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1
Introduction
1.1 Background
To communicate with interested parties companies disclose all sorts of information. Different interested parties of a company have different interests in the company. To meet the information needs of all these people several ways of disclosure are developed. A distinction exists between mandatory and voluntary disclosures. Mandatory disclosures are often performed trough regulated financial reports, for example the financial statements, footnotes, management discussion and analysis and other regulatory filings. Many companies in addition voluntarily disclose information; examples of these voluntary disclosures are management forecasts, analysts’ presentations and conference calls, press releases, internet sites and other corporate reports (Healy and Palepu 2001). By the Financial Accounting Standard Board (FASB), voluntary disclosures are defined as; disclosures, primarily outside the financial statements that are not explicitly required by accounting rules or standards, for example GAAP
 or SEC
 (FASB 2001).
The development of the internet has created new opportunities for companies to disclose their information. The internet offers the possibility to disclose more up-to-date information than the information stated in the traditional printed reports. Another benefit of disclosing information through the internet is that more interaction with the users of the information is possible (Álvarez et al. 2008). Next to the rise of the internet, failures of high-profile companies highlighted the need to report more than for only those with direct financial interests in the company (Boesso and Kumar 2009).
The Financial Accounting Standard Board provides guidelines to encourage companies to make voluntary disclosures in the Management Discussion and Analysis (MD&A) section of the annual report. According the FASB the aims of these voluntary disclosures are the reduction of information asymmetry and the provision of clarifications about long-term business sustainability that concerns various stakeholder groups (Boesso and Kumar 2006).
Various ways exist in which way disclosures benefit companies, for example by reducing the cost of capital, improving liquidity, enhancing risk-sharing or sustaining collusive agreements. Next to these benefits, in addition some downsides of disclosures exist, disclosing commercially sensitive information could work in favor of competitors. When this happens, a disclosure could become very costly for a company. The existing literature is inconclusive whether these competitive costs of disclosure for more profitable companies are higher or lower. Some argue that in order to prevent imitations by competitors highly profitable companies are less likely to disclose voluntary information about their profits (Dedman and Lennox 2009). Verrecchia (2001), on the other hand, states in his ‘Essay on disclosure’ that greater competition encourages companies for more disclosures. A possible reason for this is that highly profitable companies are willing to signal the good performance to increase the company’s market value.

It is possible to measure the quality of voluntary disclosures in different ways. The first is by using subjective ratings. These are ratings based on the perceptions of analysts about the quality of disclosures. An example of a subjective rating is the Association of Investment Management Research (AIMR), until 1997, this association published rankings for US companies. The second method is by using disclosure index models. With such an index, the disclosure is measured by investigating predefined information items. The third and last option is measuring the quality of voluntary disclosures using a content analysis. A content analysis searches for certain sentences or words within a text (Beattie et al. 2004).

1.2 Objectives
Most prior literature on the association of firm specific characteristics with voluntary disclosures ends with a call for further research. This call occurs from the limitations that every research suffers from. Within the voluntary disclosure literature, most limitations concern the sample size and the measurement of the quality of the voluntary disclosures. Sample sizes are seen as too small and the measurement of the quality of the voluntary disclosures as too subjective.
The purpose of this research is to examine what firm specific characteristics have an influence on the quality of voluntary disclosures. The sample in this research will focus on the Netherlands and will contain all listed non-financial companies for which the required data is available. For the focus of the research, the sample size will be satisfying. A certain rate of subjectivity will always be included when measuring quality. This is caused by the fact that the concept of quality is already subjective of itself.
By focusing on the Netherlands with a self-developed index for the measurement of the quality of voluntary disclosures this research is a contribution to the discussion regarding the association between firm specific characteristics and voluntary disclosures.
1.3 Problem definition
Because voluntary disclosures are part of the annual reports, this research is relevant within Accounting, Auditing, and Control. As Healy and Palepu (2001, 405) stated: “Financial reporting and disclosures are potentially important means for management to communicate firm performance and governance to outside investors”.
Before, by for example Alsaeed (2006) and Hossain et al. (1995), firm specific characteristics in association with the amount of voluntary disclosure, are researched multiple times.
The focus of this research is on firm specific characteristics that might influence the quality of the voluntary disclosures. To investigate whether an association exists between firms’ specific characteristics and the quality of the voluntary disclosures research is performed. The aim is to analyze whether certain firm specific characteristics create a higher or a lower quality of the voluntary disclosures. An example is whether the quality of the voluntary disclosures with bigger companies is higher. The problem in this research consequently will define as:
‘Do firm specific characteristics have an influence on the quality of companies’ voluntary disclosures?’
To answer the before-formulated research question the following sub questions need an answer:
1. What are reasons for and consequences of voluntary disclosures?
2. What is the content of the legal system concerning financial reporting in the Netherlands?

3. What does evidence so far tell about the association between firm specific characteristics and voluntary disclosures?
4. In which way in prior scientific literature quality is measured and what are the options?
1.4 Methodology
Theory
The theory behind this proposed research is the positive accounting theory, this research investigates the association between a disclosure metric and firm specific characteristics. A positive theory tries to explain and predict particular phenomena. The positive accounting theory seeks to explain and predict managers’ choices of accounting methods (Deegan and Unerman 2006).
Method
A self-constructed disclosure index measures the quality of the voluntary disclosures. Prior literature has lead to three often used models, these models are; subjective ratings, disclosure index models and content analysis. Disclosure can be either comprehensive or related to specific research topics, examples of comprehensive models are Botosan (1997), Boesso, and Kumar (2007). Because for the Netherlands, no subjective ratings are available and a content analysis mostly investigates the amount of voluntary disclosures, in this research as measurement the disclosure index model is chosen.
1.5 Demarcation and limitations
The sample period for this research concerns 2005-2009, within this period the financial crisis is included. This causes a possible limitation for the research. The financial crisis could have an influence on the firm specific characteristics and the quality of firms’ voluntary disclosures. What fluctuations within companies are due to the financial crisis is difficult to determine. Because the determination of the effects of the financial crisis is difficult to determine on their own it will be even more difficult to exclude these effects from the results. A second limitation for the research is the rate of subjectivity that is included in the measurement of the quality of voluntary disclosures. However as signaled before the concept of quality is already subjective of itself, consequently this limitation is unavoidable.
1.6 Structure
Chapter 2 presents a more detailed explanation of the term voluntary disclosures. The introduction presents a short introduction on the subject. The chapter will elaborate the legitimacy theory, information theory, mandatory disclosures, benefits, and costs of voluntary disclosures, manager’s incentives to disclose voluntary information, economic consequences, and different shareholders.
An elaboration on the legal system concerning financial reporting in the Netherlands is presented in the third chapter. This contains Title 9 Book 2 BW, Guidelines, and International Financial Reporting Standards. Important institutions in the Netherlands such as the Council for Annual Reporting, the Dutch Institute of Accountants, the Dutch Enterprise Chamber, and the Authority for Financial Markets are signaled.

Three parts are distinguishable in chapter 4; the first part concerns prior research on the association between firm specific characteristics and voluntary disclosures. It comments the researches of Alsaeed (2006), Hossain et al. (1995), Boesso, and Kumar (2006), and Brown, and Hillegeist (2007). The second part of chapter 3 deals with the quality of voluntary disclosures. It presents different measurements of the quality of voluntary disclosures. Because this method in this research will use a disclosure index model, especially these are examined. The last part of this chapter contains the hypotheses development.

Chapter 5 will describe the research design; this will include the research approach, methodology, measurement of variables and data collection. Chapter 6 presents the results of the empirical research and an analysis of the empirical results.
Chapter 7 contains the conclusions to the main research question. It presents a short summary of the research and the limitations of the research. The conclusion ends with suggestions for further research.
2
Theoretical background
2.1 Introduction
In the introduction, a short background is presented on voluntary disclosures. This chapter will elaborate more in depth on voluntary disclosures. First, theories that support voluntary disclosure are described. Through all sorts of sources, companies disclose information, mandatory and voluntary. To communicate with interested parties, these disclosures of information are essential. The incentives for managers to disclose voluntary this information according to Healy and Palepu (2001) are presented in this chapter.
2.2 Legitimacy theory

“Legitimacy is a generalized perception or assumption that the actions of an entity are desirable, proper, or appropriate within some socially constructed system of norms, values, beliefs, and definitions” (Suchman 1995, 574). This explanation of legitimacy by Suchman is close to the core of the legitimacy theory. The general assumption of the legitimacy theory is that companies continually ensure that their actions are within the bounds and norms of their respective societies. These bounds and norms indicate what outside parties qualify as legitimate. Over time these bounds and norms change, they are dependent on the environment in which the company operates.
Companies are connected to the society in which they operate, with outside parties included, through a ‘social contract’. The ‘social contract’ represents the multitude of implicit and explicit expectations that society has of the operating company (Deegan and Unerman 2006). Shocker and Sethi (1974) describe the idea of the ‘social contract’, in their article it is argued that the survival and the growth of any social institution, including companies, are based on two factors of legitimacy. The first factor is the delivery of some socially desirable outcomes to society in general and the second is the distribution of economic, social, or political benefits to groups on which they rely on. Because of the changing environments, companies should constantly meet these two factors of legitimacy. To perform, these companies should demonstrate that they have society’s approval for their operations (Shocker and Sethi 1974).
The increase in legislation related to social issues and the advocacy movement in the United States of America are examples of changes in the environment of a company relating to their legitimacy. Social expectations are increasing, for this reasons companies should focus more on the environmental and other social consequences of their operations. This relates to the fact that companies should consider the public at large and not only their investors. When the company does not meet these conditions, the public could cancel the ‘social contract’. Several ways exist of doing this; consumers reducing or eliminating their demand or suppliers eliminating their supply to the company and the government could increase taxes, fines, or laws to prohibit the undesirable operations.
When adopting a legitimacy theory perspective, companies usually voluntarily report on their operations, if management experienced that their environment expects those operations. Companies should disclose enough information for society to assess whether their operations are socially desirable (Guthrie and Parker 1989). Accounting reports are a way for companies to voluntarily report on their operations. The public disclosure in for example annual reports is a possibility for a company to educate and inform on the operations to get them in line with the society’s demands to change the perceptions that society has on the operations, without changing the operations it selves. Another possible strategy is to deflect the attention from certain issues to change the focus of society. An example of the last strategy is to drawn attention to strengths of the company while neglecting or minimize the significance of information concerning negative implications of their operations. Examples of these negative implications are pollution and employee accidents (Deegan and Unerman 2006).
2.3 Information theory

The money of their shareholders finances stock exchange quoted companies. The money used to perform the company’s operations is lent to the company by their shareholders. In a way, the company, especially the managers, is spending someone else’s money. As justification of his operations, the manager has to publish information, regarding these operations, to the shareholders (Friedman 1970). Most financial information is published in the financial statements, containing the balance sheet, the statement of the retained earnings, profit and loss statement, cash flow statement, and the notes to the financial statements (Hoogendoorn 2010).
The responsibilities of the managers, and consequently the company, have changed over time. About fifty years ago, the objective of most companies was to focus on the production of goods and services at tolerable prices. Currently the objective of companies is not to only inform their shareholders on financial issues, but in addition inform them on social issues (Donaldson and Dunfee 2002). The ‘social contract’ that exists between companies and the society, in which it operates, creates these social responsibilities for managers. This responsibility is to conduct the operations of the company in accordance with the basic rules of society (Friedman 1970). Currently companies are responsible for a variety of issues involving fairness and the quality of life (Donaldson and Dunfee 2002).
2.4 Mandatory disclosure

In the European Union, all stock exchange quoted are obligated to compose the annually consolidated balance sheet and profit and loss statement. The publication of the annual report is mandatory disclosure; this is published to meet the information needs of interested parties of the company. Title 9 Book 2 BW prescribes the regulations for annual reporting in the Netherlands, a later chapter presents a more thorough explanation of Title 9 Book 2 BW (Hoogendoorn 2010).
Public companies by law are required not only to file financial information publicly on a periodic basis but in addition to disclose other information on the companies. This information is usually included in the annual reports (Arruñada 2008).

Proponents and opponents exist of additional mandatory disclosures by regulation. The proponents argue that information about companies’ financial conditions is a public good. They argue that without regulation a under provision exists of this information. Next to this, in addition companies are more likely to withhold unfavorable information without regulation. Opponents of additional mandatory disclosure argue that voluntary disclosing information is a way for companies to differentiate from companies that are more poorly. They argue that managers have incentives of their own to publish this kind of information (Dye 1990).

2.5 Costs and benefits
Several advantages and disadvantages of voluntary disclosing exist. Elliot and Jacobsen (1994) in their article present costs and benefits of business information disclosure. These costs and benefits should in general apply to voluntary disclosures. First, this chapter will present the benefits of disclosure, followed by the costs. The first benefit they present is a decrease in the cost of capital. The decrease evolves from providing the investors and the creditors with more information. With this information, they can better understand the economic risk of the investment, a high volume of disclosure generally results in a low information risk premium. Another benefit from the article is the improvement of the public relations: this occurs from the fact that investors and creditors receive an impression of the companies’ openness and sincerity.
Next to these benefits, in addition some costs exist on behalf of the disclosing of information. These are costs of developing and presenting the disclosure, these costs include the costs of gathering, processing, auditing, and disseminating the information. The second category of costs are the litigation costs, this includes the possibility of litigation that arises from allegations of insufficient informative disclosure or from allegations of misleading disclosure. Next to these two costs categories in addition there are disadvantages, for example the competitive disadvantage. Traditionally public companies have been very sensitive about disclosing information; this could weaken the companies’ ability to generate future cash flows. The last point signaled by Elliot and Jacobsen (1994) that could be a benefit or a costs, is the entity’s behavior. In response to information that is disclosed, or the new requirements for these disclosures, entities sometimes change their behavior. This new behavior can create benefits or costs.
Boesso and Kumar (2006) in their research signal two other benefits. The first is the reduction of information asymmetry among investors and managers, the next paragraph explains the concept information asymmetry. The second they signal is the clarification disclosure provides to various stakeholder groups about long-term business sustainability (Boesso and Kumar 2006). In their research, Dedman and Lennox (2009) signal four different benefits from disclosures. The first two they signal comply with Elliot and Jacobsen (1994). These are the reduction of the cost of capital and the improvement of liquidity. The two new benefits signaled are the enhancement of risk-sharing and sustaining collusive agreements. Next to the four benefits, Dedman and Lennox in addition signal a disadvantage of disclosing information. This disadvantage complies with Elliot and Jacobsen (1994), namely that disclosing information could work in favor of competitors (Dedman and Lennox 2009). Verrecchia (2001) signals the possibility for companies to increase the companies’ market value by signaling good performance to the market as a benefit.
2.6 Drivers of voluntary disclosures
Managers have different incentives to disclose voluntarily information. Healy and Palepu (2001) discuss motives from the perspective of managers’ disclosure decisions. Managers could have capital market incentives; consequently, managers want to reduce the information asymmetry problem. Information asymmetry arises when one or more investors hold private information about the company’s value while other uninformed investors only have access to public information (Brown and Hillegeist 2007). A reduction in the information asymmetry problem realizes a reduction in the company cost of external financing. A second incentive is to explain away poor earnings performance and to reduce the likelihood of undervaluation. Because of the risk for managers, when a company has poor stock and earnings performance, losing their job this information is published. When the managers are rewarded trough stock compensation schemes, for the managers an incentive exists to disclose more information. A stock compensation scheme for the manager creates the incentive to reduce the risk of misevaluation, meet restrictions imposed by insider trading rules and to increase the company’s stock liquidity. The threat of shareholder litigation can have two effects on the incentives of managers. On one hand, the threat of litigation for inadequate or untimely disclosures is a possible incentive to disclose more information. On the other hand, it could in addition reduce the managers’ incentives to disclose certain information, particularly forward-looking information. To show investors how talented they are, for managers the incentive exists to publish voluntary earnings forecasts. The concern that it could damage the competitive position of the company always will influence the decision whether a company voluntary discloses certain information.
Information asymmetry exists between company insiders, for example managers, and shareholders. Managers have superior information about the future of the company that the shareholders usually do not have. When the auditing and accounting regulations work perfectly management decisions and disclosures communicate changes in the company’s business economics to the shareholders. When the regulations on the other hand do not work perfectly managers use a tradeoff between accounting decisions and disclosures to communicate their superior information of the company’s performance to the shareholders. The reported performance is managed for contracting, political, or corporate governance reasons (Healy and Palepu 2001). This information asymmetry causes a demand for disclosures by the shareholders and an incentive for companies to disclose more information because of the value of the additional information for the shareholders (Francis et al. 2008).
Some argue that the reduction of the information asymmetry problem in addition creates a reduction in the cost of capital for a company. Companies that voluntarily disclose less information should have a higher cost of capital (Francis et al. 2008). The existing literature on this subject is inconclusive; some are in favor of a reduction others claim that the cost of capital can raise when you disclose more information. Kim and Verrecchia (1994) argue that disclosures that are more expansive create greater incentives on the part of investors to acquire private information; consequently, the information asymmetry problem would not reduce. When the information asymmetry problem is bigger, the cost of capital is usually higher. The research of Zhang (2001) argues that the effect of voluntary disclosure is based on the variation in the disclosure levels fluctuations; consequently, it could be either positive or negative. When the variation of the disclosure is driven by disclosure costs, the voluntary disclosure will be negatively related to the cost of capital. When the variation of the disclosure is driven by factors like earnings variability, variability of liquidity of stocks or the cost of information analysis it will positively relate. 

Within the voluntarily disclosed information, in addition bad news is included. Companies include this bad news in an attempt to avoid litigation. Litigation can have a negative influence on the reputation of the company; because investors dislike negative earnings surprises, this can create reputation costs. Because the opportunity costs of managers’ time and effort taken away from value-adding activities, next to this reputation costs, litigation is costly (Field et al. 2005).
2.7 Economic consequences

By using voluntary disclosures, three main economic consequences exist. The first one is an improved stock liquidity, investors can be relatively confident that any stock transactions occur at a “fair price” at companies with a high level of voluntary disclosures. The second consequence is a reduction in the cost of capital. With less voluntary disclosures, investors will demand an incremental return for the information risk they take. Because there is less information to forecast the future payoffs from their investments, the risk exists. The third economic consequence is the increased information intermediation. More voluntary disclosures enable financial analysts to create valuable new information. However, it in addition can create a decline in the demand for the analysts’ services (Healy and Palepu 2001).

2.8 Different shareholders

Most prior research suggests that the shareholders are a uniform group that would prefer as much voluntary disclosures as possible. Recent literature shows that the shareholders are mostly qualified as one uniform group, this is however not always the case. For example, investors with concentrated ownership, a few strong shareholders that control the company (Hahn 2003), have different preferences about the amount of disclosure than other kinds of shareholders. Family companies’ often have investors with concentrated ownership; this causes a unique ownership structure. This ownership structure has important implications for the voluntary disclosure practices of family companies. The first implication is that investors with concentrated ownership have longer investment horizons than other shareholders have. Because of these family owners have fewer benefits by accelerating, timely information and they are more likely to bear potential costs as proprietary costs or costs arising from managers’ emphasis on short-term rather than long-term performance. Because of the active involvement in the company’s management results by the family owners, the problem is smaller in family companies; the second implication is that of the information asymmetry problem. Because of the subjective relation between direct monitoring and public disclosure, the demand for information from nonfamily owners to monitor managers is lower (Chen et al. 2008).
2.9 Summary
This chapter started with a description of the legitimacy and information theory, both theories support the concept of voluntary disclosures. Next, this chapter examined some literature regarding voluntary disclosures. Mandatory disclosure is described and some benefits and costs of disclosing information for companies are presented. The incentives of managers to disclose voluntarily information are presented. The information asymmetry problem is shortly examined; this difference between information availability for different parties is signaled by many as the main driver for voluntary disclosure. Prior researches including the information asymmetry problem are Healy and Palepu (2001) and Francis et al. (2008).
Voluntary disclosures have some economic consequences, the three most known are signaled and a distinction is presented between various stakeholder groups. The last part of this theoretical background is the description of different shareholders groups. The next chapter presents the legal system on financial reporting in the Netherlands. This is important because it could have an influence on the results of the research.
3 Legal system on financial reporting in the Netherlands
3.1 Introduction
The legal system concerning financial reporting in the Netherlands, the country included in the sample of this research, is presented in this chapter. Because it could have an influence on the results of the research, knowing the legal system concerning financial reporting is of importance. A more flexible reporting environment creates more room for managers for their reporting decisions. The knowledge of the legal system concerning financial reporting will in this way help to present an interpretation of the results in the empirical part of this research.

3.2 Development of the legal system
Prior to 1970, law did not regulate the financial reporting practices in the Netherlands. Regulation by law of the financial reporting practices first happened with the Accounting Act 1970. This caused public companies and large cooperative societies to require disclosure and auditing of their financial statements. Later on the act, in addition applied for public limited liability companies, private companies, cooperative associations, and mutual guarantee associations. The focus was general acceptability and that a true and fair view by the companies is presented (Camfferman and Cooke 2002). Over time some changes applied to the Accounting Act, the main cause for this is the European harmonization. Two European Guidelines had a major influence. These are the Fourth EEG-guideline, concerning the single company financial statements, and the Seventh EEG-guideline, concerning the consolidated financial statements. Separate guidelines are developed for the financial statements of financial companies, such as banks and insurance companies, and for organizations without a profit motive, such as homes for the elderly. Extensions of the regulatory are present in the so-called ‘socially acceptable requirements’
, these guidelines are developed by the Dutch Accounting Standards Board
. Another extension for the regulatory in the Netherlands was caused by the globally harmonization of the financial reporting. Stock exchange quoted companies in the EU since the financial year 2005 are obligated to use the regulations of the International Financial Reporting Standards (IFRS) of the International Accounting Standards Board (IASB) in their consolidated annual financial statements (Hoogendoorn 2010).

3.3 Title 9 Book 2 BW
The regulation concerning financial reporting is adopted in Title 9 Book 2 of the Dutch Civil Code. Title 9 Book 2 BW applies to corporations, mutual companies, private companies, limited liability companies, partnerships, limited partnerships, commercial associations, and commercial foundations. Forms of companies that are not signaled are not obligated to compose and deposit a financial report in accordance with Title 9 Book 2 BW. However, they are obligated to compose annually a balance sheet and a profit and loss statement, no content requirements for these exist (Hoogendoorn 2010).

Title 9 Book 2 BW emphasizes the basic principles of going concern, consistency, accruals, prudence, realization, and individual valuation. When this is necessary to present a true and fair view in the annual financial reports, Article 362.4 states that a deviation from the specific requirements of the Civil Code is possible. An explanation behind the reason of this deviation needs to be communicated in the notes. In the Netherlands the standards emphasizes on a clear insight in the financial position, and in the results of the firm and less on the uniformity (Klaassen and Hoogendoorn 2004).
3.4 Dutch Accounting Standards Board
In 1971 in the Netherlands the Tripartite Accounting Standards Committee was formatted, this committee consisted of the Dutch Institute of Auditors
, the Joint Employers’ Organizations, and the Trade Union Federation. In 1980, the Dutch Accounting Standards Board replaced the committee, the structure is maintained after the replacement. The Dutch Accounting Standards Board is currently composed of representatives of the providers, the users, and the auditors of the financial statements (Hoogendoorn 2010). No enforcement exists on the compliance with the Guidelines by the Dutch Accounting Standards Board; this reflects the code-based law system of the Netherlands (Camfferman and Cooke 2002).

The main purpose of the guidelines is to develop guidelines that will create annual financial reports that result in insight for an informed opinion concerning the results and, as far as possible, the solvability, and liquidity of the company. The way to create this insight is essentially in accordance with the socially acceptable requirements. Because they are dependent on place, time, and circumstances, the socially acceptable requirements change with the environment, these guidelines are flexible. The main purpose is developing and publishing of guidelines for financial reporting.

The guidelines should communicate answers to questions that arise in practice, to reach this goal while developing new guidelines the Civil Code is taken into account. Because of the other regulations such as the IFRS and US-GAAP, the guidelines are not exclusively used.
The Council for the Judiciary
 supports the Dutch Accounting Standards Board. The Council for the Judiciary deals with disputes concerning legal entities, those relating to financial statements included (Camfferman and Cooke 2002). The Council for the Judiciary will only treat a case when an interested party considers that the annual report, or a part of it, is not in accordance with Title 9 Book 2 BW. Decrees of the Council for the Judiciary can create a more detailed interpretation of an act. The Dutch Accounting Standards Board is supposed to follow these interpretations in their guidelines (Hoogendoorn 2010).

3.5 International Financial Reporting Standards
The IFRS should contribute in the development of the regulatory concerning financial reporting in the Netherlands, with the exception when they are not applicable in the Dutch environment. This contribution of the IFRS has created an almost literal translation of the IFRS in the Dutch guidelines. The expectations are that in the coming years the Dutch Accounting Standards Board will operate more independent from the IFRS and the IASB.
This is in contradiction with the intentions of the IASB; they want to create IFRS as globally accepted standards. Currently IFRS annual reports are accepted at almost every stock market (Hoogendoorn 2010).

3.6 Authority for the Financial Markets
With the introduction of the “wet inzake het toezicht op en de handhaving van de voorschriften voor financiële verslaggeving van effecten uitgevende instellingen”
 in the Netherlands on 1 January 2007, the Authority for the Financial Markets (AFM) is authorized to compare the financial reporting form listed companies with the regulatory and take action when doubts exists about the application.

When the AFM, based on public facts or circumstances, has reasonable doubt concerning the financial reporting, or a part of it, they can demand the company for more explanation. The company receives a reasonable period, stated by the AFM, to deliver them this explanation. When due to the explanation, the reasonable doubt is not vanished or by the company, no communication exists, the AFM can demand a more thorough explanation that the company should deposit within a reasonable period. In cases when the additional explanation is not sufficient or not communicated, the AFM can request the Council for the Judiciary to demand the explanation from the company (Hoogendoorn 2010).

3.7 Summary
In this chapter, the legal system for financial reporting is presented. Important institutions in the Netherlands for financial reporting are the Dutch Accounting Standards Board, the Dutch Institute of Auditors, and the Council for the Judiciary and the Authority for Financial Markets. Two parts of the regulation concerning financial reporting in the Netherlands exist; the laws stated in Title 9 Book 2 BW and the guidelines developed by the Dutch Accounting Standards Board. The next chapter will describe prior literature on voluntary disclosures and the quality of disclosures. The first part of the next chapter describes prior research concerning the association between firm characteristics and voluntary disclosures. The second part of the next chapter concerns the quality of the voluntary disclosures.

4 Prior research
4.1 Introduction
In the previous chapter elaborating on voluntary disclosures, much scientific economic literature has already passed by. This literature was mainly focused on explaining the concept of the use of voluntary disclosures. In this chapter, literature regarding firm specific characteristics in associations with disclosures will be presented. The presented literature will contribute to the development of the research design for the empirical part of this research.
4.2 Disclosure literature
4.2.1 The case of Saudi Arabia
The research of Alsaeed (2006) focuses on the extent of voluntary disclosures, the article reports on the extent of voluntary financial and nonfinancial disclosures and investigates the association with several firm characteristics in Saudi Arabia companies. The firm specific characteristics, used as independent variables, are possible to divide into three categories. The first category contains structure-related variables; the assumption is that these variables are reasonably stable and constant over time. Examples of these variables are company size and leverage, the new variable in the research of Alsaeed (2006) is company age. Market-related variables are the second category; these can vary per period or stay relatively stable. Companies will not always have control over these variables they usually are dichotomous. Dichotomous implies that they are dividable into the subcategories yes or no. Two examples of these market-related variables are industry type, manufacturing, or non-manufacturing, and audit firm size, big4 or non-big4. The third and last category is the performance related variables. These variables are specific for a certain period and accounting information users are possibly interested in the information these variables display. These categories include the profit margin, return on equity and current ratio.
Alsaeed used a disclosure checklist, which he labels as a disclosure index later on, this index does not have the intention to expand and prescribe what companies should disclose. The index consists of 20 voluntary items that are possibly included in the company’s annual report. The main purpose of the index is to capture and to measure the differences in disclosure practices between companies. The results show that the mean of the disclosure index is lower than the average.
The sample size of the research performed by Alsaeed included the 2003 annual reports of 40 firms, forming approximately 56 percent of the total firms incorporated in Saudi Arabia.

The firm specific characteristics used as proxies in the research are company size, debt, ownership dispersion, company age, profit margin, return on equity, liquidity, industry type, and audit firm size. The expectations of the research were that these firm specific characteristics would help explain the variation of the extent of the voluntary disclosure. With a multiple linear regression analysis, the associations between the level of disclosure and the firm characteristics were examined. The actual results show that only company size is a significant proxy, large companies are likely to disclose more information voluntarily than smaller companies are. The other eight proxies were not significantly associated with the extent of disclosure, so they do not explain the variation of the voluntary disclosure.
Four major limitations exist that could influence the validity of the research. First, the items chosen for the disclosure index are subjectively selected from prior research. These items are not selected based on the preferences of financial statement users; the importance from the users is not reflected in the index. The second limitation in addition concerns the disclosure index, the index only include twenty voluntary disclosure items. More or less included items could influence the results of the research. Third, the approach of the measurement may capture the whole concept of voluntary disclosures. The fourth and last limitation is the measurement of the firm specific characteristics. In particular, liquidity and debt have measured through two commonly used ratios, when other ratios have used, the results can differ. These limitations are important to consider when interpreting the results of the research (Alsaeed 2006).
4.2.2 Voluntary disclosure in the annual reports of New Zealand companies
The research of Hossain et al. (1995) empirically searches for an association between five firm specific characteristics with the extent of accounting information voluntarily disclosed by companies listed on the New Zealand Stock Exchange (NZSE). The sample consists of the 1991 annual reports of 55 companies listed on the (NZSE). The variations in disclosure policies between companies are explained according to an agency theory framework. This framework explains that agency costs occur when a separation exist of ownership and control of a company and in this situation conflicts of interest between principals and agents arise.
To measure the extent of the voluntary disclosure an index of discretionary items was developed. To measure the extent of voluntary disclosure, the disclosure index consists of a scoring sheet. Companies receive one when a disclosure item was included and a zero otherwise.
The five firm specific characteristics used in this research are company size, leverage, assets-in-place, type of auditor and foreign listing status. An Ordinary Least Square model shows that three significant variables exist, highly significant are company size and foreign listing status, leverage is marginally significant. These results are in line with the expectations from the agency theory. The other characteristics are not statistically significant; notable is that the sign for type of auditor is in the opposite direction as expected. The statistical significance of foreign listing status suggests that foreign orientated companies disclose more information than locally focused companies do. Suggested is that more information is disclosed voluntarily by larger companies, than by smaller ones. The same result according to company size has found in the research of Alsaeed (2006).
As every research, the one of Hossain et al. (1995) has some limitations. The main limitation of this research is the focus on the annual reports. A consequence of this is that the results are possibly not applicable to every form of voluntary disclosure, only for the annual financial reports. The second limitation is that the extent of voluntary disclosure is measured cross sectional from 1991 data; data from longitudinal studies could offer a more robust result (Hossain et al. 1995).
4.2.3 Drivers of corporate voluntary disclosure in Italy and in the United States
Boesso and Kumar (2006) want to examine what factors drive the voluntary disclosure practices of companies in Italy and in the United States in addition to the needs of financial markets. To measure voluntary disclosure the Index of Disclosure Quality (IDQ) is used, they argue that the quantity of disclosure alone does not create a good view of the voluntary disclosures. Consequently, in the IDQ next to the quantity several issues, that are considered important by prior researchers, are taken into account, namely quality, volume, and relative significance of disclosed items. Voluntary disclosures are in this way measured in a more refined way than only by the extent. Information provided in the management discussion and analysis section of the annual reports was used to determine the volume and the quality of voluntary disclosures. The sample used for this research consists of the 2002 annual reports of 36 companies from the list of companies that in the past have received awards for the quality of their corporate communication and 36 companies without an award listed on the Milano-Mercato Ordinario and the New-York Stock Exchange.
The variables used are divided into three categories; control variables, factors related to investor’s information needs as drives of voluntary disclosures and within-company drivers of voluntary disclosures. The first category contains the variables company size and industry membership. These variables are based on the findings of prior studies, once the relationship is confirmed they are treated as control variables. As found in the previous two researches (Alsaeed 2006 and Hossain et al. 1995), the assumption is that bigger companies will disclose more information. Reasons communicated by Boesso and Kumar (2006) for this assumption are that they have a wider ownership base and that they are more sensitive to political costs. The second category contains factors associated with investor’s information needs, examples of this factors used in the research are the level of business complexity and the level of industry instability and volatility. Prior research has shown that companies tent to disclose voluntarily more information when higher and/or rising levels of business complexity, instability and volatility exist. Information about this association with the quality of the voluntary disclosures is missing, this information will possible follow from this research of Boesso and Kumar (2006). The third category are the within-company drivers of voluntary disclosures, included are corporate governance structure, corporate emphasis on stakeholder engagement and importance of intangible asset management for the company. Of these variables, only corporate emphasis on stakeholder engagement was found as a significant predictor of the volume of voluntary disclosures. According to the quality of disclosures for Italian companies corporate emphasis on stakeholder engagement and importance of intangible asset management for the company were found significant, but for the USA companies none of the variables were significant. In confirmation with prior research the results show that company size and industry type influence the voluntary disclosures published by companies. A comprehensive model showed that company emphasis on stakeholder engagement was the variable with the strongest influence on the volume of voluntary disclosures published by companies. The main outcome of this research is that in addition to investors’ information needs, factors such as company emphasis on stakeholder management, the relevance of intangible assets, and the market complexity affect both the volume and the quality of voluntary disclosures.
The limitations in the research concern the sample of the research. The sample size is relatively small. The sample period contains of a single year that create that the generalizability of the results is more difficult, next to the period the size itself is in addition relatively small (Boesso and Kumar 2006).
4.2.4 In which way disclosure quality affects the level of information asymmetry
The research by Brown and Hillegeist (2007) examines two potential mechanisms through which disclosure quality is expected to reduce information asymmetry; altering the trading incentives of informed and uninformed investors and reducing the likelihood that investors discover and trade private information. In short, this implies that it researches the relationship of the quality of disclosures with the information asymmetry. It does not associate voluntary disclosure with firm specific characteristics, because they signal other variables that are associated with companies’ disclosure quality choices next to information asymmetry, it is still an interesting research to examine. They base their research on an examination of prior literature and include additional variables they expect to have an association with the quality of voluntary disclosures. In particular, they use the research of Lang and Lundholm (1993), that research communicates five variables that have an influence on voluntary disclosure. First, as in most of the prior research, company size is taken as a variable to relate to voluntary disclosure. Second Lang and Lundholm (1993) use ‘return’, this is the absolute value of the market-adjusted stock return. The third variable included is the absolute value of the difference between the firm’s actual earnings per share and the consensus analyst forecast, they named this ‘surprise’. The correlation between annual stock returns and annual earnings is taken as the fourth variable; they named this ‘correlation’. Capital is the fifth and last variable and has the value of one when the firm issues public debt or equity and zero when the company does not issue this. Brown and Hillegeist (2007) additionally include four variables that according to them in addition could have an influence on the quality of voluntary disclosures. Institutional ownership, measured as the percentage of shares owned by institutional shareholders, is the first additional variable. The second one is analyst, measured as the monthly average number of analysts in the annual consensus IBES
 forecast. Because the measurement of the third additional variable represents the variable owners, the natural log of the number of registered shareholders is used. The fourth and last variable for the model is earnings volatility, measured as the standard deviation of earnings scaled by assets. It is expected that companies with more volatile earnings have a greater risk of inaccurate forecast and consequently have a greater chance of litigation and reputation costs. As last two control variables are included, dispersion and leverage.
Firms evaluated by the AIMR between 1986 and 1996 were included in the sample. This resulted in 2204 firm-year observations representing 432 individual firms across 34 industries that have the required data. Those were examined by a cross-sectional analyses; this was an extended version of the EKO (Easley, Kiefer, and O’Hara) microstructure model and AIMR rankings. The results show four significantly positive variables, two significantly negative variables and four insignificant variables. The four significantly positive variables are capital, institutional ownership, analysts, and owners; this is in accordance with the expectations. The variable earnings volatility is in accordance with the expectations significant and negative, the control variable dispersion has the same sign. The variables company size, return, surprise and leverage are found insignificant by Brown and Hillegeist (2007). This is surprising because Lang and Lundholm (1993) found company size and return as significantly associated with the AIMR disclosure quality scores used in their research. A possible explanation for this difference is the addition of the variable ‘analysts’. When this variable is exclude both the variables, company size and return, are shown significantly positive. The main conclusion of the entire research is that a negative relation exists between disclosure quality and information asymmetry that is primarily caused by the latter mechanism. The negative association is stronger in settings characterized by higher levels of firm-investor asymmetry.
4.3 Quality of voluntary disclosures
The first part of this chapter presents an overview of literature that examines firm specific characteristics in association with voluntary disclosures. The quality of disclosures and in which way the quality of disclosures is possible to measure is commented before. An English dictionary defines quality as how good or bad something is and as a high standard
. However, who decides when something is good or bad? This rate of subjectivity creates that quality is a complex concept to define. Analytical studies for example define the quality of disclosures in terms of the precision of an investor’s beliefs about security value after receiving the disclosures. In other studies, the quality of disclosures is defined as the degree of self-interested bias in the disclosure or as the readability and interpretation ease of the disclosed information. In the next paragraph describes different measurements of the quality of voluntary disclosures.

4.4 Measurement of disclosure quality
Three models exist that are most often used when the quality of disclosures is researched. The three main models described by Healy and Palepu (2001) are; subjective rankings, disclosure index models and content analysis. Healy and Palepu describe the models in their research with the aim to provide a framework for analyzing managers’ reporting and disclosure decisions in a capital markets setting, and with this to identify the key research questions. The method used is a literature review. The results of their paper is that current research has generated a number of useful insights, identified many fundamental questions remain unanswered, and changes in economic environment that raise new questions for research. The three models are shortly explained in the introduction and the next paragraphs describe the models more in detail. Two minor models are described at the end of this chapter.
4.4.1 Subjective ratings
The first possible measurement is by using subjective ratings, a subjective rating is any rating that a person decided to bases on their subjective reaction or opinion, their feelings, desires, priorities etc
. In the case of disclosure, the ratings are based on analysts’ perceptions of the quality of disclosures. The Association of Investment Management and Research (AIMR) published rankings for US companies till 1997, after ranking fiscal year 1995. These rankings were unique for the US; other countries don not have similar rankings (Beattie et al. 2004). Beattie et al. (2004) use a content analysis to develop disclosure metrics to facilitate research into voluntary disclosure and quality.

4.4.2 Disclosure index models
Disclosure indices use extensive lists of selected items that are possibly disclosed in company reports. The amount of disclosure on specified topics is often taken as a proxy for the quality of disclosure. The simplest form of a disclosure index is one that divides the number of information items disclosed by the total number of applicable information items. (Beattie et al. 2004). Marston and Shrives (1991, 195) underscore that the index score “can give a measure of the extent of disclosure but not necessarily the quality of disclosure”. The reliability of index scores depends on whether replication of the results by another research is possible consequently; the rankings should include a lowest level of subjectivity as possible. If the index score shows what the researchers intended, they qualified it as valid. They conclude that, while always some subjectivity is included, the disclosure indices are a valuable research tool that is often used in disclosure researches. They reached this finding in their literature review with the aim to bring together and summarize a selection of projects that have employed disclosure indices and to comment on the work. The main finding of the research is that the construction of an index is a difficult matter that generally involves subjective judgment on the part of the researchers. An example of a disclosure index model is the one constructed by Botosan (1997); her research uses an index with three levels, quantified, qualitative, and no disclosures. Robb et al. (2001) in addition use three but different levels in their index for non-financial disclosures; none, some and extensive disclosures. In the results of their research, they state that differences in disclosure levels for particular non-financial information categories are explained by firm size, industry classification, the degree of geographic dispersion and country of domicile (Beattie et al. 2004).
4.4.3 Content analysis
Content analyses view data as representations of texts, images, and expressions that are created are seen, read, interpreted and acted on for their meanings, and should consequently perform an analysis with such uses in mind. Because they analyze texts in the contexts of their use, content analyses are distinguished from other inquiry methods (Krippendorff 2004). A content analysis is performing either computer-aided or human-coded. With a coding, the analysis and the interpretation can adopt different forms. This can vary on a scale from purely qualitative and verbally descriptive methods to primarily quantitative methods that permit statistical analysis.
It is likely that the amount of disclosure, relative to the expected amount based on the company’s size and complexity, is the primary dimension of the quality of the disclosures. According to this it is argued that companies that disclose more in addition have a greater quality of disclosures when all other things are equal (Beattie et al. 2004).
4.4.4 Other methods
Studies that quantify the cognitive difficulty of text are called readability studies. Most of these studies use readability formula such as the Flesch index. The Flesch index is based on the combination of sentence length and word syllable count. Such readability studies are used to measure the quality of disclosures. Next to these readability studies, in addition so-called linguistic analyses exist. This method is characterized as a possible alternative for readability studies. The main difference is that a texture index is used; this index captures a richer set of text characteristics than the readability scores. Because of this richer set of text characteristics the texture index cannot associate with readability scores (Beattie et al. 2004).
4.5 Limitations of disclosure quality studies
Several studies listed next to the advantages of the measurements of the disclosure quality in addition some disadvantages. Beattie et al. (2004) identify two fundamental limitations of the measurements of the quality of disclosures. The first limitation signaled is that most of the methods are one-dimensional; because disclosure is a complex, multi-faceted concept this is qualified as a limitation. One-dimensional methods imply that they only distinguish the disclosure in certain topics it would be two-dimensional when next to this in addition a distinction is used between three types of attributes. Attributes proposed by Beattie (2000) are; historical/forward-looking; financial/non-financial and quantitative/non-quantitative. The second limitation according to Beattie et al. (2004) is that many measurements causes a partial research, this because a selection is made of sections, issues or items. It is signaled that to their best knowledge no detailed analysis exist of the entire narrative content of corporate annual reports. Next to these two fundamental limitations, other limitations are the rate of subjectivity involved in coding schemes and that the measurements are often highly labor-intensive in the data collection and analysis. Like Beattie et al. (2004) Marston and Shrives (1991) signal the problem of subjectivity, according to them, it is impossible to exclude totally subjectivity and consequently the disclosure scores, and their subsequent use in testing hypotheses is impossibly viewed uncritically. Core (2001) recognizes the problem of subjective judgment only as a minor limitation of the measures of the quality of voluntary disclosure. According to Core (2001), the major problem is that they are so labor-intensives that they are only feasible for small samples. Core suffers from this limitation in his research that is aimed to present a more focus view of the disclosure literature and to present alternative explanations for some of the results discussed by Healy and Palepu (2001) and communicate specific suggestions for further research. A discussion and the use of the corporate finance theory to expand on and to provide an alternative analysis of the voluntary disclosure literature are used to reach this goal. The results show that endogeneity problems and measurement error problems exist. These create difficulties for the voluntary disclosure literature difficult and create that literature is a promising area for further research.

Healy and Palepu (2001) define separate limitations for three proxies for voluntary disclosure; management forecasts, metrics based on the AIMR database and self constructed measures. First, management forecasts as a proxy for voluntary disclosures has as limitation that although this method is likely to increase the power of the tests, because its accuracy can be easily verified, the findings may not generalize to other forms of voluntary disclosure.

Second for the AIMR rankings, it is unclear in which way companies included in the rankings is selected and what biases they create to the rankings. The precise construction of the rankings is somewhat unclear. Not signaled by Healy and Palepu (2001) but in addition a major limitation is that these rankings are developed till 1997, with the book year 1995, this causes that no research of recent years is possible with the AIMR rankings (Beattie et al. 2004). Brown and Hillegeist (2007) use the AIMR rankings in their research; a limitation they signal is that most of the companies included in the rankings are large, industry-leading companies with high analyst following that have more uniform levels of disclosure quality compared to other companies. This restricts the variation in samples as well as the size and the significance of the results (Brown and Hillegeist 2007).

The third method signaled by Healy and Palepu (2001) are self-constructed measures, these measures often include a judgment on the part of the researcher consequently, they are difficult to replicate the results. Most of the self-constructed measures take annual reports or other public documents, other disclosures are often omitted from the analyses. The last limitation signaled is the problem of endogeneity; this is valid for more of the methods. The endogeneity problem concerns the correlation between an independent variable and the error term
. The example presented by Healy and Palepu (2001, 427) is as follows: “firms that have public capital market transactions are also likely to be facing changes in their investment opportunity sets. It is then difficult to assess whether the relation between high levels of disclosure and increases in disclosure for these firms is attributable to the public issue per se, or to other changes that the firm is experiencing”.

4.6 Hypotheses development
The review of the prior literature has shown research performed on the association between firm specific characteristics and the voluntary disclosures. Not all the signaled prior literature examined the relation with the quality of voluntary disclosures; some examined the association with the amount of voluntary disclosures. Others communicate to examine the quality of voluntary disclosures and use the amount of voluntary disclosures as a proxy for the quality. In the development of the hypotheses, a selection is used of prior used firm specific characteristics to realize an association with the quality of voluntary disclosures.

4.6.1 Firm specific characteristics
Prior research examined the association between company size and the voluntary disclosures multiple times, this is for example performed by Alsaeed 2006, Hossain et al. 1995 and Brown and Hillegeist 2007. The association between leverage and the voluntary disclosures is used in the same three researches. A significant positive relationship is mostly found between leverage and voluntary disclosures. Because these two firm specific characteristics, company size and leverage, are researched multiple times, this research will use them as control variable. The independent variables in this research are selected from or based on prior research. Measurability and prior research results are taken into account while selecting the firm specific characteristics. The chosen firm specific characteristics are described in the development of the hypotheses and in the research design.

4.6.2 Hypotheses
Company age is included as a variable in the voluntary disclosure research of Alsaeed (2006). The association used in that research is that longer existing companies have improved their disclosure practices over time and consequently have a higher quality of the voluntary disclosures. In their research of the disclosure practices of family companies, Chen et al. (2008) included companies’ age as a control variable. They argue that family companies are on average younger than non-family companies are and that this could have an influence on the disclosure practices. The disclosures practices vary, according to Chen et al. (2008), with the maturity of the public relation. Their results show a negative coefficient for company age; this indicates that younger companies are less likely to disclose management forecasts. These assumptions result in the following hypothesis:

Hypothesis 1

Older companies are expected to have a higher quality of the voluntary disclosures than younger companies have.

The second hypothesis concerns the association between the quality of the voluntary disclosures and the industry of the company. Boesso and Kumar (2006) in their research use industry membership as a control variable. They argue that voluntary disclosures are more frequent and comprehensive in some industries than in others. According to them utility and financial services companies are likely to publish more voluntary disclosures. Based on the research of Patten (1992) they state that the reason for this is the difference in proprietary costs across industries. Alsaeed (2006) argues that due to the specific characteristics of companies the disclosure level should vary across industries Cooke (1992) supports this assumption. The research of Cooke (1992) shows that Japanese manufacturing companies tend to disclose more than non-manufacturing companies do. Because these companies are more accustomed to the disclosure practices, companies that disclose more are likely to have a higher quality of the voluntary disclosures. This creates the following hypothesis:

Hypothesis 2

Companies in the manufacturing industry will have a higher quality of the voluntary disclosures than companies in other industries have.

The third hypothesis concerns the influence of company performance on the quality of the voluntary disclosures. Company performance is measured by using the return on assets (ROA) of the company. This association is not investigated in the before commented research. The assumption is after the prior researches, although those did not include the company performance as variable, that company performance could have an influence on the quality of the voluntary disclosures. High performing companies are more like to have more shareholders, to inform these shareholders these high performing companies have to disclose more information. Another reason why better performing companies are more likely to have a higher quality of the voluntary disclosures is that these companies want to signal its condition to the market (Camfferman and Cooke 2002). This could create a higher quality of the voluntary disclosures. Consequently, the following hypothesis is stated:

Hypothesis 3

A positive association exists between the company performance and the quality of the voluntary disclosures.

The fourth hypothesis examines the association between the liquidity of the company and the quality of the voluntary disclosures. Liquidity is a measurement for the company’s ability to fulfill its short-term liabilities. The current ratio is a well-known measurement for liquidity although it does not cover all the aspects of liquidity (Alsaeed 2006).

Just as with the company performance, companies with a stronger ratio could have a greater incentive to disclose and show the market the company’s condition, these companies are expected to have a higher quality of the voluntary disclosures. On the other hand, companies with a weaker ratio could have the incentive to disclose more to inform their shareholders. Prior research is indecisive about the association; consequently, it is interesting to research this for the Netherlands (Alsaeed 2006, Camfferman, and Cooke 2002). The association for this research is that companies with a weaker ratio will have a higher quality of the voluntary disclosure to inform their shareholders. This creates to the following hypothesis:

Hypothesis 4

A negative association exists between the liquidity and the quality of the voluntary disclosures of companies.

4.7 Summary
In the first part of the chapter, a thorough review of prior research on firm specific characteristics in association with voluntary disclosure has presented. The papers of Alsaeed (2006), Hossain et al. (1995), Boesso, and Kumar (2006), and Brown and Hillegeist are presented. The table at the end of this chapter will present the main purposes and outcomes of the researches performed in these four researches.
The second part of the chapter concerned the quality of voluntary disclosures. An overview is presented of the possible measurement methods for the quality of voluntary disclosures.
In the third part of this chapter the hypotheses for the research are developed. Four hypotheses are developed, relating to the commented prior research in this chapter. The following chapter describes the research design. In this chapter the research approach, methodology, measurement of variables, and the data collection are presented.
	Author(s)
	Object of study
	Sample
	Methodology
	Outcome

	Alsaeed, 2006
	Assess the level of disclosure in the annual reports of non-financial Saudi firms, and investigate empirically the hypothesized impact of several firm characteristics on the extent of voluntary disclosure.
	The 2003, annual reports of 40 firms, forming approximately 56 percent of the total firms incorporated in Saudi Arabia
	A disclosure checklist consisting of 20 voluntary items was developed to assess the level of disclosure. Multiple linear regression analyses were used to examine associations between the level of disclosure and some firm characteristics.
	The mean of the disclosure index was lower than average. Firm size is significantly positively associated with the level of disclosure, the remaining variables were found to be insignificant in explaining the variation of voluntary disclosure.


	Hossain, Perera & Rahman, 1995


	Empirically examine the relationship between five firm-specific characteristics and the general level of accounting information voluntarily disclosed.
	The 1991 annual reports of 55 companies listed on the New Zealand Stock Exchange (NZSE).
	To gauge the extent of voluntary disclosure by companies a disclosure index is used. An Ordinary Least Square model was used as a multivariate test to assess the effect of each individual variable on voluntary disclosure.
	Firm size, foreign listing status, and leverage are significantly related to the extent of voluntary disclosure, assets-in-place and type of auditor are not significantly explanatory variables.

	Boesso & Kumar, 2006
	Examine what factors in addition to the needs of financial markets drive the voluntary disclosure practices of companies in Italy and the United States.
	The 2002 annual reports of 36 companies from the list of companies that in the past have received awards for the quality of their corporate communication and 36 companies without an award listed on the Milano-Mercato and the New-York Stock Exchange.

	Information provided in the management discussion and analysis section of the annual reports was content analyzed to determine the volume and the quality of voluntary disclosures.
	In addition to investors’ information needs, factors such as company emphasis on stakeholder management, relevance of intangible assets, and market complexity affect both the volume as well as the quality of voluntary disclosures.

	Brown & 

Hillegeist, 2007
	Examine two potential mechanisms through which disclosure quality is expected to reduce information asymmetry; altering the trading incentives of informed and uninformed investors and reducing the likelihood that investors discover and trade on private information.
	Firms evaluated by the AIMR between 1986 and 1996. This results in 2204 firm-year observations representing 432 individual firms across 34 industries that have the required data.
	Cross-sectional analyses; extended version of the EKO microstructure model and analysts’ evaluations of disclosure quality (AIMR rankings).
	The negative relation between disclosure quality and information asymmetry is primarily caused by the latter mechanism. The negative association is stronger in settings characterized by higher levels of firm-investor asymmetry.

	Author(s)
	Title
	Object of study
	Methodology
	Outcome

	Beattie, McInnes and Fearnley, 2004
	A methodology for analyzing and evaluating narratives in annual reports: a comprehensive descriptive profile and metrics for disclosure quality attributes.
	Develop disclosure metrics to facilitate research into voluntary disclosure and quality.
	Content analysis.
	The research is exploratory in nature and hence the suggestions made are tentative and incomplete.

	Healy & Palepu, 2001
	Information asymmetry, corporate disclosure, and the capital markets: A review of the empirical disclosure literature.
	Providing a framework for analyzing managers’ reporting and disclosure decisions in a capital markets setting, and identifying key research questions.
	Literature review.
	Current research has generated a number of useful insights, indentified many fundamental questions remain unanswered, and changes in economic environment that raise new questions for research.

	Core, 2001
	A review of empirical disclosure literature: discussion.
	Focus view of the disclosure literature and alternative explanations for some of the results discussed by Healy and Palepu (2001) and specific suggestions for further research.
	Discussion, it uses the corporate finance theory to expand on and to provide an alternative analysis of the voluntary disclosure literature.
	Endogeneity problems and measurement error problems that make voluntary disclosure literature difficult and makes this literature a promising area for further research.

	Marston & Shrives, 1991
	The use of disclosure indices in accounting research: a review article.
	Bring together and summarize a selection of projects that have employed disclosure indices and to comment on the work.
	Literature review.
	Construction of an index is a difficult matter that generally involves subjective judgment on the part of the researchers.


5 Research design
5.1 Introduction
In the previous chapters, the theoretical part of this research has been presented. Next, prior research related to the subject has been examined and hypotheses have been developed. In this chapter, to test the hypotheses, the empirical part of the research is provided. Because the disclosure index model is the method used in this research, the next paragraphs explain in which way an index is constructed according to Marston and Shrives (1991). Next, the measurement of the quality of the voluntary disclosures in this research is explained, followed by the measurement of the variables. Next paragraphs describe the sample size and period and the method of data collection. The end of this chapter describes the analysis of the data. 
5.2 Constructing a disclosure index
A disclosure index is the method of measurement used in this research, for this reason the next parts elaborate the construction of a disclosure index.

Using existing indexes in performing research is a possibility; the advantage of this choice is that direct comparison with prior research is possible. Despite these advantages, researchers construct their own indexes, in constructing this indices they use experiences of prior researchers (Marston and Shrives 1991). Marston and Shrives (1991) describe in which way a disclosure index is possibly constructed; next paragraphs explain this. In the development of new ways of documenting disclosure practices two main possibilities exist, identifying dimensions of disclosure quality, and exploring possible measurement proxies. First, the development could serve as a practical tool; it could for example serve as a benchmark of the current practices. Second, more research questions, and tests with a richer set of objective measures of disclosure are possible (Beattie et al. 2004).

5.2.1 Selection of items

The first step in constructing a disclosure index is the selection of the items. A great number of items exist that are possibly disclosed. The selection of the items is supposed performing to practical reasons, for example the measurability of the items.

Different groups might value items differently, what is important for one stakeholder group is possibly irrelevant for another. This causes that the shareholder groups, on which the index focuses, are definable for the selection of the items. Because of this, researchers try to select the items that are important for a certain stakeholder group. A problem that could arise from using this method is creating consensus within the stakeholder groups, all the shareholders in the group should value every item equally. A major part of the research performed focuses on financial analysts as shareholder group.
Next to investigating a certain shareholder group the selection of the items is possibly performed according to a literature review. To select properly the items for the disclosure index, most studies in addition include a survey of a relevant user group (Marston and Shrives 1991).

5.2.2 Weighting the items or not

After selecting the items for the index, an option is to assign different weights to the different items. The weights indicate the importance of an item in relation to the others. Researchers that include a large number of weighted items could expect to have the same score as when the items were not weighted. Research performed relating to the difference between weighted and not weighted score are indecisive whether a difference exists. Users of not weighted score argue that a broader group of stakeholders is reached by using not weighted scores, this because different groups attach different weights to different items. Consequently, it is probably useful to both calculate not weighted and weighted scores when using a weighted index, this will show the effect of the weighting. Marston and Shrives (1991) describe this in their research to bring together and summarize a selection of projects that have employed disclosure indices and to comment on the work.

Alsaeed (2006) argues that no significant difference exist between weighted and not weighted disclosure scores. According to him a higher level of subjectivity is involved when weights are used, for example respondents are from different countries or they have unknown preferences for specific disclosure items. Boesso and Kumar (2006) argue that assigning different weights to different types of information is theoretically justified and more researchers have advocated an approach with weights. This because several researches have qualified certain items as more important than others, for example Guthrie and Pettie (2000).

5.3 Measurement of the quality of the voluntary disclosures

This chapter started with the explanation in which way to construct a disclosure index. To measure the quality of the voluntary disclosures in this research, a self-constructed disclosure index is established. According to the explanation of the construction, first the selection of the items for the index is necessary. Selection of the items is done according to prior researches that used disclosures index, these are; Meek et al. (1995), Botosan (1997), FASB (2001), Robb et al. (2001), Hail (2002), Naser and Nuseibeh (2003), Alsaeed (2006) and Francis et al. (2008). The selection is based on prior research and the measurability of the items. The selected items are categorized into four categories, background information, financial information, non-financial information, and forward-looking information. The items are retrieved by searching the annual reports, items that are included are rewarded with one point, and items that are not included receive no points. Several words are used to search for the items in the annual reports next to the names of the items. The items in the category background information are retrieved by viewing the table of contents and the first pages of the annual report, no particular words were used to search for these items. Consequently, these are not included in the table with specific search words. All the categories, their items and specific search words of the voluntary disclosure index are reflected in the disclosure index in appendix A.
The next step is to decide to use weighted items or not. Prior literature is indecisive about the importance of weighted items. In this research not weighted items are used, this because prior research argues no significant difference exists between disclosure scores which are weighted and which are not weighted (Alsaeed 2006). Marston and Shrives (1991) in addition argue that different groups attach different weights to different items that is a reason not to weight the items. All the items with their points together result in a score of the quality of the voluntary disclosures. The constructed regression formula uses this score (QVD). 
5.4 Measurement of the variables

A regression model will measure the effect of the firm specific characteristics on the quality of the voluntary disclosures. As stated in the prior research many different firm specific characteristics exist that might have an influence on the quality of the voluntary disclosures. Next to the variables, that might have an influence, in the regression formula includes two control variables. Prior research has shown that these two variables have a significant association with the voluntary disclosures. The next control and independent variables, for this research are selected:

Company size

In this research, company size is used as a control variable. The association between company size and the voluntary disclosures is supported by the researches of Alsaeed (2006), Hossain et al. (1995), and Brown, and Hillegeist (2007). These researches found a significant positive relationship between company size and the voluntary disclosures, this implies that larger companies disclosure more voluntary information than smaller companies do. Company size is possibly measured by the book value of total assets, natural log of the total assets, and the number of employees of the company. This research uses the natural log of the total assets as the measurement for the company size. 

Leverage

The second control variable used in this research is leverage. Leverage is possible qualified as the level of risk within the company. The association between leverage and voluntary disclosures is most of the times found significant and positive. This association is supported among others by the researches of Hossain et al. (1995), and Ahmed and Courtis (1999). Hossain et al. (1995) argue that companies with higher leverage are more likely to disclose more voluntary information. The reason for this is that these kinds of companies want to provide potential and existing equity and debt investors with more information, so they can carefully evaluate the company. Alsaeed (2006) argues that the provision of more information is necessary to satisfy the needs of the creditors, this because of the capital structure of the company. Leverage is possible measured in different ways. The measurement chosen in this research is total liabilities divided by total equity.

Company age

The first hypothesis states the association between the firm specific characteristic company age and the quality of the voluntary disclosures. As argued in the hypotheses development the researches of Alsaeed (2006) and Chen et al. (2008) research the same association. They both use the log of the company age in years as measurement in their research. This research uses, similar to the prior researches, the log of company age in years as the measurement. 

Type of industry

The industry a company operates in can have an influence on the quality of the voluntary disclosures. A possible reason for this is the frequency and the comprehensiveness of voluntary disclosures in different industries (Boesso and Kumar 2006). The research of Boesso and Kumar uses a dummy variable for the industry type this includes five different industries. The research of Patten (1992) uses the distinction between three different industries. This research will follow the example of Alsaeed (2006), using the distinction between two different types of industries. Companies that operate in the manufacturing industry receive one and companies form other industries receive a zero.

Company performance

Company performance is the firm specific characteristic used in the third hypothesis. Prior research does not use this firm specific characteristic, consequently no examples for this measurement exist. The measurement chosen in this research is the return on assets (ROA). The ROA is calculated in the Orbis database by dividing the profit or loss for the period by the total assets and multiplying this by 100. 
Liquidity

The last hypothesis includes liquidity as a firm specific characteristic. The liquidity is measured by the current ratio that is calculated by the ratio between the current assets and the current liabilities. To review the ability of companies to fulfill their current obligations and to determine the level of risk, the current ratio is a well-known measurement of the liquidity used by short-term lenders and suppliers (Camfferman and Cooke 2002). The current ratio in addition is used by Alsaeed (2006) as measurement for the liquidity of companies. This although he argued that it does not cover all the aspects of liquidity.

5.5 Data analysis

Based on the hypotheses the next regression analysis is established:

QVD = β0 + β1 ·lnAGE + β2 ·TYPE + β3 · PERF + β4 · LIQ + β5 · lnSIZE + β6 · LEV + ɛ

QVD = quality of the voluntary disclosures
lnAGE = natural log of the company’s age
TYPE = industry type, manufacturing of non-manufacturing
PERF = company performance
LIQ = liquidity
lnSIZE = natural log of the company size
LEV = leverage
ɛ = error term

In this regression formula, the QDV indicates the quality of the voluntary disclosures, the value of QVD is the score of the company according to the voluntary disclosure index. The control variables of the regression formula are SIZE and LEV. From the first hypotheses the variable AGE follows, this indicates the age of company. The expectation is that a positive association exists between the company age and the quality of the voluntary disclosures; this would cause a significant and positive β1. The second hypothesis indicates a positive association exists between the manufacturing industry and the quality of the voluntary disclosures of the companies that operate in this industry. For this hypothesis the variable TYPE in the regression formula is included, this variable has the value of one when the company operates in the manufacturing industry and the value of zero otherwise. If the expectation, that companies in the manufacturing industry have a better quality of the voluntary disclosures, is true a significant and positive β2 exists. The association between the company performance and the quality of the voluntary disclosure is used in the third hypothesis; the variable is indicated with PERF in the regression formula. Better performing companies are assumed to have a better quality of the voluntary disclosure this would create a significant and positive β3. The last variable included is LIQ this variable indicates the liquidity. The association is that companies with a lower liquidity rate will have a higher quality of the voluntary disclosures; this would create a significant and positive β4.
5.6 Sample size and period

The sample included in this research contains of non-financial companies listed in the Netherlands. Data collection for most of these companies is possible and all these companies are required to use IFRS. Because they often have different financial accounting rules than non-financial companies, in addition, sometimes they have special regulations, for this reason, financial companies are excluded from the sample (Jiang and Anandarajan 2009). Next to this, because of their different business activities, Hossain et al. (1995) argue financial and non-financial companies are not quite comparable. A list with the selected companies is included in appendix B. The sample consists of several years, 2005 till 2009, multiple years are included to research the possible differences in industries. 
5.7 Data collection

The data used in this research is collected through three main sources. The data for the quality of the voluntary disclosures and for most of the firm specific characteristics used in the hypotheses is collected from the annual reports from 2005 until 2009. This creates an up-to-date research. The annual reports of the companies are subtracted from the company.info database. The data for the firm specific characteristics company age and type of industry are collected from company.info. For the company age, several dates are available; this research uses the year stated after foundation date
. The type of industry is divided into manufacturing and non-manufacturing industries. For the collection of the data of the other firm specific characteristics, the Orbis database is used. For the leverage ratio, the total assets and the total equity were subtracted from Orbis and then divided.
5.8 Summary

This chapter described the method that is used for this research. First, it presents a description in which way to construct a disclosure index based on prior researches. Based on this information the construction of a voluntary disclosure index was established. From this voluntary disclosure index, a score will follow that is used in the regression formula described in the data analysis. The sample size and the period, and in which way to collect the data for the sample in addition in this chapter is commented. The following chapter presents the results from the performed empirical research.
6 Results and analysis
6.1 Introduction
This chapter includes the results from the empirical research; the descriptive statistics of the research performed and the validity of the model are assessed according to the assumptions for drawing a conclusion based on a regression analysis presented by Field (2005). Next, it presents the results of the multiple regression. In accordance with these assumptions, an analysis of these results relating to the stated hypotheses will follow. The quality of the voluntary disclosure score on which the empirical results are based are included in appendix C. All the tables used in this chapter and more are included in appendix D. The last page of the research includes a disk with all the data used in this empirical research.
6.2 Descriptive statistics
Table 1 presents the descriptive statistics of the variables used in the regression formula. 
Table 1
	Descriptive Statistics

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	QVD
	280
	3
	13
	8,20
	1,586

	lnAGE
	280
	1,60944
	5,15329
	3,4627780
	,84941527

	TYPE
	280
	0
	1
	,51
	,501

	PERF
	275
	-56,77
	41,79
	6,8174
	11,64455

	LIQ
	277
	,10
	5,31
	1,4965
	,78539

	lnSIZE
	277
	8,48157
	17,34613
	13,3053912
	1,98482032

	LEV
	277
	,03621
	11,66404
	1,7461682
	1,48861745

	Valid N (listwise)
	275
	
	
	
	


The score of the quality of the voluntary disclosures varies from 3 to 13. The overall mean of the score is 8.20; this implies that on average about 8 of the 19 items of the index in the annual reports of the companies in the sample were included. For the variable TYPE, 1 was used when the company is acting in the manufacturing industry and 0 otherwise. The frequency table in appendix D presents 143 annual financial statements of the manufacturing industry and 137 financial statements are of other industries. This resulted in a mean for the variable TYPE of 0.51. The samples includes 61 companies that had the required annual reports, all the reports of 2005 till 2009, and most of the other data needed for the multiple regression analysis. Table 1 presents that data for the variables PERF, LIQ, lnSIZE and LEV is missing, this data was not available in the Orbis database. Next to data that was not available from the Orbis database, in addition some observations were excluded. This because they were outliers that create that the data are not normally distributed. With the exclusion of these observations, the data is normally distributed.
6.3 Assessing the validity of the model
Before proceeding to the results of the regression analysis, the validity of the model is assessed. Field (2005) provides a list of assumption need to be true before drawing conclusions about a population based on a regression analysis performed with a sample. The most important assumptions in this list are will comment next.

The independent variables used in the regression analysis should all have some variation in their value; consequently, the variables are not allowed to have a value of zero. None of the independent variables used in the regression of this research has a variation of zero.

The next assumption regards that it is not allowed to have a perfect linear relationship between two or more of the independent variables, no multicollinearity is allowed. This implies that no high correlation is allowed between the independent variables. To check this assumption two tests are possible, the Pearson’s correlation and the variance inflation factor (VIF). Both tests for this research are performed, the results of the tests are presented in appendix D. Correlations of 80% or higher are reasons of concern, the table presents no correlation of 80% or higher. Regarding the VIF values, these are presented in the Coefficients table of the regression analysis, all are below 10 and the tolerance statistics are all above .2, the conclusion can be drawn that within the selected data no multicollinearity exists.
The next assumption is for homoscedasticity, this implies that at each level of the independent variables, the variance of the residual terms should be constant; the variables should have the same variance. According to the scatterplot, no reason exists to assume otherwise than homoscedasticity.

The Durbin-Watson test is a test for serial correlation between errors. The assumption is that no dependent or correlated residual terms are allowed, for any two observations the residual terms should be uncorrelated. This is in addition described as a lack of autocorrelation. The results from the Durbin-Watson test are presented in the Model Summary in appendix D. This shows a value of 2.015 the closer this value is to 2, the more reason exists to assume that no autocorrelation exists. The Durbin-Watson value of this research is very close to 2; consequently, the reason exists to assume that the residual terms are uncorrelated and independent.
The next assumption is concerning normally distributed errors, this implies that the residuals in the model are random, normally distributed and with a mean of 0. When this is the case, the differences between the observed data and the model are zero or close to zero, greater differences only happen occasionally. The independent variables (predictors) of the model are not assumed to be normally distributed (Field 2005). As presented in appendix D the errors of this research are normally distributed. Consequently, these assumptions and the corresponding tests imply that the model used is valid and reliable.
6.4 Multiple regression results
The results of the regression are presented in table 2 at the end of this paragraph and in appendix D.
Table 2

	
	
	Model
	Summary
	

	R
	R2
	F
	Sig.
	Durbin-Watson

	,304a
	,092
	4,547
	,000
	2,015


The model summary presents the value of R2 this value presents how much of the variability in the outcome is accounted for by the independent variables. The model presents a R2 of .092 this implies that the independent variables account of 9.2% of the variation in the quality of the voluntary disclosure score. This in addition means that 90.8% of the variation in the quality of the voluntary disclosure score is not accounted for by the independent variables chosen in this research. The ANOVA table shows an F-value of 4.547 (Sig. = .000), this statistically supports the significance of the model. Although not all the independent variables are significant, the entire model is statistically significant. 

Next, the results presented in table 3 will relate with the hypotheses.

Table 3
	
	
	
	Coefficientsa
	
	
	

	Model
	
	Unstandardized
	Coefficients
	Standardized
Coefficients
	

	


	
	
	B
	Std. Error
	Beta
	t
	Sig.

	1
	(Constant)
	5,147
	,731
	
	7,046
	,000

	
	lnAGE
	,215
	,116
	,117
	1,853
	,065

	
	TYPE
	,243
	,194
	,077
	1,254
	,211

	
	PERF
	,019
	,008
	,142
	2,300
	,022

	
	LIQ
	,055
	,128
	,027
	,429
	,669

	
	lnSIZE
	,146
	,053
	,184
	2,730
	,007

	
	LEV
	-,001
	,069
	-,001
	-,014
	,989


a. Dependent Variable: QVD

The column B provides the estimates for the β-values of the regression formula. These values indicate the individual contribution of each predictor to the model. Replacing the β-values by the values in the regression formula provides the following:


QVD = β0 + β1 ·lnAGE + β2 ·TYPE + β3 · PERF + β4 · LIQ + β5 · lnSIZE + β6 · LEV + ɛ
QVD = 5.147 + 0.215 ·lnAGE + 0.243 ·TYPE + 0.019 · PERF + 0.055 · LIQ + 0.146 · lnSIZE - 0.001· LEV 
Next, the significance of the variables used in this regression formula will be assessed. In addition, an  explanation will communicate what the sign of the coefficient implies and what a possible explanation for the sign of the coefficient is.

Company Age
The first stated hypotheses assumed the association between the company age and the quality of the voluntary disclosures.

Hypothesis 1: Older companies are expected to have a higher quality of the voluntary disclosures than younger companies have

This would mean that the coefficient has a positive coefficient. The empirical results present a significantly positive coefficient for the variable lnAGE (0.215), suggesting that the older companies included in this research have a higher quality of the voluntary disclosures, with the natural log of the company age as measurement. The coefficient is significant on a confidence level of 90% (0.065 < 0.10). This implies that the hypothesis should not be rejected. A possible explanation for older companies to have a higher quality of the voluntary disclosures is that these companies improved their disclosure practices over time (Alsaeed 2006). The results in addition, are supported by the research of Chen et al. (2008) that argue that the disclosure practices of companies vary with the maturity of the public relation.
Type of industry
To research the association between the industry type of the company and the quality of the voluntary disclosures the distinction between two types of industries, the manufacturing industry, and other industries is used.
Hypothesis 2: Companies in the manufacturing industry will have a higher quality of the voluntary disclosures than companies in other industries have.

A conformation of the hypothesis would result in a positive coefficient for TYPE. The results present a positive coefficient (0.243) in addition it presents that it is insignificant (0.211 > 0.05). Consequently, the hypothesis should be rejected. This implies that there is no significant relationship between type of industry and the quality of the voluntary disclosures. The type of industry has therefore no influence on the quality of the voluntary disclosures. 
Company performance
The variable of company performance was not yet included in prior research. The stated hypothesis made the association between the company performance and the quality of the voluntary disclosures.

Hypothesis 3: A positive association exists between the company performance and the quality of the voluntary disclosures. 
A positive coefficient for the variable PERF would support these expectations. The empirical results present that the coefficient of PERF in this model is significant and positive (0.019, 0.022 < 0.05). This implies that the hypothesis should not be rejected. Not rejecting the hypothesis indicates that the higher performing companies included in this research have a higher quality of the voluntary disclosures than less performing companies, according to company performance measured by the ROA. A possible explanation for the higher quality of the voluntary disclosures for better performing companies is that they want to signal their condition to the market (Camfferman and Cooke 2002).
Liquidity
The last independent variable included in the model is liquidity. Based on prior research the hypothesis was formulated. 
Hypothesis 4: A negative association exists between the liquidity and the quality of the voluntary disclosures.
When the model supports this assumption, it would result in a negative coefficient for LIQ. The results present an insignificant positive coefficient for LIQ (0.055, 0.669 > 0.05). Next to the fact that the variable is insignificant, the coefficient is positive while it was expected to be negative. The empirical results indicate that the hypothesis should be rejected and that no relationship exists between the liquidity and the quality of the voluntary disclosures. A possible explanation for the positive coefficient is that the companies included in the sample prefer to finance their assets with equity (Alsaeed 2006). Another possible explanation is that companies with a stronger liquidity ratio have a greater incentive to report their condition to stakeholders and the market. This is possible to result in higher quality of the voluntary disclosures. Because the variable is insignificant based on this results no conclusions are possible. 
Control variables

The control variables included in this research are company size and leverage. Company size is measured by the natural log of the total assets and is expected to have a positive coefficient. The results are consistent with these expectations; this implies that bigger companies have a higher quality of the voluntary disclosure. The coefficient is positive and significant (0.146, 0.007 < 0.05). This is in accordance with the findings of Alsaeed (2006), Hossain et al. (1995), Brown, and Hillegeist (2007). The other control variable, leverage, is found to be negative and insignificant -0.001, 0.989 > 0.05). This is not in conformity with the expectations prior research found the variable significant and positive. A possible explanation for the different results in this research and prior researches is the measurement of the leverage ratio. Leverage is possible measured in different ways, in this research total liabilities divided by total equity was chosen.
6.5 Summary
This chapter showed the statistical analysis for this research. The descriptive statistics of the analysis are presented in the first part of this chapter. These showed the amount of companies and observations included in this research. The validity of the model was assessed by the list of assumptions presented by Field (2005); the conclusion drawn from these assumptions is that the used model is valid and reliable. Next, the results of the multiple regression were presented, the research presented that the independent variables company age and company performance are positive and significant, this is in conformity with the expectations. The other two independent variables, industry type and liquidity, are found insignificant. Consequently, for these variables based on the used model no conclusions are possible. The next chapter will present a conclusion regarding the entire research. This includes the answer on the main problem of this research, the limitations, and the suggestions for further research. 
7 
 Conclusion
7.1 Introduction

This chapter answers the main problem in this research; Do firm specific characteristics have an influence on the quality of firms’ voluntary disclosures? The first part presents a short summary of the most important answers on the sub questions from the prior chapters. Next, the limitations of the performed research are presented. Concluded is with suggestions for further research. 
7.2 Conclusion
This research examined whether an association exists between firms’ specific characteristics and the quality of the voluntary disclosures. Researched is whether certain firm specific characteristics create a higher or a lower quality of the voluntary disclosures for listed companies in the Netherlands. 
Prior research researched the association between firms’ specific characteristics and voluntary disclosures before. The main prior researches used for this research are those of Alsaeed (2006), Hossain et al. (1995), Boesso and Kumar (2006) and, Brown and Hillegeist (2007). Different measurements for the quality of the voluntary disclosures were evaluated according to Healy and Palepu (2001). The method used in this research is a voluntary disclosure index with 19 items that received 1 when present and 0 otherwise. The score that resulted from this index was associated, through a multiple regression, with four firm specific characteristics; in addition, two firm specific characteristics were included as control variables. The firm specific characteristics included in the regression formula are company age, type of industry, company performance, and liquidity. The two included control variables are company size and leverage.

Four hypotheses were established to associate the firms’ specific characteristics with the quality of the voluntary disclosures. The quality of the voluntary disclosure index assigned a score to every annual report according to 19 items. On average about 8 of the 19 items were included in the annual reports of the listed companies in the Netherlands for the years 2005-2009. The empirical research presents two of these firm specific characteristics to have a significant coefficient in the regression formula of the quality of the voluntary disclosures. These two variables were company age and company performance. The coefficient of company age presented a positive sign; this implies that older companies have a higher quality of the voluntary disclosures than younger companies do. Company performance is the second variable found significant; this variable was not included in prior research. The coefficient was positive; this implies that better performing companies, according to the ROA, have a higher quality of the voluntary disclosures.
The other two firm specific characteristics, type of industry and liquidity, were found insignificant in the regression formula for the quality of the voluntary disclosures. These insignificant results imply that there is no relationship between these firm specific characteristics and the quality of the voluntary disclosures. Possible explanations of these results in comparison with prior researches are the limitations of the research that are presented in the next paragraph.
In conclusion, or the period and the companies researched firms specific characteristics exist that have an influence on the quality of the voluntary disclosures. Three firm specific characteristics were found that have a significant influence on the quality of the voluntary disclosures; these are company age, company performance, and company size.
7.3 Limitations of this research

There are several limitations for this research:

· The focus of this research are the annual reports of listed companies in the Netherlands, financial companies were excluded from the sample. Next to the financial companies in addition, companies and annual reports were excluded that did not had the required information. This makes it a limited sample.
· The sample period of this research was 2005 -2009, within this period the financial crisis is included. The financial crisis possible had an influence on the data that is included in this research. Especially the data used for the firm specific characteristics; company performance (ROA) and liquidity (the current ratio).
· The focus of this research was only on the following firm specific characteristics: company age, type of industry, company performance, and liquidity. There are more possibilities of firm specific characteristics that possible have an influence on the quality of the voluntary disclosures.

· The quality of the voluntary disclosures is measured according to the quality of the voluntary disclosure index. In this index 19 items are excluded that were searched for in the annual reports, this is a limited amount. 

· In examining the annual reports on the presence of the disclosure items subjectivity is present. The examination is influence by the interpretation of the information. A more objective examination is possible to perform this research with a research team. More people could than analyze the findings according to the same index.

7.4 Suggestions for further research
There are several possibilities for further investigations in line with this research. Assigning weightings to the different voluntary disclosure items of the quality of the voluntary disclosures index is a possibility. The weights could be determined by interviewing the users of the annual reports to assess which items are more and less important to them.
A different sample could be used for conducting the same research. Changes in the companies and the period are possible. Suggestions are to research the annual reports for several countries, a comparison between the companies from the different countries would in addition be a possibility. Changing the sample period is another possibility, for this research it was a limitation that the financial crisis was included including more years in the sample should reduce the influence of the financial crisis.

Financial companies have different financial accounting rules than non-financial companies, for this research, it was a reason to exclude the financial companies from the sample. For further research, it could be a suggestion to make a comparison whether there is a difference in the quality of the voluntary disclosures of financial and non-financial companies.

The last suggestion for further research is to include more or other firm specific characteristics to associate with the quality of the voluntary disclosures. For example, cost of capital, audit firm size, listing, corporate governance characteristics and level of risk of the company
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APPENDIX A;
Quality of the voluntary disclosure index

Background information

· Brief history of the company (Meek et al. 1995, Alsaeed 2006, FASB 2001)
· General description of the company/business (Botosan 1997, Robb et al 2001, Alsaeed 2006)
· Statement of corporate goals or objectives (Botosan 1997)
· Principal products (Naser and Nuseibeh 2003, Alsaeed 2006, Hail 2002, Botosan 1997)
· Summary of historical results, five or more years (Meek et al. 1995, Botosan 1997, Alsaeed 2006, Francis et al. 2008)
Financial information

· Profitability ratio (Meek et al. 1995)

· Cash flow ratio (Meek et al. 1995)

· Liquidity ratio (Meek et al. 1995)

· Gearing ratio (Meek et al. 1995)

· Cost of capital, wacc, hurdle rate, EVA target rate (Francis et al. 2008)

Non-financial information/measures

· Number of employees (Francis et al. 2008, Botosan 1997)

· Average compensation per employee (Alsaeed 2006, Francis et al. 2008, Botosan 1997)

· Market share as a percentage (Francis et al. 2008, Alsaeed 2006, Botosan 1997)

· Customer satisfaction (FASB 2001, Hail 2002)

Forward-looking information

· Forecasted market share (Botosan 1997, Francis et al. 2008, Robb et al. 2001)

· Cash flow forecast (Botosan 1997, Francis et al. 2008)

· Profit forecast (Botosan 1997, Francis et al. 2008)

· Industry forecast (Francis et al. 2008)

· Growth forecast (Hail 2002)
Table with specific search words

	Item
	Specific search words

	Profitability ratio
	· Profitability

· Return on 

	Cash flow ratio
	· Cash flow ratio

· Interest cover

	Liquidity ratio
	· Liquidity

· Current ratio

· Current assets/

· Quick ratio

	Gearing ratio
	· Gearing

	Cost of capital, wacc, hurdle rate, EVA target rate
	· Cost of capital

· Wacc

· Hurdle

· Economic value added

· EVA

	Number of employees
	· Employees

· Personnel

· Workforce

· FTE

	Average compensation per employee
	· Employee

· Personnel

· FTE

	Market share
	· Market share

	Customer satisfaction
	· Satisfaction

	Forward-looking information
	· Outlook

· Forecast

· Expectation

· Prospects

· Looking ahead


APPENDIX B;

	Selected companies included in the sample
	

	1. Koninklijke Ahold NV
	32. Grontmij NV

	2. Koninklijke Philips Electronics NV
	33. Brunel International NV

	3. Unilever NV
	34. Koninklijke Wessanen NV

	4. Heineken NV
	35. Telegraaf Media Groep NV

	5. Akzo Nobel NV
	36. Accell Group NV

	6. Randstad Holding NV
	37. Ordina NV

	7. Koninklijke KPN NV
	38. Roto Smeets Group NV

	8. Koninklijke DSM NV
	39. Unit 4 NV

	9. Koninklijke BAM Groep NV
	40. Beter Bed Holdings NV

	10.  Nutreco NV
	41. Exact Holding NV

	11.  ASML Holding NV
	42. Kendrion NV

	12.  Imtech NV
	43. Be Semiconductor Industries NV

	13.  Wolters Kluwer NV
	44. Amsterdam Commodities NV

	14.  USG People NV
	45. Crown van Gelder NV

	15.  CSM NV
	46. Batenburg Beheer NV

	16.  Heijmans NV
	47. Eurocommercial Properties NV

	17.  Mediq NV
	48. Vastned Retail NV

	18.  Koninklijke Boskalis Westminster NV
	49. Punch Graphix NV

	19.  Fugro NV
	50. Docdata NV

	20.  SBM Offshore NV
	51. ICT Automatisering NV

	21.  Sligro Food Group NV
	52. H.E.S. Beheer NV

	22.  Arcadis NV
	53. Holland Colours NV

	23.  Aalberts Industries NV
	54. Fornix Biosciences NV

	24.  TomTom NV
	55. Hitt NV

	25.  Ballast Nedam NV
	56. Roodmicrotec NV

	26.  Wavin NV
	57. Tie Holding NV

	27.  ASM International NV
	58. Octoplus NV

	28. Macintosh Retail Group NV
	59. AND International Publisher NV

	29. Koninklijke Vopak NV
	60. Pharming Group NV

	30. Royal Ten Cate NV
	61. Reed Elsevier NV

	31. TKH Group NV
	


APPENDIX C;

The quality of the voluntary disclosure scores
	Company
	2005
	2006
	2007
	2008
	2009

	1. Koninklijke Ahold NV
	8
	8
	9
	9
	8

	2. Koninklijke Philips Electronics NV
	11
	9
	8
	10
	9

	3. Unilever NV
	8
	8
	8
	8
	8

	4. Heineken NV
	9
	7
	8
	9
	10

	5. Akzo Nobel NV
	8
	10
	8
	8
	9

	6. Randstad Holding NV
	6
	7
	8
	8
	9

	7. Koninklijke KPN NV
	6
	7
	8
	7
	7

	8. Koninklijke DSM NV
	8
	8
	11
	10
	11

	9. Koninklijke BAM Groep NV
	9
	8
	7
	8
	8

	10.  Nutreco NV
	7
	8
	10
	8
	9

	11.  ASML Holding NV
	6
	7
	7
	5
	7

	12.  Imtech NV
	7
	8
	9
	9
	10

	13.  Wolters Kluwer NV
	10
	10
	9
	11
	11

	14.  USG People NV
	6
	7
	8
	11
	6

	15.  CSM NV
	10
	10
	9
	9
	9

	16.  Heijmans NV
	9
	8
	9
	8
	8

	17.  Mediq NV
	10
	9
	10
	10
	10

	18.  Koninklijke Boskalis Westminster NV
	7
	8
	7
	8
	8

	19.  Fugro NV
	8
	10
	9
	10
	11

	20.  SBM Offshore NV
	12
	12
	13
	11
	11

	21.  Sligro Food Group NV
	8
	7
	7
	8
	9

	22.  Arcadis NV
	8
	9
	9
	9
	9

	23.  Aalberts Industries NV
	8
	7
	7
	7
	8

	24.  TomTom NV
	7
	10
	8
	9
	8

	25.  Ballast Nedam NV
	7
	8
	8
	8
	8

	26.  Wavin NV
	10
	10
	8
	10
	10

	27.  ASM International NV
	8
	8
	9
	7
	7

	28. Macintosh Retail Group NV
	10
	10
	10
	8
	10

	29. Koninklijke Vopak NV
	7
	8
	8
	10
	11

	30. Royal Ten Cate NV
	8
	9
	9
	7
	7

	31. TKH Group NV
	8
	8
	8
	7
	7

	32. Grontmij NV
	9
	6
	8
	8
	8

	33. Brunel International NV
	8
	8
	7
	7
	9

	34. Koninklijke Wessanen NV
	9
	7
	6
	9
	8

	35. Telegraaf Media Groep NV
	7
	9
	11
	10
	11

	36. Accell Group NV
	8
	8
	8
	9
	10

	37. Ordina NV
	8
	8
	9
	6
	7

	38. Roto Smeets Group NV
	7
	8
	5
	6
	9

	39. Unit 4 NV
	10
	9
	9
	8
	11

	40. Beter Bed Holdings NV
	7
	8
	8
	8
	8

	41. Exact Holding NV
	10
	12
	11
	10
	8

	42. Kendrion NV
	8
	9
	10
	9
	10

	43. Be Semiconductor Industries NV
	7
	8
	8
	7
	10

	44. Amsterdam Commodities NV
	5
	5
	6
	6
	6

	45. Crown van Gelder NV
	6
	7
	6
	6
	5

	46. Batenburg Beheer NV
	9
	10
	10
	8
	9

	47. Eurocommercial Properties NV
	3
	6
	7
	7
	7

	48. Vastned Retail NV
	7
	7
	8
	7
	8

	49. Punch Graphix NV
	6
	7
	7
	6
	6

	50. Docdata NV
	7
	7
	9
	9
	9

	51. ICT Automatisering NV
	9
	10
	9
	9
	8

	52. H.E.S. Beheer NV
	6
	7
	8
	7
	7

	53. Holland Colours NV
	9
	10
	10
	10
	11

	54. Fornix Biosciences NV
	9
	10
	10
	9
	9

	55. Hitt NV
	9
	11
	6
	7
	8

	56. Roodmicrotec NV
	7
	8
	7
	8
	8

	57. Tie Holding NV
	6
	6
	6
	5
	6

	58. Octoplus NV
	5
	4
	4
	5
	6

	59. AND International Publisher NV
	4
	5
	7
	8
	7

	60. Pharming Group NV
	6
	6
	7
	6
	8

	61. Reed Elsevier NV
	8
	9
	7
	7
	7


APPENDIX D;

PASW Statistics output
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� GAAP; Generally Accepted Accounting Principles


� SEC; Securities and Exchange Commission


� Dutch: ‘maatschappelijk aanvaardbare normen’


� Dutch: Raad voor de Jaarverslaggeving, RJ


� Dutch: NIVRA, Koninklijk Nederlands Instituut van Registeraccountants


� Dutch: Ondernemingskamer, OK


� No appropriate translation in English was available


� Institutional Brokers Estimate System. � HYPERLINK "http://www.fbe.unimelb.edu.au/research/databases/IBES/IBES.html" �http://www.fbe.unimelb.edu.au/research/databases/IBES/IBES.html� [08-04-2011]


� � HYPERLINK "http://dictionary.cambridge.org/dictionary/british/quality_1" �http://dictionary.cambridge.org/dictionary/british/quality_1� [21-03-2011]


� � HYPERLINK "http://www.usabilityfirst.com/glossary/subjective-rating/" �http://www.usabilityfirst.com/glossary/subjective-rating/� [21-03-2011]


� � HYPERLINK "http://labourstats.blogspot.com/2009/09/endogeniteit.html" �http://labourstats.blogspot.com/2009/09/endogeniteit.html� [28-03-2011]


� Dutch: datum oprichting
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