1997) found that firms with bad earnings news in comparison with firms with good news are more likely to pre-disclose their poor earnings performance. Furthermore, firms who disclose negative earnings news are more likely to be subject to litigation. In addition, Skinner (1994, 1997) found weak evidence that firms who pre-disclose earnings have a lower litigation cost than others firms who do not. On the other hand, Franscis et al. (1994) found that 62% of the firms in his litigation sample had litigation cases over earnings forecast or pre-earnings disclosure. However, empirical evidence suggests that litigation risk is not only relevant for firms disclosing bad news, but also for firms disclosing good news. Consequently, empirical evidence on litigation cost is mix (Healy and Palepu 2001). 
Management talent signaling
Talented managers have an incentive to provide voluntary disclosure, more specifically, earnings forecasts, to signal their talent to the share- and/or stakeholders. The better perception the investors have about the manager regarding anticipation of economic changes, the higher the firm’s value. 
Proprietary cost

Managers have an incentive not to provide voluntary disclosure that negatively will affect their competitive advantage.
 Healy and Palepu (2001) stated that firms with declining profitability and with less variability in profitability are more likely to disclose more information, which is consistent with firms that are more willing to provide voluntary disclosure, when they do not have much to lose (low proprietary costs).

In the study of Hossain and Hammami (2009), they have stated four motives for providing voluntary disclosure. Researches that provided arguments in favor of voluntary disclosure stated these motives. These motives are as follows:
1. Managers held the responsibility and have to meet certain business and financial targets and therefore they are required to disclosure (Latridis 2008).
2. Managers tend to disclose information about their performance in order to get favor in stock markets (Mcknight & Tomkins 1999).
3. Inadequate disclosure may motive managers to provide voluntary disclosure for reduction of cost of litigation (Skinner, 1994).
4. Managers may provide voluntary disclosures and forecasts to show to investors that are aware of the firm's economic environment and able to respond quickly to changes (Trueman 1986).
These motives have been addressed by (Healy and Palepu 2001) under the before signaled hypothesis. Furthermore La Porta et al. (2000) and Reese & Weisbach (2002) stated that these hypotheses present a positive signal to investors and positively affect the stock returns and market value of the firm.
§2.3 Credibility of voluntary disclosure
Some could argue that managers have an incentive to publish voluntary disclosure with the intention to benefit their selves. To that end, it is presumable that voluntary disclosure is not always as credible. Healy and Palepu (2001) documented two possible mechanisms that would enhance the credibility of voluntary disclosure. First, third-party intermediaries, such as financial analysts, can enhance the credibility of voluntary disclosure. Financial analysts may enhance the credibility of voluntary disclosure through using and evaluating management’s disclosure.
 Second, the legal system and board monitoring firms’ management can enhance the credibility of voluntary disclosure. Afterwards, through the required financial reporting can verify voluntary disclosure, such as management’s earnings forecasts. In addition, through audited financial reports, using actual financial realizations can verify management’s earnings forecasts. For this mechanism to work effectively, must properly penalize managers who knowingly and subsequently provide false information. However, to sanction the managers properly, the legal system and the board are essential. In an empirical study on the credibility of voluntary disclosure performed by Stocken (2000), it concluded that with the improvement of the information quality in compulsory disclosure, the information quality of voluntary disclosure would improve as well. Since the quality of the information, in compulsory disclosure, is good, it can use as standard to evaluate the voluntary disclosure. In that way, managers will disclose true voluntary information.
In addition, empirical evidence found that the market react in the same way for unexpected management earnings forecasts as well for unexpected earnings announcement. This implies that the credibility of management forecasts is comparable to the credibility of the audited financial information. To that end, investors qualified voluntary disclosure as credible to some extent. However, for financial distressed firms the credibility of voluntary disclosure decreases (Healy and Palepu 2001). Based on their economic situation, because they do not have much to lose, these firms may provide voluntary disclosure.
§2.4 Consequences of voluntary disclosure
Healy and Palepu (2001) documented the consequences (or benefits) of voluntary disclosure on the capital market. These are improving stock liquidity, reducing cost of capital and increasing information intermediation. Comments on these consequences and the cost and benefits will follow next.
Improving stock liquidity
Firms that provide a high level of voluntary disclosure reduce the information asymmetry problem between informed and uninformed investors. All investors would then be more confident that any stock transactions occur at a “fair” price, consequently, improving stock liquidity. Hence, Leuz and Verrecchia (2000) found that firms with higher level of voluntary disclosure are associated with a lower bid-ask spreads, used as a proxy for stock liquidity.
Reducing cost of capital
As commented before in paragraph §2.2, firms which are planning to use external financing on the capital market provide voluntary disclosure as to reduce information asymmetry and in turn reducing its cost of capital. Botosan (1997) found that voluntary disclosure is negatively associated with the cost of equity capital, but this holds only for firms with low analysts’ following. A subsequent study of Botosan and Plumlee (2002) found that voluntary disclosure related to annual reports is negatively associated with the cost of equity capital. However, in addition they found a positive association between voluntary disclosure related to quarterly reports and the cost of equity capital. As this finding contradicts all the theoretical literature related to voluntary disclosure, it certainly opens a new avenue for future studies.
Increasing information intermediation
Firms that provide voluntary disclosure increase the supply of financial analysts by lowering their costs of acquiring information. For example, Lang and Lundholm (1993) found that firms which provide more voluntary disclosure is associated with high analysts’ following. However, voluntary disclosure may have a contradictive effect on this theory. Investors may directly use voluntary disclosure, consequently leading to a decreased in the demand for analysts’ services. However, there are little empirical findings supporting this assumption.
Cost and benefits 
Nevertheless, providing voluntary disclosure come with cost. This is in the sense of information collecting and processing costs, litigation costs and proprietary costs (Meek et al. 1995). Certainly, there are costs and benefits associated with voluntary disclosure, consequently management perform a cost and benefits analysis when disclosing voluntary information. Therefore, managers have a tendency to voluntary disclose information when the benefits are greater than the costs. Voluntary disclosure lowers the information asymmetry between informed and uninformed market participants. Consequently, this can increase the firms’ stock liquidity, increase information, and lower the cost of capital. Nevertheless, voluntary disclosure is not always favorable. Since it can increase legal costs, affect the firm’s competitive advantage (proprietary costs theory) and lower shareholder value by revealing relevant information to competitors.
§2.5 Summary 
This chapter presented the theories for voluntary disclosure from a capital market perspective. First, it commented on the general theories of voluntary disclosure, which are the information asymmetry, signaling theory, agency cost theory and corporate finance theory. Beside these general theories, managerial theories (hypothesis) exist that influence the behavior of voluntary disclosure. These are capital market transactions, corporate control contests, stock compensation, litigation cost, and proprietary cost, management talent signaling and proprietary cost. The credibility of voluntary disclosure for the stakeholders is essential. Consequently, the third-party intermediaries, the legal system and board-monitoring firms’ management, the audited financial information and the information quality in mandatory disclosure, can enhance the credibility of voluntary disclosure. At last, chapter five commented on the consequences and the cost of voluntary disclosure. In chapter three of this research, will present prior research regarding voluntary disclosure in the capital market and the hypothesis related to this research.
3. Prior research
This chapter will address prior research for the topic of voluntary disclosure. Chapter three first presents the firms’ characteristics determinants of voluntary disclosure. Then, will comment on the link between information asymmetry as a component of the cost of equity capital. After that, an explanation about the link between voluntary disclosures and the cost of equity capital will follow. In addition, the chapter will briefly comment on the reporting environment in the Netherlands. Finally, the chapter presents the hypotheses for this research
.
§3.1 Firms’ characteristics determinants of voluntary disclosure

Separate from the managerial hypothesis signaled in chapter two, it is essential to know the firm specific factors that determine voluntary disclosure. Since 1961, researches performed empirical studies on the relationship between disclosure in corporate annual reports and firm’s characteristics. Results showed that firms’ size and listing status are significant and positively associated with the level of voluntary disclosure, whereas mix results are found for leverage, profitability and audit firm size (Ahmed and Courtis 1999). However, in Ahmed and Courtis (1999) meta-analysis research of 29 studies, leverage was found significant.

Tian and Chen (2009) stated that in the late 1980’s Chow and Wongboren (1987, p 533-541) conducted an empirical research on 52 Mexican manufacturing corporations’ voluntary disclosure. Here, results showed that voluntary disclosure differs among these corporations in which only one of the three independent variables tested is associated with voluntary disclosure namely; corporate size. The variables financial leverage and assets had no association.

As stated by Tian and Chen (2009), from 1985 to 1993 Antti and Hannu (1997) studied the influencing factors on mandatory and on voluntary disclosure policy on non-financial listed companies in Finland. This research concluded that the type of the firm determines the mandatory disclosure policy used by the firm. However, not only the type of the firm but also by the size, the capital, and the growth of the firm determines the chosen voluntary disclosure policy. 

Furthermore, Cooke (1992) conducted a study of the impact of size, stock market listing, and industry type on voluntary disclosure in the annual reports of Japanese listed companies. Here, results showed that all of the three variables; size, stock market listing an industry type have a significant effect on the extent of voluntary disclosure. 

Hossain et al. (1995) conducted an empirical study on voluntary disclosure among New Zealand listed companies and five firm-specific factors. These factors are firm size, leverage, assets-in-place, type of auditor and foreign listing status. In that time, the economy in New Zealand was developing in a liberal and competitive economic environment. Consequently, voluntary disclosure was one way to attract new investors. Here, results showed that firm size, foreign listing and leverage were significant related to the extent of voluntary disclosure. 

In an international setting, which is between multinational corporations in the U.S., U.K. and continental European (France, Germany, and the Netherlands) Meek et al. (1995) performed a cross-country research on factors influencing voluntary disclosure. Here, they documented four factors that had the most influence on the extent of voluntary disclosure related to annual reports. These factors are firm size, country, listing status, and industry. The results showed that the importance of these factors differs by type of voluntary information. Here, they divided the type of voluntary information in strategic, non-financial, and financial information.


Based on these before signaled empirical studies, different firm specific factors exist that can affect the amount of voluntary disclosure in annual reports, which differs per country or per type of voluntary information. Since the most important factors that overall explain voluntary disclosure are firm size, country, listing status and industry from the empirical study of Meek et al. (1995), comments on these variables will follow.

Firm size

In the before signaled empirical studies firm size is the most consistently variable reported as a significant factor that influence voluntary disclosure in annual reports. Meek et al. (1995), Botosan (1997) and Watson et al. (2002), indicate that firm size is positively associated with voluntary disclosure. However, several reasons exist supporting that larger firms provide more voluntary disclosure than smaller firms do, but the exact reason is not clear. For instance, larger firms tend to have lower information production and competitive disadvantage costs, but on the other side, large firms are more complex and have a wider ownership base. In addition, because of the reduced uncertainty larger firms may gain benefit when providing better disclosure in terms of easier marketability of their securities (Watson et al. 2002). Furthermore, the government observes larger firms than smaller firms and consequently larger firms face more exposure to political attack in the form of greater regulations. As a result, lager firms may feel the need to disclose more information in their annual reports to prevent less government intervention (Watson et al. 2002 and Meek et al. 1995). In addition, since larger companies face more information asymmetry because of the diverse shareholders’ base, the agency cost is higher. Consequently, by providing voluntary information larger companies try to reduce the agency costs (Meek et al. 1995). 

Country

As signaled already, voluntary disclosure is information provided beyond the level of requirements. As each country adapt its own set of disclosure requirements, voluntary disclosure certainly have a different setting in each country. As commented by Meek et al. (1995), empirical study by Meek and Gray (1989) has showed that in their sample of European companies, national characteristics in the pattern of voluntary disclosed items exist. As stated already, voluntary disclosure on one hand can detail and deepen compulsory disclosure and on the other hand, it can compliment or expend compulsory disclosure (Tian and Chen 2009). In addition, voluntary disclosure is affected or depress by disclosure requirements, depending upon whether it is required by law and if voluntary disclosure is used as a complements or substitutes (Meek et al.1995 and Ronen & Yaari 2002, p21-23). Since certainly variations in national and regional reporting requirements across the world exist, voluntary disclosure will differs for each country as well.

Because political costs reveal the culture and the social norms of a country, the differences in political costs
 in each country certainly affect the variations in voluntary disclosure among countries. However, Meek et al. 1995 stated that political costs affect mostly the voluntary disclosure of social and non-financial information. 

Listing status
Firms listed both domestically and internationally face additional pressure for voluntary disclosure in comparison with firms only listed domestically (Meek et al. 1995). This is because they have to comply with several requirements of stock exchanges and usually deals with a larger shareholders’ base. Consequently, it expects that these firms provide a greater amount of voluntary disclosure. Empirical studies have showed a positive relationship between firms’ listing status and the extent of voluntary disclosure. As already signaled, Hossain et al. (1995) finds an international listing effect for New Zealand companies and Cooke (1991) found the same for Japanese companies. Furthermore, as stated by Hossain et al. (1995), in a previous study by Hossain et al. (1994) results showed that Malaysian multinationals firms that are listed on the London Stock Exchange in comparison with other Malaysian companies listed only on the Kuala Lumpur Stock Exchange provide more voluntary information in their annual reports. Furthermore, a meta-analysis of 29 studies performed by Ahmed and Courtis (1999) confirms that firms’ listing status is significant and positively associated with disclosure level. Overall, these empirical studies imply that firms’ foreign listing status influence the extent of the voluntary disclosure provided in annual reports.

Industry

Past studies documented that voluntary disclosure varies across industry. For example, Meek et al. (1995) argued that firms disclosure policy vary across industries through proprietary costs. It can assume that, because of the nature of their products, chemical firms are more sensitive in providing voluntary disclosure to investors. Vanstraelen et al. (2003) asserts that pharmaceutical firms provide more forward-looking information while construction and electric firms provide significant less historical information than other certain firms do. Furthermore, Cooke (1992) which has study Japanese corporations asserts that manufacturing firms provide more voluntary disclosure than other types of firms. In addition, AI-Shammari (2008) who studied the association between three types of voluntary disclosure in the annual reports of 82 listed Kuwait companies and ten companies characteristic shows that among others, industry is one of the factors explaining voluntary disclosure in a developing country.

Furthermore, Cooke (1991) argued that the bandwagon effect could be a reason why there may be voluntary disclosure variations between industries. For example if in an industry a dominant firm exists with a high level of disclosure, other firms in that industry may follow. Likewise, Watson et al. (2002) stated that the industry type influences the disclosure culture of a firm. Consequently, in general industry may influence the amount of voluntary disclosure reported by companies. However, there is not a theoretical theory to the subject industry and voluntary disclosure.
§3.2 Information asymmetry as a component of the cost of equity capital

Many studies, including Brown and Hillegeist (2007), Peterson and Plenborg (2006) and Botosan and Plumlee (2002), found a negative relation between the voluntary disclosure related to annual reports and the information asymmetry. Since information asymmetry is positively associated with the cost of capital, these findings give support to the negative association between voluntary disclosure and the cost of capital. 

Brown and Hillegeist (2007) assert that (1) disclosure quality related to annual report is negatively associated with the information asymmetry and (2) disclosure quality related to quarterly reports are positively associated with the information asymmetry. The latter association contradicts all the theories related to voluntary disclosure. Besides that, this implies that the effect of disclosure differs in the timeliness whereas provided.

As commented by Core (2001), Brennan and Subrahmanyam (1996) found that lower information asymmetry is associated with lower expected returns. In addition, they found that higher stock volume relates to a lower information asymmetry that in turn relates to lower expected returns. Studies indicate that enhanced voluntary disclosure increases stock volume and lowers the bid-ask spread. Since information asymmetry is negatively correlated with voluntary disclosure, this imply that lower information asymmetry improve stock liquidity through voluntary disclosure.

§3.3 Voluntary disclosure and the cost of equity capital

Existing studies, such as Botosan (1997, 2006), Botosan, and Plumblee (2002) and Hail (2002), document two theories that support the link between disclosure and the cost of equity capital
: (1) disclosure reduces the cost of equity capital through reducing investors’ estimation risk
 and (2) disclosure reduces the cost of equity capital through enhancing stock market liquidity. Next, further comments on these theories will follow. In addition, comment will follow on the empirical research performed on the relationship between voluntary disclosure and the cost of equity capital.
Estimation risk and the cost of equity capital

Botosan (1997, 2006), Botosan and Plumblee (2002) and Hail (2002) documented that studies, including Klein and Bawa (1976), Barry and Brown (1985), Coles and Loewenstein (1988), Handa and Linn (1993), Coles et al. (1995), and Clarkson et al. (1996), found that firms that provide greater disclosure reduces investors’ estimation risk. Because the level of the investors’ estimation risk depends on the available data investors hold and consequently, low information availability implies greater uncertainty regarding the true parameters of stock returns or payoff, a higher estimation risk exists. By providing more information to shareholders, they become more confident about their prediction about their security’s returns or payoffs, consequently lowering their estimation risk. Because the shareholders are more confident and more willing to pay a higher stock price, a lower estimation risk leads to a lower cost of equity capital.
Stock market liquidity and the cost of equity capital

Stock market liquidity can improve by a decrease in transaction costs or an increase in the firm stock’s demand (this is consistent with a low information asymmetry). Consequently, greater information improves stock market liquidity and in turn reduces the cost of equity capital (Botosan 1997, 2006, Botosan and Plumblee 2002 and Hail 2002). As stated by Botosan (2006), King et al. 1990 argue that firms providing more disclosure reduce investors’ transaction costs to acquire costly private information when buying stock. Shareholders who pay a low transaction costs when buying stocks are more willing to pay a higher price for stocks, ceteris paribus. Hence, high stock prices are consistent with low cost of equity capital.

Firms providing greater disclosure reduce information asymmetry and increase market liquidity for their securities. For example, Diamond and Verrecchia (1991) assert that firms that provide voluntary disclosure induce large investors, who plan to invest in the future, to take larger current positions in their stocks. Consequently, firms providing more disclosure increase the demand in their securities and consequently, benefit from higher stock prices, and consequently a lower cost of equity capital. 

Empirical evidence on voluntary disclosure and the cost of equity capital
Studies on the effect of voluntary disclosure and the cost of equity capital have become a matter of interest and importance for the financial reporting community. However, as stated by Botosan (1997), Botosan and Plumlee (2000), the results of empirical researches on voluntary disclosure and the cost of equity capital are not conclusive. The argument for this is that, since both voluntary disclosure and cost of capital is not direct observable, they become difficult to measure. Therefore, researches use proxies to measure these two variables (Hail 2002).

As already signaled empirical evidence such as, Botosan (1997) document that voluntary disclosure provided in the 1990 annual reports is negatively associated with the cost of equity capital on a sample of 122 USA manufacturing firms, but this holds only for firms with low analysts’ following. Richardson and Welker (2001) have found the same results as Botosan (1997) for a sample of 124 Canadian firms for a three-year analysis (1990-1991). Furthermore, as already stated in a subsequent study of Botosan and Plumlee (2002) results showed that for a sample consisting of 3618 firm-year observation from 1985-1996 including 668 USA firms, voluntary disclosure related to annual reports is negatively associated with the cost of equity capital. Besides this Hail (2002) found a negatively and significant association between voluntary disclosure and the cost of equity capital for a cross-sectional sample of 73-non-financial Swiss firms. 
In an context specific voluntary disclosure research performed by Kristandl and Bontis (2007) based on a sample of 95 listed companies in 2005 from Austria, Germany, Sweden, and Denmark, results showed a negative association between the forward-oriented voluntary disclosure and the cost of equity capital. However, results showed a positive association between the historical voluntary information and the cost of equity capital.

In a recent study of Lopes and Alencar (2008), they asserted that a more significant relationship exists between voluntary disclosure and the cost of equity capital for a sample of 50 listed Brazilian firms that immerse in a low-level corporate disclosure environment than the results previously found in US studies. Their results showed a lower mean and greater variations in disclosure scores than in previous reported studies in the US ( Botosan 1997), Swiss (Hail 2002) and for a sample of 34 developed countries (Francis et al. 2005). Consequently, confirming their argument that in low-level disclosure environments the marginal effect of voluntary disclosure policies will be higher. Besides Lopes and Alencar (2008), Hail (2002) and Richardson and Welker (2001) argued that most prior studies on voluntary disclosure focused on US firms, in which these firms operate in a rich and stringent disclosure environment, making it difficult to document the conjecture relation empirically. Hence, this can be a reason for the weak relationship between disclosure and the cost of equity capital in which the variation of voluntary disclosure can be essential. Overall, these empirical researches shows evidence that support the negative relationship between the voluntary disclosure in annual reports and the cost of equity capital.
§3.4 Reporting in the Netherlands
Corporate governance

In 2003, the establishment of the Dutch corporate governance code (also known as the “Tabaksblat” code) took place in which it replaced the 1997 report of corporate governance prepared by the Peters’ committee in the Netherlands 

By means of the main scandals of 2003, such as the Royal Dutch Ahold and the Royal Dutch Shell in which both misled their financial statements, this certainly contributed to the acceptance of the code. The corporate governance code based itself on principles that generally are accepted. In addition, that provides detailed guidelines of best practice provisions for the executive board, the supervisory board, the general meeting and the auditing process and the external auditor. The code became effective from 1 January 2004.


The 2003 code of corporate governance applies to all Dutch listed firms and through the complying or explaining mechanism, its application is mandatory by the Dutch civil law. Consequently, firms that do not comply with the code have to explain why they chose not to comply. Besides complying with the Dutch corporate governance code, Dutch stock exchange quoted firms, since its’ approval for use in the European Union in 2005, in addition have to prepare their financial reports in accordance to the International Financial Reporting Standards (IFRS). The introduction of the 2008 code of corporate governance took place later, which is a revised version of the 2003 code. The 2008 code of corporate governance became effective since 1 January 2009. 

A characteristic of the structure of the Dutch corporate governance is a two-tier board approach. Consequently, Dutch stock exchange quoted firms has an executive and a non-executive board. The Dutch corporate governance code applies principally to the two-tier board approach, but it is applicable for the one-tier approach.
 In addition, the Netherlands corporate governance system is different from its Anglo-Saxon and German counterpart (Chirinko et al. 1999). Primary in the sense that the shareholder-voting power is limited and secondly that, due to the chosen structural regime method, the role of the non-executive board (supervisory board) is significant. Furthermore, in the Netherlands the corporate governance system is a stakeholder model (insider model), in which the accountability by mostly large companies is to several stakeholders. In addition, since agents are appointing, the stakeholder model qualified as an insider model. In this case, information asymmetry will consider less sensitive than in a shareholder corporate governance system. In addition, the insider model can qualify as a form of information sharing within an organization, and acts as another method besides of the market, in which operates to create incentives for disclosure of information (Camfferman and Cooke 2002). A characteristic of the Netherlands corporate system is that information sharing could help to lessen fraud and misrepresentation (Fraser et al. 2000). Hereafter, will briefly describe some corporate governance factors, which are shareholdings concentration and legal enforcement.

Shareholdings concentration

Petersen and Plenborg (2006) asserted that the extent of concentrated shareholdings might potentially influence the level of voluntary disclosure. On the one hand, because large group of shareholders may already have inside sources of getting information, firms with high concentrated ownership may not have the urge to disclose voluntary information to shareholders. On the other hand, it can be presumed that large group of shareholders keep a better eye on management’s performance than individual shareholders, consequently, force the management to generate sufficient relevant information. Because two possible effects exist, the direction of the effect of concentrated shareholding on voluntary disclosure is unpredictable. 

In a disclosure study between U.K. and the Netherlands by Camfferman and Cooke (2002), it signaled that Fraser et al. (2000, 18) stated that "arguably, at the most fundamental level, the corporate culture of the U.K. is an example of an Anglo-American or market-oriented approach, while the Netherlands is an example of a continental or consensus approach. Since both countries have a strong equity market, Nobes (1998) has classified U.K. and the Netherlands as a capital-market based financial systems. However, the Netherlands characterized itself as a stakeholder corporate governance system and partial capital-market-based financial system and U.K. as a comprehensive capital-market-based financial system and shareholder corporate governance system (Camfferman and Cooke 2002).

Because, since 1988 the market capitalization presented approximately fifty percent (50%) of the gross national product for the US and forty percent (40%) for the Netherlands, in a study of cultural influences on financial reporting between US and the Netherlands, Hussein (1996) argued that the stock market is the primary source of capital for these countries. Furthermore, La Porta et al. (1997) and Leuz et al. (2002) argued that compared to Belgium and Germany the importance of an equity markets as a source of capital is the highest in the Netherlands.
Additionally, corporate control
 is a characteristic of a capital-market-based financial system. However, in comparison with the U.K this is not the case in the Netherlands. In the Netherlands, they developed a system in which reduced the shareholders rights, in the way that the control have shifted from shareholders to mangers through the management and supervisory board. A way in which shareholders rights is limited is the use of trust office (‘administratiekantoor’). In order to protect themselves against hostile takeover bids, Netherlands use this as a form of protection (Dijksma and Hoogendoorn, 1993, 22). Consequently, due to the anti-takeover defense mechanism in the Netherlands, little or no market exists for corporate control in which the direct influence of shareholders is limited. 

In addition, ownership concentration of Dutch stock exchange quoted firms has largely dispersed, with a relative low number of controlling shareholders (Vanstraelen et al. 2003, Bekkum et al. 2009). Moreover, the equity ownership in the Netherlands is more concentrated than in the US and in the U.K, however more dispersed than in Germany (Chirinko et al. 1999). From the 137 listed firms in the 1995, De Jong et al. (1998) stated that the average largest stake is about 28 % and the second largest is about 9 % (Chirinko et al. 1999). Hence, researches indicate that foreign shareholders owned approximately 50 % (Chirinko et al. 1999) of the market capitalization and this was 70% in 2007 (Bekkum et al. 2009). This situation made Dutch listed firms vulnerable to shareholder activism. Besides foreigners shareholders banks and financial institutions like insurance companies and pensions funds hold a little amount of shares (Chirinko et al. 1999). Furthermore, they indicate that, since it affects the firm performance and for inside control through networking, share ownership by financial institutions and banks are important for the Dutch corporate governance 
Legal enforcement
Litigation cost may potentially influence the level of voluntary disclosure. Litigation cost has a two-sided effect on voluntary disclosure. On the one side, firms prevent prosecution for not facilitating sufficient information to shareholders or explaining bad performance by enhancing their disclosure policy. On the other side, in order to avoid providing counterfeit or too optimistic information, firms avoid facilitating voluntary information to shareholders. The direction of the effect that litigation cost has on voluntary disclosure is unpredictable. 
Vanstraelen et al. (2003) studied the factors that determine non-financial disclosure between three continental European countries, in which the sample consisted of 120 firms, Belgium (32), Germany (44), and the Netherlands (44). For this study, the unrelated regressions tests showed that larger companies and companies with a global focus voluntarily provide higher levels of both forward-looking information and historical non-financial disclosure. However, since they have different legal and institutional setting and cultural and financial reporting practices, they found that significant country effects exist between Netherlands, Belgium, and Germany. They stated that the Netherlands have a strong legal enforcement than the other two countries. Furthermore, in a comparative study of disclosure in the 1996 annual reports of United Kingdom (U.K.) and Dutch companies performed by Camfferman and Cooke (2002) they stated that:
”The legal system used in the Netherlands is a code-based law
 and distinguishes from the common-law legal based system of Britain and the significance of accounting standards is that if requirements in the directives are reinforced by accounting standards, the probability of compliance increases”. In this study of disclosure between Netherlands and U.K, regressions results showed that for a sample of 322 non-financial listed firms equally divided between U.K and the Netherlands, U.K. disclose more than the Netherlands and this is because in the Netherlands they have greater regulatory flexibility and the compliance mechanisms have not change since 1970. 
§3.5 Hypothesis development
Based on the different business scandals that took place both internationally and nationally, it is assumable that investors have lost confidence in the financial reporting of firms. Furthermore, there is the globalization of firms, firms are expanding or experiences changes in their business operations, firms are becoming more complex, for example due to the new technology changes. Consequently, to regain that confidence and to show transparency, companies choose to expand their disclosure policy by providing voluntary disclosure. Additionally, by providing voluntary disclosure, firms decrease the information asymmetry and benefit of a lower cost of capital. For these reasons will expect that the amount of voluntary disclosure will increase over the years and will formulate the following hypothesis:
H1: The level of voluntary disclosure in the annual reports has increased within the       years 2005 until 2007.
As already signaled, size is one of the factors that most commonly influence the level of voluntary disclosure in the annual report. Studies such as Meek et al. (1995), Botosan (1997) and Watson et al. (2002) concluded that size is positively associated with voluntary disclosure. Various reasons exist explaining this association. For example, larger companies tend to have lower information production and competitive disadvantage cost and are more complex and have a wider ownership base (Meek et al.1995). Furthermore, larger firms are more closely watch by various government agencies, consequently, they prefer to disclose more information as to lessen the government intervention and to lower political costs (Watson et al. 2002 and Meek et al.1995). In addition, big companies have the needs for more capital than smaller companies do. Consequently, they own a larger amount of outside capital. Therefore, they have a divers shareholders’ base, in which they have more information asymmetry and higher agency costs (Meek et al. 1995). 
For this research, the sample will consist of the Dutch companies listed on the AEX, AMX, and ASCX. Taking the fact that a positive relationship exists between firm size and voluntary disclosure and the fact that firms listed on the AEX-index are larger than firms listed on the AMX and ASCX index are, the formulation of the following hypothesis is as follow:
H2: The level of voluntary disclosure in the annual reports is higher for companies listed on the AEX than companies listed on the AMX and on the ASCX.

The role of voluntary disclosure is to reduce the information asymmetry problem between firms’ managements and shareholders. Healy and Palepu (2001) asserted that managers, who anticipate making capital market transaction, are motivated to provide voluntary disclosure with the intention to have the benefit of a lower cost of capital. Consequently, one of the consequences of voluntary disclosure is to reduce the cost of capital by reducing the information asymmetry. Studies including Brown and Hillegeist (2007) and Peterson & Plenborg (2006) showed that greater voluntary disclosure reduces information asymmetry as a component of the cost of equity capital. Studies including Botosan (2006), Hail (2002), documented that voluntary disclosure provided by firms lead to better-informed investors. Consequently, investors become less uncertain about the returns or payoffs of their stocks (lower estimation risk) and are more willing to accept a lower return for their invested funds. This is consistent with a lower cost of equity capital. Furthermore, studies documented that voluntary disclosure reduces the cost of equity by enhancing the stock market liquidity through reducing transaction costs or increasing stock’s demand. 
Taking into consideration these theoretical and empirical literature that support that greater voluntary disclosure reduces the cost of equity capital and despite the fact that some institutional factors may have an effect on voluntary disclosure, will formulate the following hypothesis:
H3: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital.
Hussein (1996) stated that the Netherlands consider itself as an industrial country, such as other countries like France, Germany, and Japan. As already signaled in this research, the level of voluntary disclosure might potentially vary across industries. One potential reason could be that differences exist in proprietary costs between industries based on the nature of products each industry produce. For example, Petersen and Plenborg (2006) found that Danish industrial firms disclose more information about marketing strategy and less about strategy and human capital issues while high tech firms tend to provide more voluntary disclosure related to human capital issues. Furthermore, construction and electric firms provide less historical information while pharmaceutical firms tend to disclosure more forward-looking information than other certain firms do. Despite these findings, no clear evidence exists that one particular industry provides significantly more voluntary disclosure than other certain industries do. Consequently, it seems appropriate to test the following null hypothesis:
H4: No difference exists in the level of voluntary disclosure between industries, namely industrial, consumer goods, consumer services and technology industry.
§3.6 Summary 
Empirical researches signaled that one of the most frequent reported variable that determine the amount of a firm’s voluntary disclosure is firm size. However, other variables such as industry and listing status are important. From the empirical studies performed on voluntary disclosure and the cost of equity capital, have documented two important theories. First, is that firms provide voluntary disclosure to lower investor’s estimation risk and consequently lowers the firm’s cost of equity capital. Second, by providing voluntary information, the stock market liquidity can enhance and consequently reducing the cost of equity capital either through a decreased transaction costs or increased in the demand of the firm’s stock. Overall, empirical researches documented that a negative association exists between voluntary disclosure and the cost of equity capital (the direct approach). However, a negative relationship exists between voluntary disclosure and the information asymmetry as a component of cost of equity capital (the indirect approach).
As empirical studies signaled, Netherlands characterized itself as a stakeholder corporate governance system and a partial market-based- financial system. However, since it is a primary source of capital for Dutch companies, it signaled that the Netherlands have a strong equity market and that this is relevant. Consequently, the main hypothesis of this research is the following: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital. 
As chapter three captures the prior research related to voluntary disclosure and the hypotheses of this research, chapter four will comment on the type of research related to this research. Furthermore, chapter four will address the research model, which will present the measuring of the variables related to this research and the sample.
4. Research design
Previous chapters commented on the theoretical part of this research and presented empirical literatures related to this research and the hypotheses. Chapter four will provide the research method to test the hypothesis. The chapter will first present an explanation about the type of research. After that, the research method and the sample selection will follow.
§4.1 Type of research

In order to answer the research question based on the proposed hypothesis will perform an empirical research. An empirical research is as a research that bases its evidence on observation or experimentation. Research in accounting is essential for solving problems, examining, and creating knowledge. Among others two main type of research approach can be distinguish, quantitative, and qualitative research.
Quantitative research: research based on quantitative data. This type of research investigates an association between variables. In other words, its aim is to determine the relationship between the independent variable and the dependant variable in the sample. In order to perform this type of research quantitative data is needed which involves the use of numbers. Will examine the information collected using statistical analysis, which will help answer the hypothesis. Quantitative research is qualified as “hard science”. This is because quantitative research is more accurate or rigorous. 
Qualitative research: is a research to improve the quality of accounting and its education. Qualitative research aims at gather an in-depth understanding of behavior and reasons that govern that behavior. It investigates the motives why men make decisions. Qualitative research analyses the collection of narrative data, which are in form of words or objects. Qualitative research is more soft science, consequently less scientific or accurate than quantitative research is. 
Whereas, the aim of quantitative research is to gather quantitative data and with statistical construct attempt to explain what is observe, qualitative research aim at complete, detailed description most often without the help of statistical support. Quantitative research is objective, which seeks precise measurement and analysis of target concepts. Qualitative research is subjective, in which is based on individuals interpretation of events. A disadvantage of the qualitative research is that it lack scientific control for the data collected and consequently is less accurate than quantitative research. Another disadvantage is that qualitative research data is time consuming, costly and generalization is not possible. However, on the other hand quantitative research data is more efficient, able to test the hypothesis but can miss contextual detail. Furthermore, because the qualitative research is more time consuming, compared with quantitative research, the data sample ought to being small. Because this research aims at investigating the relationship between the cost of equity capital (independent variable) and voluntary disclosure (dependent variable) and base on the disadvantages of qualitative research, for this study quantitative research fits best. 
In a quantitative research two types of research designs exist, descriptive and experimental research. Descriptive research: aims at describing the data and characteristics of the population studied. Descriptive research is observational studies. This kind of research cannot describe a situation. Consequently, this type of research cannot establish a causal relationship, where one variable affects the other. Experimental research: are design to establish causality and effect. To understand casual processes experimental research use manipulation and controlled testing. Experimental research can be experimental research with or without a control group. 
The disclosure and cost of equity theories, which are (1) disclosure reduces the cost of equity capital through reducing investors’ estimation risk and (2) disclosure reduces the cost of equity capital through enhancing stock market liquidity, suggest that there is a theoretical relationship between voluntary disclosure and the cost of equity capital. Consequently, this research aims to test this theoretical relation by verifying whether there is an empirical relationship between voluntary disclosure and cost of equity capital. Therefore, the experimental research is not suitable in which will perform a descriptive research. Consequently, this research is a quantitative descriptive research. 

§4.2 Research method 
This subsection presents the research model. An explanation will follow about the measurement of the variables incorporated within the research model and after that will present the regression model.
§4.2.1 Measurement of voluntary disclosure
As already signaled, because it is not directly observable the measurement of voluntary disclosure is difficult. Consequently, one way in which voluntary disclosure can be measure is by the use of a disclosure index. For this research, it has decided to use the self-constructed disclosure index by Petersen and Plenborg (2006) which they used to measure the level of voluntary disclosure of Danish firms. Because of the following reasons it is determined that this disclosure index is representative for this research. Until now, there is no disclosure index constructed or either used for Dutch firms. Second, Denmark and the Netherlands are both well-developed European countries and since 2005, both have to comply with the same financial reporting standards (IFRS). Third, the disclosure index consists of general disclosure issues, that is, issues that are essential for every firm.


The construction of the disclosure index took place by means of previous studies including Botosan (1997), Jenkins (1994) and the Nørby (2001) report (Petersen and Plenborg 2006). The common attribute of these studies and report is that they all have focused on investors’ information needs. Consequently, can signal that the disclosure index is based on an investor’s perspective, this implies that, the disclosure items incorporated within the disclosure index are based on what investors qualified as relevant or important. The disclosure index consists of five disclosure categories: (1) strategy, (2) competition and outlook, (3) production, (4) marketing strategy and (5) human capital. It encloses 62 disclosure items spread among these five categories, see appendix B page 78.

The use of the disclosure index will measure the amount of voluntary disclosure within annual reports. For this research will use the company’s annual reports of 2005 to 2007 to create the disclosure index for each year. To measure the amount of voluntary disclosure a binary coding scheme will be applied in which the presence of each disclosure item scores one (1) point and the absence of each disclosure item scores zero (0) point. Consequently, one point is assign to each of the 62 disclosure items that the firms provide through their annual report, whereas each firm can reach a maximum of 62 points. With the intention to minimize the subjectivity regarding the measurement of voluntary disclosure and to enhance its credibility, has chosen a binary coding scheme.

 For this study the amount of voluntary disclosure (points scored) proxies the quality of the voluntary disclosure. Although, the disclosure index provides to some extent qualitative indicators, perhaps indirectly, for the reason that the construction of the disclosure index was with the focus on what information investors qualified as relevant (Peterson and Plenborg 2006). 
§4.2.2 Measurement of the cost of equity capital
Because it is a forward-looking concept, in which has to estimate the cost of equity capital since it is not direct observable, the cost of equity capital is refer to as ex-ante, implied or expected cost of equity capital. Estimating the cost of equity capital is difficult. Nevertheless, for measuring the cost of equity capital, academics construct various methods and until today, they are still debating for the best method. To measure the cost of equity capital, have considered three market-based models: 
(1) The classic dividend discount model (DDM), 
(2) The capital asset pricing model (CAPM) and 
(3) The price-earnings growth ratio model (PEG). 
Since their calculation of the cost of equity capital are approximately simpler and less complex, consequently easy to understand, have selected these models.
Classic dividend discount model
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The DDM estimates the cost of equity capital (r) based on the following formula:

Where (Pt) is the market price of stock at date t, (Et) is the expectation operator and (dt) is dividend per share for year t. The classic DDM estimates the cost of equity capital as the discounted rate that equates the present value of all expected future dividends with the current market price per share. Botosan and Plumlee (2002) applied this model. 
CAPM model
The CAPM estimates the cost of equity capital (r) based on the following formula:
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Where (Rf) is the risk free rate, (Rm) is the return for the market portfolio and (βj) is the firm’s specific systematic risk factor, firm’s beta. The CAPM expresses the expected cost of equity capital as the risk free rate plus the equity risk premium (RM – Rf) multiplied by the firm’s beta. Because the CAPM does not calculate the cost of equity capital using firm’s specific characteristics, this model only provides the expected measurement of the actual cost of equity capital caused of co-movements with market prices. The real cost of equity capital is not directly observable and consequently, the CAPM only provides a proxy for its measurement. 
PEG ratio model
The PEG ratio model estimates the cost of equity capital (r) based on the following expression:
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Where (eps1) and (eps2) is the earnings per share for one-year and two-year ahead respectively and (P0) is the current price per share. The PEG ratio model expresses the cost of equity capital as the square root of the expected growth in earnings per share from year-one to year-two divided by the current price per share. Easton (2004) utilizes this model to estimate the cost of equity capital. Among others, Francis et al. (2003,), Francis J. et al. (2007), Lopes and Alencar (2008) and Artiach and Clarkson (2010) used the PEG ratio model to measure the cost of equity capital. 
In the view of many researches (Botosan and Plumlee 2002, Hail 2002 and Botosan 1997, 2006), the CAMP model provides no role for disclosure. The CAPM assumes that variation in market beta alone drives the variation in the cost of equity capital. In other words, the beta does not capture the estimation risk. Consequently, for the CAPM to be practical for this research, it need to assume that the firms’ beta does capture all market risk including estimation risks/ asymmetric risks, such that the variations on disclosure provoke variations in the beta. However, Botosan (2006) argues that theoretically little empirical research exists that supports that greater disclosure reduces firms’ specific systematic risk. Because of the already signaled problem of the CAMP and that premise in this research, which is that variation in voluntary disclosure induces variation in cost of equity capital, in this study will not use the CAPM model.
Both the DDM and PEG ratio are the two most preferable approaches before the CAPM model to calculate the cost of equity capital (Botosan 2006). Since it is more practicable and adherence to the other proxies used to measure the cost of capital, for this study has chosen the PEG ratio to measure the implied cost of equity capital (Hail and Luiz 2005). Furthermore, Botosan and Plumlee (2005) stated that to measure the implied cost of equity capital the PEG ratio model showed comprehensible construct validity. Besides that, they concluded that the PEG ratio yields firm specific estimates that associate with risk measures. Furthermore, since it is more consistent with realized returns and firm-specific risk characteristics, in fact Artiach and Clarkson (2010) stated that Botosan (2009) has reconfirmed that the PEG model is one of the most reliable proxy for the cost of equity capital. In addition, because the PEG model only requires data on price and earnings growth the data necessities to calculate the cost of equity are less (Francis et al. 2003). Based on these reasons will use the PEG ratio model as the measure of the cost of equity capital.
To derive the expected cost of equity capital from the PEG ratio, data is required about the mean analyst’ forecasted earnings per share for one-year and two-year ahead or the analysts’ earnings forecast for one-year and a forecast of growth in earnings for the following year and the current stock price as of the fiscal-year end. To obtain these data’s will use the I/B/E/S database.
§4.2.3 Measurement of the control variables
As previously commented, firm size, country, listing status and industry potentially influences the association between the voluntary disclosure and the cost of equity capital. In this study has incorporated the control variables firm size, listing status and industry. Because this research only studies, one particular country (the Netherlands) country is not included as a control variable. Consequently, no need exists to control for country differences. Besides firm size, listing status and industry, has incorporated beta and leverage as control variables in this study.

Firm size
Because prior researches including Lang and Lundholm (1993) showed that voluntary disclosure will positively correlate with the firm size, has consider firm size as a control variable. Consequently, by not neutralizing the sizes of the sampled firms, the findings of this study might indicate a spurious association between the voluntary disclosure and the cost of equity capital. Based on prior researches, it is determined to use firm’s market value (share price multiply by the outstanding number of shares) to proxy for firm size. From Thomson database will collect the market values of the sampled firms.
Listing status
In addition, has incorporated listing status as a control variable. Because the sample contains Dutch firms both domestically and internationally listed outside Euronext Amsterdam, it has decided to control for listing status. As commented previously, internationally listed firms have more pressure towards providing voluntary disclosure than domestically listed firms do. Consequently, by not controlling for this variable, the findings related to the association between the voluntary disclosure and the cost of equity capital might be biased. Will consider listing status as a dummy variable, whereas will assign a dummy for domestically listed firms and internationally listed firms (see table 1). Will gather, information about the firms’ listing status, from the company’s’ annual reports.
Table 1: Dummy coding for listing status

	
	Dummy variable 1
	

	Domestically listed
	0
	Company is domestically listed = 0, otherwise 1

	Internationally listed
	1
	Company is internationally listed = 1, otherwise 0


Industry

Past researches, including Meek et al. (2005) and Botosan (1997) showed that the level of voluntary disclosure vary across industries. Besides, in this study will use industry to account for any uncontrolled industry-specific factors that can influence the level of voluntary disclosure (AI-Shammari 2008). In addition, the type of industry can capture the sensitivity of political cost that other proxy does not capture for different industry type. As well, industry could proxy for variation in proprietary cost of disclosure (AI-Shammari 2008). Consequently, to each type of industry will assign a dummy variable (see table 2). Since among others Field (2005) proposed this method, this method is chosen. From the company’s information listed on the Euro next website will collect data for industry type.
Table 2: Dummy coding for the industries

	
	Dummy variable 1
	Dummy variable 2
	Dummy Variable 3
	

	Industrial Industry
	0
	0
	0
	Company is an Industrial company = 0, otherwise 1

	Consumer Goods Industry
	1
	0
	0
	Company is a Consumer Goods company = 1, Industrial company = 0, all others = 0

	Consumer Services Industry
	0
	1
	0
	Company is a Consumer Services company = 1, Industrial company = 0, all others = 0

	Technology Industry
	0
	0
	1
	Company is a Technology company = 1, Industrial company = 0, all others = 0


Beta and leverage 
To control for risk will use two control variables, the firms’ beta, and the leverage. The beta is included in the model to control for firms’ systematic risk since the beta it is directly linked to the cost of capital and it measures a firms’ stock volatility (systematic risk) in comparison to the market. From the Data-Stream database (already calculated betas) will collect the systematic risks (betas) for each firm.
Besides the four most important factors signaled, leverage is one of the factors that in addition can influence the voluntary disclosure. Leverage is included to control for firms riskiness. Firms that have more equity and less debt will try to reduce agency cost through increasing voluntary disclosure in annual reports rather than restrictive covenants such as in debt agreements. Consequently, in this research, will measure leverage by the common equity to total capital ratio and based on the fact that equity leverage will expect to increase voluntary disclosure (Eng and Mak 2003). Furthermore, many researches exist on the association between the voluntary disclosure and the leverage, empirical evidence on this association is mix. In general, leverage is defined as a firms’ financial structure where it shows the firm’s total debt provided by lenders in relation to the total equity provided by shareholders. Leverage measure the indebtedness of each firm and the more leverage a firm has, a higher cost of capital is expected (Lopes and Alencar 2008). For example, Ahmed and Courtis (1999) and Hossain et al. (1995) found a significant positive association between the voluntary disclosure and the leverage. This is since firms that have more debt have more monitoring cost and a way to reduce this cost is by providing more information in the annual reports (Ahmed and Courtis 1999). However, Chow (1987) and Meek et al. (1995) found a negative relationship between the voluntary disclosure and the leverage for a sample of Mexicans firms and for U.S., U.K., and European multinationals respectively. Consequently, in the view of this research, this implies that more equity capital will relate to more voluntary disclosure. From the Thomson database will collect the data for leverage (common equity to total capital).
§4.2.4 Regression model and statistical analysis
To test hypothesis 3: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital, will use a multiple regression analysis. Based on existing theoretical and empirical researches, has built the following regression model:

r = γ0 + γ1 VD + γ2 MVAL + γ3 BETA + γ4 LEV + γ5 LSTAT + γ6 IND
Where r is the cost of equity capital (COEC);
(VD) is the score of voluntary disclosure;
(MVAL) is the natural log of size of a firm (measured by the market value of common shares in millions of Euros);
(BETA) is the natural log of firm’s market beta; 
(LEV) is the firms’ cost of equity capital-to-total capital ratio;

(LSTAT) is the dummy variable for listing status and 

(IND) is the dummy variable for type of industry.
To test hypothesis 1, 2 and 4 will use statistical analysis. To compose a voluntary disclosure index will review the annual reports of 27 Dutch companies for the years 2005 to 2007.. This index will help gather information to test these hypotheses.
To test hypothesis 1 which suggest that the level of voluntary disclosure in the annual reports has increased within the years 2005 until 2007, will measure the level of voluntary disclosure within the annual reports with the help of the voluntary disclosure index. Each year, will count the total points received by each company for disclosing voluntary information. With this information will conclude if the level of voluntary disclosure reported by the companies increased over the years. With the use of a histogram and a line chart will present the results.
To test hypothesis 2 which suggest the level of voluntary disclosure in the annual reports is higher for companies listed on the AEX than companies listed on the AMX and on the ASCX, each year, will count the total points received by each index for disclosing voluntary information. Based on this information, can compare and conclude if the level of voluntary disclosure is higher for the companies listed on the AEX than companies listed for the AMX and ASCX. With the use of a histogram will present the results.
To test hypothesis 4 which suggest that no difference exists in the level of voluntary disclosure between industries, namely industrial, consumer goods, consumer services and technology industry, each year, will count the total points received by each industry type for disclosing voluntary information. With this information, will compare and conclude which industry disclosed more voluntary information. With the use of histogram will present the results.

§4.3 Sample selection
This research sample consists of Dutch companies listed on the Amsterdam Exchange Index (AEX), the Amsterdam Midcap Index (AMX), and the Amsterdam small cap index (ASCX). As known, the AEX-index represents the 25 most actively traded securities on the Euronext Amsterdam. In other words, the Netherlands considered these companies as the 25 big size companies. The AMX index list the following 25 securities on the Euronext Amsterdam (ranked 26-50) after the 25 most traded on the AEX (ranked 1-25). The companies on the AMX index are the midsize companies. The ASCX consists of the next 25 securities that ranked 51-75 in size after the AEX and AMX. The ASCX considers the companies listed on their index as small size companies. Because the business activities of financial firms (e.g., banks and insurance firms) differ from other firms like manufacturing firms and industrial firms, this research exclude financial firms. In addition, because of the regulatory structure, meaning, they report under other reporting rules, these firms are not quite comparable (Hossain et al. 1995).
By using the AEX, the AMX and the ASXC index, in total 75 firms exist. However, excluding the financial firms and because this research study a period of three years (2005, 2006 and 2007), in which these firms need to be listed for a consecutive three year period on the AEX, the AMX and the ASCX, the sample size decrease to a total of 29 firms (see www.behr.nl in Beurs/aexmandjes, midkapmandjes and ascxmandjes). 

Furthermore, by using the PEG ratio model to calculate the cost of equity capital it restricts the sample. Since both the forecasted earnings per share in year-one and two have to be positive and the earnings per share in year-two have to be higher than the earnings per share in year-one (Easton 2004, Francis et al. 2003). After this elimination, the initial sample reduced to 27 Dutch listed companies. The sample divides these firms across the Dutch indexes as follows: 13 AEX, 8 AMX and 6 ASCX (see appendix C, page 80 and appendix D, page 81 for the companies and internationally listed information). 

For this research will investigate the year 2005, 2006, and 2007. To mitigate the current credit-crisis effects that start in 2008, have chosen these years. The credit-crisis could definitely have an impact on firm’s disclosure policy, for example, for firms to explain away bad performance/ earnings. Besides that, it is decided to examine a three year period to increase statistical power and consequently, to draw a more robust conclusion. As the year to be study is 2005, 2006 and 2007, will collect all annual reports of the sample firms from the “Company Info” database. This site facilitates annual reports of all Dutch listed firms.
§4.4 Summary
Since this study examine if a relationship exists between voluntary disclosure and the cost of equity capital, it will qualified as a quantitative descriptive research. To test this relationship will perform a multi-regression analysis for three consecutive years, in which the cost of equity capital as a dependent variable is regressed on the disclosure index as independent variable and size, leverage, beta, listing status and industry as control variables. By means of the PEG model, will calculate the cost of equity capital and will measure the amount of voluntary disclosure in the annual reports of the companies listed on the AMX, AEX and ASCX of the years 2005 to 2007 by a disclosure index. In order to have a more robust conclusion this research investigates a three-year period. This chapter presented the research method and the sample selection. In the next chapter, will perform analysis and present the empirical results of this research. 
5. Empirical results 
This chapter presents the results and the analysis of the empirical research and the statistical analysis. This chapter begins with the descriptive statistics of the variables. Next, the analysis of normal distribution, the Pearson’s correlation matrixes, and an elaboration on the assumptions for multi regressions will follow. At last, an elaboration on the results of the hypothesis will follow.
§5.1 Descriptive statistics
[image: image1.emf]Variables: NMinimumMaximum Mean Std. Deviation

COEC  27 3,00% 14,00% 9,07% 2,42%

VD 27 18 30 24,22 3,15

MVAL   27 241 56172 7474 12038

BETA  27 0,2 2,3 0,92 0,59

LEV  27 21,60 99,90 66,44 21,14

Domestically Listed vs. Internationally Listed 27 0 1 0,37 0,49

DIND.Industrial vs. Consumer Goods 27 0 1 0,22 0,42

DIND.Industrial vs. Consumer Services 27 0 1 0,19 0,40

DIND.Industrial vs. Technology 27 0 1 0,19 0,40

Table 3a: Descriptive Statistics for the year 2005


[image: image2.emf]Variables: NMinimumMaximum Mean Std. Deviation

COEC  27 4,00% 12,00% 8,70% 1,84%

VD 27 18 34 25,81 3,40

MVAL   27 392 59821 8484 12756

BETA  27 0,3 2,3 0,91 0,59

LEV  27 23,08 99,66 65,88 18,93

Domestically Listed vs. Internationally Listed 27 0 1 0,41 0,50

Industrials vs. Cosumer Goods 27 0 1 0,22 0,42

Industrials vs. Cosumer Services 27 0 1 0,19 0,40

Industrials vs. Technology 27 0 1 0,19 0,40

Table 3b: Descriptive Statistics for the year 2006


[image: image3.emf]Variables: NMinimumMaximum Mean Std. Deviation

COEC  27 7,00% 12,00% 9,41% 1,47%

VD 27 19 33 26,07 3,316

MVAL   27 372 71755 8788 14931

BETA  27 0,3 2,3 0,96 0,56

LEV  27 30,36 99,59 67,47 18,35

Domestically listed vs. Internationally listed 27 0 1 0,41 0,50

Industrials vs. Consumer Goods 27 0 1 0,22 0,42

Industrials vs. Consumer  Services 27 0 1 0,19 0,40

Industrials vs. Technology 27 0 1 0,19 0,40

Table 3c: Descriptive Statistics for the year 2007


Table 3 a, b and c presents the descriptive statistics for the year 2005, 2006, and 2007. The mean for the dependent variable COEC is 9, 07%, 8, 70% and 9, 41% for the year 2005, 2006, and 2007, respectively. It only shows a very small decrease in 2006. The average numbers of points for the voluntary disclosure index are approximately 24, 26, and 26 for the year 2005, 2006 and 2007, respectively. In addition, they are approximately 39% (for year 2005), 42% (for year 2006) and 42% (for year 2007) of the maximum voluntary disclosure score of 62. In comparison with the study of Peterson and Plenborg (2006), who examine Danish firms in the years 1997 to 2000, had an average disclosure point of 13, which is approximately 21% of the maximum voluntary disclosure score. Furthermore, the average firm sizes in the sample are €7473 million (for the year 2005), € 8484 million (for the year 2006), and € 8788 million (for the year 2007). The beta´s for the year 2005, 2006, and 2007 have a mean value of 0, 92, 0, 91 and 0, 96, respectively. All the means have a value slightly lower than one, indicating that the samples have an average total market risk slightly below the stock market, in this case, the AMX, AEX and ASCX indexes.
§5.2 Test of normality

To test if the data is normally distributed first need to use the histograms. Furthermore, to test whether the data distributions are comparable to normal distributions will use the Kolmogorov-Smirnov to test. Table 4 presents the results of the test for the variables for the year 2005-2007.
[image: image18.emf]Variables: Statistic Sig. Statistic Sig. Statistic Sig.

COEC 

0,190 0,013 0,140 0,190 0,200 0,007

RSVD 

0,153 0,1 0,151 0,115 0,164 0,061

MVAL Log 

0,119

,200

*

0,121 ,200* 0,150 0,121

BETA Log 

0,087

,200

*

0,139 0,197 0,109 ,200*

LEV 

0,118

,200

*

0,078 ,200* 0,078 ,200*

Domestically listed vs. Internationally listed 

0,404 0,000 0,385 0,000 0,442 0,000

Industrial vs Consumer Goods

0,478 0,000 0,478 0,000 0,478 0,000

Industrial vs Consumer Services

0,495 0,000 0,495 0,000 0,495 0,000

Industrial vs Technology

0,495 0,000 0,495 0,000 0,495 0,000

2005 2006 2007

Table 4 Kolmogorov-Smirnova Test


To test for normality, the Kolmogorov-Smirnov test must be non-significant, which means that the p-value is > 0.05. All the variables have a normal distribution expect for COEC (in the year 200 and 2007) and domestic vs. internationally listed, industrial vs. consumer goods, industrial vs. consumer services, and industrial vs. technology. The last four variables are dummy variables and for these variables, no need exits to be normally distributed. Furthermore, the variables did not have any outlier, which was test by the use of box plots, except for the variable COEC in 2005. Even when removing the outliers, still no normal distribution exists. Besides that, these outliers were not significant outliers. This was tested using the Save standardized value as the Z-score to find significant outliers. When the Z- score are, greater than 3.29 then these outliers are significant and need to exclude them from the sample. Consequently, the models contain all 27 companies. In order for the variables BETA and MVAL to be normally distributed, has transformed the original data to logarithm. However, had tried to correct the data of the variable COEC with several transformation options but the Kolmogorov-Smirnov test results and the histograms showed no sign for normal distributions. The Kolmogorov-Smirnov test for the variable COEC, showed no normal distribution for the year 2005 and 2007. However, the histograms are more or less normal distributed. Nonetheless, because of this, should carefully interpret the empirical results of this research.
§5.3 The Pearson’s correlation matrixes

The Pearson Correlation matrixes test whether a relationship exists between the predictors (independent variables and control variables) and the outcome (dependent variable). The matrixes provide information about the correlations between each pair variables and their significance at two-tailed. Besides testing for correlation, the Pearson correlation matrixes test for multicollinearity. Multicollinearity implies that a perfect linear relationship exists between one or, two the predictors. When multicollinearity is present it can biased the regression model. Tables 5.a, b, and c provide the Pearson correlation matrixes for the year 2005, 2006, and 2007 respectively. 
Table 5a: Pearson correlation matrix of 2005
[image: image19.emf]Correlations  

  COEC 2005  VD 2005  MVAL Log 2005  Beta Log 2005  LEV 2005  Domestic vs.  Internatiolly  listed 2005  Industrial vs  Consumer  Goods  Industrial vs  Consumer  Services  Industrial vs  Technology  

COEC 2005  Pearson Correlation   1  - ,053  ,147  ,086  - ,248  - ,089  - ,242  ,186  - ,055  

Sig. (2 - tailed)    ,794  ,465  ,668  ,212  ,660  ,224  ,353  ,785  

N   27  27  27  27  27  27  27  27  27  

VD 2005  Pearson Correlation   - ,053  1  ,397 *  - ,462 *  - ,166  ,416 *  ,163  ,151  - ,281  

Sig. (2 - tailed)   ,794   ,040  ,015  ,408  ,031  ,416  ,453  ,156  

N   27  27  27  27  27  27  27  27  27  

MVAL Log 2005  Pearson Correlation   ,147  ,397 *  1  - ,012  - ,431 *  - ,043  ,074  ,230  - ,277  

Sig. (2 - tailed)   ,4 65  ,040   ,954  ,025  ,833  ,713  ,248  ,162  

N   27  27  27  27  27  27  27  27  27  

Beta Log 2005  Pearson Correlation   ,086  - ,462 *  - ,012  1  ,168  - ,631 **  - ,164  - ,106  ,002  

Sig. (2 - tailed)   ,668  ,015  ,954   ,401  ,000  ,414  ,597  ,993  

N   27  27  27  27  27  27  27  27  27  

LEV 2005  Pearson Correlation   - ,248  - ,166  - ,431 *  ,168  1  ,076  ,026  - ,003  ,003  

Sig. (2 - tailed)   ,212  ,408  ,025  ,401   ,707  ,899  ,990  ,990  

N   27  27  27  27  27  27  27  27  27  

Domestic vs. Internatiolly  listed 2005  Pearson Correlation   - ,089  ,416 *  - ,043  - ,631 **  ,076  1  - ,041  ,029  ,227  

Sig. (2 - tailed)   ,660  ,031  ,833  ,000  ,707   ,839  ,885  ,256  

N   27  27  27  27  27  27  27  27  27  

Industrial vs Consumer  Goods  Pearson Correlation   - ,242  ,163  ,074  - ,1 64  ,026  - ,041  1  - ,255  - ,255  

Sig. (2 - tailed)   ,224  ,416  ,713  ,414  ,899  ,839   ,200  ,200  

N   27  27  27  27  27  27  27  27  27  

Industrial vs Consumer  Services  Pearson Correlation   ,186  ,151  ,230  - ,106  - ,003  ,029  - ,255  1  - ,227  

Si g. (2 - tailed)   ,353  ,453  ,248  ,597  ,990  ,885  ,200   ,254  

N   27  27  27  27  27  27  27  27  27  

Industrial vs Technology  Pearson Correlation   - ,055  - ,281  - ,277  ,002  ,003  ,227  - ,255  - ,227  1  

Sig. (2 - tailed)   ,785  ,156  ,162  ,993  ,990  ,256  ,200  ,254   

N   27  27  27  27  27  27  27  27  27  

*. Correlation is significant at the 0.05 level (2 - tailed).  

**. Correlation is significant at the 0.01 level (2 - tailed).  
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Table 5b: Pearson correlation matrix of 2006
[image: image21.emf]Correlations  

  COEC 2007  VD 2007  MVAL Log 2007  Beta Log 2007  LEV 2007  Domestically vs,  Internationally  listed  Industrials vs.  Consumer  Goods  Industrials vs.  Consumer   Services  Industrials vs.  Technology  

COEC 2007  Pearson Correlation   1  - ,211  - ,627 **  - ,123  ,226  ,322  - ,089  - ,332  ,525 **  

Sig. (2 - tailed)    ,291  ,000  ,542  ,257  ,102  ,659  ,091  ,005  

N   27  27  27  27  27  27  27  27  27  

VD 2007  Pearson Correlation   - ,211  1  ,372  - ,141  ,086  ,284  ,097  ,048  - ,245  

Sig. (2 - tailed)   ,291   ,056  ,484  ,671  ,151  ,629  ,813  ,218  

N   27  27  27  27  27  27  27  27  27  

MVAL Log 2007  Pearson Correlation   - ,627 **  ,372  1  - ,072  - ,239  ,046  ,038  ,274  - ,210  

Sig. (2 - tailed)   ,0 00  ,056   ,722  ,230  ,818  ,852  ,166  ,293  

N   27  27  27  27  27  27  27  27  27  

Beta Log 2007  Pearson Correlation   - ,123  - ,141  - ,072  1  ,140  - ,638 **  - ,250  - ,020  - ,032  

Sig. (2 - tailed)   ,542  ,484  ,722   ,487  ,000  ,208  ,923  ,876  

N   27  27  27  27  27  27  27  27  27  

LEV 2007  Pearson Correlation   ,226  ,086  - ,239  ,140  1  ,173  ,138  ,050  - ,058  

Sig. (2 - tailed)   ,257  ,671  ,230  ,487   ,389  ,493  ,804  ,773  

N   27  27  27  27  27  27  27  27  27  

Domestically vs,  Internationally listed  Pearson Correlation   ,322  ,284  ,046  - ,638 **  ,173  1  ,043  ,108  ,317  

Sig. (2 - tailed)   ,102  ,151  ,818  ,000  ,389   ,830  ,591  ,107  

N   27  27  27  27  27  27  27  27  27  

Industrials vs. Consumer  Goods  Pearson Correlation   - ,089  ,097  ,038  - ,250  ,138  ,043  1  - ,255  - ,255  

Sig. (2 - tailed)   ,659  ,629  ,852  ,208  ,493  ,830   ,200  ,200  

N   27  27  27  27  27  27  27  27  27  

Industrials vs. Consumer   Services  Pearson Correlation   - ,332  ,048  ,274  - ,020  ,050  ,108  - ,255  1  - ,227  

Sig. (2 - tailed)   ,091  ,813  ,166  ,923  ,804  ,591  ,200   ,254  

N   27  27  27  27  27  27  27  27  27  

Industrials vs. Technology  Pearson Correlation   ,525 **  - ,245  - ,210  - ,032  - ,058  ,317  - ,255  - ,227  1  

Sig. (2 - tailed)   ,005  ,218  ,293  ,876  ,773  ,107  ,200  ,254   

N   27  27  27  27  27  27  27  27  27  

**. Correlation is significant at the 0.01 level (2 - tailed).  

 

Table 5c: Pearson correlation matrix of 2007

Table 5.a presents the bivariate correlations for the year 2005. No significant correlation exists between the independent variables and the dependent variable COEC. The VD has a negative relationship with the COEC, in which this is consisted with the theory, although no significant correlation exists. This implies that this relationship is not genuine. As expected, significant positive correlation exists between the dependent variable VD and the control variables MVAL and the domestically vs. the internationally listed as expected. This implies that as the MVAL (size) of the firm increases, the voluntary disclosure in the annual reports increases. Furthermore, can actually explain the positive and the significant association between the voluntary disclosure and the listings status, by the correlation between the voluntary disclosure and the listing status in which larger firms are usually firms that are internationally listed and in that case disclose more voluntary disclosure. In addition, the independent variable VD is significant negative correlated with the control variable BETA. For the control variable MVAL, a significant negative relationship exists with LEV. In this research, leverage is measure by the common equity to the total capital ratio. Consequently, that more equity capital will relate to lower MVAL. In addition, the Beta has a negative significant relationship with domestically vs. internationally listed. Finally, for the control variable industry it appears that no significant relationship exits with the dependent and the other control variables. 

Table 5.b shows the bivariate correlations for the year 2006. For 2006, again no significant negative relationship exists between VD and COEC. Statistically, this implies that no genuine effect exists. However, a significant and negative relationship exists between the control variable MVAL, industry (industrial vs. consumer services) and the independent variable COEC. Notable is that, as well in the correlation matrix of 2005, the dependent variable VD is positive and significant correlated with the control variable listing status (domestically vs. internationally listed. In addition, the control variable BETA has a significant negative relationship with the control variable listing status (domestically vs. internationally listed).

Table 5.c presents the bivariate correlations for the year 2007. Again, a negative relationship exists between VD and COEC, although the relationship is not significant. This implies that cannot decide that the relationship is genuine. However, as signaled before, the correlations matrixes only provide an idea whether a relationship exists between the predictors (independent variables and control variables) and the outcome (dependent variable). As it appears in the correlation matrix of 2007 a significant negative and positive relationship exists between the control variable MVAL, industry (industrial vs. technology) respectively and the independent variable COEC. As well as in the correlation matrix of 2005 and 2006, the control variable BETA has a significant negative relationship with the control variable listing status (domestically vs. internationally listed). 

In the correlation matrixes tables 5.a, b and c, shows no sign of multicollinearity. This implies that the correlations between the predictors (independent variables and control variables) are less than 0.80 or 0.90. When the correlations are above 0.80, there is concern for multicollinearity and it can bias the regression results. In order to strengthen the results obtained from the correlation matrixes, will also test multicollinearity with the variance inflation factor (VIF) and the tolerance with the regressions (see paragraph 5.4 and 5.5.3)

§5.4 The multiple regression assumptions
In order to communicate a general conclusion about the population, the multiple regression analysis has to meet several assumptions. These assumptions are as follows (Field 2005):
	Assumption
	Analysis
	Assumptions met

	1. Variable types
	All predictor variables need to be quantitative or categorical and the outcome variable need to be quantitative, continues and unbounded.
	Yes

	2. Non-zero variance
	The predictors have some variation in value. In the use model, the predictors do not have variances of 0.
	Yes

	3. No perfect Multicollinearity
	Multicollinearity exists when a perfect linear relationship exists between two or more of the predictors. This assumption was first tested with the correlation matrixes. Here, no predictor correlates highly with each other (more than 0.90). The second test is with the VIF. If the VIF shows value greater than 10, then there is cause of concern. The third test is with the Tolerance. If the tolerance is below 0.1 indicates a serious problem and below 0.2 indicates a cause of concern. In the multiple regression models all the VIF values are below 10 and the tolerance values are all above 0, 2. The conclusion is that no sign exist of perfect linear relationship between two or more of the predictors.
	Yes

	4. Homoscedasticity
	At each level of the predictor variables, the variance of the residual should be constant. By, testing the residuals in histograms and normal probability plots, the graphs of the residuals look more or less like a random array of dots evenly dispersed around zero.
	Yes

	5. Independent errors
	For any two observations, the residual terms should be uncorrelated or independent. This is sometimes describes as lack of autocorrelation. This assumption was tested with the Durbin-Watson test, which test if serial correlations between errors exist. The tests statistic can vary between 0 and 4 with a value of 2 implying that the residuals are uncorrelated. As a very conservative rule of thumb, values less than 1 or greater than 3 are cause for concern. The values of the Durbin-Watson are all higher than 1 and lower than 3.
	Yes

	6. Normally distributed errors
	This assumption, assume that the residuals in the model are random, normally distributed variables with a mean of 0. This assumption simply means that the differences between the model and the observed data are most frequently zero or very close to zero and that differences much greater than zero happen only occasionally. This assumption was tested by using the histogram and the normal probability plots and using the Kolmogorov-Smirnov test on the standardized residuals. From the histogram, normal probability plots and the Kolmogorov-Smirnov test can conclude that the distributions of the residuals are roughly normal. Consequently, the residuals in the models are mostly zero.
	Yes

	7. Independence
	All of the values of the outcome variables are independent, implying that each value of the outcomes variable comes from a separate entity.
	Yes

	8. Linearity
	The mean values of the outcome variable for each increment of the predictors lie along a straight line. This assumes that the relationship is a linear one. By, testing the residuals in histograms and in the normal probability plots, the graphs of the residuals look roughly normal. Consequently, the graphs roughly have no sorts of curve.  
	Yes


After testing the assumptions for multiple regressions, can conclude that all of the assumptions are met. This implies that in this research, can accurately apply the model for the sample to the entire population. In other words, the coefficients and the parameters of the regression equation contain unbiased. Consequently, on average the regression model from the sample is the same as the population model. Although, even when the assumptions are met, it is possible that a model obtained from a sample may not be the same as the population model, but the likelihood of them being the same is increased (Field (2005).
§5.5 Analysis of the results
This section presents the empirical results of this research. With statistical analysis will test hypothesis 1, 2 and 4. To conclude if there is a relationship between voluntary disclosure and the cost of equity capital will test hypothesis 3 using a multiple regression analysis. 
§5.5.1 Testing hypothesis 1
Based on the statistical analysis will test hypothesis 1. This hypothesis assumes that the level of voluntary disclosure in the annual reports within the years 2005 until 2007 has increased. 
Figure 1: Level of VD in points (Year 2005-2007)
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Figure 2: Level of VD in percentage of the maximum VD index score (2005-2007)
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Figure 3: Level of VD in points per VD category (2005-2007)
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Figure 1 presents the total level (volume/points) of voluntary disclosure per year. In comparison to year 2005, the level of voluntary disclosure in the years 2006 and 2007 has increased. From 2005 to 2006, the companies reported more on voluntary disclosure, in which the voluntary disclosure score increased with 43 points, this in comparison to 2006 to 2007, which increased only with 7 points. 
Recall from chapter 4, each company can score a maximum of 62 points. Consequently, the maximum disclosure index score for 27 companies is 1674 points (62x27). Figure 2 shows the level of voluntary disclosure in percentage of the maximum voluntary disclosure index score. In comparison to figure 1, this figure shows a more precise increase of voluntary disclosure information.. As is visible in figure 2, the companies report less than 50 % of the total voluntary disclosure index, namely 39,07 % in 2005, 41,64 % in 2006 en 42,05 % in 2007. Notable is that the voluntary disclosure percentage in comparison to year 2005, in the year 2006 has increased with 3%.. Form year 2006 to year 2007, a slight increase in the voluntary disclosure percentage exists of 0.41%. 
In this research, the Dutch firms reported more on strategy and less about human capital. This is presented in figure 3. This result is the same as in the research of Petersen and Plenborg (2006) for Danish firms. Furthermore, all the disclosure categories increased over the years 2005 to 2007, except for the disclosure category strategy, which stayed the same in 2007 and marketing strategy that decreased with 3 points in 2007.

Based on the figures can conclude that disclosure of voluntary information in the annual reports increased within the years 2005 to 2007, this supports hypothesis 1. 
§5.5.2 Testing hypothesis 2
To test whether the level of voluntary disclosure in the annual reports is higher for companies listed on the AEX than companies listed on the AMX and on the ASCX, had calculated the average level of voluntary disclosure per index for each year. Figure 4 show the results. 
Figure 4: Average level of VD per index in points (2005-2007)
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The average of AEX is 26, 27, and 28 for the year 2005, 2006 and 2007, respectively, which is higher than the AMX and the ASCX for all the years. Consequently, the average difference between AEX and AMX are 3 (in 2005), 2 (in 2006), and 3 points (in 2007) and for the ASCX are 4 (in 2005), 5 (in 2006) and 6 points (in 2007). A difference exits between the AEX and the AMX and ASCX average scores, this supports hypothesis 2. Consequently, can conclude that companies listed on the AEX index disclose more voluntary information compared to companies listed on the AMX and ASCX index. In other words, this implies that large companies disclose on average more voluntary disclosure compared to medium and small companies.
§5.5.3 Testing hypothesis 3

By means of the multiple regressions performed, had tested if an empirical relationship exists between voluntary disclosure and the cost of equity capital. This was performed for 3 consecutive years, namely 2005, 2006, and 2007. Table 6a shows the results of the models and the Anova. 
[image: image8.emf]2005 2006 2007

R² 0,158 0,480 0,637

Adjusted R² -0,217 0,249 0,476

F-statistic 0,429 2,075 3,954

F-Sig. 0,894 0,095*0,007***

*. Significance level at 0.10

**. Significance level at 0.05

***. Significance level at 0.01

Table 6a Model Summary and Anova results


The R² measures how much variation in the response variable the predictors in the model can explain. For this research the R² are approximately 16%, 48%, and 64% for the year 2005 to 2007, respectively. The R² is low for the year 2005. However, the R², increased significantly in 2006 and in 2007. 

The adjusted R² is a better measure of the variance explained by the model. This is because it gives an idea of how much variance in the response variable would be accounted for if the model had been derived from the population (Field, 2005). The adjusted R² improved approximately from –22% in 2005 to 25% in 2006 and 48% in 2007. Consequently, the explanatory powers of the model increased over the years. However, the year 2007 seems to produce a better explanatory model compared to 2005 and 2006. 

Furthermore, table 6a shows F-statistic with its significance. This is the goodness of fit test, which indicates, overall, the quality of the models to predict the outcome variable. The models of 2006 and 2007 have a significant value below 0.10. This implies that the models are statistically significant. Consequently, at least 90% confidence exists that the models can explain the dependent variable. The model of 2005 is not significant and consequently no confidence exists that the model can predict the dependent variable. Since the dependent variable COEC of 2005 is not normally distributed, this was expected.
Table 6b to 6d shows the multiple regression results for the year 2005, 2006, and 2007, respectively. Recall that the dependent variable is the cost of equity capital (COEC), the independent variable is the voluntary disclosure (VD) and the control variables are the natural log of size of a firm in millions of Euros (MVAL). The natural log of firm’s market beta (BETA), the firms’ cost of equity capital-to-total capital ratio (LEV), a dummy variable for listing status (LSTAT) and a dummy variable for the type of industry (IND).

Table 6b: Multiple regression results of 2005
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Model   Unstandardized Coefficients  Standardized  Coefficients  t  Sig.  Collinearity Statistics  

B  Std. Error  Beta   Tolerance  VIF  

1  (Constant)   12,805  6,212   2,061  ,054    

VD 2005   - ,078  ,226  - ,102  - ,345  ,734  ,538  1,860  

MVAL Log 2005   ,119  1,059  ,032  ,113  ,912  ,591  1,691  

Beta Log 2005   ,360  1,204  ,096  ,299  ,769  ,451  2,218  

LEV 2005   - ,030  ,030  - ,266  - 1,014  ,324  ,683  1,465  

Domestic vs. Internatiolly  listed 2005   ,237  1,597  ,048  ,148  ,884  ,442  2,261  

Industrial vs Consumer  Goods   - 1,129  1,421  - ,198  - ,794  ,437  ,754  1,326  

Industrial vs Consumer  Services   ,779  1,509  ,128  ,516  ,612  ,766  1,306  

Industrial vs Technology   - ,652  1,603  - ,107  - ,407  ,689  ,679  1,473  

a. Dependent Variable: COEC 2005  

 


Table 6b shows the regressions parameters for 2005. The collinearity statistics shows no multicollinearity is present in this model. Since, all the VIF values are lower than 10 and the tolerance values are all above 0, 10 or 0, 20. In this model, all the significance values of the coefficients are more than 0, 10. This implies that with a 90 % level of confidence, cannot state that the estimates in this model are true. 

The VD coefficient shows a negative and not significant relationship with the COEC, which implies that the voluntary disclosure have a negative effect on the COEC. Implying, that the higher the level of voluntary information, the lower the cost of equity capital. The coefficient of MVAL has a positive and not significant relationship with the COEC. This implies that, the higher a firms market value, the higher the cost of equity capital. Furthermore, the BETA coefficient has a positive and not significant effect with the COEC. This indicates that, the higher beta (a riskier firm), the higher the cost of equity capital. Moreover, the higher the leverage (in this case the equity to total capital ratio) of a firm, the lower the cost of equity capital is. In this case, the leverage has a negative and not significant relationship with the COEC. The dummy for listing status (domestically or both domestically and internationally listed) is not significant. This implies that the listing status (whether domestically listed or both domestically and internationally listed) does not influence the change in the COEC. Moreover, the three industry dummies also in addition are not significant with the COEC. Consequently, the change in the COEC is the same if a firm changes from industrial to consumer goods, consumer services, or technology. 

The results of the regression model of 2005 do not support hypothesis 3 which suggest that: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital. The voluntary disclosure is not significant, implying that with a 90 % level of confidence, cannot state that the estimate is true. However, as signaled before the model of 2005 is not significant and consequently no confidence exists that the model can predict the dependent variable. 
Table 6c: Multiple regression results of 2006
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Model   Unstandardized Coefficients  Standardized  Coefficients  t  Sig.  Collinearity Statistics  

B  Std. Error  Beta   Tolerance  VIF  

1  (Constant)   14,387  3,662   3,928  ,001    

VD 2006   ,029  ,124  ,053  ,231  ,820  ,546  1,831  

MVAL Log 2006   - 1,320  ,599  - ,445  - 2,204  ,041  ,708  1,412  

BETA Log 2006   1,329  ,850  ,472  1,563  ,135  ,317  3,152  

LEV 2006   - ,031  ,021  - ,323  - 1,505  ,150  ,629  1,590  

Domestically vs.  Internationally Listed   ,920  1,186  ,251  ,776  ,448  ,276  3,619  

Industrials vs. Cosumer  Goods   1,292  ,896  ,298  1,442  ,166  ,676  1,479  

Industrials vs. Cosumer  Services   - ,868  ,930  - ,187  - ,934  ,363  ,719  1,390  

Industrials vs. Technology   1,021  ,947  ,220  1,078  ,295  ,693  1,442  

a. Dependent Variable: COEC 2006  

 


Table 6c shows the regression parameters for the year 2006. Here, collinearity statistics shows that in the model no multicollinearity exists. Since, all the VIF values are lower than 10 and the tolerance values are all above 0, 10 or 0, 20. In this model, all the significance values of the coefficients are more than 0, 10, except for the control variable MVAL. This implies that with a 90 % level of confidence, cannot state that the estimates in this model are true, except for MVAL. 


For 2006, the VD coefficient shows a positive and not significant relationship with the COEC, which implies that the voluntary disclosure have a positive effect on the COEC. This is in contrast with was hypothesized. This implies that, the higher the level of voluntary information, the higher the cost of equity capital. The coefficient of MVAL has a negative and significant relationship at level of 0, 05 with the COEC. This implies that, the higher a firms market value, the lower the cost of equity capital. Furthermore, the BETA coefficient has a positive and not significant effect with the COEC. This indicates that, the higher beta (a riskier firm), the higher the cost of equity capital. Moreover, leverage has a negative and not significant relationship with the COEC. This implies that the higher the equity to total capital, the lower the COEC. The dummy for listing status is not significant. This implies that the listing status (whether domestically listed or both domestically and internationally listed) does not influence the change in the COEC. Moreover, in addition, the three industry dummies are not significant with COEC. Consequently, the change in the COEC is the same if a firm changes from industrial to consumer goods, consumer services, or technology. 


The results of the regression model of 2006 do not support hypothesis 3 which suggest that: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital. The voluntary disclosure has a positive relationship with the COEC and is not significant, implying that with a 90 % level of confidence, cannot state that the estimate is true. 

Table 6d: Multiple regression results of 2007

[image: image11.emf]Coefficients a  

Model   Unstandardized Coefficients  Standardized  Coefficients  t  Sig.  Collinearity Statistics  

B  Std. Error  Beta   Tolerance  VIF  

1  (Constant)   12,824  2,318   5,532  ,000    

VD 2007   - ,012  ,078  - ,027  - ,155  ,879  ,662  1,511  

MVAL Log 2007   - 1,130  ,390  - ,492  - 2,894  ,010  ,697  1,435  

Beta Log 2007   - ,089  ,566  - ,034  - ,157  ,877  ,423  2,364  

LEV 2007   ,009  ,014  ,109  ,645  ,527  ,702  1,424  

Domestically vs,  Internationally listed   ,780  ,778  ,246  1,002  ,330  ,334  2,995  

Industrials vs. Consumer  Goods   - ,270  ,584  - ,078  - ,463  ,649  ,716  1,397  

Industrials vs. Consumer   Services   - ,687  ,629  - ,185  - 1,092  ,289  ,706  1,416  

Industrials vs. Technology   1,044  ,705  ,280  1,482  ,156  ,563  1,776  

a. Dependent Variable: COEC 2007  

 


Table 6d shows the regression parameters for the year 2007. The collinearity statistics indicates that in the model no multicollinearity exists. This is because the VIF values are lower than 10 and the tolerance values are all above 0, 10 or 0, 20. Notable in this model is, that as well as in the regression table of 2006, all the significance values of the coefficients are more than 0, 10, except for the control variable MVAL. This implies that with a 90 % level of confidence, cannot state that the estimates in this model are true, except for MVAL. 
For 2007, the VD coefficient shows a negative and not significant relationship with the COEC, this indicates that voluntary disclosure has a negative effect on the COEC. This implies that, the higher the level of voluntary disclosure information, the lower the cost of equity capital. The coefficient of MVAL has a negative and significant relationship at 0, 05 level with the COEC. This implies that, the higher a firms market value, the lower the cost of equity capital. Moreover, the BETA coefficient has a negative and not significant effect with the COEC. This indicates that, the higher beta (a riskier firm), the lower the cost of equity capital. Moreover, leverage has a positive and not significant relationship with the COEC. The dummy for listing status is not significant. This implies that the listing status does not influence the change in COEC. In addition, the three industry dummies are not significant with COEC. This indicates that the change in COEC is the same if a firm changes from industrial to consumer goods, consumer services, or technology. The results of the regression model of 2007 do not support hypothesis 3 which suggest that: A negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital. The voluntary disclosure has a negative relationship with the COEC and is not significant, implying that with a 90 % level of confidence, cannot state that the estimate is true. 

Notable is that none of the three models supported hypothesis 3. However, the model of 2005 is not statistical significant to predict the outcome. The model of 2006 and 2007 were significant, which implies that the variables in the models to some extent can predict. However, from the regression analysis only the variable that has a significant effect on COEC is the control variable MVAL size. Consequently, this will not support hypothesis 3.
§5.5.4 Testing hypothesis 4
Figure 5: Average level of VD in percentage of the maximum VD index score per industry (2005-2007) 
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Figure 5 presents the average level of the voluntary disclosure in a percentage of the maximum disclosure index score for each industry, for the year 2005 to 2007. Consumer goods industry, on average disclosed more voluntary information and industrials less voluntary information compared to the consumer services and technology industries, in each year. The difference in the level of voluntary disclosure between consumer goods industry and industrials are approximately 7%, 9%, and 6% for the year 2005, 2006 and 2007, respectively. In 2005, no difference in the level of voluntary information exists between consumer services and technology industry. However, in 2006 and 2007 technology industry disclosed more voluntary information than consumer services industry does. The difference in the level of voluntary disclosure between consumer goods industry and consumer service and technology industries are both approximately 4% (for 2005), 5% and 3% , respectively (for 2006) and 4% and 2%, respectively (for 2007). Consequently, differences exist between the levels of voluntary disclosed information per industry. Consequently, hypothesis 4 is not supported which assumes that no difference exists in the level of voluntary disclosure between industries, namely industrial, consumer goods, consumer services and technology industry. In other words, a difference exists in the level of voluntary disclosure between industries.
§5.6 Summary

Chapter five presented the statistical and the regression results of the hypothesis formulated in chapter three. The results regarding the hypothesis are as follows:

The results of the statistical analysis, provides evidence that the level of voluntary disclosure continue to increase over the years 2005 to 2007. This creates support for hypothesis 1, which assumed that the level of voluntary disclosure in the annual reports has increased within the years 2005 until 2007. 
Based on the findings of the statistical analysis, had found that the average disclosure level reported by AEX is higher compared to AMX and ASCX index for the years 2005 to 2007. Consequently, this support hypothesis 2, which assumed that the level of voluntary disclosure in the annual reports is higher for companies listed on the AEX than companies, listed on the AMX and on the ASCX. This creates support for the theory that the larger the firm size, the higher the level of voluntary disclosure.
Hypothesis three is not supported by the results of the multiple regression models for the year 2005, 2006, and 2007. Only for the year 2005 and 2007, the results proposed a negative relationship between voluntary disclosure and cost of equity capital. However, these relationships were not significant. The results of 2006 proposed a positive relationship with the cost of equity capital, which is contrary to the proposed hypothesis. In addition, the regression model of 2005 is not significant. The regression model of 2007 is significant, however as already signaled does not support hypothesis 3. Consequently, based on these findings, not enough evidence is available to support that a negative association exists between the level of voluntary disclosure and the ex-ante cost of equity capital and consequently hypothesis 3, need to be rejected.
Hypothesis 4, which assumed that no difference exists in the level of voluntary disclosure between industries, namely industrial, consumer goods, consumer services and technology industry, each year, is rejected. The statically analysis showed that the consumer goods industry report on average more voluntary information and industrial less compared to consumer services, and technology industries. By means of the statistical analyses, can conclude that a difference exist between the level of voluntary disclosure reported by industries.
The next chapter presents the conclusion, limitation, and suggestion for further .research.

6. Conclusion and limitations 
After presenting the empirical analysis in chapter five, this chapter first presents the conclusion regarding the research main question. After that, comments on the research limitations and suggestion for further research will follow..
§6.1 Conclusion

This research investigated the relationship between the voluntary disclosure in annual financial reports and the cost of equity capital for stock exchange listed companies in the Netherlands. This thesis answers the research question: Does voluntary disclosure have an added value for stock exchange quoted companies in the Netherlands?

Voluntary disclosure is the extra financial or non-financial information that firms provide besides the mandatory information. In other words, voluntary disclosure is not mandatory and management has the freedom to decide what voluntary information they want to disclose in the annual financial reports. However, recall from chapter two that several reasons exist that can explain why management discloses voluntary information. On the capital market several theories exists regarding voluntary disclosure. The most theory related to this research is the information asymmetry theory, which exists when information differences exists between the firms’ management and the investors. This theory relates to the two theories that support the link between the level of disclosure and the cost of equity capital. Namely, that disclosure reduces the cost of equity capital through reducing investors’ estimation risk and disclosure reduces the cost of equity capital through enhancing stock market liquidity. 
The research sample consisted of 27 Dutch listed firms spread across the AEX, AMX and the ASCX index. In this research, have measured the level of voluntary disclosure with a disclosure index and the cost of equity capital with the peg ratio model, which is a market-based measure. In order to attempt to answer the main question, the research has focused on a three-year period, namely 2005, 2006 and 2007.
Based on the findings of the empirical research performed in chapter five, no significant relationship has found between voluntary disclosure and the cost of equity capital. The results of 2005 and 2007 suggested a negative relationship between voluntary disclosure and the cost of equity capital. This is consistent with the theory and with prior researches. However, for 2006 the results suggested a positive relationship, which contradicts with the theories and the most empirical researches. In this research, this implies that voluntary disclosure is not a significantly predictor of the cost of equity capital in none of the selected years. A possible explanation is, that annual reports are a historical form of voluntary disclosure and a nowadays firms can provide voluntary disclosure through other publications media’s such as websites, press conference and news paper, which is more timely in nature. Consequently, this could have a more significant timely effect on the cost of equity capital. 
Furthermore, the only significant predictor of the cost of equity capital in the models of 2006 and 2007 was the size (market value) of the companies. The size had a significant negative relationship with the cost of equity capital. A possible explanation for this is that in the view of the investor, larger companies have a lower risk to go bankrupt in comparison to smaller companies. In other words, investors have a lower risk to lose all their investment in larger companies than in smaller companies. Furthermore, larger firms are large because of various acquisitions of smaller firms, in which the risk for the investor is more disperse in comparison to small firms. Consequently, the cost of equity capital is lower for larger companies in comparison to smaller companies.
In this research, the empirical results do not provide enough evidence to state that the level of voluntary disclosure provided in the annual financial reports lowers the firms’ cost of equity capital. Consequently, limited to this research cannot state that, voluntary disclosure have an added value for stock exchange quoted companies in the Netherlands. Since, the sample size of this research was limited to 27 firms, which is considered relative small, could have an effect on the empirical results. Therefore, future research should expand the sample size in order to test the relationship between the voluntary disclosure and the cost of equity capital.
§6.2 Research limitation 
Similar to most other researches this study concerns about some limitations. These limitations are about the disclosure index, the PEG ratio, sample size, and the study’s ability to generalize its findings.
Disclosure index
For measuring the amount/quality of voluntary disclosure, had used a self-constructed disclosure index. Some may argue that this type of measurement method is a subjective measurement method of voluntary disclosure. For this reason, one corrective measure to lower the subjectivity is by means of a binary coding scheme. Furthermore, to lessen the subjectivity, a second person had randomly analyzed the disclosure index of a sample of 15 companies for one year, namely 2005. Due to time an since, the analysis of a disclosure index is time consuming, consequently only one year is analyzed. His average was 23 points and the average of the researcher was 24 points, which is a small difference of one point.
PEG ratio 
Estimation of the expected dividends and earnings per share are usually through analysts’ forecast and consequently, these parameters may not always be obtainable for every firm, especially for firms with poor market attention. In addition, because it could potentially bias the results, an assumption of the model is, that cannot use negative earnings forecasts and growth in the calculation and need to eliminate them from the sample. In addition, this method requires that the two-year ahead mean analysts’ earnings forecast are greater than the one-year forecast. Consequently, these reasons decrease the sample size.
Sample size

The research sample consists of 27 Dutch companies spread across the AEX, the AMX and the ASCX index for a period of three years. Because this is a relative small sample, this could bias the results. In addition, the selected years 2005 to 2007 may not be enough to generalize the results. Furthermore, has performed this research for the Netherlands and consequently the results cannot generalize for other countries.
Ability to generalize findings
Limitation about the study’s ability to generalize its findings concerns that this research only focuses on voluntary disclosure related to one communication source (annual financial reports) while other communication sources exists that facilitate voluntary disclosure. Many may argue that this research study only use one type of voluntary disclosure, as a result the measurement of voluntary disclosure is not credible or incomplete. However, because voluntary disclosure related to annual financial reports is positively associated with voluntary disclosure related to other communication sources (Botosan 1997) this limitation may be of less concern.
§6.3 Suggestions for further research

Nonetheless, the before signaled limitations do not imply that this research is of no value. It can provide a starting point for future research on voluntary disclosure and the cost of equity capital in the Netherlands. Further studies can be in different ways. First, to determine whether or not the relationship between the voluntary disclosure and the cost of equity capital hold and if it is consistent over the years, the research needs to be more extensive. Second, it is interesting to know what type of effect other type of publications disclosure have on the cost of equity capital in comparison to the annual financial reports in the Netherlands. Furthermore, it would be interesting to examine the effect of voluntary disclosure on the cost of equity capital before and after the credit crises.
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8. Appendixes
Appendix A: Summary of prior research table
	Authors
	Object of study
	Sample
	Methodology
	Outcome

	Beattie et al. (2004)
	To examine voluntary narrative in annual reports so as to develop better metrics for disclosure quality
	Not applicable
	Not applicable
	1. Develop a computer-assisted methodology based on a framework that includes four attributes: topic, time orientation, financial orientation and quantitative orientation.
2. All research methods suffer from two limitations: inherent subjectivity and labor-intensive

	Botosan (1997)
	Examines the association between disclosure level and the cost of equity capital
	One year (1990) of observation on 122 firms in the machinery industry
	Cost of equity capital is regressed on market beta, firm size and self construct disclosure level
	1. Greater disclosure is associated with a lower cost of equity capital for firms with low analyst following.
2. No association between disclosure level and cost of equity capital for firms with high analyst following

	Botosan and Plumlee (2002)
	To examine the association between disclosure and cost of equity capital
	3618 firm-year observation from 1985-1996 including 668  US firms
	Cost of equity capital (calculated) regressed on three types of disclosure using beta en firm size as control variables
	1. Disclosure level in annual reports  decreases cost of equity capital 
2. Disclosure level in quarterly reports increases cost of capital
3. Disclosure related to investors relation no association

	Botosan (2006)
	To evaluate the theoretical and empirical link between disclosure and the cost of capital
	Not applicable
	Not applicable
	1. Most studies imply that managers’ reporting choices impact cost of equity capital 
2. Theory and empirical research strongly support the hypothesis that greater disclosure reduces cost of equity capital 
3. The theoretical and empirical studies are very provocative but far from definitive due to measuring issues

	Brown and Hillegeist (2007)
	To examine how disclosure quality affects information asymmetry
	423 firms divided in 34 different industries, were  observed in the period 1986-1996,totaling  2,204 firm-year observations
	Total disclosure quality is regressed on information asymmetry using size, analysis following, institutional ownership, dispersion, leverage and earnings volume as control variables
	1. Quality disclosure reduces information asymmetry
2. Disclosure in annual report and investor relation reduce information asymmetry
3. Disclosure in quarterly reports increases information asymmetry 
4. The association between disclosure and information asymmetry differs across firms and disclosure types

	Core (2001)
	To evaluate the empirical disclosure literature and comments on the research of Healy and Palepu (2001)
	Not applicable
	Not applicable
	1. Voluntary disclosure literature is intertwined with corporate governance and management incentives literature 
2. These literatures have endogeneity and measuring problems

	Diamond et al. (1991)
	Studies the effect of disclosure policy on liquidity and the cost of capital
	Not applicable
	Not applicable
	1. Disclosing public information to decrease information asymmetry can reduce a firms’ cost of equity capital in which will increase the liquidity of a firm’ security and for that reason  will attract large investor who increase the demand of a firms’ securities


	Healy and Palepu (2001)
	To evaluate the empirical disclosure literature which relates to information asymmetry, corporate disclosure and the capital markets
	Not applicable
	Not applicable
	1. Financial reports are informative 
2. Financial analysts influence the capital market 
3. There is a demand for auditing services 
4. Analysts and auditors are imperfect intermediaries 
5. Management financial reporting and disclosure options relate to contracting, political cost and capital market concerns 6) Disclosure is linked with stock performance, bid-ask spreads, analysts’ following and institutional ownerships

	Hail (2002)
	Examine the impact of voluntary corporate disclosure on the ex-ante cost of capital for Swiss firm
	73 non-financial companies listed on the Swiss Exchange
	Return on equity as a measure for cost of equity capital is regressed on the independent variables; beta, leverage, size and disclosure quality
	1. Disclosure quality and cost of equity capital have a significant negative relationship in a Swiss environment 
2. A reason for a strong relationship is the difference between institutional relationship between Swiss capital markets and US.

	Kristandl and Bontis (2007)
	Investigates the association between the level of voluntary disclosure (which consist of forward-oriented information and historical information )and the cost of equity capital
	For a one year analysis the sample consisted of 95 listed companies in 2005 from Austria, Germany, Sweden, and Denmark 
	Multivariate analysis to test the association between disclosure level and the cost of equity capital and company size, sector affiliation and beta as control variable
	1. Results show that an impact of voluntary disclosure on the cost of equity capital exists 
2. There is an negative association between the level of forward-oriented information and the cost of equity capital 
3. an positive relationship is found between the level of historical information and the cost of equity capital

	Leuz et al. (2000)
	Study the economic consequences of German firms switching from national to an international reporting system 
	102 German listed firms on the DAX 100 index in the year 1998
	Cross-sectional study: use of Disclosure model and cost of capital model regressed on various variables and an event study
	1. Switching from reporting systems lead to an increase level of disclosure 
2. International reporting strategy is correlated with lower bid-ask spreads and higher share turn over

	Lang and Lundholm (1993)
	Examine cross-sectional variations in analyst ratings of firms corporate disclosure
	Data on analysts perception of year 1985-1989 from the FAF reports which is dividend per industry and contain evaluation of the adequacy of firms disclosure on annual reports, quarterly and other published information
	Disclosure score is regressed on a variations of variables
	1. For firms that perform well are large, have a weaker relationship between annual stock and earnings, issues security, and have a higher disclosure score.

2. Disclosure scores is positively associated with firm size and security issuance 

3. There is a negative association between disclosure scores and earnings/returns 

4. Associations between disclosure score  and firms characteristics differs among type of disclosure

	Petersen and Plenborg (2006)
	To study the relation between voluntary disclosure and information asymmetry in Denmark
	36 (Copenhagen Stock Exchange listed) industrial firms for the years 1997-2000 adding 140 firm-year observations 
	Regression models in which information asymmetry proxies are regressed on disclosure score and other control variables
	1. Despite institutional setting differences, the results were similar to the U.S. data 

2. The results imply that voluntary disclosure reduces information asymmetry 

3. Investors are more interested in marketing strategy information

	Richardson and Welker (2001)
	To examine the relation between social and financial disclosure and the cost of equity capital for a sample of Canadian firms
	Sample consist of 324 firm-years from 124 different Canadian firms, for the year 1990 to 1992
	Regression model with cost of equity capital as a independent variable regressed on social and financial disclosure as dependent variable and leverage and analyst following  as control variables
	1. There is an significant negative relationship between the level of financial disclosure and the cost of equity capital 

2. Confirm Botosan (1997) findings that high levels of financial disclosure can reduce the cost of equity capital for firms with low analyst following 

3. A significant positive relation exist between social disclosure and cost of equity capital

	Vanstraelen et al. (2003)
	To evaluate non-financial disclosure and analysts’ forecasts between three continental European countries (NL, BEL and GER)
	120 firms consisting NL:44, BEL:32, GER:44, from the year 1999
	Regression models used with non-financial disclosure and dispersion of analysts’ forecast as dependent variable and a varying of independent variables
	1. Larger internationally firms provide more voluntary non-financial forward-looking disclosure 

2. Higher level of non-financial forward-looking disclosure is associated with lower of dispersion and higher accuracy in analysts’ earnings forecasts among analysts


Appendix B: Voluntary disclosure index
Strategy
1. Has provided a statement of corporate goals or objectives?
2. Has provided a general statement of corporate strategy?
3. Have commented on actions taken to achieve the corporate goal?
4. Has provided a period for achieving corporate goals?
5. Has provided attitude towards ethic questions?
6. Has provided strategy towards environmental issues?
7. Has provided detailed segment performance?
8. Have provided changes in ROCE (Return on capital employed) or EVA (Economic value added)?
9. Have provided commercial risk assessments?
10. Have provided financial risk assessments?
11. Have commented on interest or exchange risks?
12. Have commented on other risk assessments?
Competition and outlook
13. Have identified the principal markets?
14. Have described specific characteristics of these markets?
15. Have estimated the market sizes?
16. Has provided Market share?
17. Have commented on the competitive landscapes? 
18. Have commented on barriers to entry?
19. Have estimated the market growths?
20. Has commented on change in market shares?
21. Has commented on impact of barriers to entry on profits? 
22. Has commented on the impact of competition on profits?
23. Has estimated a forecast of market share?
24. Has commented on impact of barriers to entry on future profits?
25. Has commented on the impact of competition on future profits?
Production
26. Has provided a general description of the business?
27. Have identified the principal products/services?
28. Have described specific characteristics of these products/services?
29. Has commented on speed to market?
30. Have commented on R&D expenditures?
31. Have commented on investments in production?
32. Has commented on product development cycle?
33. Has commented on ratio of inputs to outputs on outputs?
34. Have commented on new products?
35. Have commented on rejection/defect rates?
36. Has commented on volume of materials consumed?
37. Have commented on changes in production methods?
38. Have commented on changes in product materials?
Marketing strategy
39. Has provided a marketing strategy?
40. Has described a sales strategy?
41. Have described distribution channels?
42. Have provided sales and marketing costs? 
43. Have commented on brand equity/visibility ratings?
44. Have commented on customer turnover rates?
45. Has commented on customer satisfaction level?
46. Has commented on customer mix?
47. Have commented on revenues from new products/services?
48. Has provided order backlog?
49. Has provided percent of order backlog to ship next year?
50. Has provided amount of new orders placed this year?
51. Has commented on change in inventory?
Human capital
52. Has commented on experience of management team?
53. Has provided description of workforce?
54. Has provided amount spent on education?
55. Have provided employee retention rates?
56. Has provided average revenue per employee?
57. Has provided average age of key employees?
58. Has provided age of key employees?
59. Has provided other measurement of intellectual capital?
60. Has provided investment in ERP?
61. Has commented on strategy for measurement of human capital?
62. Has commented on strategy regarding ERP system?
Appendix C: Companies information
[image: image13.emf]AEX-INDEX Euro-next ISIN Code Industry

1. Koninklijke Ahold AH

NL0006033250

Consumer Services

2. Reed Elsevier REN

NL0006144495

Consumer Services

3. Wolters Kluwer NV WKL

NL0000395903

Consumer Services

4. Heineken NV HEIA

NL0000009165

Consumer Goods

5. Philips PHIA

NL0000009538

Consumer Goods

6. Unilever UNA

NL0000009355

Consumer Goods

7. Randstad RAND

NL0000379121

Industrials

8. TNT TNT

NL0000009066

Industrials

9. SBM Offshore SBMO

NL0000360618

Oil & Gas

10. DSM DSM

NL0000009827

Basic Material

11. Akzo Nobel AKZA

NL0000009132

Basic Material

12. Asml ASML

NL0006034001

Technology

13. KPN KPN

NL0000009082

Telecommunications

AMX-INDEX Euro-next ISIN Code Industry

14. Aalberts Industries AALB

NL0000852564

Industrials

15. KoninKlijke Vopak NV VPK

NL0009432491

Industrials

16. Heijmans NV HEIJM

NL0009269109

Industrials

17. CSM NV CSM

NL0000852549

Consumer Goods

18. Nutreco NUO

NL0000375400

Consumer Goods

19. Koninklijke Wessanen NV WES

NL0000395317

Consumer Goods

20. Logica LOG

GB0005227086

Technology

21. ASM International ASM

NL0000334118

Technology

ASCX-Index Euro-next ISIN Code Industry

22. Exact Holding EXACT

NL0000350361

Technology

23. Unit 4 Agresso

UNIT4

NL0000389096

Technology

24. Brunel BRNK

NL0000343432

Industrials

25. Grontmij GRONT

NL0000853034

Industrials

26. Silgro Food Group

SLIGR

NL0000817179

Consumer Services

27. Telegraaf Media Group TMG

NL0000386605

Consumer Services


Appendix D: Internationally listed status
[image: image14.emf]AEX-INDEX

2005 2006 2007

Koninklijke Ahold

1 1 0

Reed Elsevier

1 1 1

Wolters Kluwer NV

0 1 1

Heineken NV

0 0 0

Philips

1 1 1

Unilever

1 1 1

Randstad

0 0 0

TNT

1 1 0

SBM Offshore

0 0 0

DSM

0 0 0

Akzo Nobel

1 1 0

Asml

1 1 1

KPN

1 1 1

AMX-INDEX

2005 2006 2007

Aalberts Industries

0 0 0

KoninKlijke Vopak NV

0 0 0

Heijmans NV

0 0 0

CSM NV

0 0 0

Nutreco

0 0 0

Koninklijke Wessanen NV

0 0 0

Logica

1 1 1

ASM International

1 1 1

ASCX-Index

2005 2006 2007

Exact Holding

0 0 0

Unit 4 Agresso

0 0 0

Brunel

0 0 0

Grontmij

0 0 0

Silgro Food Group 0 0 0

Telegraaf Media Group 0 0 0

Total Internationally listed 10 11 8

0 = NO

1 = Yes

Internationally listed


� In spite the fact that the cost of capital consists of the cost of equity and debt capital, because it has received the most attention in the past scientific economic literature this research only focus on the former type of cost.


� In the subsequent chapter of this research will comment on these theories.


� The amount of voluntary disclosure will consider to proxy the quality of voluntary disclosure that firms provide.


� Firms with a low cost of equity capital have a competitive advantage over other firms with higher cost of equity capital, ceteris paribus. Consequently, because it can create a competitive advantage, the cost of equity capital for firms is a valuable component. 


� The information asymmetry problem arises immediately when investors have the need to invest, consequently prior to when investors actually invest their capital.


� Incentive costs refer to costs that shareholders pay in order to reduce management incentives for making improper decision that contradicts the shareholders’ interest.


� Proprietary costs are the costs for with the damage to firms’ competitive position through disclosing information to investors (Healy and Palepu 2001).


� The theory regarding proprietary costs assumes that voluntary disclosure is always credible. 


� Appendix A (see page 73) will present a summarized version of the existing empirical findings related to voluntary disclosure and the cost of equity capital. 


� Political costs are the costs that groups, external to the firm, might be able to impose on the firm because of political actions. An example, if a firm records high profits, trade unions might use this to take action for an increase in employees’ wages (Wikianswer.com).


� The cost of equity capital equals the rate of return required by shareholders for providing capital to the firm that consists of the risk-free rate plus a premium for the firm’s systematic risk.


� Estimation risk is the risk refers to investors’ uncertainty about the parameters of a stock’s return or payoffs distribution.


� Source: www.commissiecorporategovernance.nl; Bekkum et al. (2009)


� A market in which can trade ownership rights; owners will trade shares when little incentives exist to keep them, and acquisitive predators will offer large price premiums for the shares by (Whitley 1999, 49).


� “A Code typically exhaustively covers the complete system of law. However, in a common law country a Code is a less common form of legislation, which differs from usual  legislation that, when enacted, modify the existing common law only to the extent of  its express or implicit provision, but otherwise leaves the common law intact. By contrast, a code entirely replaces the common law in a particular area, leaving the common law inoperative unless and until the code is repealed” (www.wikipedia.org)


� http://wilderdom.com/research/QualitativeVersusQuantitativeResearch.html, http://en.wikipedia.org/wiki/Quantitative_research, http://www.sportsci.org/jour/0001/wghdesign.html and http://www.fortunecity.com/greenfield/grizzly/432/rra2.htm.
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