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Abstract

This paper analyzes the effect of Chapter 11 bankruptcy protection filing on the voluntary disclosure behavior of management for US listed firms that have filed for bankruptcy protection in the period 2001 until 2004 and the period 2009 until 2012. Previous studies, have examined the effect of voluntary disclosure on financially distressed firms but have shown mixed results. I predict that management of distressed firms will respond to a bankruptcy filing by changing their disclosure behavior. I predict that they will increase their transparency to assure the shareholders of their performances and to win back trust. This study makes use of the number of pages of firms’ annual reports to measure the level of voluntary disclosure. I investigate two time periods, whereas the effect of the financial crisis is shown in the second period. This study found a significant positive association between firms filing for bankruptcy  (distressed firms) and the amount of voluntary disclosure in the annual reports compared to firms who did not file for bankruptcy protection (healthy firms). This improvement of voluntary disclosure is not associated to the corporate governance structure of the firms, except for the variable institutional ownership. When the financial crisis is taken into account, the level of voluntary disclosure of both the distressed and the healthy firms improves in the second period compared to the first period, indicating that the crisis had an impact. This study may provide some insights for investors and analysts who could use this study to assess how closely managers of distressed firms communicate with their shareholders in distressed times. 
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1. Introduction
1.1 Introduction to the topic

There has been a substantial increase in voluntary disclosure behavior by companies over the last decade. This increase has been seen within a company’s annual report, stand alone social and environmental reports and specific web site disclosure (Slack & Shrives, 2010). Evidence in accounting research has shown that investors rely on financial information voluntary disclosed by managers (Foster, 1973). 

 Shareholders, investors and other third parties can obtain financial knowledge of a firm through different channels. One of the most important channels is the annual report. In annual reports, public corporations must provide to shareholders and other stakeholders information about their operations and financial conditions. Companies have at their disposal two publishing variants through which they can disclose information to their stakeholders: mandatory and voluntary disclosure. The most important publishing variant, which is required by law and regulation, is the mandatory disclosure. Voluntary disclosures are financial and non-financial information that is not compulsory, but that management would like to share with the market. 

Managers have different incentives for disclosing voluntary items concerning their firm performances. Types of voluntary disclosures are public announcements, social and environmental disclosures, press releases, forecasts, conference calls, etc. Managers use these types of disclosures to include private and firm-specific information. Healy and Palepu (2001) argue that financial reporting and disclosures have a positive impact on the communication between management and investors and in mitigating agency conflicts. Voluntary disclosures have also proven to decrease the information asymmetry between managers and investors, improve the quality of disclosed information, and reduce the cost of capital (Bertomeu, Beyer and Dye, 2008; Bloomfield and Wilks, 2000; Diamond and Verrecchia, 1991; Healy, 1999; Leuz and Verrecchia, 2000; Lambert, Leuz and Verrecchia, 2007).
Voluntary disclosures can complement and expand mandatory disclosure, thereby enhancing the credibility and completeness of mandatory disclosures (Tian & Chen 2009).

This study focuses on the voluntary disclosure behavior of US firms filing for Chapter 11 bankruptcy protection. I will examine the relationship between financial condition, corporate governance attributes and the voluntary disclosure level in the annual report. Previous studies (Frost, 1997; Holder-Webb, 2003; Carcello and Neal, 2003) have found that managers of financially distressed firms may face significant challenges in communication between management and outside investors. When firms enter financial distress, managers will first do a cost-benefit analysis that will help them decide if they should increase the disclosure level. (Holder-Webb, 2003) suggest that, overcoming financial difficulties will often require access to capital markets, therefore managers may want to try to reduce information asymmetries by increasing the extent of corporate disclosure. Managers could also increase the level of voluntary disclosure to reduce the risk of litigation (Skinner, 1994).
1.2 Research question 

Previous studies have investigated the relation between financial distress (chapter 11 bankruptcy protection filing), corporate governance attributes and corporate disclosure before. 

For example the relation between financial distress, bankruptcy filing and disclosure policy has been investigated by a number of researches (Frost, 1997; Holder-Webb, 2003). Skinner (1994) empirically examined the reasons for the voluntary disclosure of negative news. The researches of Altman (1968), Ohlson (1980), Elloumi and Gueyié (2001), Charitou (2004) have studied the link between financially distressed firms and factors leading to bankruptcy. De Angelo (1994), Rosner (2003), Charitou (2007) have investigated the accounting policies chosen by financially distressed firms. Previous researches of Chau and Gray (2002) and Eng and Mak (2003) have found a negative relationship between managerial ownership and the level of disclosure. Chen and Jaggi (2000) found a positive relationship between board independence and the comprehensiveness of financial disclosures in Hong Kong. Cheng and Courtenay (2006) and Lim (2007) found a positive relationship between board independence and the level of voluntary disclosure in the annual reports in Singapore and Australia. This is contradicted by Eng and Mak (2003) and found a negative relationship between board independence and level of voluntary disclosure.

Many of these studies focus on the periods between 1980-1995. On the one hand, the studies that looked into financial distress, corporate governance attributes and the level of voluntary disclosure are sometimes contradictive, but in general they prove that there is a relation between these three notions. On the other hand none of the previous studies have used this method of measuring the level of voluntary disclosure before filing for bankruptcy protection. Taking this into consideration, I find it relevant to re-evaluate this topic. I want to focus on corporate voluntary disclosure behavior by examining the relationship between financially distressed firms, corporate governance attributes and the level of voluntary disclosure. To be more specific, I want to examine the voluntary disclosure behavior of financially troubled firms before filing for bankruptcy protection. This leads to the following research question: 

Is filing for Chapter 11 bankruptcy protection associated with the amount of voluntary disclosure of financially distressed firms in the annual report?

In order to find an answer for the research question, the following subquestions are formulated:         

1. What does Chapter 11 bankruptcy protection mean?

2. Which financial accounting theories are related to this study?
3. What has previous research found regarding the relation between financially distressed firms, corporate governance and voluntary disclosure behavior?
4. Which hypotheses can be developed to answer the research question? & How will these be tested? What sample will be used? How is the association examined: – What is the x construct? – What is the y construct?
5. How are the empirical results interpreted and analyzed?
In my opinion, when a company files for bankruptcy protection, management will want to restore investors’ confidence in the firm and will try to establish this by enhancing the level of voluntary disclosure. Management will be motivated to do this, because this will reduce or eliminate the litigation risk, which in turn will give financially troubled firms the breathing room it needs to find a suitable buyer for the firm’s assets or in most cases to propose a reorganization plan to lower its debt load and to keep its business alive. 

Our sample of firms used for empirical testing will be publicly traded US firms that have filed for bankruptcy protection during 2001-2004 & 2009-2012. Each of the financially troubled firms will be matched with a healthy firm within the same industry, creating a control group. The criteria for bankrupt firms are based on the filing for Chapter 11 bankruptcy protection during the two time periods. For the healthy firms, the criteria is that they are publicly traded US firms that are active and have never been involved in any form of bankruptcy. In addition, a healthy firm is matched to a financially troubled firm based on the same industry type and similar firm size in order to make better comparisons.  I will limit my sample to publicly held manufacturing firms, which is similar to the studies of Botosan (1997) & Carcello and Neal (2003). After both groups are formed, the year of filing for bankruptcy protection is stipulated, the difference in the number of pages within company’s annual reports initial to the bankruptcy protection filing and two years prior to that will be determined. In this study, corporate governance attributes will also be taken into account as prior studies have related governance attributes to the level of voluntary disclosure. The Botosan (1997) disclosure index has been used in previous studies that investigated the determinants of corporate voluntary disclosures. Taking the methodology of Botosan (1997) into account, I will elaborate on this measurement tool by using the number of pages in the firm’s annual report to assess the voluntary disclosure level. 

1.3 Relevance

I will contribute to existing literature, by not only focusing on the voluntary disclosures behavior before Chapter 11 bankruptcy protection filing, but also emphasizing on the corporate governance attributes and the effect of the financial crisis on the voluntary disclosure behavior. I will also use a different method to measure voluntary disclosure. To my knowledge no prior studies have used this method. Therefore, this research provides a rather innovative perspective on the disclosure strategies of firms facing bankruptcy and on the relation between corporate governance attributes and voluntary disclosure.

The outcomes of my study can be of use to investors, shareholders, standard setters, analysts and auditors to assess the potential impact of chapter 11 bankruptcy filing on the voluntary disclosure behavior, which is part of management behavior. Furthermore, this study will help gain insight in management behavior and their incentives to disclose certain information and this will also shed some light on the information gap between managers and the shareholders.

1.4 Structure

This paper is structured as follows. Chapter 2 will describe what the filing of Chapter 11 bankruptcy protection means and in this chapter subquestion 1 will be answered. In chapter 3 the different definitions of voluntary disclosure and the various financial accounting theories relevant for this study will be discussed. In this chapter subquestion 2 will be answered. Then, chapter 4 will continue with a literature review. First, this chapter discusses the quality and measurements of voluntary disclosure. This chapter continues with the link between voluntary disclosure and corporate governance and ends with prior studies on the relation between voluntary disclosure and chapter 11 bankruptcy protection. In this chapter, subquestion 3 will be answered. Based on the literature review and the relevant financial accounting theories, the hypotheses are developed in chapter 5. This chapter will also present the research method and the sample selection and will therefore provide an answer to subquestion 4. Subquestion 5, which will discuss the results and analysis will be answered in chapter 6. Finally, in chapter 8, the conclusion will be made and this chapter also provides the limitations of this study and recommendations for future research.
1.5 Chapter overview
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Figure 1: Chapter overview.
2. Chapter 11 Bankruptcy Protection 

2.1 Introduction

While in the end the voluntary disclosure behavior of distressed firms before filing for Chapter 11 bankruptcy protection is examined, it is important to understand what Chapter 11 means and how it works. The purpose of this chapter is to become familiar with Chapter 11 Bankruptcy procedures. Therefore, I will first provide an overview of the institutional background of Chapter 11. For analyzing the results of the research method it is important to know the institutional background of Chapter 11. Then, I will discuss the advantages of the Chapter, continued by the process of Chapter 11. Finally, I will provide some criticism on Chapter 11 and discuss what prior studies have found regarding this topic. This will also be useful when analyzing the results of this study. Upon completing this chapter, the first subquestion will be answered: 1. What does Chapter 11 bankruptcy protection mean?
2.2 Institutional Background

Many individuals, partnerships, small and large organizations have turned to bankruptcy as an attempt to find a solution to their financial situation. Bankruptcy can provide an opportunity to individuals and companies to start fresh and allow them to rebuild their credit, continue operations and get back on a healthy financial footing. 

Chapter 11 is generally referred to as business reorganization. Even though individuals can file a Chapter 11, the majority of filings are for businesses. Under a Chapter 11 case, the organization or individual debtor remains in possession of its assets and proposes a plan to pay their creditors over a period of time. The debtor in possession has the possibility to divide creditors into different groups, sell or rearrange certain assets, and benefit from protection while developing a plan while remaining in business. Under this chapter, there is no certain limit on the amount of debt an organization or individual may have
. 

“A case filed under chapter 11 of the United States Bankruptcy Code is frequently referred to as a "reorganization" bankruptcy
”. 

Before the US Congress' adoption of the 1978 Act, corporate bankruptcy petitions seeking debtor reorganizations were filed under either Chapter X or Chapter XI of the Chandler Act.5 
. In general, Chapter X was designed for firms with public debt or equity, while Chapter XI was applied to the reorganization of private companies (Bradley & Rosenzweig, 1992). Chapter X required the appointment of a trustee in order to manage the financially distressed firm and the Securities and Exchange Commission (SEC) was assigned a significant oversight role to ensure the reorganization plan went in all fairness. Chapter XI left management in charge of the financial distressed company and required no such role for the SEC.
Because of the preference of Chapter XI to Chapter X by management, there were numerous litigations under the Chandler Act (often initiated by the SEC) over which one of the chapters was most appropriate. It was partly due to this, that Congress in the 1978 Act decided to merge Chapter X and Chapter XI (and also Chapter XII, that dealt with real estate reorganizations) into one chapter, which became Chapter 11. 

The US Congress wanted to push management of financially distressed firms into reorganization rather than liquidation. They believed that firm’s assets would be higher valued if utilized in the industry they were designed for rather than scrapped. The US Congress was concerned that liquidations would destroy valuable firm-specific assets and would impose high costs to corporate stakeholders and therefore decided that the law must allow managers of financially distressed firms the preferred option of court-supervised reorganization. This would enhance social welfare by preventing inefficient liquidation of financially troubled firms (Bradley & Rosenzweig, 1992).

Since the 1978 Act, the only other alternative to Chapter 11 is Chapter 7. This Chapter assumes that insolvent businesses should not continue their business operations but must sell their assets and distribute the proceeds among various classes of creditors according to certain priorities that the law may entitle them to (Delaney, 2013).

2.3 The advantages of Chapter 11 
For struggling companies, Chapter 11 may provide a method to repay their debt obligations over a period of time, reorganize their corporate structure, and continue their business operations. Most importantly, the financially troubled company gets immunity for repaying their debt to creditors. “This immunity is granted primarily through two protective elements included in the Federal Bankruptcy Code: the automatic stay and the debtor in- possession status” (Owens, 1991). An automatic stay prevents creditors, from legal actions against Chapter 11 protected companies and from collecting debt from these cash-poor companies without court approval. Furthermore, any actions taken by the IRS to collect taxes, fees or penalties are postponed. A debtor in possession means that the company no longer has the legal obligation to repay pre-bankruptcy debts out of the current cash flows. This status also offers the company’s management to operate the business.
Thus, pre-filing creditors will not expect to receive payment and, therefore the company’s “demand” obligation will only include debt incurred after the filing. So, management can focus their attention on the day-to-day operations and cash requirements of the business. 

In general, the Chapter 11 Bankruptcy Protection Filing offers benefits to all parties involved in the bankruptcy proceedings. The financially troubled firm can continue their business operations; often under the same management-regime; employees keep their jobs; and customers continue to make use of the company’s goods and services. At the same time, creditors are given some degree of power to ensure that they collect a reasonable amount of debt repayment.

For secured creditors, Chapter 11 Bankruptcy Protection maximizes the value of their collateral. In other words, the debtor’s receivables are collected more effectively while the company still operates than when liquidated. Furthermore, the debtor’s intangible assets are higher valued as a going concern than when liquidated. In several cases, a successful Chapter 11 Bankruptcy reorganization plan has resulted in creditors being paid the full amount (Owens, 1991).

For unsecured creditors, Chapter 11 maximizes the value of the debtor’s “free” assets. These include the company’s intangibles such as patents, brand names, customer lists, etc. Further, the organization continues to generate new accounts receivable, which will only strengthen the debtor’s position.
2.4 The Chapter 11 process

In order to understand how Chapter 11 works, one must understand the difference between Chapter 7 and Chapter 11 Bankruptcy proceedings. Filing for Chapter 7 means immediate liquidation of the firm’s assets in order to satisfy creditor’s claims. In other words, the debtor’s company will be closed and the assets are sold to the highest bidder under the supervision of a court-appointed trustee. The sale of the firm’s assets can result in creditors receiving the full repayment of their outstanding debt to receiving nothing at all.

Under Chapter 11, a firm does not have to pay its debt for a period of 120 days, “the exclusivity period”, starting on the date of the court’s “order of relieve”. During this period, the struggling firm can file for a reorganization plan. Other parties, including creditors, affected by the bankruptcy cannot file for a “competing” plan against the debtor’s reorganization. 

Once the reorganization plan is filed, the exclusivity period is extended to 180 days. At the same time, the plan is being confirmed and executed. The filing company can then apply to either extend or reduce the exclusivity period. 

When the court believes that “extension” will be in the interest of all parties involved in the bankruptcy, it will grant extension, usually in four-month increments. These court “extensions” could result in bankruptcy proceedings continuing on for years. 

During the exclusivity period, the struggling company can rebuild goodwill with its creditors, customers, vendors, without having to deal with any competing bankruptcy plans. Having to deal with competing plans would reduce the chances of recovery for the financially troubled firm.

The financially troubled firm must prove to the Bankruptcy Court that there is a reasonable chance that the firm can recover and operate in the black. The exclusivity period is very useful, because even though the company would eventually liquidate, it is during this period that firm gets the opportunity to negotiate with its creditors before selling the assets. In general, companies that file for Chapter 11 settle their debts on a reduced basis (e.g. 40 cents on the dollar). Meanwhile, the company can continue to generate outstanding accounts receivables and/or sell their tangible assets for the highest price.
A company that files for Chapter 11 can survive bankruptcy, repay its debt obligations and become a successful company once again only if it engages in thorough pre-bankruptcy planning.

2.5 Critique and findings of Chapter 11

The purpose of Chapter 11 is to reduce stumbling blocks to rational organizational and strategic changes in order that collectively rational outcomes emerge for financially troubled firms. Critics of Chapter 11 argue that the process is too debtor-friendly and that it grants incumbent management an extreme amount of controlling power and fails to liquidate a great number of economically inefficient firms (Baird, 1986; Bebchuk, 1988, 2000; White, 1989, 1994; Bradley and Rosenzweig, 1991; Jensen, 1991; Aghion, Hart, and Moore, 1992). “The contention is that Chapter 11 is an inefficient mechanism that rehabilitates economically nonviable firms” (Aivazian & Zhou, 2012).

Prior studies have investigated firm operating performance under Chapter 11 bankruptcy. Hotchkiss (1995) found that 40% of reorganized firms still experience operating losses over the three years after they emerge from bankruptcy. Andrade & Kaplan (1998) estimated the costs of financial distress for 31 financially troubled firms. Adjusting for market and industry performance indicators, they found that those companies’ operating and net cash flow margins decreased by 7% to 17% during Chapter 11 bankruptcy. Alderson & Betker (1999) investigated the total cash flows of reorganized firms in the five years following bankruptcy and concluded that total cash flows offer competitive returns when compared to benchmark portfolios returns. The industry competitors of firms that emerge from Chapter 11 bankruptcies, experience deteriorating financial performance and negative long-term equity returns (Zhang, 2010). Furthermore, Denis & Rodgers (2007) relate firm and industry characteristics to the post-reorganization operating performance of Chapter 11 firms and they also find that positive industry-adjusted operating performance is achieved when firms significantly restructure their assets and liabilities during Chapter 11 over the three years after they emerge from bankruptcy. 
2.6 Summary and Conclusion

In this section I will provide an answer to subquestion 1. What does Chapter 11 bankruptcy protection mean? In order to examine the effect of Chapter 11 on the voluntary disclosure behavior of financially distressed firms it is important to get a general understanding of what Chapter 11 means. In this chapter I have discussed what a Chapter 11 Bankruptcy Protection is. Firstly, an institutional background of the Code was provided. In this section it becomes clear that the Code was introduced to push managers of distressed firms into reorganization instead of liquidation. According to the US Congress, the firms’ assets would be higher valued if utilized in the industry it was designed for rather than scrapped. Secondly, the advantages of Chapter 11 were described. In this part the terms automatic stay and debtor in- possession status were explained. Thirdly, the process was described. Here, the importance of the exclusivity period is discussed. Finally, some critique and findings of Chapter 11 were given.

1. What does Chapter 11 bankruptcy protection mean?

Filing for bankruptcy protection under Chapter 11 can be a viable strategy for financially distressed firms. Chapter 11 can offer struggling companies “protection”, but it must be made clear that the Chapter does not solve the underlying complications that led to bankruptcy. One should understand that filing for bankruptcy under Chapter 11 is not a guaranteed solution for struggling companies to survive bankruptcy and continue to exist on. Before filing for bankruptcy under Chapter 11, one should consider that the process is time consuming and expensive. A great deal of time is spent on the development of the reorganization plan and negotiations with creditors. As a consequence of this, the flow of the day-to-day operations will be interrupted. Therefore, before a company files for bankruptcy all alternatives should be considered and if there is none, one should ask the key question whether the firm could become profitable again if given a fresh start. If the answer is no, filing under Chapter 11 will be a waste of time, money and energy. If the answer is yes, struggling companies are given a chance to save their business.

3. Financial Accounting Theories

3.1 Introduction

In chapter 3, I discuss various financial accounting theories developed by several notable accounting academics. In this chapter, the theories used to explain voluntary disclosure will be reviewed. I start by discussing the various definitions of voluntary disclosure. Then, I continue to review the various accounting theories related to voluntary disclosure and also elaborate on the incentives and objectives motivating firms for disclosing voluntarily. Upon completing this chapter, the second subquestion will be answered: 2. Which financial accounting theories are related to this study?
3.2 Definitions: Voluntary Disclosure

Financial reporting and corporate disclosure are potentially important channels for managers to communicate financial information and governance to outside investors.

Both academic researchers and regulatory bodies have defined voluntary disclosure. The Financial Accounting Standards Board (FASB) defines voluntary disclosure as the information mainly outside the financial statements that is not explicitly mandated by accounting rules or standards (FASB, 2001). Meek (1995) defines voluntary disclosures as the disclosures made in access of required information. They represent free choice on the part of company’s management to provide information to the users of the annual reports that is deemed to be relevant in decision-making. Al-Razeen and Karbhari (2004) divide annual corporate disclosure into three categories: (1) compliance with mandatory disclosure, (2) the depth of mandatory disclosures
, and (3) the extent of voluntary disclosures. If the distinction between voluntary disclosure closely related to required disclosure and other types of voluntary disclosure is not made, it is difficult to differentiate between information that is mandatorily required, additional information that exceeds the mandatory requirements and information that has no direct link to mandatory required information.

In this study, voluntary disclosure is defined as additional disclosures made by listed firms in their annual reports in addition to the mandatory required information. These include: 

· Information that is closely related to mandatory disclosure requirements, but where the depth of disclosing information exceeds the minimum requirements of mandatory disclosure.

· Information that is not directly related to mandatory disclosure requirements.

Meek (1995) and Eng & Mak (2003) classify voluntary disclosure into three types, namely, strategic information disclosure, financial information disclosure and non-financial information disclosure. Based on prior research, the following perspectives on voluntary disclosure are adopted:

· Strategic information includes corporate strategy, general corporate information, R&D information, acquisition and disposals, and future prospects.

· Financial information includes financial review, stock price information, sections such as segmental information, and foreign currency information.

· Non-financial information includes information about social policy, directors and employees.

3.3 Agency Theory

The agency theory is key for explaining managers’ choice of a particular accounting method (Deegan & Unerman, 2006). The theory provides an explanation of why a particular accounting method might matter, and therefore was an important aspect in the development of Positive Accounting Theory. The agency theory focuses on the relationships between principles and agents (e.g. the relationship between shareholders and corporate managers), a relationship, which created much uncertainty, due to different information asymmetries. According to this theory, transaction- and information costs exist. Jensen and Meckling (1976, p.308) defined the agency relationship as:

“A contract under which one or more (principals) engage another person (the agent) to perform some service on their behalf which involves delegating some decision-making authority to the agent”. It is assumed within the agency theory that all individuals are driven by self-interest, and therefore agents will undertake self-serving activities that could be detrimental to the economic welfare of the principals  (Jensen and Meckling, 1976). Information availability is believed to be a key factor for the growth in an economy and the efficiency of resource allocation. Healy and Palepu (2001) argue that in a capital market economy, information asymmetry and agency problems obstruct the efficient allocation of resources. Information asymmetry occurs when management has access to corporate information, while this information is not equally available to investors. The consequence of this is the disruption of the functioning of the capital market. An efficient capital market suggests that investors have access to transparent information on the valuation of business investment opportunities (Palepu, 2004). Agency problems develop when investors do not wish to play an active role in the firms’ management and therefore delegate responsibilities to management. As a consequence of this managers could make investment decisions that are not in the best interest of investors/pay directors high amounts of compensations, and have the incentive to make decisions that deprive the interests of investors’ by over-consuming perquisites (Jensen and Meckling, 1976).

According to the agency theory, a well-functioning firm is considered to be a firm that minimizes its agency costs (costs that are inherent to the principal/agent relationship). The reduction in agency costs is the result of reducing the information gap and uncertainty (Chalmers and Godfrey, 2004). Jensen and Meckling (1976); Lang and Lundholm (1933) argue that managers’ incentive to engage in such activity is due to different firms’ characteristics such as firm size, profitability, leverage, and industry.

As I mentioned in the first chapter, financial reporting and disclosures have a positive impact on the communication between management and investors and in mitigating agency conflicts (Healy and Palepu, 2001).  Taking this study and the agency theory into account, one could argue that managers will increase their voluntary disclosure in the year preceding chapter 11 bankruptcy protection filing compared to the year before, knowing that this could positively impact communication between them and their shareholders and from the agency theory perspective this can be interpreted as self-interest, given the risk of liquidation that could eventually lead to job loss. 

3.4 Positive Accounting Theory

In the mid- to late 1970s, there was a shift in the focus of accounting research from prescriptive research (often labeled as normative research) towards more predictive research (often labeled as positive research). Its development owed a lot to prior research work, including work on the agency theory and the efficient markets hypothesis (EMH). According to Deegan and Unerman (2006)“A positive theory is a theory that seeks to explain and predict particular phenomena” (p.206). This contrast with normative research, that seeks to prescribe particular approaches. Positive theories of accounting will not tell us that what is being done in practice is the best or most efficient process. As Watts and Zimmermand (1986) state, Positive Accounting Theory:

“… is concerned with explaining accounting practice. It is designed to explain and predict which firms will and which firms will not use a particular method… but it says nothing as to which method a firm should use” (p.7).
The theory focuses on the relationship between the different individuals involved in providing resources to a company and how accounting is applied to assist in the functioning of these relationships. In many relationships one party (the principal) delegates some decision-making authority to another party (the agent). As a consequence, this could lead to some loss of efficiency and agency costs. According to prior accounting research, Positive Accounting Theory is based on the assumption that all individuals are driven by self-interest and will act in a opportunistic manner in order to increase their own wealth. Given the assumption, PAT predicts that companies will try to put in place mechanisms that will align the interests of the managers of the company (the agents) with that of the owners of the company (the principals).

Early work within PAT relied upon three main hypotheses (Deegan and Unerman, 2006):

· The bonus hypothesis: “predicts that from an efficiency perspective many organizations will elect to provide their managers with bonuses tied to the performance of the firm, with these bonuses often being directly related to accounting numbers” (p. 253).

· The debt hypothesis: “predicts that to reduce the cost of attracting debt capital, firms will enter into contractual arrangements with lenders which reduce the likelihood that the managers can expropriate the wealth of the debtholders” (p. 253).

· The political cost hypothesis: “explores the relationship between a firm and various outside parties who, although perhaps not having any direct contractual relationships, can nevertheless impose various types of wealth transfers away from the firm. It is argued that high profits can attract adverse and costly attention to the firm, and hence managers of politically vulnerable firms look for ways to reduce the level of political scrutiny. One way is to adopt accounting methods that lead to a reduction in reported profits” (p. 253).

 Incentives for voluntary disclosure

As indicated in the first paragraph, voluntary disclosures are disclosures in addition of requirements and represent free choice on the part of companies’ management to provide relevant information to the financial statement users. Management may also have their own incentives to provide statement users with voluntary disclosures. Healy and Palepu (2001) found the following incentives for disclosing voluntarily from the perspective of management:

· Capital market incentive: “managers who anticipate making capital market transactions have incentives to provide voluntary disclosure to reduce the information asymmetry problem, thereby reducing the firm’s cost of external financing” (p. 420). This incentive can also be explained by the bonus hypothesis: if managers are rewarded in terms such as accounting profits, they will try to increase profits so that this will lead to an increase in bonus payment.
· Corporate control contest incentive: “given the risk of job loss accompanying poor stock and earnings performance, managers use corporate disclosures to reduce the likelihood of undervaluation and to explain away poor earnings performance” (p. 421). This incentive can also be linked to the debt hypothesis: the higher the companies’ debt/equity ratio, the more likely the company will use accounting methods that will increase income.
· Stock compensation incentive: “these types of compensation schemes provide incentives for managers to engage in voluntary disclosure for several reasons” (p. 422). This incentive can be linked to the bonus hypothesis: compensation agreements, seeks to align the interests of the owners with those of the managers.
· Litigation cost incentive: “the threat of shareholder litigation can have two effects on managers’ disclosure decisions. First, legal actions against managers for inadequate or untimely disclosures can encourage firms to increase voluntary disclosure. Second, litigation can potentially reduce managers’ incentives to provide disclosure, particularly of forward-looking information” (p. 423). This incentive can be linked to the political cost hypothesis: often firms’ size, high profits can attract attention of regulatory bodies and other third parties. As a Hence, managers will look for ways to reduce this.
· Proprietary cost incentive: “firms’ decisions to disclose information to investors are influenced by concern that such disclosures can damage their competitive position” (p. 424). Providing the managers with equity interests in the company may reduce the ‘non-disclosure tendency’. This can be linked to the bonus hypothesis.
· Management talent signaling incentive: “talented managers have an incentive to make voluntary earnings forecasts to reveal their type” (p. 424). This incentive can be linked to the debt hypothesis: managers have at their disposal numerous ways to account for particular items.

Haggard (2008) found that firms with higher amounts of voluntary disclosure have shown a lower stock price co-movement and less large drops in stock price. Healy and Palepu (2001) list the following incentives for disclosing voluntarily from the perspective of the capital market:

· Improved stock liquidity: “for firms with high levels of disclosure, investors can be relatively confident that any stock transactions occur at a ‘fair price’, increasing liquidity in the firm’s stock” (p. 429). This can be linked to the bonus hypothesis
· Reduced cost of capital: “firms with high levels of disclosure, and hence low information risk, are likely to have a lower cost of capital than firms with low disclosure levels and high information risk” (p. 430). This can be linked to the debt hypothesis.
· Increased information intermediation: “expanded disclosure enables financial analysts to create valuable new information, such as superior forecasts and buy/sell recommendations, thereby increasing demand for their services” (p. 430). This can be linked to the bonus hypothesis.
The Positive Accounting Theory predicts that companies will try to put in place mechanisms that will align the interests of managers of with those of the owners. Based on the assumptions of this theory I believe that becoming more transparent will be beneficial in aligning the interests of the owners with those of the managers. Therefore, I am of opinion that managers will enhance their level of voluntary disclosure behavior in the year before filing for bankruptcy.
3.5 Stewardship Theory

The agency theory is used to help researchers understand the conflicts of interest that can develop between principals and agents, the results of potential problems of opportunistic behavior, and the structures that are developed to contain it, such as incentives and supervision. Nevertheless, organizational relationships may be more complicated than those analyzed through agency theory. The agency theory may not be applied in all situations.
 An alternative model of managerial behavior and motivation is stewardship theory, which is derived from sociological and psychological customs. Stewardship theory has its roots in sociology and psychology and was intended for researchers to examine situations in which managers (stewards) are motivated to act in the best interest of their owners (principals) (Donaldson & Davis, 1989, 1991).  The stewardship theory is based on a steward whose behavior is designed such that collectivistic, pro-organizational behaviors have higher value than self-serving, individualistic behaviors. Because the stewards’ incentives and behavior are aligned with the goals/interests of the organization, his/her behavior can be considered rational and organizationally centered. According to this theory, the stewards’ behavior is collective, because he seeks to attain the goals and objectives of the organization (e.g. profitability or sales growth). Stewards protect and maximize their shareholders' wealth through firm performance, because, by doing so, the steward's own utility functions are maximized. Stewards that are active in organizations with competing stakeholder objectives are motivated to make decisions that they believe are in the best interest of the group.

Since, stewards are motivated to act in the best interest of their owners, I am of opinion that managers’ will enhance their voluntary disclosure right before filing for bankruptcy because this will mitigate agency problems, reduce the cost of capital and reduce the information gap between managers and shareholders. 

3.6 Legitimacy Theory
Relies upon the notion that every organization has a social contract with the society in which it operates, that is, that the organization in question attempts to make sure that their activities are perceived by society as being legitimate. According to Deegan and Unerman (2006) a social contract is a concept used to represent a number of implicit and explicit expectations that society has about how the organization in question should conduct its operations. These expectations are not considered to be fixed, but change over time, thereby requiring organizations to also adapt to change (Deegan and Unerman, 2006, p. 271). With heightened social expectations it is expected that successful businesses will react and attend to environmental, human and other social consequences of their actions (Heard & Bolce, 1981). Legitimacy theory emphasizes that organizations should not only focus on the rights of its shareholders but also on the rights of the public at large. Failure to comply with the terms of the ‘social contract’ (that is, societal expectations) could lead to sanctions being obligated by society or even worse, the organization could lose its license to operate (that is losing its ‘contract’ to continue operations). This is also called a legitimacy gap. So, when a bad event occurs, the organization loses legitimacy and will try to gain back trust. A company discloses in order to maintain, repair or gain legitimacy (O’Donovan, 2002). According to Dowling and Pfeffer (1975) organizations will make sure to take various actions so that their operations are perceived as legitimate.

In my opinion, firms’ that are struggling to survive will want to gain back legitimacy and will therefore enhance their voluntary disclosure behavior because society expects firms to disclose their actions. 

3.7 Stakeholder Theory

There are numerous similarities between legitimacy theory and stakeholder theory. Both theories conceptualize the organization as being part of a broader social system within which it impacts, and is impacted by, other stakeholder groups within society (Deegan, 2002). The main difference between these two theories is that legitimacy theory focuses on the expectations of the public at large, while stakeholder theory focuses more on the expectations of certain stakeholder groups within society. According to the stakeholder theory, there are various stakeholder groups, each having their own view on how an organization should operate, and therefore several social contracts will be negotiated with the different stakeholder groups, instead of one ‘social contract’ with the public at large. Within stakeholder theory, organizations are more likely to answer to the most powerful stakeholder groups. Stakeholder power is linked to stakeholders’ command of limited resources; ability to legislate against the organization; access to influential media; ability to impact the consumption of the company’s goods and services (Corporate Social Responsibility, lecture 3, slide 61).

Powerful stakeholders groups can influence corporate decisions and it is the role of management to balance these stakeholder demands and at the same time to achieve the strategic objectives of the organization. 

Taking this theory into account, I believe that managers’ of filing firms will want to respond to the most powerful stakeholders by enhancing their voluntary disclosure behavior because they want to gain back trust.

3.8 Summary and Conclusion
In this chapter I have discussed various definitions of voluntary disclosure by both academic researchers and regulatory bodies. In this section I will provide an answer to subquestion 2. Which financial accounting theories are related to this study? In order to explain managers’ choice of a particular accounting method, we have reviewed different theories and discussed interesting incentives for voluntary disclosure from the perspective of management. Apart from considering various managers’ motives for making certain accounting and disclosure decisions that was grounded within Positive Accounting Theory, this chapter also discussed some alternative theoretical views that address this issue, namely: legitimacy theory and stakeholder theory. 

2. Which financial accounting theories are related to this study?
From the above, it becomes clear that there are multiple theories that explain managements’ choice of a particular accounting method. This depends on the managers’ incentives, the public at large, powerful stakeholder groups, etc. The agency theory focuses on the relationship between the principal and the agent and assumes that all individuals are driven by self-interest. According to stewardship theory, there are also managers (stewards) that are motivated to act in the best interest of the firm and believe that by aligning their incentives and behavior with the company’s goals, personal needs will be met. Both legitimacy-and stakeholders theory perceive the organization as part of a larger social system in which it impacts, and is impacted by, other stakeholder groups within society.

This study also seeks to predict and explain why managers select a particular accounting method in preference to others. In this study I want to investigate why managers choose to increase their voluntary disclosure behavior in the year before filing for chapter 11 Bankruptcy Protection. The different theories and managers’ incentives discussed in this chapter may partly provide an explanation as to why managers’ choose to increase their voluntary disclosure behavior:

The agency theory assumes that all agents are driven by self-interest. Given this assumption I believe that managers’ of filing firms will enhance their level of voluntary disclosure, given the risk of liquidation that could eventually lead to job loss.

Early work of Positive Accounting Theory relied upon the three hypotheses: the bonus, debt and political cost hypothesis. These are put in place to better align the interests of managers with those of the owners. Based on the assumptions of this theory and the situation filing companies are in, I believe that becoming more transparent will be beneficial in aligning the interests of the owners with those of the managers. Hence, I am of opinion that managers will enhance their level of voluntary disclosure behavior prior to the filing date.

Since, stewards are motivated to act in the best interest of their owners, I am of opinion that managers’ will enhance their voluntary disclosure right before filing for bankruptcy because this will mitigate agency problems, reduce the cost of capital and reduce the information gap between managers and shareholders. 

In my opinion, firms’ that are filing for bankruptcy will want to gain back legitimacy and will therefore enhance their voluntary disclosure behavior because society expects firms to disclose their actions. 

Taking this theory into account, I believe that managers’ of filing firms are going to respond to the most powerful stakeholders by enhancing their voluntary disclosure behavior because they want to gain back trust.

4. Literature Review

4.1 Introduction

In this chapter I provide a literature review concerning voluntary disclosure and Chapter 11 filings. First, the quality of voluntary disclosure is discussed, continued by the measurement of voluntary disclosure. Thereafter, the link between voluntary disclosure and Corporate Governance is discussed. At last, the relation between voluntary disclosure and Chapter 11 Bankruptcy is discussed. In this chapter the third subquestion will be answered: 3. What has previous research found regarding the relation between financially distressed firms, corporate governance and voluntary disclosure behavior?
4.2 Voluntary disclosure and Quality
The incentive of organizations to voluntarily disclose information to the public has been a topic of interest to both analytical and empirical researchers in accounting (Eng & Mak, 2003). “Institutional and small investors, financial analysts and other key stakeholders are demanding more information about long-term strategies and profitability of companies” (Boesso, 2003). This growing demand is forcing managers to disclose more information regarding the operational performance, performance analysis and forward looking data of the firm. Healy and Palepu (2001) argue that the credibility of voluntary disclosures is still an important dilemma as managers have the incentive to make self-serving voluntary disclosures. In order to improve the credibility of these disclosures, third-party intermediaries such as accountants and consultants can provide assurance on the quality of voluntary disclosures.

“The objective of financial reporting is to provide information about financial position, performance and changes in financial position of an entity that is useful in making economic decisions for a wide range of users, such as investors, employees, lenders, suppliers, customers, government and the public in general” (Morais & Curto, 2008). If financial information is indeed useful for making economic decisions, then the qualitative characteristics in the Statement of Financial Accounting Concepts (SFAC) No. 2 should be considered (FASB 1980). This means that if such qualities would be absent, the central objectives of the general purpose of financial reports will not be met. The primary qualitative characteristics of accounting information are relevance and reliability (SFAC) No. 2, and these two qualities make accounting information useful for decision making (FASB 1980). If one or both of those qualities are missing, the accounting information will not be useful. Though, in order to produce financial information that is more reliable and also more relevant, it may be required to sacrifice a little of one quality for an increase in another (FASB 1980). If information is considered relevant, information must be timely and it must have predictive value and/ or feedback value. If information is considered reliable, information must be verifiable, neutral and it must have representational faithfulness. Comparability, which includes consistency, contributes to the usefulness of information and is a secondary quality that interacts with relevance and reliability. There are two constraints that are both primarily quantitative in character. Financial information can be useful but also too costly to justify providing it. If information has to be useful and also worth providing it, one can argue that the benefits of it should exceed its cost. Furthermore, The qualities of information discussed are subject to a materiality threshold, and this is also a constraint (FASB 1980). 

Penman (2002) argues that accounting quality should be discussed in terms of shareholders’ interests and the fair valuation of those interests. His notion of quality is based on the usefulness of corporate information for the shareholders and other stakeholder groups as well. In other words, accounting should not only promote the interests of the shareholders but also consider the interests of the public at large.

Especially after recent scandals, the quality of financial reporting has received even greater attention. Although this attention has increased, the term accounting quality is still vague and difficult to define. In order to obtain a rich understanding of voluntary disclosure quality one should focus on the individual dimensions and its interrelatedness.

4.3 Voluntary disclosure measurement

Healy and Palepu (2001) argued that measuring voluntary disclosure is difficult and therefore one of the most important problems that empirical researchers in disclosure studies encountered. Financial theories explained in the previous chapter, have also been developed in the disclosure literature to help explain the reasons for disclosing more information. However, in practice empirical evidence does not always support disclosure theories and the results found are often mixed. The complexity in measuring voluntary disclosure could be one of the reasons influencing these results. In general, disclosure theories do not provide an exhaustive definition of the term disclosure. It is assumed that, under specific circumstances, firms disclose more information because of the perceived expected benefits that exceed costs. Yet, the theoretical arguments fail to explicitly define what precisely is meant by “more information” or “an increase in disclosure” (Urquiza, Navarro and Trombetta, 2010). Disclosure is a multidimensional concept that integrates different attributes. As a result, it is expected that the factors influencing specific disclosure information attributes will differ compared to those of other attributes. For example, the factors that influence disclosure quantity could possibly differ from the factors influencing information quality (Beattie et al., 2004).
Prior studies measured disclosure by following various approaches, assuming that disclosure quality is being measured (Beattie et al., 2004). One method is to make use of analysts’ scores of disclosure quality provided by the Association for Investment Management and Research (AIMR
 ), and Standard & Poor’s (S&P). However, this type of measurement has been criticized due to analysts’ subjectivity and the unclear basis on which companies are selected for (Healy and Palepu, 2001). Another method that is used to measure disclosure quality is the use of self-constructed indices. This approach is most frequently used when there is a need for disclosure methods that are valid due to the need for disclosure measures that are valid regardless of which companies are selected or the type of information analysed. In general, self-constructed indices commonly measure voluntary information (Chow and Wong-Boren, 1987; Raffournier, 1995; Botosan, 1997; Depoers, 2000), or mandatory information (Wallace and Naser, 1995, Chen and Jaggi, 2000). Furthermore, other studies have used disclosure indices to measure specific information, such as intellectual capital (Cerbioni and Parbonetti, 2007; Li et al., 2008), environmental and social (Williams, 1999) or forward-looking information (Beretta and Bozzolan, 2005; Aljifri and Hussainey, 2007). Some disclosure indices are based on information quantity (Hussainey et al., 2003; Aljifri and Hussainey, 2007; Li et al., 2008). However, the majority of researches use indices that capture coverage of a number of information categories.
Disclosure index design is a difficult task, affected by a lot of subjectivity. When building a disclosure index, several difficulties have to be faced, such as item selection and weighting (García- Meca and Martínez, 2004). Ahmed and Courtis (1999) argue that, the use of different disclosure measures could be one possible explanation for contradicting results found in empirical research concerning disclosure determinants. Most common used measures in research are self-constructed indices that capture coverage.

Companies have various ways to voluntarily communicate firm specific information to third parties. Firms provide disclosure through regulated annual reports, including the financial statements, management discussion and analysis, footnotes, and other regulatory filings. In addition, some engage in voluntary disclosure, such as management forecasts, web sites, press releases, analysts’ presentations and conference calls, and other corporate reports. Lastly, there are disclosures by information intermediaries, such as industry experts, financial analysts, and the financial press (Healy and Palepu, 2001). According to Botosan (1997) the most important channel to communicate voluntary information is through the annual report. “It should serve as a goood proxy for the level of voluntary disclosure provided by a firm across all disclosure because it is generally considered to be one of the most important sources of corporate information”. According to the disclosure literature, managers of companies use the annual report to incorporate the most valuable firm specific information. This means that voluntary communications during the year such as conference calls, management forecasts, and press releases is incorporated in the annual report at year’s end. As a consequence, self-constructed measurement tools of voluntary disclosure became an upcoming trend. These self-constructed indices are made up of a list (a disclosure checklist) in which specific items of the annual report will be scored against (Botosan, 1997).
Although most of these voluntary disclosure measurement tools have similarities, the results from prior research on disclosure determinants are mixed. The majority of previous studies agree that there is a positive association between size and disclosure, indicating that larger firms disclose more information (Giner, 1995; Depoers, 2000; Alsaeed, 2005). Furthermore, there are no general guidelines for the design of an index. In general, researchers themselves construct this, to meet specific research needs. 
4.4 Voluntary disclosure and Corporate Governance
In chapter 3, various financial accounting theories and their impact on voluntary disclosure behavior was discussed. Another important factor that influences management voluntary disclosure behavior is Corporate Governance. In the last two decades, CG has received much more attention due to various corporate scandals and collapses. These are manifestations of a number of structural reasons why CG has become a more important determinant for economic development and also a more significant policy issue in many countries (IFC, 2012). The US Sarbanes-Oxley Act of 2002 is the most significant piece of legislation that affects CG practices to be passed in the US. All firms that are registered with the US Securities and Exchange Commission (SEC) must comply with Sarbanes-Oxley, regardless of whether their firms’ headquarters are based in the US or abroad.

CG is the system that manages the organizations’ internal operations to ensure that the organization is following the principles and guidelines that is set at the tone of the top. 

The OECD (Organisation for Economic Corporation and Development) defines CG as follows: 
“Procedures and processes according to which an organisation is directed and controlled. The corporate governance structure specifies the distribution of rights and responsibilities among the different participants in the organisation – such as the board, managers, shareholders and other stakeholders – and lays down the rules and procedures for decision-making" (OECD, 2014).
Discussion of CG & control variables relevant for this study

· Ownership structure

It is argued that the separation of control and ownership results in agency costs as a consequence of the conflict of interest between managers and shareholders (Jensen and Meckling, 1976). In general, a board consists of inside and outside board members. Inside board members include the management group of the company and outside board members include any member of the board who is not an employee or a stakeholder within the company. When managerial ownership (the amount of shares owned by management) is at a low level, agency costs are likely to be high which will enhance the external demand for informative disclosure to monitor managers’ (Fama and Jensen, 1983). For this reason, it is expected that the disclosure level will be greater in widely held firms compared to closely held firms.

In general, previous accounting research has confirmed a negative association between managerial equity ownership and the level of disclosure. Chau and Gray (2002) and Eng and Mak (2003) have found a negative relationship between managerial ownership and the extent of voluntary disclosure in Hong Kong and Singapore. Chen and Jaggi (2000) have found that a board with more outside directors is positively related to the level of voluntary disclosure.
It is argued that large external block holders (investors that hold at least 5 % of equity ownership within the firm) have a stronger monitoring power and that this should have an effect on the firm value. Large shareholders have a greater stake in the firm and because of this, they have greater incentives to monitor managers effectively. This should enhance managerial efficiency, the quality of corporate decision-making and the quality of financial reporting (Shleifer and Vishny, 1986). The studies of Ajinkya et al. (2005) and Karamanou & Vafeas (2005) confirm a positive relationship between institutional ownership and the disclosure of management earnings forecast.

· CEO Duality

Kang and Zardkoohi (2005) argue that board of directors where the role of the CEO is combined with the role of the chairman may be less independent and effective than when these two roles are held by two different persons. Under the agency theory, CEO duality increases CEO power and therefore promotes his entrenchment and reduces the board’s effectiveness. 

According to Gul and Leung (2004) CEO duality should reduce the board’s effectiveness in monitoring managements’ actions as well as the transparency of firms’ disclosures to external stakeholders. They found that there is a negative relationship between CEO duality and the level of disclosure for a sample of Hong-Kong firms. This is contradicted by Cheng and Courtenay (2006) and did not find any significant relationship between CEO duality and the level of voluntary disclosure for a sample of listed firms in Singapore.

· Size

Previous studies have found that firm size, industry, listing status and country/region are important factors that influence the level of voluntary disclosure (Williams, 1999 and Ho & Wong, 2001). Others have found that firm size is a key determinant of the level of voluntary disclosure and it is expected that larger firms will disclose more information voluntarily (Ahmed and Courtis, 1999 and Eng & Mak, 2003).
4.5 Voluntary Disclosure and Financial Distress

Prior research has investigated the relation between financial distress, corporate governance attributes and corporate disclosure before. Frost (1997) and Holder-Webb (2003), argue that financial distress and bankruptcy protection filings, delivers an interesting situation where they could examine if managers can effectively communicate with investors when they are in a situation where their credibility has been challenged. (Frost, 1997) found that financially troubled firms often receive a modified audit report from their auditors in the periods before they file for bankruptcy and he claims that this report is an unfavorable signal for financial uncertainties and accounting and auditing deficiencies. Holder-Webb (2003) argues that this relation also increases the uncertainty of future cash flows. In order to mitigate this uncertainty and to reduce the cost of capital, managers will try to increase the level of voluntary disclosure. Frost (1997) has examined the level of disclosure of 81 UK firms that received a modified audit report for the first time between 1982-1990. She found no difference in the level of disclosure between financial distressed firms and healthy firms. Finally, Holder- Webb (2003) has examined the disclosure policy of 136 US firms that have filed for bankruptcy for the first time during 1991-1995. They found that financially distressed firms have increased their level of disclosure quality in the year of the initial distress compared to healthy firms.

In chapter three we have discussed the various incentives management has for disclosing information voluntarily. Voluntary disclosures could therefore be used to the advantage of management; as a defensive mechanism/to signal their talent to the market. Timely disclosure of good news as well as bad news indicates that managers’ have the capability to anticipate the future changes of the company, therefore increasing their compensation and reputation. Furthermore, a lack of disclosing corporate information leads the market to believe that the company has bad news, which in turn causes management to provide timely disclosures (Trueman, 1986). A number of studies have agreed with this claim. Frost (1997) concluded that financially troubled firms were transparent about the disclosure of negative news; based on the 81 companies he studied. Logically, if the market is efficient, then there will be signs of impending distress (e.g. through the decrease or omission of dividends)
(De Angelo & De Angelo, 1990). Above all, bad news frequently sounds ‘better’ coming from the companies themselves in a timely manner (Frost, 1997). Graham, Harvey and Rajgopal’s (2005) study concluded that 76.8% of their respondents agree that in addition to sounding better, timely disclosures will likely mitigate litigation. According to Graham (2005), managers who are withholding negative announcements in the hope that the circumstances would change are in the minority. (Healy & Palepu, 2001) argue that timely disclosure is a chance for managers’ of a company to explain their poor performance in order to prevent being held responsible by the shareholders and therefore taking corrective action.
Skinner (1994) empirically examined the reasons for the voluntary disclosure of negative news. He argues that litigation risks and reputational costs are at least two reasons why managers may bear costs as a result of large negative earnings surprises. He found that, in 25 % of the cases (negative earnings surprises) of his NASDAQ sample, prices had already been adjusted via investors’ informed decision-making. He argues that managers will voluntarily disclose large negative earnings surprises prior to the mandated release dates, to prevent large stock price declines on the earnings announcement date and thereby reducing the risk of litigation. 
Though there are conflicting views concerning disclosure motives relating to litigation. Legal action against companies for inappropriate and untimely disclosure could be viewed as an incentive to disclose (Field et al., 2005; Graham et al., 2005; Healy & Palepu, 2001;Kothari et al., 2009). Field et al, (2005) argues that timely disclosure can help to prevent shareholders’ claims of negligence and improper management, as the managers of a firm have carried out their duty with respect to disclosures. The risk of legal actions against a firm also decreases as the timeframe in which the share price was mispriced, decreases. Graham et al, (2005) and Healy and Palepu (2001) have taken the opposite view. They reason that the fear of putting so much importance on timely disclosure may lower the incentive of managers’ to provide forward-looking disclosures. As a consequence, legal liabilities may follow if management fails to disclose on time. Existing research on this topic is ambiguous. Disclosures that are made in advance have, in certain cases, reduced litigation and diminished liabilities, but in other cases have failed to achieve either. 

Overall, disclosures that are made on time, and in advance are most likely issued by companies with high litigation risk to diminish the potential negative impacts on the company. A company’s choice of disclosure is for that reason influenced by the industry it is in and whether or not the company has provided disclosures in the past (Field et al., 2005).
Kothari (2009) argues that; given the adverse impact on the share prices, managers have the incentive to withhold the disclosure of negative news. Managers’ self interest, whether through compensation or through ownership schemes, affects both the level and integrity of disclosures. He also states that the occurrence of information asymmetry provides opportunities for managers’ to withhold disclosure; however this has somewhat diminished because of continuous disclosure regulations in the US.

4.6 Summary and Conclusion

In this chapter a literature review was presented in which the quality of voluntary disclosure, the various measurements of voluntary disclosure, the different studies that examined the link between voluntary disclosure and Corporate Governance, and the relation between voluntary disclosure and Chapter 11 firms were discussed. In appendix Ι, a summary table of prior studies is provided. In this section I will also provide an answer to subquestion 3. What has previous research found regarding the relation between financially distressed firms, corporate governance and voluntary disclosure behavior?

In this study I want to investigate if managers choose to enhance their voluntary disclosure behavior in the year before filing for chapter 11. Therefore, the quality and measurement of voluntary disclosure are important aspects of this study. According to the FASB (1980) there are 2 qualitative characteristics: reliability and relevance. Due to the fact that, information can be useful but at the same time costly, the benefits of financial information should exceed the costs. Penman (2002) argues that accounting quality should not only be discussed in the interest of the shareholder but also include the interest of various stakeholder groups. Even though, attention for this view is increasing, the term accounting quality is still vague and hard to define. Because of this, one should obtain a rich understanding of voluntary disclosure quality and should therefore focus on the individual dimensions and its interrelatedness.

Prior studies argue that it is very difficult to measure voluntary disclosure and that this could be one of the reasons as to why results of previous studies are mixed. Also here, theoretical arguments fail to explicitly define what precisely is meant by “more information” or “an increase in disclosure” (Urquiza, Navarro and Trombetta, 2010). In this chapter we have explained various methods that measure voluntary disclosure.  The most common used method in literature is self-constructed indices that capture coverage. In this study I will elaborate on this method and use the annual report as a proxy for the level of voluntary disclosure. According to Botosan (1997) one of the most important channels to communicate voluntary information is through the annual report. 

3. What has previous research found regarding the relation between financially distressed firms, corporate governance and voluntary disclosure behavior?
Furthermore, I have included CG attributes into my research to find out if these attributes have an effect on the level of voluntary disclosure behavior of distressed firms. Prior studies have found a positive relation between outside directors (ownership) and the level of voluntary disclosure. This positive relation is also found for blockholders and the level of disclosure. Lastly, the majority of studies have found a negative relation between CEO duality and the level of disclosure.

There have been multiple studies on the relation between financial distress, corporate governance attributes and corporate disclosure before. The results of these studies are mixed. Frost (1997) has investigated the level of disclosure of UK firms that received a modified audit report for the first time. She found no difference in the level of disclosure between financial distressed firms and healthy firms. She also concluded that the firms examined were also transparent about the disclosure of negative news and stated that bad news frequently sounds ‘better’ coming from the companies themselves in a timely manner. Holder- Webb (2003) has studied the disclosure policy of US firms that have filed for bankruptcy for the first time. They found that financially distressed firms have increased their level of disclosure quality in the year of the initial distress compared to healthy firms. Skinner (1994) found that litigation risks and reputational costs are at least two reasons why managers may want to disclose large negative earnings surprises prior to the mandated release dates. Even though there are conflicting views regarding disclosure motives relating to litigation, it is argued that legal action against companies for inappropriate and untimely disclosure could be viewed as an incentive to disclose (Field et al., 2005; Graham et al., 2005; Healy & Palepu, 2001;Kothari et al., 2009).
Now, after Chapter 11 Bankruptcy Protection, the financial accounting theories in the previous chapters and a literature review in chapter four have been provided, the next chapter continues with the hypotheses development.
Chapter 5. Research Design
5.1 Introduction
This section aims to develop the hypotheses in order to answer the main research question: How is the voluntary disclosure behavior of financially distressed firms affected by chapter 11 bankruptcy filing?

Furthermore, predictions of the hypotheses will be given and I will elaborate on the sample selection process and the research method. In this chapter subquestion 4 will be answered:

 4. Which hypotheses can be developed to answer the research question? & How will these be tested? What sample will be used? How is the association examined: – What is the x construct? – What is the y construct?
5.2 Hypothesis development

Frost (1997) concluded that firms facing financial distress often receive a modified audit report in the periods before they file for bankruptcy. He claims that this report is an unfavorable signal for financial uncertainties and accounting and auditing deficiencies. Frost (1997) also argues that when a firm’s financial condition deteriorates that it could lead to bankruptcy, one should question the managerial skills of management.

Holder-Webb (2003) argues that financial distress and bankruptcy protection filings also increase the uncertainty around a firm’s future cash flows. Therefore, they predict that management of financially troubled firms may choose to enhance their level of voluntary disclosure in order to diminish this uncertainty and to reduce the cost of capital. They also suggest that distressed firms will want to overcome financial difficulties and this will require access to capital markets, therefore they will try to reduce information asymmetry by enhancing the level of disclosure.
Skinner (1994) concluded that firms with large negative earnings surprises are more likely to pre-disclose their poor earnings performance compared to firms with large positive earnings surprises. He argues that litigation risks and reputational costs are at least two reasons for disclosing large negative earnings surprises.  In chapter 3, I have extensively explained the various financial accounting theories and how these are related to this research.
Taking the empirical study by Frost (1997), Holder-Webb (2003), Skinner et al. (1994) and the various accounting theories of chapter 3 into account, I argue that managers of financially distressed firms have an incentive to enhance their voluntarily disclosure after filing for bankruptcy, as this reduces the information gap between managers and investors and the litigation risk. This leads to the following hypothesis, namely:

H1a: Financially distressed firms will enhance their voluntary disclosure in the annual reports in the year prior to filing for Chapter 11 bankruptcy protection compared to two years before. 
H1b: Comparable healthy firms will not enhance their level of voluntary disclosure in the annual reports. 
Countries and governments across the world are still recovering from the repercussions of the global financial crisis (GFC) that began in July 2007. In order to determine whether the GFC of 2007/2008 had an impact on the corporate voluntary disclosure, I would examine the voluntary disclosure level in firm’s annual reports after the crisis.  According to the proprietary cost theory, one could argue that in times of financial crisis companies could not afford the expensive process of additional voluntary disclosure due to the competitive costs and related preparation. Therefore, firms would disclose less voluntary disclosure items. On the other hand the crisis might have forced firms to legitimize their actions (not to breach their social contract) and therefore enhance their voluntary disclosure.   

Taking the negative effects of the financial crisis and the legitimacy theory into consideration, I expect that both financially distressed and healthy firms will have the incentive to enhance their voluntary disclosure behavior in order to ameliorate their position in the market and to gain back legitimacy. This supports the relationship assumed in H1. Thus, I hypothesize: 

H2a: The voluntary disclosures in the annual reports will be higher for financially distressed firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.
H2b: The voluntary disclosures in the annual reports will also be higher for healthy firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.
As explained in the previous chapter, there are a lot of CG attributes, which affect voluntary disclosure behavior. Therefore, it would be interesting to find out if there is a difference in the voluntary disclosure behavior of distressed firms when CG attributes are incorporated compared to healthy firms.

From prior accounting literature, I may conclude that in general, studies have confirmed a negative association between managerial equity ownership and the level of disclosure Chau and Gray (2002) and Eng and Mak (2003). Chen and Jaggi (2000) have found that a board with more outside directors is positively associated to the level of voluntary disclosure. 

According to Shleifer and Vishny (1986), Large shareholders have a greater stake in the firm and will therefore have greater incentives to monitor managers effectively. This will in turn enhance managerial efficiency, the quality of corporate decision-making and the quality of financial reporting. Furthermore, a positive relationship between institutional ownership and the disclosure of management earnings forecast has been found (Ajinkya et al.,2005 and Karamanou & Vafeas, 2005 confirm).

Gul and Leung (2004) & Kang and Zardkoohi (2005) found that there is a negative relationship between CEO duality and the level of disclosure.
Taken these studies into account, I expect that both financially distressed and healthy firms with a strong corporate governance structure will enhance their voluntary disclosure behavior in the year prior to the bankruptcy filing, but distressed firms with a stonger corporate governance structure will have a stronger incentive to improve their level of voluntary disclosure, compared to healthy firms.
This leads to my final hypothesis, namely:

H3a: The level of voluntary disclosure of financially distressed firms is positively affected by a strong corporate governance structure of the firm.

H3b: This association (H3a) is weaker for the healthy group.

6.2. Final data sample

I have used the database Bloomberg to gather all distressed firms and Compustat for gathering all healthy firms for both periods. I have used Compustat to gather my control and CG variables. For the distressed sample, I initially obtained 132 distressed firms for both periods: 2001-2004 & 2009-2012. These are firms that have filed for Chapter 11 bankruptcy protection within the periods mentioned and are public held manufacturing firms (SIC Codes: 2000-3999). Based on this distressed group that I obtained from Bloomberg, I was able to continue and gather data necessary for this study.

Before I could test my hypotheses and draw any conclusions of management voluntary behavior, the appropriate control group had to be matched to the distressed group. In order to form appropriate groups, I have considered the industry type and size of these companies.  Because it is hard to find comparable healthy firms with the same size (measured by total assets), I have used the industry type, manufacturing firms as the main determinant for selecting the both groups. 

As I mentioned earlier, I gathered the sample of the healthy group from Compustat North America. After filtering for publicly held manufacturing firms, the healthy group was still very large (> 40000 firms). The healthy group is formed based on a net income of ≥ 1mln US dollars, in order to form a group of the “healthiest” firms of the healthy group. I made the assumption that for my final sample, the industry type is more important then size as firms within the same industry could be more affected by each other because of more or less comparable business activities they perform. Then I gathered the other control and CG variables. Before I had my final sample, I first checked if these firms were involved in a bankruptcy case. 

Companies have multiple ways to voluntarily communicate company information to external users.  As explained earlier, firms provide disclosure through regulated annual reports, including the financial statements, management discussion and analysis, footnotes, and other regulatory filings. In addition, some engage in voluntary disclosure, such as management forecasts, web sites, press releases, analysts’ presentations and conference calls, and other corporate reports. The annual report still contains the most valuable information in regard to firm performance and often investors make decisions based on the financial and non- financial information in the annual reports. As explained in the literature review, voluntary communications during the year such as conference calls, management forecasts, and press releases are incorporated in the annual report at year’s end. Based on the accounting literature of self-constructed voluntary disclosure index, I elaborated on the construction method of Botosan (1997) by using the number of pages of the firms’ annual reports as the proxy for voluntary information. I argue that self-constructed voluntary disclosure indices are calculated based on voluntary disclosure items that are present in the annual reports compared to voluntary disclosure items determined on forehand. This means that, the higher (lower) the score of the voluntary disclosure index, the more (fewer) voluntary disclosed items will be present in the annual report. So, the more (fewer) voluntary disclosure items present in the firm’s annual report, the more (fewer) pages in the annual report, because these voluntary disclosure items will take more (less) space into account. I use the number of pages within the firm’s annual reports to measure the level of voluntary disclosure and use the Thomson Research database to gather all annual reports. This will allow me to gather annual reports for my final sample of firms, which are US public listed firms that have filed for Chapter 11 and US public listed firms that have not filed for Chapter 11(control group). After the year of filing for chapter 11 is identified, I will gather the annual report for each company and look at the number of pages in the annual report one year before the filing date and two years before. The same is done for the healthy firms.
Finally, for the distressed sample, I obtained 57 firms with 114 firm year observations during the period 2001-2004. For the healthy group I obtained a sample of 46 firms with 92 firm year observations. For the period 2009-2012 I obtained 16 firms with 32 firm years for the distressed group and for the healthy group I have obtained 17 firms with 34 firm year observations. This results in a final sample of 73 distressed firms with 146 firm year observations and 63 healthy firms with 126 firm year observations. In total 272 annual reports were analyzed. Since, the distressed and healthy group are tested separately, the small difference between the both groups used in the final sample, does not effect the results. This overview is provided in Appendix IΙ.
5.4 Research method
Now, after the hypotheses have been formulated, this section discusses the steps that need to be followed in order to perform this research. 

1. Identify distressed group and healthy group;

2. Determine the number of pages in the annual reports;

3. Determine CG variables and control variables;

4. Run regressions to test the different hypotheses.

5.4.1. Identify distressed group and healthy group

In order to test my different hypotheses I have formed two representative groups. One group that filed for bankruptcy, “the distressed group” and another group that did not file for bankruptcy, “the healthy group”. Using Bloomberg for my distressed group, I gather all firms that have filed for Chapter 11 bankruptcy protection during the calender year 2001-2004 & 2009-2012. For my healthy group, which is also my control group, I will use firms from Compustat North America and the same sample periods. To qualify for a healthy group I have set some criteria’s:

1. Financial condition: the control group, are publicly traded US firms that are active and have never been involved in any form of bankruptcy. 
2. Firm industry: a control group firm is matched to it’s paired distressed firm based on the same industry type (manufacturing firms).

3. Firm size: a control group firm is matched to it’s paired distressed firm based on similar firm size in order to make better comparisons.
Setting these criteria, allows me to categorize firms into a distressed group and a healthy group.

In bad economic times, such as the financial crisis, filings for bankruptcy will occur more often and this will be beyond the control of management. When this occurs, I believe that there will be an incentive for management to adapt their voluntary disclosure policy because of the fear of going bankrupt. To see the effect of the financial crisis on the voluntary disclosure behavior of management, I have excluded these years (2005-2008).

5.4.2. Determine the number of pages in the annual reports

In this study, the number of pages of the annual reports will be used as a measurement index for voluntary information. As explained in the previous chapter, self-constructed indices of voluntary disclosures are becoming more popular. Botosan (1997) described these as a list (a disclosure checklist) in which the presence of particular items in the annual reports will be scored against if these are matched to the items listed in the disclosure checklist on forehand. This means that, the higher (lower) the score of the index, the more (fewer) voluntary disclosed items will be in the annual report. Taking the methodology of Botosan into account, I will elaborate on it by using the number of pages within the firm’s annual reports to measure the level of voluntary disclosure. This means that, the more (fewer) voluntary disclosure items present in the firm’s annual report, the more (fewer) pages in the annual report. 

I will use the Thomson Research database to gather the data of annual reports. This database provides financial and business information of companies globally. Therefore, I will be able to gather annual report data of my sample firms, which are US public listed firms that have filed for Chapter 11 and US public listed firms that have not filed for Chapter 11(control group). This will allow me to measure the number of pages in the annual reports of my sample firms.
After the year of filing for chapter 11 is identified, I will look at the number of pages in the annual reports one year before the filing date and two years before. 

            Pre-filing 2 year period


                                                                           Pre-filing 1 year period


        Year t-2                                               Year t-1                                  Filing Year

Figure 2: Time-line of the distressed firms filings.
5.4.3.  CG Variables & Control Variables

i. The Healthy group
As explained earlier, I include the healthy group in my model to make better comparisons. This group represents US manufacturing firms that have never filed for bankruptcy before and are actively operating. According to the study of Holder-Web (2003), healthy firms do not increase their level of disclosure quality. Based on my literature review, I predict that management of healthy firms will not have the incentive to enhance their voluntary disclosure behavior one year before filing (year t-1) of a distressed firm, taking into account that these are manufacturing firms with a comparable firm size. On the contrary, I argue that distressed firms will respond to the filing date by enhancing their voluntary disclosure behavior one year before filing (year t-1). Therefore, the healthy group forms the base of the regression model. In other words all results obtained from the regression models are in collation with the healthy group.

ii. CG variables

These variables are incorporated into the model to observe if these affect the association between the distressed firms and the level of voluntary disclosure. The CG variables used in this study are institutional ownership, external block holder ownership, and duality.
For my final sample of distressed and healthy firms, I will gather the data from the database Compustat:  Compustat North America fundamentals annual, Thomson- Reuters Insider Transaction data, and Riskmetrics.

Institutional ownership is measured in percentages and represents the amount of shares held by institutional investors.

Block holder ownership represents significant shareholders, which hold a majority of shares (≥5%) in a specific firm.

Duality is a dummy variable which takes the value of 1 if the CEO of the firm also fulfills the role of chairman of the board and zero otherwise.
iii. Other Control variables
Firm size is measured by the natural logarithm of total assets. Prior studies of Williams (1999) and Ho & Wong (2001) have found that firm size, industry, listing status and country/region are important factors that affect the level of voluntary disclosure. Furthermore, Ahmed and Courtis (1999) and Eng & Mak (2003) have concluded that firm size is a key determinant of the level of voluntary disclosure. It is expected that larger firms will disclose more information voluntarily.

5.4.4 The regression model

My first hypothesis as presented before:

H1a: Financially distressed firms will enhance their voluntary disclosure in the annual reports in the year prior to filing for Chapter 11 bankruptcy protection compared to two years before. 
H1b: Comparable healthy firms will not enhance their level of voluntary disclosure in the annual reports. 
I will use a regression model and a T-test to test for H1a and H1b 
My second hypothesis:

H2a: The voluntary disclosures in the annual reports will be higher for financially distressed firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.
H2b: The voluntary disclosures in the annual reports will also be higher for healthy firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.
The second hypothesis will be tested with a regression model. I will analyze the voluntary disclosure behavior of distressed firms and healthy firms in the period 2009-2012 and compare it to the voluntary disclosure behavior of both distressed and healthy firms in the first period, 2001-2004. I predict that during the period 2009-2012 both the distressed and healthy firms will enhance their voluntary disclosure behavior due to the negative effects of the financial crisis and the legitimacy theory, compared to the period 2001-2004. 
My third hypothesis:

H3a: The level of voluntary disclosure of financially distressed firms is positively affected by a strong corporate governance structure of the firm.

H3b: This association (H3a) is weaker for the healthy group.

I will use the following regressions to test my hypotheses.

For my distressed group:

Specification 1- for testing H1a and H3a

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 2- for testing H1a and H3a

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Size + (i
Specification 3- for testing H2a and H3a

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 Size + (i
Specification 4- for testing H2a and H3a

Disclosurei = ( + (1DummyTwoPeriodsi + (2 InstitOwni + (3 Size + (i

For my Healthy group:

Specification 1- for testing H1b and H3b

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 2- for testing H1b and H3b

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Size + (i
Specification 3- for testing H2b and H3b

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 4- for testing H2b and H3b

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 InstitOwni + (4 Size + (i
5.4.5 Variables explained
Dependent variable  

Disclosure: Is the number of pages within the firm’s annual reports, which represents the voluntary disclosure index.
Explanatory variables
DummyPriorFilingYR: Is a dummy variable, which will receive a value of 1, two years prior to the filing year and a value of 0, one year prior to the filing year.

DummyTwoPeriods: Is a dummy variable, which will receive a value of 1 for the second period: 2009-2012 and a value of 0 for the first period: 2001-2004.
· Corporate governance variables:
Block (External blockholders): is a continuous variable, which represent the large external block holder ownership (with equity ownership > 5%).

InstitOwn (Institutional ownership): is a continuous variable, which represents the total shareholding by the company institutional investors as a whole in percentages (%).

Duality (CEO Duality): Is a dummy variable, which will receive a value of 1 if the CEO also fulfills the role of chairman of the board and zero otherwise. 

· Control variable
SIZE (Firm Size): Is measured as the natural logarithm of firm’s total assets. 

5.5.1 Libby Box

Generally, the conceptual X and Y variables in our research question are unobservable, that is why we need to operationalize these concepts in order to measure them.
When setting up a research study and its research design, the predicitive validity framework of Libby (1981) has proven to be very helpful. This is also known as “Libby Boxes”. This box consists of 4 main boxes and 5 links. Link #1 captures the hypothesized causal relation (figure 3). It reflects the theoretical support for the predictive effect of X (Ch 11 bankruptcy protection filing) on Y (Level of disclosure). Links #2 & #3 reflect operationalizations or measurements of X and Y. Link # 4 is the causal association we are actually testing. Link # 5 reflects the effect of other factors on Y.
                                    Independent (X)                                                          Dependent (Y)
Conceptual



Operational





                                                                                                                                                         Controls

Figure 3: Libby Box.
5.5.2 Validity
“Almost all research studies can be classified as”: True experiments and Quasi-experiments -“observational” / “archival” study- (Gordon and Porter, 2009). In experimental studies the data selection process is randomized (X is manipulated by the researcher). In observational studies using real historical data this selection process is (almost) never randomized (X is observed). 

Validity is really critical in making sure that when conclusions are drawn, it is very important to make sure that the measurements used are what they say they are.

There are three types of validity (Smith, 2011): 

1. Internal validity: “Refers to how well a study captures a causal effect after          eliminating all alternative hypotheses”.

2. External validity: “Refers to how well the results from a study can be applied to other setting, i.e., the extent to which results based on a sample can be generalized to the population of interest”.

3. Construct validity: “The degree to which a measurement (operationalization of a construct) captures the underlying theoretical construct it is supposed to measure”.
It is not easy to assess the internal and external validity of a research study. Experimental studies generally have high internal validity because of the level of control that is allowed, but have low external validity (Gordon & Porter, 2009).  Since this study is an archival study and the independent and dependent variables observed do not have a “cost and effect” relation, I cannot refer to causality, but instead refer to association or correlations, which will result in lower internal validity. To increase the internal validity, I have controlled for the firm characteristic size and also used different CG variables. Controlling for this firm characteristic alone is not enough. That is why this study also uses a control group “Healthy firms”, which will allow me to test whether the manipulations have an effect. I have used a sample of 73 US listed firms that have filed for bankruptcy (Bloomberg database) with 146 firm-year observations and 63 US listed firms that have not filed for bankruptcy (Compustat) with 126 firm-year observations during the period 2001-2004 & 2009-2012. In order to say something about the external validity of this study, the next question should be answered: Is the sample a good subset of the population and is the sample period appropriate for this research?  I believe that the sample is a good subset of the population but a little bit on the low side to make conclusions applicable to the entire population. 

Furthermore, I am of opinion that how I measured the dependent variable (the level of disclosure) by looking at the amount of pages in the firm’s annual report is an appropriate method (explained in par.5.4.2). The independent variables (DummyFiscalYR, DummyTwoPeriods, Block, InstitOwn, Duality & SIZE ) also have no measurement issues and therefore no construct validity problems. 
5.6 Summary & Conclusion
In this chapter the research design and validity issues were discussed. In this section I will provide an answer to subquestion 4. Which hypotheses can be developed to answer the research question? & How will these be tested? What sample will be used? How is the association examined: – What is the x construct? – What is the y construct?
Which hypotheses can be developed to answer the research question?
The following hypotheses are developed to answer the research question:

H1a: Financially distressed firms will enhance their voluntary disclosure in the annual reports in the year prior to filing for Chapter 11 bankruptcy protection compared to two years before. 

H1b: Comparable healthy firms will not enhance their level of voluntary disclosure in the annual reports. 

H2a: The voluntary disclosures in the annual reports will be higher for financially distressed firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.

H2b: The voluntary disclosures in the annual reports will also be higher for healthy firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.

H3a: The level of voluntary disclosure of financially distressed firms is positively affected by a strong corporate governance structure of the firm.

H3b: This association (H3a) is weaker for the healthy group.
How will these be tested? 
H1a & H1b are tested with a regression model and a T-test (p.40-41).

H2a & H2b are tested with a regression model (p.40-41).

H3a and H3b are tested with a regression model (p.40-41).

What sample will be used?

I will limit my sample to publicly held manufacturing firms. The control group is formed, by matching a bankrupt firm with a healthy firm within the same industry. My final sample consists of 73 distressed firms with 146 firm-year observations obtained from the database Bloomberg and a control group of 63 healthy firms with 126 firm-year observations obtained from the database Compustat.
How is the association examined: – What is the x construct? – What is the y construct?
The x construct (chapter 11 bankruptcy protection filing) is measured by a group of distressed firms that have filed for Chapter 11 bankruptcy protection. After the year of filing for chapter 11 is identified, I will look at the number of pages in the annual reports one year before the filing date and two years before (DummyPriorFilingYR) & use two periods: the first (2001-2004) and second period (2009-2012) (DummyTwoPeriods) . 
The y construct (the level of disclosure) is measured by the amount of pages in the firm’s annual report. The annual reports are gathered from the database Thomson Research.

Now, after Chapter 11 Bankruptcy Protection, the financial accounting theories in the previous chapters, a literature review in chapter four and the research design in chapter 5 have been provided, the next chapter continues with the results & analysis.
6. Results & Analysis

6.1 Introduction
This chapter discusses the main results of my research, which I obtained from various databases. After gathering the data, analyses will be made with the statistical program Stata. I will explain how I gathered the final data and in the end, the results will be discussed. In this chapter I will provide an answer to subquestion 5. How are the empirical results interpreted and analyzed?
6.2. The descriptive statistics

The descriptive statistics of my study are provided in table 1. This table shows that there are no huge differences in the disclosure level for both groups. This ranges for the distressed group from 16 to 216 and for the healthy group from 28 to 299 for the number of pages in the annual report. From table 2 it is noticeable that from both periods (2001-2004 & 2009-2012), the most annual reports analyzed are from the years 2000 and 2001. 

The size measured by the log of total assets of my final sample varies between 110.000 and 131.386,7 (mln) US dollars. The size will be controlled for in the regression model, when the output is analyzed.

The variable InstitOwn (Institutional ownership) varies between 0% - 100% for the distressed and healthy firms. The mean for both groups is 48%. This is 36% for the distressed group and 62 % for the healthy group. I argue that the higher the level of institutional ownership, the more pressure on management and this will positively impact the level of voluntary disclosure. In order to examine the distribution of the data, the skewness and kurtosis are computed. The skewness statistics for both groups shows that the data has a value of -0.03, which means that the distribution of the data is approximately symmetric. This is 0.78 for the distressed group, meaning that for this group the data is moderately skewed. In terms of kurtosis the data is normal (mesokurtic) when it has a value of 3, a value of higher than 3 means the data has high peakness (leptokurtic), a value lower than -3 means that the data has flatness. For both groups, the value is 2.16, meaning that the data is more or less normally distributes. The value for both groups separately is closer to 3.

The variable Block (External blockholders) varies between 0% - 80%, with a mean of 17%. This is almost the same for the distressed (17%) and healthy group (18%). On average 17% of all shares are owned by blockholders. I argue that the level of external blockholders will positively impact the level of voluntary disclosure. The skewness statistics for both groups shows that the data has a value of 1.01, which means that the distribution of the data is highly skewed. This is 0.79 for the healthy group, meaning that for this group the data is moderately skewed. In terms of kurtosis the value for both groups is 3.86, meaning that the data is highly peaked. The value for the healthy and distressed firms separately is approximately the same (3.57 and 3.68).

Table 1: Descriptive statistics.
	
	
	Freq.
	mean
	sd
	min
	max
	median
	skewness
	kurtosis

	Distressed (=0)
	InstitOwn
	146
	0.36
	0.32
	0.00
	1.00
	0.28
	0.78
	2.77

	
	Blockholders
	144
	0.17
	0.18
	0.00
	0.80
	0.14
	1.05
	3.57

	
	Duality(=1)
	9
	.
	.
	.
	.
	.
	.
	.

	
	TotalAssets(xmillion)
	146
	776.29
	1549.59
	0.11
	7527.94
	146.34
	2.67
	9.37

	
	Pages
	146
	63.05
	48.40
	16.00
	216.00
	58.50
	1.01
	4.19

	
	lnPages
	122
	4.18
	0.53
	2.77
	5.38
	4.14
	0.10
	2.95

	
	lnTotalAssets
	146
	5.06
	1.93
	-2.24
	8.93
	4.99
	-0.16
	3.46

	
	deltaPages
	120
	4.16
	0.51
	2.77
	5.38
	4.14
	0.03
	2.98

	Healthy (=1)
	InstitOwn
	126
	0.62
	0.18
	0.19
	0.96
	0.63
	-0.37
	2.32

	
	Blockholders
	126
	0.18
	0.13
	0.00
	0.66
	0.16
	0.79
	3.68

	
	Duality(=1)
	126
	0.57
	0.50
	0.00
	1.00
	1.00
	-0.29
	1.08

	
	TotalAssets(xmillion)
	126
	47919.20
	185015.70
	1037.86
	1313867.00
	2663.75
	5.64
	35.51

	
	Pages
	126
	85.91
	53.04
	28.00
	299.00
	71.50
	2.00
	7.13

	
	lnPages
	126
	4.31
	0.51
	3.33
	5.70
	4.27
	0.62
	3.30

	
	lnTotalAssets
	126
	8.56
	1.70
	6.94
	14.09
	7.89
	1.41
	4.20

	
	deltaPages
	126
	4.31
	0.51
	3.33
	5.70
	4.27
	0.62
	3.30

	Total
	InstitOwn
	272
	0.48
	0.29
	0.00
	1.00
	0.52
	-0.03
	2.16

	
	Blockholders
	270
	0.17
	0.16
	0.00
	0.80
	0.15
	1.01
	3.86

	
	Duality
	135
	0.60
	0.49
	0.00
	1.00
	1.00
	-0.41
	1.17

	
	TotalAssets(xmillion)
	272
	22614.55
	127847.80
	0.11
	1313867.00
	1167.11
	8.45
	78.01

	
	Pages
	272
	73.64
	51.79
	16.00
	299.00
	63.00
	1.49
	6.17

	
	lnPages
	248
	4.25
	0.52
	2.77
	5.70
	4.17
	0.32
	3.23

	
	lnTotalAssets
	272
	6.69
	2.53
	-2.24
	14.09
	7.06
	0.07
	3.41

	
	deltaPages
	246
	4.24
	0.51
	2.77
	5.70
	4.17
	0.31
	3.30


Table 2: Frequencies classified by Distressed /Healthy and fiscal year end.
	
	
	1999
	2000
	2001
	2002
	2003
	2007
	2008
	2009
	2010
	2011
	Total

	Distressed
	(=0)
	17
	42
	35
	15
	5
	6
	7
	6
	8
	5
	146

	Healthy
	(=1)
	12
	32
	29
	14
	5
	6
	7
	6
	9
	6
	126

	
	Total
	29
	74
	64
	29
	10
	12
	14
	12
	17
	11
	272


6.4. Univariate Analysis

Level of disclosure:
Table 1 shows that for my final sample of firms, the average number of pages in the annual report is 74 pages, for both periods (2001-2004 & 2009-2012). For all clarity, in table 2, the years 1999 & 2000are included and the year 2012 is excluded. This is because I observe 1 year and 2 years before the filing date. So, if a firm filed for bankruptcy in the year 2001, the years 2000 & 1999 are analyzed. If a firm filed for bankruptcy in the year 2012, the years, 2010 & 2011 are analyzed. In appendix I, it can be seen that the highest score for the disclosure index can be found for the firm LNC = Lincoln National Corp with 299 pages and the lowest for the firm CHEZQ= Suprema Specialties INC with 16 pages. The first firm is from the healthy group and the second firm is from the distressed group.

Multicollinearity:

The multicollinearity, to test if there are dependencies between explanatory variables is analyzed by the means of correlation factors. Table 3 (distressed firms) and 4 (healthy firms) show the correlation matrix of the dependent variable Disclosure, which is measured by the number of pages and the independent variables Block, InstitOwn, Duality & SIZE. There will be multicollinearity if correlations between explanatory variables go beyond 0.80 or 0.90. Table 3 shows that the largest correlation amongst the explanatory variables of the distressed firms was 0.857 between InstitOwn and Block. For this reason, I have separated these two variables in two separate regression models. In this way, there will be no multicollinearity issues. The other observed correlations do not pose a threat. This suggests that multicollinearity between the explanatory variables is unlikely to pose a threat in the understanding of the results of the multivariate analysis. Furthermore there are strong positive significant correlations between the variable LnDisclosure, proxied by the amount of pages and the CG variables InstitOwn (0.507), Block (0.303) and the control variable Size (0.643) at a 1% significance level, meaning that these variables have a positive significant effect on the disclosure index. 
Table 4 shows the correlation matrix table for the healthy firms. For the healthy firms there are no correlations between explanatory variables that go beyond 0.80 or 0.90. There is a positive significant correlation between Block and InstitOwn of 0.224 at a 5% significance level. There is also a negative significant correlation between LnDisclosure and Block of -0.186, meaning that more blockholders in a healthy company has a significant negative effect on the disclosure index. There is a positive significant association between LnDisclosure and Duality (0.179) and between LnDisclosure and Size (0.421). 
Table 3: Correlations research variables for the distressed firms.
	
	InstitOwn 
	Block
	Duality
	Size
	Disclosure
	lnDisclosure
	lnSize
	deltaDisclosure

	InstitOwn
	1
	
	
	
	
	
	
	

	Block
	0.8577***
	1
	
	
	
	
	
	

	Duality
	.
	.
	.
	
	
	
	
	

	Size
	0.4957***
	0.2177***
	.
	1
	
	
	
	

	Disclosure
	0.5322***
	0.3404***
	.
	0.6905***
	1
	
	
	

	lnDisclosure
	0.5065***
	0.3026***
	.
	0.6428***
	0.9448***
	1
	
	

	lnSize
	0.6476***
	0.4301***
	.
	0.7247***
	0.6376***
	0.6475***
	1
	

	deltaDisclosure
	-0.1091
	-0.1659
	.
	0.2369*
	0.4253***
	0.3546**
	0.1841
	1

	Significant at *** p<0.01, ** p<0.05, * p<0.1
	


The disclosure level proxied by the LnDisclosure for the distressed firms, is pairwise positively correlated with Block, InstitOwn, and LnSize which all represent the research variables in the regression model. This is also what I have predicted (Chapter 5).

Table 4: Correlations research variables for the healthy firms.
	
	InstitOwn 
	Block
	Duality
	Size
	Disclosure
	lnDisclosure
	lnSize
	deltaDisclosure

	InstitOwn
	1
	
	
	
	
	
	
	

	Block
	0.2240**
	1
	
	
	
	
	
	

	Duality
	0.1678*
	-0.0381
	1
	
	
	
	
	

	Size
	0.0198
	-0.1930**
	0.1352
	1
	
	
	
	

	Disclosure
	0.1334
	-0.1592*
	0.1294
	0.4870***
	1
	
	
	

	lnDisclosure
	0.1203
	-0.1860**
	0.1789**
	0.4212***
	0.9463***
	1
	
	

	lnSize
	0.0118
	-0.2962***
	0.1028
	0.6643***
	0.7205***
	0.6761***
	1
	

	deltaDisclosure
	0.1619
	0.0392
	0.0280
	0.0864
	0.3636***
	0.4498***
	0.1618
	1

	Significant at *** p<0.01, ** p<0.05, * p<0.1
	


The disclosure level proxied by the LnDisclosure for the healthy firms, is pairwise positively correlated with InstitOwn, Duality and LnSize, except for Block. Based on prior studies, I expected a negative effect for LnDisclosure and Duality. I argue that when the CEO is also the chairman of the board, the role of the CEO will be less independent and effective than when each function is held by a different person. This increases CEO power and therefore reduces the effectiveness of the board, meaning that this will negatively impact the voluntary disclosure level. The results indicate, that duality is positively correlated with the disclosure level, meaning that if the CEO of the company also fulfills the role of chairman, the level of disclosure is positively impacted. For the blockholders, I expected a positive correlation with the level of disclosure. The results show a negative correlation, meaning that more blockholders in a firm has a negative effect on the disclosure level.

6.5. Multivariate Analysis

As explained earlier, the level of voluntary disclosure is estimated by the number of pages of the annual report one year and two years before filing for bankruptcy for each company of the distressed and healthy group. This study conducted a multiple regression model for all variables. The results are presented in Table 5 (the distressed firms) & Table 6 (the healthy firms). The multiple regression model is significant when the p-values of the parameters are not exceeding the significance values of 1%, 5% or 10%. The explanatory power (R2) describes how “much” of the model is explained by the data. The adjusted R2 in table 5 ranges from 0.42 to 0.51. This means that 42%-51% of the dependent variable is explained by the independent variables. The adjusted R2 in table 6 ranges from 0.40 to 0.49.

I will use the following regressions to test my hypotheses.

For my distressed group:

Specification 1- for testing H1a and H3a

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 2- for testing H1a and H3a

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Size + (i
Specification 3- for testing H2a and H3a

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 Size + (i
Specification 4- for testing H2a and H3a

Disclosurei = ( + (1DummyTwoPeriodsi + (2 InstitOwni + (3 Size + (i

For my Healthy group:

Specification 1- for testing H1b and H3b

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 2- for testing H1b and H3b

Disclosurei = ( + (1DummyPriorFilingYRi + (2 Blocki + (3 InstitOwni + (4 Size + (i
Specification 3- for testing H2b and H3b

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 InstitOwni + (4 Dualityi + (5 Size + (i
Specification 4- for testing H2b and H3b

Disclosurei = ( + (1DummyTwoPeriodsi + (2 Blocki + (3 InstitOwni + (4 Size + (i
The variable size is positively related with the level of disclosure and this supports the studies by Ahmed and Courtis (1999) and Eng & Mak (2003). The relation for both the distressed (Table 5) and healthy firms (Table 6) is significant at a 1% significance level. The dummy variable DummyPriorFilingYR (Table 5) has negative value (-0.173) and a 5% significance level, meaning that on average the distressed firms have reported 0.17 percentage points less pages in the annual report two years prior to the filing year as compared to one year prior to the filing year. 

In specification 1 and 2 of Table 6 we can see that the dummy variable for the fiscal years 2000-2008 show mixed results. The years 2009-2011 were dropped due to insufficient number of observations. On average the healthy firms have reported fewer pages, compared to fiscal year 1999, since this year is the reference category for simplicity. In specification 1 we can see that in the year 2002 (-0.259), the fall in the average page numbers is higher than in the years 2000 and 2001 (resp. -0.217 and -0.213). This means that for the healthy firms there is no increase in the amount of pages in subsequent years.
For Hypotheses 2 the data will be divided into two periods, namely 2001-2004 and 2009-2012. In order to analyze the difference of the effect of a distressed firm on the voluntary disclosure behavior for both periods, I have included a dummy variable, DummyTwoPeriods, into the regression model. In specifications 3 and 4 (Table 5), the dummy variable indicates the two distinct periods 2001-2004 and 2009-2012. The distressed firms have on average, reported in the second period significantly more pages than in the first period (0.544 and 0.562 in resp. specification 3 and 4). 

In Table 6, the dummy variable indicates the two distinct periods 2001-2004 and 2009-2012. The healthy firms have on average, reported in the second period significantly more pages in the annual report compared to the first period (0.396 and 0.406 in resp. specification 3 and 4).
6.6. Incorporating the CG variables 

As discussed in my literature review, it has been shown that corporate governance is an important factor affecting voluntary disclosure and I am curious to find out if these variables affect the results for the distressed firms in regard to the voluntary disclosure behavior. Table 5 shows what the effect is of incorporating the different CG variables on the change in voluntary disclosures. 
The corporate governance variables institutional ownership and blockholders are separately estimated in different model specifications, as shown in the results in Table 5, since there is the multicollinearity issue with respect to these two variables. Namely, in the correlations Table 3, the correlation between institutional ownership and blockholders is extremely high, viz. 0.858. Estimating both variables jointly in the same regression, would, according to the multicollinearity theory, estimate the respective coefficients with bias in the estimation errors. In other words, the coefficient estimations would be estimated less accurate. Therefore, both variables are estimated independently for the distressed sample firms. In the regression estimates for the healthy sample (Table 4), both corporate governance variables have lower correlations, viz. 0.224, read in Table 4. So, for the healthy sample, both of the governance variables are estimated jointly in one regression model. 
In specification 1 and 3 of Table 5, the corporate governance variable blockholders is insignificant, while the corporate governance variable institutional ownership in specification 2 is significant (0.321), and insignificant in specification 4. So, if the dummy variable - measuring the difference between the subsequent years prior to the filing year (DummyYearsPriorFiling) - is incorporated in the regression model, then institutional ownership has a significant and positive effect on the number of pages (specification 2). In case, the dummy variable, indicating the difference in page numbers between two periods 2001-2004 and 2009-2012 (DummyTwoPeriods), is added, then institutional ownership is not significantly related to the disclosure level. Obviously, the significance of the strength of the (corporate governance) institutional variable is related to the disclosure level, if the information regarding the effects in number of pages in the 1 and 2 year prior to the filing year is taken into account. The effect of the blockholders is less obvious and hypothetically not significant to the explanation of the disclosure level. 

In specification 1 (Table 6), the corporate governance variable institutional ownership is significant (0.376), though weakly at a level of 10 percent, and insignificant in the remaining specifications. The variable blockholders is, in none of the specifications significantly related to the disclosure level. These results indicate – for the healthy firm sample – that the corporate governance variables are of minor importance. Obviously, healthy firms have other key and fundamental variables that are (more) significantly related to the explanation of the disclosure level, which are possibly omitted from the analyses in this thesis.  So, if the dummy variable - measuring the difference between the subsequent years prior to the filing year (DummyYearsPriorFiling) - is incorporated in the regression model, then institutional ownership has a significant and positive effect on the number of pages (specification 1). In case, the dummy variable, indicating the difference in page numbers between two periods 2001-2004 and 2009-2012 (DummyTwoPeriods), is added, then institutional ownership is not significantly related to the disclosure level.
Table 5: Regression estimates for the distressed firms.
	Specification:
	(1)
	(2)
	(3)
	(4)

	Dependent:
	Disclosure
	Disclosure
	Disclosure
	Disclosure

	Independent
	
	
	
	

	
	
	
	
	

	DummyYearsPriorFiling
	-0.173**
	-0.173**
	
	

	
	(0.073)
	(0.072)
	
	

	Blockholders
	0.222
	
	-0.161
	

	
	(0.214)
	
	(0.210)
	

	Size
	0.167***
	0.139***
	0.105***
	0.105***

	
	(0.021)
	(0.024)
	(0.023)
	(0.024)

	InstitOwn
	
	0.321**
	
	-0.108

	
	
	(0.138)
	
	(0.154)

	DummyTwoPeriods
	
	
	0.544***
	0.562***

	
	
	
	(0.105)
	(0.119)

	Constant
	3.337***
	3.409***
	3.511***
	3.527***

	
	(0.114)
	(0.115)
	(0.112)
	(0.111)

	
	
	
	
	

	Observations
	118
	120
	118
	120

	R-squared
	0.433
	0.439
	0.518
	0.507

	adj. R-squared
	0.418
	0.425
	0.506
	0.494

	F-statistic
	29.016
	30.281
	40.878
	39.726

	p(F)
	0.000
	0.000
	0.000
	0.000

	Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Dependent variable=disclosure level proxied by the natural logarithm of number of pages.

DummyYearsPriorFiling: 1=2 years prior filing; 0=1 year prior filing. Reference category is value 0.

DummyTwoPeriods: 1=after 2007; 0=year 2000 to and including 2004. Reference category is value 0.


Table 6: Regression estimates for the healthy firms.

	Specification:
	(1)
	(2)
	(3)
	(4)

	Dependent:
	Disclosure 
	Disclosure
	Disclosure
	Disclosure

	Independent
	
	
	
	

	
	
	
	
	

	InstitOwn
	0.376*
	0.104
	0.195
	0.235

	
	(0.198)
	(0.147)
	(0.191)
	(0.189)

	Blockholders
	-0.031
	-0.041
	-0.051
	-0.068

	
	(0.272)
	(0.219)
	(0.261)
	(0.261)

	Duality
	0.099
	
	0.086
	

	
	(0.070)
	
	(0.067)
	

	Size
	0.164***
	0.086***
	0.107***
	0.107***

	
	(0.027)
	(0.015)
	(0.039)
	(0.039)

	DummyYR2000
	-0.217**
	-0.393***
	
	

	
	(0.102)
	(0.078)
	
	

	DummyYR 2001
	-0.213**
	-0.281***
	
	

	
	(0.106)
	(0.080)
	
	

	DummyYR 2002
	-0.259**
	-0.234**
	
	

	
	(0.129)
	(0.098)
	
	

	DummyYR 2003
	-0.151
	-0.290**
	
	

	
	(0.176)
	(0.142)
	
	

	DummyYR 2007
	-0.003
	0.092
	
	

	
	(0.169)
	(0.130)
	
	

	DummyYR 2008
	-0.239
	0.032
	
	

	
	(0.160)
	(0.121)
	
	

	DummyTwoPeriods
	
	
	0.396***
	0.406***

	
	
	
	(0.148)
	(0.149)

	Constant
	2.788***
	3.805***
	3.127***
	3.152***

	
	(0.296)
	(0.120)
	(0.344)
	(0.345)

	
	
	
	
	

	Observations
	135
	246
	126
	126

	R-squared
	0.495
	0.419
	0.508
	0.501

	adj. R-squared
	0.455
	0.397
	0.487
	0.484

	F-statistic
	12.176
	18.945
	24.741
	30.340

	p(F)
	0.000
	0.000
	0.000
	0.000

	Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Dependent variable=disclosure level proxied by the natural logarithm of number of pages.

Reference category for DummyYR2000- DummyYR 2008 is the year 1999

DummyTwoPeriods: 1=after 2007; 0=year 2000 to and including 2004. Reference category is value 0.


6.7. Additional Tests 

In addition, to support hypothesis 1a, I performed a t-test to test the significance of the disclosure levels. This test looks at the difference of the number of pages in subsequent years. In Table 7 the results of this test are shown. The t-test statistic is composed by the number of pages and not by the logarithmic scale (as is done for the regression analyses).  The t-statistic equals 3.38, which is above the significance level of |t|=2.0. The null hypothesis of the t-test states, that the difference of the number of pages for subsequent years, equals zero. This test has 3 different possible alternative hypotheses: the difference of the number of pages is less than zero, unequal to zero, and higher than zero. The test null hypothesis is rejected in favor of the alternative hypothesis, that the difference in number of pages in subsequent years is positive. 

Table 7: Summary measures for testing the average of delta disclosure levels of distressed firms.


	
	
	
	
	
	Ho: mean delta of disclosure level = 0 

	
	 
	 
	 
	 
	Ha: mean < 0
	Ha: mean ≠ 0
	Ha: mean > 0

	Measure
	N
	mean
	sd dev
	t-statistic
	Pr(T < t)
	Pr(|T| > |t|)
	Pr(T > t)

	Delta disclosure level
	60
	9.25
	2.73
	3.38
	accept Ho
	reject Ho
	reject Ho

	significance level at * p < 0.10, ** p < 0.05, *** p < 0.01


In table 8, the results of the t-test for the healthy firms are shown. The average of the disclosure level – as a definition for the number of reporting pages – is -0.44, meaning that on average the number of reporting pages has decreased with that number. The test statistic is composed by the number of pages and not by the logarithmic scale (as is done for the regression analyses).  The t-statistic equals -0.17, which is way below the significance level of |t|=2.0. Accordingly, the null hypothesis is not rejected, stating that the average level of the difference in the disclosure level in subsequent years has not decreased nor increased. 

Table 8: Summary measures for testing the average of delta disclosure levels of healthy firms.


	
	
	
	
	
	Ho: mean delta of disclosure level = 0 

	
	 
	 
	 
	 
	Ha: mean < 0
	Ha: mean ≠ 0
	Ha: mean > 0

	Measure
	N
	mean
	sd dev
	t-statistic
	Pr(T < t)
	Pr(|T| > |t|)
	Pr(T > t)

	Delta disclosure level
	62
	-0.44
	2.56
	-0.17
	accept Ho
	accept Ho
	accept Ho

	significance level at * p < 0.10, ** p < 0.05, *** p < 0.01


To add an extra analysis, also, the difference of the average disclosure levels between the distressed and healthy firms is tested on significance. In Table 9 below, the measurement variable is the difference in the average disclosure levels of distressed and healthy firms. The null hypothesis of this t-test states, that the difference of the average values equals zero. There are three different alternative hypotheses, against which the null hypothesis is tested; viz. the difference is negative, unequal to zero, or positive. From the outcomes, one may derive that the null hypothesis of no difference is rejected in favor of the alternative hypotheses that the average difference in disclosure level is negative or unequal to zero. This implies in turn that the negativity comes from the smaller disclosure levels of the distressed firms relative to levels of the healthy sample.
Table 9: Summary measures for testing the difference average disclosure levels of Distressed and healthy firms.


	
	
	
	
	
	Ho: diff = mean(Default) - mean(Healthy) = 0 

	
	 
	 
	 
	 
	Ha: diff < 0
	Ha: diff ≠ 0
	Ha: diff > 0

	Measure
	combined N
	mean diff
	sd diff
	t-statistic for mean diff
	Pr(T < t)
	Pr(|T| > |t|)
	Pr(T > t)

	Distressed minus Healthy
	272
	-22.86
	6.15
	-3.72
	reject Ho
	reject Ho
	accept Ho

	significance level at * p < 0.10, ** p < 0.05, *** p < 0.01


Distressed firms have smaller disclosure level compared to healthy firms.

6.8. Discussion Hypotheses

· Hypothesis one
For hypothesis 1a, I expect that distressed firms will enhance their level of voluntary disclosure in the annual report one year prior to filing for Chapter 11 compared to two years before. For hypothesis 1b, I expect no increase in the level of voluntary disclosure for the healthy firms. I used a multiple regression and a t-test to get evidence of whether the hypotheses (H1a & H1b) are accepted or rejected.

As discussed earlier, in specification 1 and 2 of table 5 it can be seen that the dummy variable DummyPriorFilingYR has a negative value (-0.173) at a 5% significance level. Given that the reference period is one year prior to the filing year, the distressed firms have reported fewer pages in the annual report two years prior to the filing year as compared to one year prior to the filing year. This means that the null hypothesis can be rejected. Accordingly, for the distressed firms, Hypothesis 1a can be accepted. Since the dependent variable – the number of pages in the annual reports - is measured in logarithmic scale, we can interpret the coefficients in percentages. So, on average, the distressed firms had in the 2 years prior to the filing year, 0.17 percentage points less pages than in the one year prior to the filing year reports. 

In addition, to support hypothesis 1a, a t-test was performed to test the significance of the disclosure levels. This test looks at the difference of the number of pages in subsequent years. These results are shown in table 7. The t-statistic equals 3.38, which is above the significance level of |t|=2.0, meaning that the null hypothesis is rejected in favor of the alternative hypothesis, that the difference in number of pages in subsequent years is positive. Thus hypothesis 1a, expressing that distressed firms will enhance their level of voluntary disclosure in the annual report one year prior to filing for Chapter 11 compared to two years before, is accepted. This test supports the previous test in table 5. 

The results for hypothesis 1b are presented in table 6 (specification 1 & 2). According to these results, the healthy firms have reported fewer pages in the annual report compared to the reference period (1999). Specification 1 shows that in the year 2002 (-0.259), the fall in the average page numbers is higher than in the years 2000 and 2001 (resp. -0.217 and -0.213), meaning that the healthy firms do not increase the number of pages in the annual report in subsequent years.
In specification 2, when duality is not incorporated in the regression model, the highest fall in reporting pages is in the year 2000 (-0.393 percentage points w.r.t. year 1999). The years 2001, 2002, and 2003 had also less reporting number of pages w.r.t. year 1999 (resp. -0.281, -0.234, and -0.290 percentage points). So, in subsequent years 2001, 2002, and 2003, the fall in number of pages was less than in the year 2000. Actually, more or less, w.r.t. to the base year in 1999, the number of pages for the healthy firms has fallen with quite the same quantity in the subsequent years 2000-2003. Namely the fall varied 0.213, 0.217 and 0.259 w.r.t. to the level of the year 1999 for specification 1. For specification 2 the variation in the fall varied 0.393, 0.281, and 0.234, and 0.290 w.r.t. the year 1999. Cautiously, we can accept Hypothesis 1b for the healthy firms, but to make a clear statement, the outcome of the t-test is also taken into account, to test the significance of the difference in the number of pages in subsequent fiscal years. 

The results of the t-test for the healthy firms are shown in table 8. Thus hypothesis 1b states that healthy firms have not reported more or less number of pages in their annual reports, so, the test should in accordance with the expectation of this thesis accept the null hypothesis 1b. The t-statistic equals -0.17, which is much below the significance level of |t|=2.0. This means that the null hypothesis is not rejected, stating that the average level of the difference in the disclosure level in subsequent years has not decreased nor increased. In other words, the healthy firms have not shown a change in their attitude towards their reporting quantity in their annual reports.  Therefore, Hypothesis 1b, predicting that no increase in the level of voluntary disclosure for the healthy firms is expected, is accepted. This test also supports the previous test in table 6.
These results also support the study of Holder- Webb (2003) who have Investigated the disclosure policy of US firms that have filed for bankruptcy and found that their sample of US distressed firms (1991-1995) have increased their level of disclosure quality in the year of the initial distress compared to healthy firms. They used their own disclosure index to assess the quality of voluntary disclosure in the MD&A (Management Discussion and Analysis). They also used a multiple OLS regression to test their predictions. While their study is a bit outdated (the period they investigate is between 1991 and 1995), this study investigates a more up to date period (2001-2009, with exception of the years 2005-2008). Compared to this study, they used a bigger sample size of 136 US firms that have filed for bankruptcy for the first time in the given period. The study of Skinner (1994), have investigated earnings related disclosures to provide evidence on voluntary disclosure behavior. He examined 374 earnings-related disclosures from the DJNRS database of 93 NASDAQ firms during the period 1981 until 1990 and found that managers will disclose large negative news earlier in comparison to large positive news to avoid litigation risks and also because of reputation reasons. The results of Skinner are somehow in accordance with this study, because this study shows that distressed firms increase their level of voluntary disclosure prior to filing for bankruptcy (negative news) and comparable healthy firms do not. 
· Control variable

The variable size is the only control variable used in this study. This variable is significant at a 1% level, which implies that the number of pages in the annual report is affected by the size (proxied by the log of total assets) of the firm. This is in accordance with prior studies of Ahmed & Courtis (1999) and Eng & Mak  (2003) that also found that larger firms disclose more information voluntarily.

· Hypothesis two

For hypothesis 2a I hypothesized that the level of voluntary disclosure in the annual reports will be higher for distressed firms in the second period (2009-2012), compared to the first period (2001-2004). I expect the same association (H2a) for the healthy firms in hypothesis 2b. I expect a higher voluntary disclosure level in the second period due to the negative effects of the global financial crisis.

For both hypotheses I expect the (1 for the second period to be higher than the (1 for the first period. The results for both hypotheses are shown in table 5 (distressed firms) and 6 (healthy firms). As discussed earlier, the distressed firms have on average, reported in the second period significantly more pages in their annual reports compared to the first period (0.544 and 0.562 in resp. specification 3 and 4). The same is also observed for the healthy firms (0.396 and 0.406 in resp. specification 3 and 4), meaning that on average the healthy firms have also reported in the second period significantly more pages in their annual reports compared to the first period. Based on these results, the null hypotheses can be rejected. Thus, hypothesis 2a and hypothesis 2b, expecting that the level of voluntary disclosure in the annual reports will be higher for both the distressed (2a) and healthy firms (2b) in the second period (2009-2012), compared to the first period (2001-2004), can be accepted, since, on average the number of pages has increased in the second period for both the distressed and healthy firms.

As discussed earlier, the crisis might have forced firms to legitimize their actions (not to breach their social contract) and therefore enhance their voluntary disclosure.
The results in this study support my view that due to the negative effects of the financial crisis and the consideration of the legitimacy theory, both financially distressed and healthy firms will have the incentive to enhance their voluntary disclosure behavior in order to ameliorate their position in the market and to gain back legitimacy.
· Hypothesis three
For hypothesis 3a I hypothesized that the level of voluntary disclosure is positively affected by a strong corporate governance structure of the firm. For the healthy firms (hypothesis 3b) I expect a weaker association.
As explained earlier, due to multicollinearity issues, the variables institutional ownership and blockholders are separately estimated for the distressed firms. This does not seem to be an issue for the healthy firms and for that reason these two corporate governance variables are estimated jointly. The variable duality is not significant.

The variable blockholders is not significantly related to the disclosure level for both the distressed and healthy firms. The variable institutional ownership is found to be significant for both the distressed group (0.321 in specification 2) and the healthy group (0.376 in specification 1), only if the dummy variable DummyYearsPriorFiling is incorporated into the model. This means that, if the dummy variable - measuring the difference between the subsequent years prior to the filing year (DummyYearsPriorFiling) - is incorporated into the model, then institutional ownership has a significant and positive effect on the number of pages (only for specification 2 (distressed firms) and specification 1 (healthy firms)). When, the dummy variable, indicating the difference in page numbers between two periods 2001-2004 and 2009-2012 (DummyTwoPeriods), is added, then institutional ownership is not significantly related to the disclosure level. Accordingly, hypothesis 3a and 3b for both firm groups is accepted solely for corporate governance variable, proxied by institutional ownership, if and only if the dummy variable DummyYearsPriorFiling is added to the regression model. The effect of the blockholders is less obvious and hypothetically not significant to the explanation of the disclosure level. The corporate governance variable duality is also not significant to the explanation of the disclosure level. However, if an overall conclusion has to be inferred for both hypothesis 3a and hypothesis 3b, there is no general evidence found for the corporate governance variables. Due to insufficient and insignificant evidence, hypothesis 3a and hypothesis 3b, expecting that the level of voluntary disclosure is positively affected by a strong corporate governance structure of the firm (this association is weaker for the healthy firms, H3b), are rejected.
Prior studies have found a positive relation between the corporate governance structure and voluntary disclosure (Chen and Jaggi, 2000; Shleifer and Vishny, 1986; Ajinkya et al.,2005 and Karamanou & Vafeas, 2005). Chen and Jaggi (2000) examines if financial disclosures are positively associated with the ratio of independent non-executive directors (INDs) on the boards, and if family control of the firm has an impact on this association. They used a Multiple OLS regression model with a disclosure index model to examine their research and used a sample of 87 Hong Kong listed firms over a 2- year period of 1993 and 1994. They found that the ratio of independent non-executive directors (INDs) to the total number of directors is positively associated with the comprehensiveness of disclosures, and this association is weaker for family controlled firms compared to non-family controlled firms. This study used a sample of 73 US distressed firms, with a more recent period. Furthermore, the sample used for this study, are listed firms and active in the manufacturing industry. This differs compared to the study of Chen and Jaggi and so do the results. Even though, a positive correlation is found for the variable institutional ownership for the distressed group and at a lower significance level also for the healthy group, this correlation is only found when the dummy variable DummyYearsPriorFiling is added to the regression model. All the other CG variables are not significant and for this reason no conclusions can be inferred on the association between the CG structure of the distressed firms and the voluntary disclosure level.

· Financial accounting theories
The various accounting theories and managers’ incentives discussed in chapter 3 may partly provide an explanation as to why managers’ choose to increase their voluntary disclosure behavior one year prior to filing for Chapter 11 bankruptcy protection.

Based on the assumption of the agency theory that all agents are driven by self-interest, I am of opinion that managers’ of filing firms will enhance their level of voluntary disclosure, given the risk of liquidation that could eventually lead to job loss.

Based on the assumptions of the Positive Accounting Theory and the situation filing companies are in, I argue that becoming more transparent will be beneficial in aligning the interests of the owners with those of the managers. Hence, I am of opinion that managers will enhance their level of voluntary disclosure behavior prior to the filing date. Firms will change their voluntary disclosure behavior also based on the assumptions of the following theories: Stewardship theory (who are motivated to act in the best interest of the firm); Legitimacy theory (firms that are going to file for bankruptcy will want to gain back legitimacy); Stakeholder theory (filing firms will respond to the most powerful stakeholders by increasing their voluntary disclosure behavior to gain back trust). For this study it seems that the assumptions of the various accounting theories are true.

6.9. Summary & Conclusion

In this chapter the results were discussed and an interpretation and analysis was provided. To summarize this chapter, subquestion 5 will be answered: 

5. How are the empirical results interpreted and analyzed?
According to the results, management of distressed firms respond to a Chapter 11 bankruptcy protection by increasing the level of voluntary disclosure (proxied by the number of pages) in the annual reports one year before filing compared to the level of voluntary disclosure in the annual reports two years before filing. This increase of voluntary disclosure is not associated to the CG structure of the firms, except for the variable institutional ownership, meaning that more outside directors have a positive effect on the level of voluntary disclosure. Furthermore, the level of voluntary disclosure is greater for the second period (2009-2012), compared to the first period (2001-2004), which means that the financial crisis did have an overall impact on the voluntary disclosure behavior of management of both the distressed and healthy firms.
7. Conclusion

7.1. Introduction

After explaining what chapter 11 is, describing different financial accounting literature, examining prior studies and finding supporting evidence for this study, I will now be able to provide an answer to my research question.  The research question for this study is: 

Is filing for Chapter 11 bankruptcy protection associated with the amount of voluntary disclosure of financially distressed firms in the annual report?

In order to provide an answer to this question a summary of the whole study will be given. This chapter ends with a discussion of the limitations, followed by the recommendations for future research.

7.2. Summary of the study

This study investigates the association between distressed firms filing for chapter 11 bankruptcy protection and the voluntary disclosure behavior of management. Considering the studies of Frost (1999), Holder-Webb (2003), Skinner (1994) and the different accounting theories explained in chapter 3, I hypothesized that: 

H1a: Financially distressed firms will enhance their voluntary disclosure in the annual reports in the year prior to filing for Chapter 11 bankruptcy protection compared to two years before. 
H1b: Comparable healthy firms will not enhance their level of voluntary disclosure in the annual reports. 

I argue that distressed firms will try to win back trust from the investors and will therefore change their disclosure behavior by becoming more transparent, before they file for bankruptcy protection. I expect management of healthy firms not to enhance their disclosure level, since they do not have to win back any trust from investors. Furthermore, to see whether the financial crisis has had an effect on the voluntary disclosure behavior, I hypothesized that:

H2a: The voluntary disclosures in the annual reports will be higher for financially distressed firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.

H2b: The voluntary disclosures in the annual reports will also be higher for healthy firms in the period between 2009-2012, compared to the period in the original sample (2001-2004), indicating that the financial crisis has a significant effect.

I argue that the negative effects of the crisis will have an effect on all firms, regardless of which type of firm it is. Furthermore, the crisis might have forced firms to ameliorate their positions and legitimize their actions (not to breach their social contract) and this also has an impact on the voluntary disclosure behavior.

Finally, I have incorporated corporate governance variables into my analysis to see if these have an effect on the level of voluntary disclosure. I hypothesized that:

H3a: The level of voluntary disclosure of financially distressed firms is positively affected by a strong corporate governance structure of the firm.

H3b: This association (H3a) is weaker for the healthy group.
I argue that management of firms with a stronger CG structure will have stronger incentives to increase their voluntary disclosure behavior before filing for bankruptcy protection, compared to healthy firms. The governance structure in this research is measured by the following variables: institutional ownership, blockholders and duality. I expect that both institutional ownership and blockholder will positively effect the voluntary disclosure level.

Before testing my hypotheses, I first took the following steps: 

1. Identify distressed group and healthy group;

2. Determine the number of pages in the annual reports;

3. Determine CG variables and control variables;

4. Run regressions to test the different hypotheses.

Based on the results, management of distressed firms respond to a Chapter 11 bankruptcy protection filing by increasing the level of voluntary disclosure (proxied by the number of pages) in the annual reports one year before filing compared to the level of voluntary disclosure in the annual reports two years before filing. This improvement of voluntary disclosure is not associated to the CG structure of the firms, except for the variable institutional ownership. This means that, more outside directors have a positive effect on the level of voluntary disclosure behavior of management. This association is found for the distressed firms and though weaker at a 10 % significance level also for the healthy firms. Furthermore, the level of voluntary disclosure is greater for the second period (2009-2012), compared to the first period (2001-2004), which means that the financial crisis did have an overall impact on the voluntary disclosure behavior of management of both the distressed and healthy firms.

The outcomes of this study might provide insights to third- parties such as, investors, shareholders, standard setters, analysts and auditors to assess the potential impact of chapter 11 bankruptcy protection filing on the voluntary disclosure behavior of management. In the end, distress will have an effect on managements’ reputation. Based on the findings of this study, managers have an incentive to mitigate distress and the severity of the shareholders response to a potential bankruptcy, including altering the company’s information environment. Moreover, investors and analysts could use this study to assess how closely managers of distressed firms communicate with their shareholders in distressed times. In addition, it is interesting to have observed that disclosure behavior changes after the most severe years of the financial crisis for both the distressed and healthy firms. 

7.3. Limitations

As with similar studies, this study is not without limitations. First, this study has investigated US listed firms that have filed for chapter 11 bankruptcy protection during the years 2001-2004 (1st period). This period has witnessed multiple accounting scandals as well as the passing of the Sarbanes-Oxley act.  All these events could also have had an impact on the voluntary disclosure behavior of management and this might limit the generalization of this study. Second, this study relies on the amount of pages to measure the level of voluntary disclosure in the firm’s annual reports. Even though, voluntary communications during the year such as conference calls, management forecasts, and press releases are incorporated in the annual report at year’s end, as explained in the literature review, our disclosure measure might not capture all voluntary disclosures provided by the companies. In addition, is the assumption made that an increase in the level of voluntary disclosure will automatically lead to an increase in the number of pages in the annual report. It could be that there are firms that have reported a lot of information in the annual report that has no relation to the voluntary items category. For example, an introduction of a new US GAAP standard that contains a lot of mandatory information in the annual report. This will indeed increase the number of pages in the annual report, but it does not involve the increase in the number of voluntary disclosure items. For this study, these externalities are not taken into account. 

7.4. Recommendations for future research

Based on the previous discussion on the limitations of this study, I can provide some recommendations for future research.

My first recommendation would be to incorporate more firm specific characteristics as controls into the model, as this would result in more robust and reliable analyses. This could also increase the significance level of other independent variables. In this study, the control variable size, is the only control variable used. My second suggestion would be to include more industries, as this could develop some insights as to how the level of voluntary disclosure is related to the different industries and how these compare to each other. My third suggestion would be to increase the sample size, as this would increase the external validity that this study lacks. By doing this, the outcome of the study will be more reliable and applicable. Finally, this study uses the number of pages in the annual reports to measure the level of voluntary disclosure. This is a quantitive approach that could lead to biased outcomes as the number of pages in annual reports could also be affected by other, not voluntary, content.  My final recommendation for future research is to use a qualitative approach, by going through the annual reports looking at the specific voluntary disclosure contents. This would be a more in- depth approach that can improve the applicability of the findings on the insights of the voluntary disclosure of management in regard to filing for chapter 11 bankruptcy protection. 

.  

Appendix I: Summary Table

	Authors
	Object of Study
	Sample
	Methodology
	Outcome

	   Healy and Palepu 

           (2001)
	They provide a broad review of the empirical disclosure literature.
	Not empirical
	Not empirical
	The entrepreneurship and economic changes has increased the value of reliable information in capital markets. Furthermore, many fundamental questions remain unanswered, and changes in the economic environment raise new questions for research



	     Botosan (1997)
	Examine the association between the disclosure level and the cost of equity capital
	1990 annual reports of 122 US listed, manufacturing firms
	Multiple OLS regression model with a disclosure index model
	For firms with low analyst following, she found that more disclosure is associated with a lower cost of capital. No sign. relation is found for firms with high analyst following



	     Li et al., (2008)
	To assess the influence of corporate governance variables on the disclosure of intellectual capital.
	2004 annual reports of 100 UK listed firms
	Multiple regression analysis using a disclosure index based on word analysis 
	Finds that the size of audit committee, proportion of independent members of the board, frequency of audit committee meetings, and firm size are all significant in the reporting of human, structural, and relational capital



	    Chen and Jaggi 

            (2000)
	Examines if financial disclosures are positively associated with the ratio of independent non-executive directors (INDs) on the boards, and if family control of the firm has an impact on this association


	87 Hong Kong listed firms over a 2- year period of 1993 and 1994
	Multiple OLS regression model with a disclosure index model 
	The ratio of INDs to the total # of directors is positively associated with the comprehensiveness of disclosures, and this association is weaker for family controlled firms compared to non-family controlled firms

	        Ajinkya et al. 

              (2005)
	Examine the relation of the board of directors and institutional ownership with the properties of management earnings forecasts (voluntary disclosure)


	2,934 annual management earnings forecasts from mid-1994 to mid-2003 & a control sample of 4,811 observations


	Multiple regression
	Firms that have more outside directors with greater institutional ownership are more likely and more frequently issuing a forecast. These forecasts also tend to be more specific, accurate and less optimistically biased

	       Gul and Leung 

             (2004)
	Examine the relation between CEO duality, the proportion of expert outside directors on the corporate board (PENEDs) and voluntary corporate disclosures.


	1996 Annual report data of 385 Hong Kong listed firms 
	Multiple regression with a disclosure index model
	CEO duality is negatively associated with the level of voluntary corporate disclosures but this association is weaker for firms with higher PENEDs



	       Frost (1997)
	Examine discretionary disclosures and stock price effects 
	81 UK firms that received first-time modified audit reports in the period 1982-1990
	Event study analysis & OLS regression model
	No difference is found in the level of disclosure between distressed firms and non-distressed firms when disclosing negative news. However, managers of many of the distressed sample make disclosures about expected future performance that are too optimistic compared to financial outcomes and these are discounted for by stock market participants. 



	      Holder- Webb    

            (2003)        
	Investigate the disclosure policy of US firms that have filed for bankruptcy 
	136 US firms that have filed for bankruptcy for the first time in the period 1990-1995


	Multiple OLS regression model with a disclosure index model
	It appears that managers of distressed firms enhance the level of disclosure in the year of initial distress 

	     Graham et al.,     

          (2005)
	Examine the factors related to reporting earnings and voluntary disclosure
	> 400 executives were surveyed and interviewed
	Field interviews and a survey instrument were used.
	Managers would rather take actions that have negative long-term consequences than make accounting choices to manage earnings & make voluntary disclosures to lower information risk and increase stock price but will, try to avoid setting disclosure precedents that will be hard to maintain.



	Skinner (1994)
	Investigate earnings related disclosures to provide evidence on voluntary disclosure behavior
	374 earnings-related disclosures from the  DJNRS database of 93 NASDAQ firms during 1981-1990


	Multiple regression
	Managers will disclose large negative news earlier in comparison to large positive news to avoid litigation risks and because of reputation reasons

	Field et al., (2005)
	Investigate if disclosure triggers or deter litigation
	78 US securities lawsuits during 1996–2000.
	Multiple regression
	No evidence is found that disclosure triggers litigation, at the same time, evidence is found that disclosure potentially deters some types of litigation.




Appendix II:  Final sample data
Distressed Firms

	year
	Company Name
	InstitutionalOwn
	Blockholders
	Duality
	TotalAssets
	Pages

	1999
	ABC-NACO INC
	0.576790175
	0.258188723
	
	453.821
	64

	2000
	ABC-NACO INC
	0.473307699
	0.17124995
	
	474.122
	68

	1999
	ADAPTIVE BROADBAND CORP
	0.634882303
	0.192260505
	1
	186.476
	46

	2000
	ADAPTIVE BROADBAND CORP
	0.593454082
	0.298320895
	1
	198.848
	60

	2001
	ADVANCED LIGHTING TECHNOLOGI
	0.305968624
	0.096398424
	
	316.001
	104

	2002
	ADVANCED LIGHTING TECHNOLOGI
	0.207833872
	0.127550065
	
	193.7
	150

	1999
	ADVANCED DEPOSITION TECH INC
	0.002491525
	0
	
	25.131
	45

	2000
	ADVANCED DEPOSITION TECH INC
	0.001346158
	0
	
	9.4
	46

	1999
	AEROVOX CORP
	0.299968119
	0.152054177
	
	70.52
	18

	2000
	AEROVOX CORP
	0.220467688
	0.140846432
	
	85.482
	20

	2001
	AUSPEX SYSTEMS INC
	0.768751474
	0.321219263
	
	105.059
	56

	2002
	AUSPEX SYSTEMS INC
	0.470237826
	0.278351012
	
	48.71
	65

	2000
	ADVANCED TISSUE SCIENCES INC
	0.276458384
	0.16752524
	
	59.106
	44

	2001
	ADVANCED TISSUE SCIENCES INC
	0.328136196
	0.189280316
	
	61.922
	46

	2001
	CANNONDALE CORP
	0.321958039
	0.256248575
	
	127.791
	69

	2002
	CANNONDALE CORP
	0.284050222
	0.23365192
	
	130.94
	67

	1999
	BALDWIN PIANO & ORGAN CO
	0.590275082
	0.525879872
	
	127.992
	44

	2000
	BALDWIN PIANO & ORGAN CO
	0.486392036
	0.428699499
	
	107.737
	39

	2008
	BROWN & BROWN INC
	0.65654554
	0.146849457
	
	2119.58
	120

	2009
	BROWN & BROWN INC
	0.645265193
	0.575711884
	
	2224.226
	141

	2001
	BIOTRANSPLANT INC
	0.438544232
	0.170849026
	
	49.739
	74

	1999
	CARBIDE/GRAPHITE GROUP
	0.656529537
	0.40354248
	
	274.416
	61

	2000
	CARBIDE/GRAPHITE GROUP
	0.461844592
	0.395722138
	
	250.494
	61

	2007
	CHAMPION ENTERPRISES INC
	1.295999348
	0.552164413
	
	122.223
	96

	2008
	CHAMPION ENTERPRISES INC
	1.265544538
	0.627773995
	
	645.9
	91

	2000
	SUPREMA SPECIALTIES INC
	0.318224579
	0.209401137
	
	124.96
	16

	2001
	SUPREMA SPECIALTIES INC
	0.458569775
	0.25328064
	
	190.412
	20

	2000
	CTC COMMUNICATIONS CORP
	0.350673858
	0.050925871
	
	162.233
	66

	2001
	CTC COMMUNICATIONS CORP
	0.308059612
	0.163028254
	
	367.438
	71

	2007
	CARAUSTAR INDS INC
	0.828834167
	0.546863124
	
	572.2
	126

	2008
	CARAUSTAR INDS INC
	0.725964113
	0.518392839
	
	381.75
	102

	2002
	DT INDUSTRIES INC
	0.910251882
	0.800402314
	
	308.41
	95

	2003
	DT INDUSTRIES INC
	0.797282846
	0.653948738
	
	209.245
	87

	2010
	EASTMAN KODAK CO
	0.8524534
	0.265313928
	1
	6239
	216

	2011
	EASTMAN KODAK CO
	0.593711723
	0.135511988
	
	4678
	208

	2000
	E-SYNC NETWORKS INC
	0.026429095
	0
	
	7.314
	20

	2001
	E-SYNC NETWORKS INC
	0.014720196
	0
	
	4.772
	21

	2001
	FIBERCORE INC
	0.028213972
	0
	
	92.983
	18

	2002
	FIBERCORE INC
	0.011172328
	0
	
	75.603
	18

	2002
	FORELAND CORP
	0.023812508
	0
	
	86.05
	26

	2003
	FORELAND CORP
	0.003829992
	0
	
	0.106
	28

	2000
	FLORSHEIM GROUP INC
	0.544040618
	0.483262669
	
	171.69
	40

	2001
	FLORSHEIM GROUP INC
	0.339302229
	0.305337375
	
	83.574
	42

	2007
	FLEETWOOD ENTERPRISES INC
	1.227582477
	0.625497752
	
	625.571
	73

	2008
	FLEETWOOD ENTERPRISES INC
	0.789767146
	0.327159237
	
	625.336
	129

	2000
	FRISBY TECHNOLOGIES INC
	0.171096609
	0.032659704
	
	131.964
	17

	2001
	FRISBY TECHNOLOGIES INC
	0.004381316
	0
	
	6.114
	17

	2000
	FASTCOMM COMMUNICATIONS CORP
	0.00500239
	0
	
	21.199
	43

	2001
	FASTCOMM COMMUNICATIONS CORP
	0.000980947
	0
	
	14.222
	44

	2008
	GREAT ATLANTIC & PAC TEA INC
	0.638924678
	0.211196578
	
	3545.711
	116

	2009
	GREAT ATLANTIC & PAC TEA INC
	0.548987256
	0.228799816
	
	2827.217
	154

	2000
	GLIATECH INC
	0.379363484
	0.203977921
	
	21.176
	30

	2001
	GLIATECH INC
	0.252599633
	0.142269958
	
	9.099
	52

	2000
	GADZOOX NETWORKS INC
	0.154425361
	0.056885918
	
	103.496
	20

	2001
	GADZOOX NETWORKS INC
	0.129973501
	0.083237893
	
	34.487
	20

	1999
	WR GRACE & CO
	0.723372614
	0.27040452
	
	2492.6
	19

	2000
	WR GRACE & CO
	0.619120872
	0.194890606
	
	2584.9
	20

	2001
	HAUSER INC
	0.017751013
	0
	
	37.839
	63

	2002
	HAUSER INC
	0.032150462
	0
	
	31.965
	55

	1999
	HARVARD INDUSTRIES INC
	0.338296067
	0.140329432
	
	48.114
	63

	2000
	HARVARD INDUSTRIES INC
	0.231387199
	0.202361859
	
	277.423
	97

	2002
	INTERMET CORP
	0.593312921
	0.241736307
	1
	764.098
	52

	2003
	INTERMET CORP
	0.644555552
	0.413053511
	1
	686.684
	59

	2000
	INTEGRATED TELECOM EXPRESS
	0.000366326
	0
	
	356.488
	76

	2001
	INTEGRATED TELECOM EXPRESS
	0.001067648
	0
	
	174.561
	76

	2000
	INSILCO HOLDING CORP
	0.279403437
	0
	
	272.57
	72

	2001
	INSILCO HOLDING CORP
	0.033725223
	0
	
	16.455
	38

	2000
	JPM CO/THE
	0.122027102
	0
	
	181.39
	36

	2001
	JPM CO/THE
	0.057213506
	0
	
	138.136
	48

	2000
	KASPER A.S.L. LIMITED
	0.342293867
	0.243937028
	
	337.117
	62

	2001
	KASPER A.S.L. LIMITED
	0.085567843
	0.062146275
	
	258.69
	65

	2000
	KELLSTROM INDS INC
	0.168672946
	0.060739907
	
	573.475
	54

	2001
	KELLSTROM INDS INC
	0.620572886
	0.221282219
	
	125.555
	60

	1999
	LACLEDE STEEL CO
	0.039871178
	0
	
	190.071
	31

	2000
	LACLEDE STEEL CO
	0.0001
	0
	
	182.097
	34

	2009
	LEE ENTERPRISES INC COM
	0.574249667
	0.299895958
	
	1515.612
	86

	2010
	LEE ENTERPRISES INC COM
	0.515621657
	0.228835796
	
	144.116
	89

	2007
	LIBERTY PPTY TR
	0.989729987
	0.393555923
	
	5638.749
	144

	2008
	LIBERTY PPTY TR
	0.897956849
	0.428911947
	
	5217.35
	149

	1999
	METRICOM INC
	0.098390746
	0.025
	
	546.647
	36

	2000
	METRICOM INC
	0.231257002
	0.065846927
	
	1253.56
	82

	2002
	MEDIA 100 INC
	0.265225286
	0.155001447
	
	15.296
	46

	2007
	MESA AIR GROUP INC
	0.938889937
	0.432177417
	
	563.768
	62

	2008
	MESA AIR GROUP INC
	0.73186491
	0.495492262
	
	959.25
	57

	2000
	MARTIN INDUSTRIES INC
	0.112532685
	0.025466636
	
	41.508
	38

	2001
	MARTIN INDUSTRIES INC
	0.052514519
	0
	
	20.206
	38

	2000
	NEXIQ TECHNOLOGIES INC
	0.134241374
	0.132144626
	
	13.058
	20

	2001
	NEXIQ TECHNOLOGIES INC
	0.089166688
	0.014197492
	
	14.365
	21

	2000
	NQL INC
	0.056697571
	0
	
	19.644
	20

	2001
	NQL INC
	0.396847483
	0.375628733
	
	60.014
	20

	2010
	OVERSEAS SHIPHOLDING GROUP I
	0.858784232
	0.346697694
	
	4241.13
	129

	2011
	OVERSEAS SHIPHOLDING GROUP I
	1.1125377
	0.566599134
	
	434.349
	129

	1999
	PLAY BY PLAY TOY & NOVELTIES
	0.242237115
	0.145051959
	
	155.318
	0

	2000
	PLAY BY PLAY TOY & NOVELTIES
	0.299865403
	0.274960429
	
	139.082
	0

	2001
	PCD INC
	0.523765633
	0.393515456
	
	86.837
	42

	2002
	PCD INC
	0.279832853
	0.158078037
	
	14.631
	64

	2007
	PROVIDENT FINL SVCS INC
	0.516329845
	0.163758996
	
	6359.391
	127

	2008
	PROVIDENT FINL SVCS INC
	0.569941366
	0.23423985
	
	6548.748
	196

	2000
	OPEN PLAN SYSTEMS INC
	0.182154424
	0.170644226
	
	23.332
	20

	2001
	OPEN PLAN SYSTEMS INC
	0.119864321
	0.117185955
	
	7.985
	63

	1999
	PLIANT SYSTEMS INC
	0.118589439
	0.082840774
	
	89.612
	0

	2000
	PLIANT SYSTEMS INC
	0.037354197
	0
	
	45.71
	44

	1999
	PLANET ENTERTAINMENT CORP
	0.001965959
	
	
	27.538
	86

	2000
	PLANET ENTERTAINMENT CORP
	0.003426782
	0
	
	24.736
	80

	1999
	RANKIN AUTOMOTIVE GROUP INC
	0.009926244
	0
	
	25.685
	38

	2000
	RANKIN AUTOMOTIVE GROUP INC
	0.012645374
	0
	
	76.761
	38

	2009
	RED HAT INC
	0.88798718
	0.476798479
	
	187.872
	118

	2010
	RED HAT INC
	0.849226726
	0.232768853
	
	2199.322
	120

	2000
	RESEARCH INC
	0.11154645
	0.066416692
	
	13.293
	20

	2001
	RESEARCH INC
	0.120826539
	0.059188882
	
	12.214
	44

	2000
	SHELDAHL INC
	0.212176224
	
	
	111.062
	62

	2001
	SHELDAHL INC
	0.103589262
	0.031517191
	
	57.575
	76

	2000
	SPECIAL METALS CORP
	0.11774498
	0.054602076
	
	820.325
	82

	2001
	SPECIAL METALS CORP
	0.118873651
	0.054053879
	
	700.579
	84

	2000
	STM WIRELESS INC-CL A
	0.084597079
	0.084537912
	
	10.5
	30

	2001
	STM WIRELESS INC-CL A
	0.08349967
	0.061722095
	
	30.561
	32

	2001
	STORAGE ENGINE INC
	0.564831481
	0.28583045
	
	457.834
	71

	2002
	STORAGE ENGINE INC
	0.031263494
	0
	
	6.435
	63

	2000
	3DFX INTERACTIVE INC
	0.297186097
	0.137178683
	
	296.111
	91

	2001
	3DFX INTERACTIVE INC
	0.119933374
	0.024098396
	
	119.606
	84

	2010
	THOR INDS INC
	0.722843318
	0.222266998
	1
	964.73
	84

	2011
	THOR INDS INC
	0.756498889
	0.188286977
	
	1198.7
	88

	1999
	THOMASTON MILLS INC -CL A
	0.137983182
	0.038998467
	
	148.421
	32

	2000
	THOMASTON MILLS INC -CL A
	0.09793365
	0.021279442
	
	131.411
	28

	2010
	TRIDENT MICROSYSTEMS INC
	0.184353754
	0
	
	370.941
	29

	2011
	TRIDENT MICROSYSTEMS INC
	0.124760905
	0
	
	201.888
	31

	2002
	TROPICAL SPORTSWEAR INTL
	0.666925901
	0.369882194
	
	336.208
	46

	2003
	TROPICAL SPORTSWEAR INTL
	0.50671382
	0.345913545
	
	214.279
	46

	2009
	UNIVERSAL HEALTH SVCS CL B
	0.82321457
	0.213778637
	
	3964.463
	144

	2010
	UNIVERSAL HEALTH SVCS CL B
	0.884972338
	0.232767927
	
	7527.936
	162

	1999
	USG CORP
	0.706912117
	0.253127571
	1
	2773
	51

	2000
	USG CORP
	0.668442995
	0.259229788
	1
	3214
	58

	2000
	UNIROYAL TECHNOLOGY CORP
	0.265477164
	0
	
	190.032
	55

	2001
	UNIROYAL TECHNOLOGY CORP
	0.238823239
	0
	
	144.262
	87

	1999
	V3 SEMICONDUCTOR INC
	0.028551968
	0
	
	7.239
	17

	2000
	V3 SEMICONDUCTOR INC
	0.066946448
	0
	
	9.178
	19

	2002
	WOMEN FIRST HEALTHCARE INC
	0.318843697
	0
	
	117.237
	59

	2003
	WOMEN FIRST HEALTHCARE INC
	0.121872612
	0
	
	50.802
	62

	2001
	WATERLINK INC
	0.063578484
	0.0343608
	
	75.308
	60

	2002
	WATERLINK INC
	0.069196005
	0.050532152
	
	59.484
	64

	2001
	WEIRTON STEEL CORP
	0.139717537
	0.077785832
	
	720.535
	43

	2002
	WEIRTON STEEL CORP
	0.041305083
	0
	
	696.115
	156

	2000
	XETEL CORP
	0.082186738
	0.054721371
	
	64.721
	43

	2001
	XETEL CORP
	0.078894415
	0.058361597
	
	102.517
	48

	2000
	ZYMETX INC
	0.063724551
	0
	
	7.152
	51

	2001
	ZYMETX INC
	0.047560177
	0
	
	3.341
	54


Healthy firms

	year
	Company Name
	InstitutionalOwn
	Blockholders
	Duality
	TotalAssets
	Pages

	2010
	WELLS FARGO & COMPANY
	0.72665708
	0.08689519
	1
	1258128
	232

	2011
	WELLS FARGO & COMPANY
	0.73974025
	0.09222418
	1
	1313867
	240

	2010
	BRISTOL-MYERS SQUIBB
	0.6524844
	0.10273651
	0
	31076
	128

	2011
	BRISTOL-MYERS SQUIBB
	0.65587105
	0.13322048
	0
	32970
	110

	2010
	INTEL CORP
	0.58365034
	0
	0
	63186
	135

	2011
	INTEL CORP
	0.58260461
	0
	0
	71119
	119

	2010
	GENERAL ELEC CO
	0.47469601
	0
	1
	751216
	140

	2011
	GENERAL ELEC CO
	0.4961906
	0
	1
	717242
	146

	2009
	LIBERTY FINL COS INC
	0.54860215
	0.20189163
	0
	74070
	242

	2010
	LIBERTY FINL COS INC
	0.56138199
	0.26769736
	0
	76277
	227

	2009
	LOCKHEED MARTIN CORP
	0.84151301
	0.2653327
	1
	35111
	114

	2010
	LOCKHEED MARTIN CORP
	0.83817565
	0.43332721
	1
	35067
	106

	2009
	LINCOLN NATL CORP IND
	0.76293746
	0.14075517
	0
	177433
	299

	2010
	LINCOLN NATL CORP IND
	0.76472189
	0.10338981
	1
	193824
	299

	2008
	LOWES COS INC
	0.79851534
	0.35727507
	1
	32686
	52

	2009
	LOWES COS INC
	0.77521301
	0.1744864
	1
	33005
	54

	2007
	SOUTHERN CO
	0.45518735
	0
	1
	45789
	92

	2008
	SOUTHERN CO
	0.42631461
	0
	1
	48347
	100

	2007
	SEMPRA ENERGY
	0.66024613
	0.23254657
	0
	30091
	172

	2009
	SEMPRA ENERGY
	0.64233977
	0.02564517
	1
	28512
	186

	2008
	WAL MART STORES INC
	0.37733004
	0
	0
	163429
	56

	2009
	WAL MART STORES INC
	0.35725259
	0
	0
	170706
	60

	2007
	ZIONS BANCORPORATION
	0.58077684
	0.08791906
	1
	52947.414
	142

	2008
	ZIONS BANCORPORATION
	0.78213236
	0.20973526
	1
	55092.791
	212

	2007
	CIGNA CORP
	0.78682678
	0.05388446
	1
	40065
	156

	2008
	CIGNA CORP
	0.78434633
	0.01766264
	1
	41406
	191

	2007
	COMERICA INC
	0.67963438
	0.18027414
	1
	62331
	140

	2008
	COMERICA INC
	0.75870991
	0.19296874
	1
	67548
	155

	2007
	HOME DEPOT INC
	0.66140281
	0
	0
	44324
	84

	2008
	HOME DEPOT INC
	0.67753177
	0
	1
	41164
	84

	1999
	COCA COLA BOTTLING CO CONS
	0.32211522
	0.37218656
	1
	1110.918
	52

	2000
	COCA COLA BOTTLING CO CONS
	0.3477237
	0.19631369
	1
	1062.097
	52

	1999
	YAHOO INC
	0.23513755
	0
	1
	1469.821
	66

	2000
	YAHOO INC
	0.34882538
	0.03875315
	1
	2269.576
	74

	1999
	SYNOPSYS INC
	0.89764854
	0.36472665
	1
	1173.918
	54

	2000
	SYNOPSYS INC
	0.70467088
	0.29478836
	1
	1050.993
	88

	1999
	CITRIX SYS INC
	0.6992175
	0.127743
	1
	1037.857
	88

	2000
	CITRIX SYS INC
	0.52278775
	0.17032091
	1
	1112.573
	54

	2000
	HEALTH MGMT ASSOC INC
	0.84295976
	0.24439563
	0
	1772.065
	40

	2001
	HEALTH MGMT ASSOC INC
	0.87023243
	0.27396112
	0
	1941.577
	42

	2001
	NORDSTROM INC
	0.44180209
	0.24017486
	0
	4048.779
	47

	2002
	NORDSTROM INC
	0.51420698
	0.24428016
	0
	4096.376
	52

	2000
	KLA INSTRS CORP
	0.75364565
	0.20498748
	0
	2203.503
	92

	2001
	KLA INSTRS CORP
	0.77275658
	0.14646869
	0
	2744.551
	83

	1999
	LEGGETT & PLATT INC
	0.53156974
	0.22210227
	0
	2977.5
	65

	2000
	LEGGETT & PLATT INC
	0.53848848
	0.23020009
	0
	3373.2
	59

	2002
	LA Z BOY INC
	0.49779978
	0.33061466
	0
	1123.066
	45

	2003
	LA Z BOY INC
	0.49226737
	0.18140139
	0
	1047.496
	48

	2000
	MICROCHIP TECHNOLOGY INC
	0.82956664
	0.30943758
	1
	1161.349
	65

	2001
	MICROCHIP TECHNOLOGY INC
	0.80645
	0.27252033
	1
	1275.6
	71

	1999
	MERCURY GENL CORP
	0.34771434
	0.31836518
	0
	1906.367
	50

	2000
	MERCURY GENL CORP
	0.32317794
	0.44831987
	0
	2142.263
	29

	2001
	MEREDITH CORP
	0.62863488
	0.12407817
	1
	1437.747
	62

	2002
	MEREDITH CORP
	0.75425084
	0.24084777
	1
	1460.264
	56

	1999
	MEDTRONIC INC
	0.61789695
	0
	1
	5669.4
	74

	2000
	MEDTRONIC INC
	0.6332204
	0
	1
	7038.9
	52

	2000
	MOLEX INC COM
	0.45273062
	0.08086865
	0
	2247.106
	58

	2001
	MOLEX INC COM
	0.45467744
	0.11711486
	0
	2213.627
	60

	2002
	MANITOWOC INC
	0.65359116
	0.18185502
	1
	1577.123
	76

	2003
	MANITOWOC INC
	0.62376092
	0.14501513
	1
	1660.149
	78

	1999
	OGE ENERGY CORP
	0.2813442
	0
	1
	3921.334
	44

	2000
	OGE ENERGY CORP
	0.3181044
	0
	1
	4319.63
	41

	1999
	ONEOK INC
	0.3644929
	0.03450687
	1
	3024.945
	73

	2000
	ONEOK INC
	0.39948496
	0.06794448
	1
	7369.136
	95

	2002
	PIEDMONT NAT GAS INC
	0.27704149
	0
	0
	1445.088
	50

	2003
	PIEDMONT NAT GAS INC
	0.27776747
	0
	0
	2296.406
	56

	2000
	PARK NATL CORP
	0.18716026
	0.66070177
	0
	3211.068
	52

	2001
	PARK NATL CORP
	0.21967556
	0.48423797
	0
	4569.515
	53

	2002
	PACTIV CORP
	0.74364217
	0.10004813
	1
	3412
	65

	2003
	PACTIV CORP
	0.77154918
	0.18804824
	1
	3706
	60

	2000
	RADIAN GROUP INC
	0.96187447
	0.21123266
	1
	2272.811
	47

	2001
	RADIAN GROUP INC
	0.92552937
	0.16302363
	0
	4438.626
	54

	2002
	RLI CORP
	0.58409595
	0.21724651
	0
	1719.327
	90

	2003
	RLI CORP
	0.7107094
	0.15586402
	0
	2134.364
	72

	2001
	ROSS STORES INC
	0.86578619
	0.21706916
	1
	1082.725
	28

	2002
	ROSS STORES INC
	0.85130115
	0.1993593
	0
	1361.345
	32

	2001
	RELIANCE STEEL & ALUMINUM CO
	0.58940654
	0.25331218
	0
	1082.293
	74

	2002
	RELIANCE STEEL & ALUMINUM CO
	0.55705802
	0.20783564
	0
	1139.247
	56

	1999
	REPUBLIC SVCS INC
	0.81603798
	0.21538994
	0
	3288.3
	76

	2000
	REPUBLIC SVCS INC
	0.84566148
	0.41439186
	0
	3561.5
	80

	1999
	RAYONIER INC
	0.78352354
	0.53981592
	1
	2280.227
	51

	2000
	RAYONIER INC
	0.80825172
	0.47580747
	1
	2162.274
	47

	2000
	QUESTAR CORP
	0.63030798
	0.29781931
	1
	2472.027
	76

	2001
	QUESTAR CORP
	0.6135672
	0.22181883
	1
	3235.711
	77

	1999
	SOUTHWEST GAS CORP
	0.46003858
	0.15496968
	0
	1923.442
	64

	2000
	SOUTHWEST GAS CORP
	0.43497305
	0.15626313
	0
	2232.337
	63

	2000
	TAUBMAN CTRS INC
	0.68219401
	0.35328455
	1
	1907.563
	67

	2001
	TAUBMAN CTRS INC
	0.82825582
	0.46632152
	1
	2141.439
	73

	2000
	TIDEWATER INC
	0.75355752
	0.16277911
	1
	1505.492
	51

	2001
	TIDEWATER INC
	0.76789222
	0.25241314
	1
	1669.37
	52

	2001
	TECH DATA CORP
	0.85320302
	0.38159318
	1
	3458.33
	77

	2002
	TECH DATA CORP
	0.8957812
	0.36165281
	1
	3248.018
	81

	2001
	ZALE CORP
	0.91879618
	0.13196403
	0
	1394.987
	83

	2002
	ZALE CORP
	0.86499833
	0.13000067
	0
	1477.853
	81

	2000
	GALLAGHER ARTHUR J & CO
	0.63107361
	0.13998685
	0
	1062.298
	58

	2001
	GALLAGHER ARTHUR J & CO
	0.63666907
	0.04610397
	0
	1471.823
	62

	2000
	BRUNSWICK CORP
	0.65887656
	0.11483034
	1
	3396.5
	86

	2001
	BRUNSWICK CORP
	0.77746335
	0.05182461
	1
	3157.5
	89

	2001
	BROADCOM CORP
	0.51851275
	0.06669547
	1
	3623.298
	92

	2002
	BROADCOM CORP
	0.57448027
	0.09627564
	0
	2216.153
	114

	2000
	BOSTON SCIENTIFIC CORP
	0.46791012
	0.11801559
	0
	3427
	64

	2001
	BOSTON SCIENTIFIC CORP
	0.49339589
	0.11779871
	0
	3974
	79

	2000
	CABOT CORP
	0.60569091
	0.29587961
	1
	2134
	106

	2001
	CABOT CORP
	0.57809604
	0.21116582
	1
	1919
	46

	2001
	CLOROX CO DEL
	0.51522927
	0
	1
	3995
	115

	2002
	CLOROX CO DEL
	0.48835267
	0.0651823
	1
	3630
	28

	2000
	COMMERCIAL METALS CO
	0.48803755
	0.14237443
	1
	1172.862
	73

	2001
	COMMERCIAL METALS CO
	0.51929646
	0.16692435
	1
	1084.8
	73

	2001
	CINTAS CORP
	0.55438622
	0.04581175
	0
	2519.234
	42

	2002
	CINTAS CORP
	0.55026373
	0
	0
	2582.946
	32

	2000
	CYTEC INDS INC
	0.71704966
	0.10300132
	1
	1719.4
	70

	2001
	CYTEC INDS INC
	0.74345732
	0
	1
	1650.4
	62

	2000
	DANAHER CORP DEL
	0.4749583
	0.16522408
	0
	4031.679
	42

	2001
	DANAHER CORP DEL
	0.60904438
	0.23024589
	1
	4820.483
	44

	2000
	EBAY INC
	0.28206784
	0.146381
	1
	1182.403
	92

	2001
	EBAY INC
	0.38925359
	0.11700795
	0
	1678.529
	101

	2000
	FAMILY DLR STORES INC
	0.77461699
	0.22355196
	0
	1243.714
	30

	2001
	FAMILY DLR STORES INC
	0.78029639
	0.2245866
	0
	1399.745
	28

	2000
	F M C CORPORATION
	0.67749665
	0.17741849
	1
	3745.9
	66

	2001
	F M C CORPORATION
	0.75252023
	0.14691338
	1
	2477.2
	62

	2000
	INTEGRATED DEVICE TECH
	0.80685863
	0.18196591
	0
	1470.401
	52

	2001
	INTEGRATED DEVICE TECH
	0.81211064
	0.39378381
	0
	1225.819
	71

	2010
	SMITH A O CORP COM
	0.81777053
	0.13626205
	1
	2112
	78

	2011
	SMITH A O CORP COM
	0.74350236
	0.15000671
	1
	2349
	83

	2010
	CATHAY BANCORP INC
	0.57190226
	0.28315766
	1
	10801.986
	167

	2011
	CATHAY BANCORP INC
	0.59811548
	0.35545166
	1
	10644.864
	172
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� http://www.msba.org/departments/commpubl/publications/brochures/bankruptcy.asp


� http://www.uscourts.gov/FederalCourts/Bankruptcy/BankruptcyBasics/Chapter11.aspx


� Chandler Act of 1938, ch. 575, 52 Stat. 840 (repealed by Pub. L. No. 95-598, tit. IV, ¶401(a), 92 Stat. 2682 (1978)). For general discussions of Chapters X and XI and the respects in which Chapter 11 of the Bankruptcy Code differs from prior law, see JAMES J. WHITE, BANKRUPTCY AND CREDITORS R'IGHTS 281-89 (1985); Michelle J. White, Bankruptcy Liquidation and Reorganization, in Handbook Of Modern Finance 35-20-25 (1983).


� The authors explain the depth of mandatory disclosures as the additional information that exceeds the minimum requirements of mandatory disclosures.


� As of 9 May 2004, AIMR changed its name to CFA institute.
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