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Abstract

R&D assets cause information asymmetries between shareholders and managers. In order to reduce
such information asymmetries, our aim is to learn what typologies of additional information managers
find it opportune to disclosure voluntarily in annual reports. We consider voluntary information which
can be disclosed about strategy as well as that about R&D assets.

Our analysis, which is conducted on a panel of 195 observations, shows that information about R&D is
more useful to investors than information about strategy, but companies obtain greater benefits from
providing information about strategy because they are more useful to other important stakeholders,
such as lenders, bondholders, suppliers and others. For firms whose value is largely composed of
assets such as R&D, management faces higher future uncertainty in transforming firm assets into
revenues. This increases the utility for investors and other stakeholders of knowing the strategy
management intends to anticipate and deal with eventual changes in the environment.

Keywords: Disclosure, Agency Conflicts, R&D, Strategy, Information Asymmetries, Growth Options
*Universitd degli Studi E-Campus-Como-Italy, Faculty of Economics

Tel. (office): +39 031 79421

Email: francesco.napoli@uniecampus.it

Introduction One positive effect of voluntary disclosure might
be a reduction in the cost of capital (Botosan,7199
This paper uses the term “voluntary disclosure” td_euz and Verrecchia, 2000) as a result of a redncti
refer to information within the annual report which in information asymmetry. According to Eccles et al
is voluntarily disclosed by managers and is(2001, Ch. 10) enhanced levels of disclosure will
additional to that which, by law, has to be incldde probably reduce firms' capital costélowever, the
in the annual report itself. What is mowme choose revealing of information is not without cost asist
expenditures on research and development as thieked to the emergencaf competitive disadvantage
focus of this work, since, for accounting literatur effects These effects relate to disclosure of
R&D is the main contributor to asymmetry of information which may well be of value to the firsn’
information between managers and third partiegompetitors. The consequences for competitive
external to the firni* advantage of such disclosure are, though, “complex
Voluntary disclosure is a mechanism which isand difficult to predict” (Guo et al., 2004, p. 323he
used by managers as a means to protect investdateory of proprietary costs argues that costs which
and limit agency conflicts. According to somerelate to the revealing of information may weigh
authors (Jensen and Meckling, 1976; Williamsonagainst information dissemination (Dye, 1985;
1981), disclosure may reduce agency costs in théerrecchia, 2001; Prencipe, 2004), so much so ithat,
relationship between fund-providing shareholdersorder to avoid competitive disadvantage, insiders
and management. Williamson (1984) suggests thahight choose not to reveal further information, so
the transaction specificities can lead to inforrati protecting investors (Dye, 2001). As the intensity
asymmetries. These may be attenuated by theompetition increases, the disclosing of informatio
revealing of further information, so providing a becomes more costly (Darrough and Stoughton, 1990).
greater degree of transparency and giving investors  The decision to disclose additional information
the possibility to evaluate the firm with moreis typically made in terms of a cost-benefit
precision. framework.
This decision is taken following strategic
*' In particular, Aboody and Lev (2000) find that insider ~ a@nalysis and with a view to maintaining/gaining
trading leads to a higher frequency of gain for firms with ~ competitive advantage. From the strategic analysis
greater R&D intensity. This indicates that R&D generates a prospective (see Grant, 2010), a firm which conside
great deal of information asymmetry. carrying out some research and development (R&D)
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activity, will analyse attentively the set of ddoiss to 2. THEORETICAL BACKGROUND AND
be made and the firm’'s resources. In the coursbkeof HYPOTHESES
analysis, it might appear that the firm has suffiti
resources at its disposal to perform the R&D2.1 Which type of information do
processes identified, possibly through retainednanagement disclosures convey to
earnings (owners’ equity generated by corporaténvestors most frequently?
saving). In such a situation, it would not appear
necessary for the firm to disclose (voluntarily) Managers have great incentives to increase diseosu
additional information. In this circumstance, of information about R&D when R&D expenditure
therefore, the firm (ceteris paribus) is less gamsto  and activities are at their most intense. Inadeyudic
the potential benefits of voluntary disclosure andfinancial information is a major incentive to
would, in fact, avoid proprietary costs of disclogi managers. Baruch Lev has conducted several studies
The situation is different if the firm needs to reakse into problems which are specifically inherent to R&
of equity. In this case, analysis of points ofassets (e.g., see: Let al, 2005; Aboody and Lev,
strength/weakness may indicate the need to disclog€98; 2000) and argues that the reason for this
(voluntarily) additional information in order toap inadequacy is that the firm’s financial statemeants
the benefits of a reduction in capital costs. not an adequate reflection of the value that such

At this point, it might be important for innovative activities as R&D produce. A consequence
practitioners and academics to learn whichof this is that the firm (if it does not make volary
information managers find it convenient to disclosure about this activity) might be unfavouyab
communicate so as to minimise proprietary costs andffected by the myopia of the capital market inrter
maximise the above mentioned benefits. Inof the resource allocation process that the market
particular, we limit the analysis to two categorafs itself performs. Lev (2001) argues in favour ofghe
information, that regarding R&D and that aboutclaims, suggesting that the current accounting fnode
strategy, which managers could disclose in order téwith no further disclosure) causes investors to
reduce the information asymmetries betweersystematically undervalue intangibles. Lev et al
investors and themselves when their firms makg2005) go on to verify empirically that the firms
intense expenditures on intangible R&D activities.which practice relatively higher R&D spending are
The choice between the two categories of infornmatio those which generally perform best in the stock
is not a casual one, but rather is supported levi@w  market subsequently, indicating that market
of academic works, some of which affirm the participants had previously undervalued these. The
importance of R&D information and others theexpensing rather than capitalising of R&D
importance of strategy information. This review isexpenditure means that the market does not value
performed in the first part of the theoretical such expenditure correctly when it is actually ieatr
framework, entitled “Which type of information do out. In other words, the fact that non-capitaliR&D
management disclosures convey to investors mostxpenditure could bring about positive resultsha t
frequently?” which is presented in the next parthig  future is not understood by market participants.
paper. Instead, in the second part of the thealetic Capitalisation, partial or total, is supported by
framework, entitled “Which type of information do certain regulators (IAS) if the project compliestiwi
investors find more useful?”, we measure the wutilit predetermined success factors. However, given the
for investors of information voluntarily disclosed uncertainty of R&D projects, Lev (2001, p. 89)
about R&D and about strategy taken singularly.suggests that the option of expanding these cests i
Voluntarily disclosed information is useful for used by many managers to avoid having to give
investors when it does not regard current valuss, a@xplanations about failed projects.
expressed in the firm’s financial statement, bubfis A number of contributions, including those
relevance in terms of its future earnings. Thisupsc mentioned above, suggest the desirability of ceffier
when the stock price reacts as a result of thepecific accounting/disclosure treatments for R&D
disclosure of additional information. Investors’ assets. Above all, as far as voluntary disclosare i
reactions to the two different types of informatithat concerned, the indications which emerge are
are voluntarily disclosed by managers will, however presented clearly and synthetically by Lev (2001, p
be compared. The Ohlson (1995) model will be used22), who encourages voluntary disclosure of
with this aim. information about R&D” However, it is claimed by

In section 3, we present the empirical research,
together with a description of the data, variatded
methodology. The results will be discussed and’ Moreover, he suggests that the accounting system be

conclusions will be drawn in section 4. changed. In particular, he says that the criterion of
recognition should be widened. This widening would take

place through the relaxing of the reliability (likely future
benefits) and control (the degree of control the firm has
over an asset) criteria. Finally, Lev (2003) recommends the
introduction of a “comprehensive balance sheet that
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other studies that firms will tend to make disclesu difference between reported earnings which aredase
if they have greater information asymmetries ineord on immediate expensing and economic earnings
to obtain benefits relating to greater liquiditydan which are based on R&D capitalisation. It is to be
lower costs of capital (e.g. King et al., 1990; Aomdl  expected that a consequence of this distortiotién
and Mendelson, 1986). Given these conditions, w@rocess of accounting measurement will be a
form the following hypothesis: reduction in the degree to which earnings infororati
is useful. In this sense, it has been discoverad th
H1: there is a positive relationship betweenfirms whose R&D spending rate increases most have
R&D intensity and voluntary disclosures of earnings which are less informative (Lev and
R&D Zarowin, 1999). On the basis of this, we believat th
the revealing of R&D information is positively
Looking at the problem with this logic means influenced by variation in the R&D spending ratel an
considering the possibility that the higher theeleaf  therefore, we hypothesise that:
R&D expenditures and activities are, the more
information about the scope and progress of those H2: there is a positive relationship between the

activities is useful to investors and the more stoes growth in firms’ rate of spending on R&D and
will ask firms for information about those R&D additional information on R&D that those firms
expenditures and activities, which are not typicall reveal voluntarily.

included in financial reports. According to the
American Securities and Exchange Commission Looking at the problem of useful of earnings
(SEC, 2001), investors “also need to understand thiaformation, we also predict that when firms report
key milestones for the development of the companjosses (i.e. negative earnings), there will be an
and its progress on achieving key operatingncrease in amount of information about innovation
performance measures”. This includes the revealingctivity (of R&D) that they will reveal. Given that
of more information regarding the process ofnegative earnings are found to be of less use when
innovation, for example the progress of alreadyinvestors wish to evaluate firms, some authors ergu
activated R&D projects as well as those which havéhat, should losses occur, further value-relevant
found financing, but are still to be activated. information will be required by investors so asatid

The need to furnish voluntary information aboutto the information on earnings (Gu F. and Li J. Q,
R&D arises not only because of absent, or partial2003; Collinset al, 1997). Furthermore, investors
recognition on the balance sheet of streams offtene will find the revealing of information about
due to research and development, but also wheinnovation to be of greater use when assessing the
earnings reported in the Periodic Income Statementalue of firms which are R&D-intensive given that
are of less use for the assessing of firm value. Ifbsses in such firms often indicate a lack of eaysi
information regarding earnings is considered to bén the initial phases of the process of innovatamn
less useful, there will be more incentive for maerag these are often linked to less certain prospects an
to reveal non-financial information (Gu F. and Li J consequently, less certain future revefilieherefore,
Q, 2003). Investors are likely to find the in both of the circumstances in hypotheses 1 and 2,
communicating of information about innovation to bemanagers are believed to have higher incentives to
of use given that the value produced by innovativeeveal information regarding their firms’ innovaiio
activities like R&D is not adequately reflectedthe  activities when losses are made. In more technical
financial information that investors might obtanerh  terms, it is therefore probable that losses will
traditional accounting models (FASB, 2001). Whenmoderate (influence) the strength of the relatigush
earnings information is less useful, thebetween:
communication of innovation information will ¢ intensity of R&D and disclosure of information
probably be of greater value to investors. As adgue about R&D;
by Chen et al. (2002), it is to be expected thdtenv . growth in the rate of spending on R&D and
current earnings are less informative, they willdfe disclosure about R&D.
less use for investors in their evaluation of thenf «  Therefore, these are our third and fourth
Therefore, we predict that more information of R&D hypotheses:

will be disclosed by firms when information convdye H3: The positive relationship between R&D
by current earnings is of less use. From an aceugint intensity and voluntary disclosures of R&D is
measurement  perspective, If_ earnings are not  sjgnificantly greater when firms report operating
informative, this is likely to be linked to the faihat losses

revenues and expenses diverge under the R&D
expensing rule. If, over time, there is variationthe
rate of investment in R&D, there will be a clear

# Mansfield and Wagner (1977) estimated that, in R&D
projects, as products approached the final stages of

recognises the creation of those intangible assets to which innovation, mean probabilities of success improved by
you can attribute streams of benefits” (p. 20). around 8-9%.
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H4: The positive relationship between theoptions grow, the more risk for those who provide
growth in firms’ rate of spending on R&D and funds (equity or debt)ncreases. In the future, these
additional information on R&D that those firms funds can easily be switched higher risk growth
reveal voluntarily is significantly greater when opportunities by firms’ managers. Firms which have
firms report losses higher number of growth options available face
greater challenges and risks than other firms. For
The disclosure of information regarding strategyexample, once managers have obtained some
is also considered of great relevance by regulaods financing, they could profit by switching investnten
standard setters in their efforts to optimise flosis from the projects proposed, when asking for the
information within capital markets. In order to finance, to opportunities which present greatds, 88
improve voluntary disclosure, the Financial reducing the value of the financers’ (lenders and
Accounting Standards Board (FASB, 2001) and somshareholders) claims (Smith and Watts, 1992). Firms
authors emphasise, among other things, the ussfilnewhich have more “growth options” will exhibit lange
of information about firm strategy and its execatio asymmetries of information, reducing the liquidaty
(Gu and Li, 2007). In particular, the FASB their share market and raising their capital costs
specifically indicates revelations of “managements’(Amihud and Mendelson, 1986). However, this
strategies and plans for managing those criticatannot be considered as the effect of probable
success factors in the past and going forward’ita v shortcomings in the current accounting model, but
for the improvement of business reporting (FASB,rather a reflection of the fact that investors aunsthat
2001 p. 13). Fuller and Jensen (2002), Hutton (R004it is riskier to carry out expenditure on intangibl
and others have indicated that the disclosure dhan itis in other investments.
information about strategy has a central role in From Skinner's explanations, we learn that
rendering financial reporting transparent and diffec  efforts to optimise information flows in the capita
in the post-Enron era. markets have to focus upon “growth options”, given
Other contributions help us to learn how the rolethat they are the cause of information asymmetries
of strategy-related disclosure is highly relevant i between financiers, the fund providers, and marsager
optimising information flows in the capital markels the decision makers.
is certainly useful to include the thoughts of Sidn The “growth options” coincide with the breadth
(2008a; 2008b) amongst these contributions. Skinnesf the range of investment opportunities availabole
criticises arguments by Lev and others who suggeshe firm's strategy (Myers, 1977). The wider the
that capital markets experience negative effectsange of these investment opportunities is, theemor
because of limits within the current system ofdifficult it will be for financiers to stipulate a
financial reporting on intangibles. Skinner affirthgt complete contract, since it means a larger infoionat
the higher cost of capital that firms with large asymmetry between financiers and management.
amounts of intangibles face is neither unequivgcall Therefore, it is probable that financiers will seek
nor univocally attributable to deficiencies in amt  further value-relevant information and managers
accounting model. According to Skinner, firms thatmight reveal information about strategy in order to
possess large amounts of intangible assets, such meet this demand, i.e, providing information about
R&D, have a higher cost of capital because thefedif their plans and objectives. Indeed, it is by
economically from those firms with a value which isdefining/describing its strategy that a firm chaose
dominated by tangible assets. Firms with moreand declares that it will exploit certain investmen
intangible assets have more “growth options”, ikat opportunities while rejecting others.
more investment opportunities to choose between  Firms whose value is largely comprised of R&D
over time3* From this perspective, innovative assets exhibit greater future uncertainty and must
activities such as R&D are among the mainsupport higher pressure from investors. As a
contributors to “growth options”. The more growth consequence of this, there will probably be very
strong incentives for management has to keep
financial markets informed of its intentions with
* Skinner  uses the definitions which Myers (1977)  regards the challenges and opportunities that @xist
provided. Myers separates what he calls “assets-in-place” the firm’s environment (Bhojraj et al, 2004) and
from “growth options”. The assets-in-place are assets that prevent no news from being understood as bad news
the firm has already invested in whereas growth options are by the market (Grossmann, 1981; Milgrom, 1981).
investment opportunities for which the firm has an option to Furthermore, from this prospective, it seems that t
proceed (Skinner, 2008a). Myers demonstrates that firms gap in communication between firms and the equity
with many growth options exhibit much bigger information markets might be filled effectively by the voluntar
asymmetries between insiders and outsiders. For example, disclosure of additional information about strategy

financers may be unwilling to lend to firms because Therefore, we make the following hypothesis:
information asymmetries render it difficult for them to be

sure that managers of these firms will not take riskier
investment opportunities once they have acquired the
sought-for finance.
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H5: there is a positive relationship betweenconditions in order to achieve a competitive
R&D intensity and voluntary disclosures of advantage are also path dependent (Teeed 1997,
strategy p. 516). From this prospective, investors’ demaod f
value-relevant information about strategy mightals
Looking at the problem with this logic means be influenced by the age of a firm. With regardeold
considering the possibility that the higher theeleof  firms, analysts have a greater knowledge of tha'ir
R&D expenditures and activities are, the higher theesources and skills and how these might predigtabl
future uncertainty will be and the greater investorinfluence the firm’s chosen strategy while inforioat
pressure will be to know the plans the firm has tds more limited for younger firms. Therefore, ceter
address changing environments and to deal with thearibus, younger firms make more disclosures with
challenges and opportunities which emerge. Thishe aim of reducing information asymmetry (King et
prospective has its roots in the distant past, foal., 1990). Consequently, our sixth hypothesishes t
example Skinner notes that Knight (1921, Part lll)following:
already claimed that “uncertainty engages managers

and investors in a constant search for informat@mn H6: there is a negative relationship between a
improve their foresight and decisions; managershav firm's age and voluntary disclosures of that
a central role in generating estimates of the &g firm’s strategy.

they design and execute their firm’s strategy. €hes
estimates embody a range of expectations about Previous literature examined the importance that
investor and consumer behaviour and wider economieoluntarily disclosed information about strategydan
conditions” (Skinner, 2008a). R&D have. For example, empirical studies have tried
We define disclosure of strategy as statement® measure the impact that this voluntary disclesur
about the strategic aims of investment and plankas on investment recommendations formulated by
managers have for how these aims are to be achievdihancial analysts. In operating as intermediaries
This is in line with the following definition of sitegy  between managers and investors, financial analysts
which was provided by Andrews (1980, p. 18-19): perform a very important role in the transmissidn o
“Corporate strategy is the pattern of decisions irinformation; their recommendations are Buy, Hold,
a company that determines and reveals its objestiveand Sell. Garcia-Meca and Martinez (2007) find that
purposes, or goals, produces the principal polieres financial analysts give great importance to new
plans for achieving those goals, atefines the range investments and the consistency of strategy tdafyust
of business the company is to purstlee kind of their recommendations in over 70% of their reports.
economic and human organization it is or intends tddaving looked at 105 sell-side analyst reports t@re
be, and the nature of the economic and non-economand Taffler (2001) conclude that, in formulatingith
contribution it intends to make to its shareholdersrecommendations, strategy is what financial analyst
employees, customers, and communities.” We havexamine most when selecting from among alternative
emphasised “defines the range of business”, because/estment options. Orens and Lyabert (2004) reach
this means clarifying which investment opporturgitie analogous conclusions.
the firm intends to avail itself of. What is more controversial is the empirical
We complete the discussion regardingevidence regarding the importance of voluntarily
information about strategy by noting that, since aslisclosed information about R&D. For example, from
younger firms tend to get less attention from asigly her analyses of 105 analyst reports regarding
they normally exhibit higher levels of information knowledge-intensive firms in Scandinavia, Arvidsson
asymmetry. The younger firms are, the more invaestor(2003) produces disclosure scores which indicade th
will  find voluntary disclosure of additional financial analysts give more importance to
information to be useful, because these firms'utu information about R&D. In contrast, Larran Jorge
operations (regarding strategy planning and2001) and Garcia-Meca et al. (2005) find that ystal
execution) will tend to be more unpredictable andeports do not include of much of this kind
there will be less certainty regarding their eagsin information due to the fact that it is not frequgnt
prospects (Lang, 1991). Further teachings on thidisclosed voluntarily in Spain, the country they
argument come to us from the strategic literature oexamined.
the Resource Based View (RBV) (Rumelt, 1984;
Hansen, Wernerfelt, 1989; Rumelt, 1991; Grant2.2 Which type of information do
1996). According to the RBV, the strategic prospect investors find more useful?
of the firm are highly influenced by the materiaida
intellectual resources that a firm has accumulated It is not certain that the all of the informatiorniash
time. In this way, time influences the firm's sggic = shareholders look for is (in practice) provided
trajectory to the extent that the firm’s strateggynibe  voluntarily by firm managers, just as it is not gjiv
seen as being “path dependent”. The capabilities bthat all of the information that managers provide
which firm managers integrate, build and reconfigur voluntarily is (in practice) useful to sharehold€rhis
the resource base to adapt it to changing markés because of two series of factors. First of all,
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managers make a decision about what information is ~ Much literature testing for association between
to be revealed and how it should be presented. Orstock price and financial and non-financial
consequence of this is that the information may bénformation has employed the regression model of
manipulated (Watts and Zimmerman, 1986). Ohlson (1995) and Feltham and Ohlson (1993)he
Moreover, as has already been explairsanetimes model uses the accounting data of income statements
the firm only voluntarily discloses information vehi and balance sheets and employs the corporation’s
is useful to shareholders when this disclosuredsrin book value, residual income, and other informatmn
benefits which are greater than the relative cost®xplain share price movement. In particular, irs thi
However, these costs are unfortunately difficult tomodel, the share pric®y is regressed on book value
guantify (see also Cooke, 1989). None of this remde (BV,), residual (excess) incomeXd) and other

it less opportune for us to study whether inforomti information ¢ ).*" In its most simple form, the
which managers voluntarily disclose is useful effoug Ohlson model can be written as:

to shareholders to influence (or not) their investim
choices. The focus of our investigation is on the
degree to which voluntary disclosure becomes stock
price informativeness. Stock price informativenisss Where ¢ are the stochastic errors which are
measured as the stock price reaction to the dis@os assumed to have normal distribution, a mean of zero
of additional information. Management disclosure,and to be uncorrelated with other variables in the
which is associated with significant stock marketmodel.

price reaction, contains value-relevant information The survey carried out by Wyatt (2008) as well
(Wyatt, 2008). In other words, shareholders findas many other works suggest that information
certain leading indicators in voluntarily discloseddisclosed about intangibles forms a special categor
additional information which the firm’s balance she of other information \ ) for the Ohlson (1995)
and income statement still do not show, but aresef model, and is, therefore, value-relev&h\ccording
when trying to forecast the firm’'s future to these academics’ works, we also treat informatio
performancé’ For example, Lundholm and Myers about R&D and strategy that is voluntarily disclbse
(2002) discover that disclosures on the part ofs “other information”. Therefore, the variable”
management provide investors with informationcan be decomposed into information about R&D and
which is indicative of what the firm will earn ité information about strategy and the regression
future, but is not to be found in its current eags.  equation can be rewritten as:

On the basis of this, a positive influence of discire

on stock price can be predicted. In particular, the P, =BV, + b* X+ b, *InformationOnR&D +
hypotheses which can be made are: *InformationOnStrategye,

Pt:B\/'(+a1* Xta+a2*vt+€t

H7: There is a positive relationship between Additional information about R&D and strategy
disclosures of R&D and stock price (or, in theis value-relevant if we find a statistical assdoiat
same way: information about R&D which is between this additional information and share marke
voluntarily disclosed by managers is valuevalue. That is, the existence of a statistical cission
relevant) is determined by looking at the estimated regressio
H8: There is a positive relationship betweencoefficients, the B,” and “bs” and testing whether
disclosures of strategy and stock price (or, in the

same way: information about strategy which is
voluntarily disclosed by managers is value® See for example: Amir and Lev (1996); Kristandl and
relevant) Bontis (2007); Wang (2008) and Liu et al. (2009).

7 Residual (excess) income ( X) is earnings in year ¢

reduced to a value equal to that of the product between the
equity book value for year -1 multiplied by the rf rate, that

is the risk-free rate, for example that inherent to the

¥ “Relevant” is different from “Reliable”. Information is treasury security yield.

value-relevant if it is considered by investors in their firm
valuation process (similarly, studies on value relevance are
aimed at verifying the statistical association between firms’
accountable value and market value). Information is reliable
when is free from deliberate bias and material error and is
complete. Reliability refers to expected future benefits and
what the probability that these expected benefits are
realisable (Wyatt, 2008). Some empirical evidence suggest
that in certain circumstances, e. g. investors’ overreaction to
intangible information (Daniel and Titman 2001), intangible
information will be value-relevant, but this has nothing to
do with the reliability of that intangible information.

* Ohlson (1995) did not give a definition of the “other
information” in the model. However, researchers have often
used the category of “other information” to examine the
value relevance of non-financial information. Among these
researchers, Amir and Lev (1996) examined the value
relevance of financial information and non-financial
information for investors in the wireless communication
industry. They find that non-financial variables indicate a
high degree of value correlation. Other researchers,
including Wang (2008) and Liu et al. (2009), have more
recently used the category “other information” to show the

value relevance of non-financial information empirically.
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they are significant. For example, if the testistims  costs for one of the five years we observed. At
for “b,” and “bs” are significant, we can infer that the of these phases, only 39 firms could be considered
other information, which the firm’s balance sheetia useful for the following investigation. The datar fo
income statement still do not show and is dealwit each firm was gathered from the annual report for
this paper as the information about R&D and styategeach of the five years covered by the period 2008—
that is voluntarily disclosed by managers, is2012. Therefore, the sample comprised a panel ®f 19
associated with the value-relevance measure on thlabservations (39 firms over five years). This opgni
left hand side of this regression equation. year is not casual. As a result of modificationthe
The Ohlson model is also used to compare theules in the Civil Code (updated article 2428)]idta
value-relevance of different variables. For examplelisted companies increased disclosure in their ahnu
Aboody and Lev (1998) use a more elaborateeports from 2008 on. The newly required disclosure
version of the Ohlson model to compdrew the regards a wide range of issues, such as key fiagnci
expensing rather than the (at least partial) chgitg ~and non-financial performance indicators, risks,
of R&D expenditure influence the market. environmental impact of the operations and human
By exploiting the possibility to make resources. In particular, the updated article 2aR&8
comparisons which the Ohlson model provides, weCode requires that R&D activities are discussetthén
contrast the stock price informativeness of volgnta “relazione sulla gestione” (director’'s report), tjuss
disclosures regarding R&D with that regardingdirectors should also convey strategic information
Strategy. From a theoretical point of view too, ee& regarding the environment, investment and future
use insights from the surveyed, preeminent liteeatu behaviour of the company. However, there is norclea
which: requirement as to what quantitative or qualitative
disclosures should be provided.
« one the one hand, supports the importance of Financial and non-financial data were
information about R&D to predict that completely hand-collected through the companies’
investor-relations websites and the Borsa Italiana
H9: information about R&D have a greater website, so all data was extrapolated from official
impact upon stock price than does informationfinancial statements.
about strategy. Datastream was the source for data relative to
stock price of the sampled companies and, more
« while on the other hand, supports the importancgenerally, the values of the Italian stock market.
of information about strategy to predict that

3.1 The analysis to test which

H10: information about strategy have a greater information is most frequently conveyed
impact upon stock price than does informationtg investors

about R&D.
Dependent variables
3. Method: sample selection, variables
and measurements, descriptive and To test hypotheses 1, 2, 3 and 4, we study a distdo
univariate statistics and the regression index relative to Research and Development
models (DISC.RD variable); while to test hypotheses 5 énd

we study a disclosure index relative to Strategy
A method was adopted to identify firms listed oe th (DISC.ST variable). Through these two disclosure
Italian stock exchange that might be useful initgst indices, we measurextent (breadth) and depth of
the formulated hypotheses. To choose firms for théhformation that is voluntarily disclosed by the
sample, we used data and the “filter” functionsrfro  sampled companies. In particular, we use the method
the AIDA and Datastream databases. Financial angescribed by Adrem (1999) and, then, by Garcia-
insurance companies were excluded. All of theveca et al. (2005) to control tletent of information
companies remaining were ordered according to thghout Strategy or R&D voluntarily provided.
size of the rapport between average values of R&rherefore, we refer ta set of items regarding both
(capitalised on balance sheet) and turnover astrategy, listed in table 1, and R&D, listed inleaB,
revealed for the years 2008, 2009, 2010, 2011 angbnsidered as communicable (by a firm). We measure
2012. Only companies above the median on the lighe extent of information asmercentage of the items
were chosen for the subsequent phase. Thesf information revealed to the total afl the items
Companies constituted 50% of listed Italian, non(considered as communicable by a f|rm) regarding
financial and non insurance, companies with highestrategy, on one hand, or R&D, on the other. This
R&D asset values (percentualised with respecté th particular formulation of theextent of information
turnover). Not all of the companies could be ineldd revealed in annual reportsermits us to compare the

in our sample because it emerged from a manualxtent of the R&D information revealed with that
analysis of their annual reports that some of thewh  regarding strategy

presented incomplete information regarding R&D
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In order to calculate the disclosure indicesvolume (obtained theoretically) would be achievied i
relative to Strategy (DISC.ST variable) and Redearcall of the items on an established list were thpab
and Development (DISC.RD variable), we also beaof both qualitative and quantitative voluntary
in mind the depth of the disclosed information.disclosure. It is useful to express the disclosure
Therefore, we give a score to each item voluntarilyindices in percentages so as to be able to contpare
disclosed by managers and quantify the scoremformation revealed about Strategy and that regdal
following the method used by Cerbioni and Parbanettabout R&D, while, at the same time, keeping both th
(2007), who affirm that the qualitative and extent and the depth of the information that is
guantitative aspects of firms’ voluntarily discldse voluntarily disclosed by managers (in the two
information should be investigated together. Incontexts) in consideration.
particular, if information disclosed about one bét Descriptive information is not necessarily
items listed in Tables 1 or 2: followed by numerical information while, vice versa
» is only expressed in discursive rather thanmumerical information (when provided) is expressed

numerical terms, then a score of “1” is given toafter descriptive/narrative information. In ordey t

that item. avoid counting the same information twice, fromeher
« is also expressed in numerical terms (besidesn, when we refer to descriptive/narrative

discursive terms), that is both in monetary or noninformation, we just mean discursive information
monetary terms, than a score of “2” is given to(with no numerical specification) with regard items
that item. (among those in the established lists in Table 2)or

We calculate (for each sampled firm and forWhile, when we refer to quantitative informatione w
each year) each of the two disclosure indices as ttmean more complete information about each item,
percentage of the actual score revealed to thé totaince it includes both a descriptive and a numerica
score that the company may communicate (the totalement.
that would be achieved by giving score 2 to theite Voluntary disclosures about R&D expenditure
included in the established list in Tables 1 and 2)and activities, on the one hand, and strategy,hen t
Therefore, the qualitative and quantitative infotima  other, may appear in any part of the annual refart,
which managers disclose is measured in this work igxample, the notes to the financial statementser t
terms of the percentage of information provided'relazione sulla gestione” (director's report).
against the maximum volume of information which isTherefore, we calculate disclosure indices (DISC.RD
considered communicable by companies. Th&nd DISC.ST variables) by using annual reports from
maximum volume has never been achieved by any dhe end of the fiscal year (3December in Italy) per
the sample companies due to the fact that nonkeof t each of the 5 fiscal years betweeh January, 2008
firms provided all of the information. Maximum and 3£ December, 2012.

Table 1.List of the items utilised to measure disclosuideix relative to Strategy (DISC.ST)
We employ the items used by Garcia-Meca (2005)gasure disclosure about firm's strategy.

New products to be marketed and new technologg tenbployed
Investment in new markets

Business vision; objectives and consistency ofessa
Leadership and brands

Acquisitions

Strategic alliances, agreements

Supplier and customer networks

Product quality

Information about marketing

Price policy

Organisational structure

Market share by segment/product

Shareholders structure

Relative market share to competitors

Best practice

Corporative culture

Market share

Environmental investments

Social responsibility

Note: The items refer to the choices regardingattea of business in which to compete, how to coepat with which
internal or external structure (collaborative rielaships with other firms) the firm wishes to fazmmpetition

The fitness of aggregation of items relative toinformation regarding strategy. Cronbach’s alpha of
Strategy is evaluated by using Cronbach’s alphé& Ththe scale was 0.6973. Therefore, this was able to
assesses the capacity of a group of elements jodge the feasibility and coherence of the scakes a
measure an entity in common, in this case disclosedalid (see Nunnally, 1978; Malhotra, 1997).
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Table 2. List of the items used to measure disclosure indiative to R&D (DISC.RD)

Patents and licenses acquired in the course ofative R&D activities
objective of R&D

Future projects regarding R&D

Implementing, continuing, or concluding of projeocfsR&D

Basic research

Development and Product design

Patents pending due to R&D

Relationships of past R&D activity to actual inntea

(e.g.new developments, improvement in the use of egsechnology)
Period of the innovatior(e.g. how long is required to carry out the research and
development of a new product)

Programmed levels of financing to meet R&D exparmneit

Form of collaboration with other companies andfregnment in R&D initiatives
Human capital and details on research teams

Next, we ran Cronbach’s alpha to validate theControl variables

aggregation of items relative to R&D. Cronbach’s
alpha of the scale was 0.7131. Therefore, this wa€ontrol variables are chosen on the basis of pusvio
able to judge the feasibility and coherence of thestudies into voluntary disclosure. Therefore, we

scales as valid.

Independent variables

measure, for each firm in the sample and at theoénd

each year between 01/01/2008 and 31/12/2012, the

On the basis of the predictions made by the
framework, we choose to measure, for each firm in

the sample and at the end of each year between

01/01/2008 and 31/12/2012, the variables:

RD.INT = the intensity of R&D, the (total)
expenditure in R&D divided by total sales. Our
hypotheses predict positive relationships betweern
RD.INT and the dependent variables DISC.RD
(H1) and DISC.ST (H5).

CH.RD = the change of R&D intensity, that
is A RD.INT, calculated as the difference
between the R&D intensity measured at the
conclusion of a given fiscal yeat) (and that
measured at the conclusion of the second
preceding yeart{2). Our hypotheses predict a o
positive relationship between CH.RD and the
dependent variable DISC.RD (H2).

AGE = age of the firm, the time period
(calculated in years) since initial quotation oa th
stock market. Our hypotheses predict a negative
relationship between AGE and the dependent
variable DISC.ST (H6)

LOSS= a dummy variable equal to 1 if net
income before extraordinary items is negativeys
and O otherwise. To be more precise, within our
analysis framework, LOSS is foreseen as a
moderator since it affects the strength of the
relationship between the single independent
variables RD.INT (H3) and CH.RD (H4), on the
one hand, and the dependent variable DISC.RD,
on the other.

variables:

SIZE, as more information is normally made
available by large firms than it is by small firms,
the size of a firm will probably reflect the lew
asymmetry of information that exists between
managers and investors. Size is calculated as the
natural logarithm of the firm's total assets at
fiscal year-end.

LEV, it is expected that firms which are heavily
in debt will suffer higher costs of monitoring.
Ahmed and Courtis (1999) argue that, as a result
of this, managers of such firms might reveal
additional information in their annual reports in
an attempt to lower these costs. Therefore, we
calculate leverage as the total amount of debt
over the total book value of equity.

PROF, Raffournier (1995) suggests that there
might be significant incentives for firms which
make high profits in some years to reveal more
corporate information during these years because
this would render their good performance more
visible to investors. We use the “net profit / book
value of equity” rapport as a measurement of
profitability, as was also done by Maloe¢ al.
(1993).

M/B is market-to-book ratio. This is equal to the
market value divided by the book value of equity.
Barth and Kasznik (1999) indicate that market-to-
book ratio might also reflect the information
asymmetry of a firm. Indeed, in firms with high
growth rates and significant quantities of
intangibles, managers will probably benefit from
more information with regard the firm’s future
growth and the value of those intangible assets.
Firms with high market-to-book ratios reveal
information voluntarily in order to deal with a
potential gap in information brought about by
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elevated asymmetry between insiders andegarding R&D (see Table 2 for the items). In regdi

outsiders. table 3,we note that, on average, firms voluntarily
disclosed information about 50,45% of the items
Descriptive and univariate Analysis relative to strategyn 2012, the last revealed year

Instead, there is little voluntary disclosure of
Table 3 presents thelescriptive statisticSor the information about R&D. Indeed, only 21,10% of the
extent of information revealed in annual reportheT items relative to RD were disclosed by the listed
extent of information revealed is one of the eldmen companies included in the sample. What is morés as
which contribute to the measuring of the disclosureshown in table 3, there was also a great difference
indices (DISC.ST and DISC.RD). In particular, tablebetween theextent of information provided about
3 does not distinguish between descriptive ostrategy and that provided about R&D the other
guantitative information, but rather reports theane revealed years These initial descriptive statistics
and median percentage value for the sampled fifns @upport the idea that (on average) firms prefer to
the informationrevealed compared to the total of all provide information about strategy rather than
the itemsconsidered as communicable by a generiégnformation about R&D.
firm regarding strategy (see Table 1 for the itears)

Table 3.The descriptive statistics for extent of informati@vealed in annual repodbout R&D and Strategy

Year 2012 Mean Median S.D.
eS,*)_(rtgrAtToég\f(ormatlon revealed in annual reports albut 50.45% 47.37% 15.31
gg%nt of information revealed in annual reports abut 21.10% 33.33% 13.72
Year 2011 Mean Median S.D.
g)_(rtgrx_roég\f(ormatlon revealed in annual reports alout 53.39% 52 63% 17.11
ggeDnt of information revealed in annual reports abut 22 46% 33.33% 15.32
Year 2010 Mean Median S.D.
?I’tgr,]AtToé (l;f(ormatlon revealed in annual reports albut 49 97% 42 1% 16.57
gg%nt of information revealed in annual reports abut 21.16% 16.66% 14.39
Year 2009 Mean Median S.D.
g)_(rt;rx_roég\f(ormatlon revealed in annual reports alout 50.33% 47.37% 16.95
g);t(eDnt of information revealed in annual reports abut 17.66% 16,66% 15.11
Year 2008 Mean Median S.D.
?I’tgr,]AtToé (l;f(ormatlon revealed in annual reports albut 54.13% 57.89% 17.33
gg%nt of information revealed in annual reports abut 23.34% 33.33% 15.97

In tables 4 and 5, it is possible to distinguishfocuses upon disclosures about R&D. Both of the
between descriptive information and quantitativetables present the average percentage values
information with regards the 5 year period focussedaalculated for all of the sample firms over theeans
upon and these can be further disaggregated intf the 2008-2012 period.
monetary and non-monetary information. Table 4 is
focused upon disclosures about strategy. Table 5
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Table 4. Mean number of disclosures about STRATEGY by type

Type of disclosure Mean number

Information only expressed in Narrative/descriptieens 40,5 %

Information also expressed in nhumerical terms manyequantified 3,7%
non-monetary quantified 7,4%

Total mean disclosures per company 1,6%

Table 5. Mean number of disclosures about R&D by type

Type of disclosure Mean number

Information only expressed in Narrative/descriptieens 13,8 %

Information also expressed in numerical terms manyequantified 2,8%
non-monetary quantified 4,4%

Total mean disclosures per company 1,0%

In looking at table 4we note that sampled firms while the residual 2.8% of items are the object of
(during the revealed years) did not voluntarily voluntary disclosure of monetary information.
disclose information about strategy for all of fkems After having revealed all of the necessary data,
considered as communicable by a firm (included inve calculated and formed a panel of 195 different
Table 1), but only for 51,6% of thenn particular, combinations of variable valueBISC.RQ DISC.ST
on average, companies only disclosedRD.INT, CH.RD, AGE, LOSS LEV, PROF, SIZE
descriptive/narrative type information fat0,5% of M/B), one for each firm-year observation within our
the items (considered as communicable). Only fosample.
11,1% of the items did sampled companies Table 6 presents descriptive statistics for these
voluntarily provide quantitative as well as destivip ~ variables whereas their correlation statistics are
information and this could be divided up as follows presented in Table 7.
7,4% of these items were in the form of voluntary The firms are in general profitable, wiBROF
disclosure of quantitative, non-monetary informatio at 7.9%. The firms are leveraged at 63.19%,
while only the residual 3,7% was in the form ofindicating that debt financing is an important saur
voluntary disclosure of monetary information. of funds. With regard to their size, the firms are
With regard the information about R&D which relatively large firms with about 492 million euros
is voluntarily disclosed by sample companies, tdble assets on average; the smallest firms have, on
shows that, on average, companies only disclosedverage, assets of circa 179 million euros and the
information about a minority 21%) of the items largest firms have, on average, assets of abo@tl1,4
considered as communicable by a firm (included immillion. The disclosure index relative to informneati
Table 2). For the majority of these items onlyon strategy is 31.5%, much higher than that th2%4.
descriptive/narrative information is providef(this for R&D, and this further confirms the idea thah (o
occurred for 13.8% of the items in Table &nly average) managers preferpmvide more information
4.4% of these items are the object of voluntaryabout strategy than about R&D.
disclosure of non-monetary quantitative information

Table 6. Descriptive Statistics on all variables (dependientependent and control)

Observations 195

Variable Mean Median SD 25% 75%
DISC.RD 14.2% 16.66% 9.52 0 47.35%
DISC.ST 31.5% 31.6% 18.033 15.8% 63.91%
RD.INT 0.09 0.07 0.05 0.02 0.15
CH.RD 0.02 0.00 0.03 -0.03 0.08
AGE 21.7 18.9 9.22 13.4 37.3
LOSS 0.164 0.00 0.46 0.00 1
LEV 0.6319 0.611 0.07 0.501 0.791
PROF 0.079 0.071 0.11 -0.093 0.190
SIZE 20.014 20.073 0.73 19.002 21.082
M/B 1.547 1.445 1.03 0.633 2.995
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Table 7 shows certain significant correlations.with DISC.RD, RD.INT with DISC.ST, CH.RD with
DISC.RD with M/B, DISC.ST with AGE, DISC.RD DISC.RD and CH.RD with DISC.ST are strongly
with PROF, DISC.ST with SIZE, DISC.ST with LEV correlated (p<0.01). DISC.RD with SIZE and
and, finally, RD.INT with M/B are significantly DISC.ST with PROF are weakly correlated (p<0.1).
correlated (p<0.05). DISC.ST with M/B, RD.INT

Table 7.Correlation matrix

variables 1 2 3 4 5 6 7 8 9 10
1 DISC.RD 1
2 DISC.ST 0.059 1
3 RD.NT 0.179* 0.183* 1
4 CH.RD 0.189** 0.175** 0.067 1
5 AGE -0.023 -0.140* 0.081 0.056 1
6 LOSS 0.079 0.059 0.039 0.041 0.019 1
7 SIZE 0.0981t 0.127* 0.022 0.038 0.021 0.061 1
8 LEV 0.012 0.137* 0.081 0.078 0.059 0.014 0.008 1
9 PROF 0.129* 0.108 f 0.089 0.071 0.011 -0.061 0.072 0.053 1
1

0 M/B 0.141* 0.193* 0.128* 0.083 0.081 -0.036 0.018 0.031 0.069 1

Notes: Pearson’s product-moment correlation cdefiis.
N = 195; 1tailed: ¥ p<0.10; * p <0.05; ** p <0.01

The regression models model explains about 6.2% of the variance. The
model is fit sinceFsign is 3.130, significant at the
In addition to the univariate tests that provide0.05 level. Within Model |, when the regression
preliminary evidence about some hypothesiseaoefficients are examined, the findings suggest tha
relationships, we employ two multiple ordinary feas firms of larger dimensionsS(ZE is significant at
squares regression analyses to examine the dynanpe0.05) or a larger amount of intangible assetsB(M/
interaction among the variables and their relatigms is significant at p<0.05) make larger voluntary
to R&D and Strategy disclosure indices. disclosures with regards their R&D activity. On the
The first is a hierarchical regression analysispther hand, statistically less significant effeeie
reported in Table 8, that usB$SC.RDas a dependent noted for profitability PROFis significant at p<0.1).
variable to test hypothesés?2, 3 and 4, which focus Therefore, we placed the independent variablehen t
upon voluntary disclosure about R&D. Our second phase and formulated Model II, which we
hypotheses predict a positive coefficient oncalled the ‘main effects model'. The results are
independent variables RD.INT (H1) and CH.RD (H2).reported in column two of table 8. The main effects
Taken singularly, these independent variablesaster model makes a more significant contribution tham th
with the LOSSvariable which is a moderator. Our base model AR> = 5,5%, Fchange4.938 with
hypotheses predict a positive coefficient on intiwma  p<0.01). New variables which are to be added are, i
RD.INTx LOSSH3) andCH.RDxLOSSH4). general, capable of producing statistically sigraifit
Next, we carry out a second linear regressioreffects on the disclosure index of R&D. In partaml
analysis which useBISC.ST as a dependent variable findings suggest that there is strong association
to test hypotheses 5 and 6, which focus upometween theRD.INT (the standardised regression
voluntary disclosure about strategy. The resultnfr coefficient is equal tb= 0.125 significant ap< 0.01)
this regression analysis are presented in tabl®©u0. and DISC.RD variables.Therefore,hypothesisl is
hypotheses predict a positive coefficient onsupported by this analysis. On the other hand, the
independent variables RD.INT (H5) and a negativeCH.RDvariable (significant at p<0.01) also affect the

coefficient on independent variables AGE (H6) disclosure index of R&D. Thereforbypothesis2 is
supported by this analysis. Next, we tested hymathe

Regression analysis of disclosure indices 3 and 4 by entering the interaction effects. An

“DISC.RD” interaction effect is statistical significant ifnc only

if, the interaction term produces a significant
The results of this analysis are brought togetiner icontribution over and above the main effects only
table 8. In Table 8, the first thing we did was tomodel. With this goal, we write column 3 of table 8
simply place the control variables Model | The which we called the ‘full model'. This presents the
results are reported in the first column of tahldBis  results which are arrived at when interaction &rm
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corresponding to hypotheses 3 and 4 are addectto tinflation factor (VIF) of each one of the indepentle
equation. variables. VIF values were found to be low (range
The adding of the interaction terms does not givel.1-1.8) enough to confirm the absence of
a statistically significant improvement in modet fi multicollinearity.
(AR?* = 1.5%, Fchange2.311 with p > 0.10). Finally, we test the results of the multiple OLS
Therefore, hypotheses 3 and 4 are not supported bggression analysis by using the Breusch-Pagan test
our analysis. The full model (Model Ill) is fit and (Breusch and Pagan, 1979). The Breusch-Pagan test
explains about 13.2% of the variance wkkign= is used to test for heteroscedasticity in the linea
3.115, significance at the 0.01 level. regression models. We carry out this test for eafch
The results found in the three steps (base modethe three models intable 9. The residuals are
main effects and full model) are significant andestimated for each regression model in table 8erAft
robust. As is evident from the table 8, all modmis  this, an auxiliary regression analysis of the sgdar
significant (at p< 0.05 or p<0.01), with’Ranging residuals is carried out on the independent vagbl
from 0.062 for the base model to 0.132 for the fullThe results of these auxiliary regression analgses
model. reported in table 9 and show that the null
In order to test our model, we apply otherhypothesis of homoskedasticity can be accepted in
statistical tests. In particular, with regards pineblem  models I, 1l and Il of table 8, both on the basighe
of multicollinearity, we measured the varianceF-Statistic and on the basis of the test stathéxiB’.

Table 8.Results of hierarchical regression analysis of @QRED variable

Model | Model Il Model IlI
control variables
SIZE 0.197* 0.157* 0.095*
LEV 0.295 0.217 0.124
PROF 0.1891 0.111t 0.0831
M/B 0.251* 0.159* 0.097*
independent variables
RD.INT 0.125%* 0.118**
CH.RD 0.173** 0.048**
LOSS 0.134 0.124
Interaction
RD.INTx LOSS 0.124
CH.RDxLOSS 0.173
ANOVA
F sign 3.130* 3.521** 3.115%**
R? 0.062 0.1165 0.132
Adj R? 0.042 0.083 0.089
AR? 0.062 0.055 0.015
F change 3.130* 4.938** 2.311

Note: Standardised regression coefficients ardalisd in the table.
N = 195; 1-tailed: T p < 0.10; * p < 0.05; ** p <00; *** p < 0.001
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Table 9.Heteroscedasticity Test: Breusch-Pagan

Model | Model Il Model Il
F-statistic 1.632 1.391 1.104
Prob.F 0.168 0.211 0.362
N*R-squared 6.479 9.653 9.942
Prob.Chi-Square 0.166 0.209 0.355

Note: N= 195.

Regression analysis of disclosure indexes effects of low significance (the standardised
“DISC.ST” regression coefficient is equal tb= 0.086 with
p<0.1) on disclosure of information about firm's
Table 10 presents the regression results of thstrategies. With regard the independent variales,
disclosure index of firm's strategie®ISC.ST on findings demonstrate that the regression coefftaxen
R&D-intensity and age variables, as well as orRD.INT is positive and significant (the standardise
control variables. The regression produces an R2 aggression coefficient is equal @241 withp<0.001).
19.4%, which is higher than that found in the full Therefore, our analysis supports hypothesis 5.llifina
model of regression analysis of the disclosure xndethe standardised regression coefficient on AGE is
of R&D (whose R2 was 13.2%). In this case too, thenegative and significant (equal to -0.213 with
SIZE variable is among the control variables whichp<0.05). So, our analysis supports hypothesis 6.
have a significant impact (the standardised re@ess In order to test our model, we measured the
coefficient is equal t00.193 with p<0.05) on the variance inflation factor (VIF) of each one of the
disclosure index of firm’s strategies. The samdiapp independent variables. VIF values were found to be
for the LEV variable (the standardised regressiorequal to 2.4, therefore is confirmed the absence of
coefficient is equal tob= 0.332 with p <0.05). multicollinearity.
Therefore, companies which are larger and more in  Finally, we test the results of the multiple OLS
debt disclose more strategy information. Finallgren regression analysis by using the Breusch-Pagan test
significant effects are noted for M/B variable (theThe results of this test show that the null
standardised regression coefficient is equalbto  hypothesis of homoskedasticity can be acceptelein t
0.181 with p <0.01). Therefore, high growth firms model both on the basis of the F-Statistic andhen t
make more voluntary disclosures of information @boubasis of the test statistixR2
their strategies. At the same tinlRROF has weak

Table 10.Results of regression analysis of DISC.ST variable
The regression equation is: DISC.SDBg=+ by RD.INT + b, AGE + iy SIZE + y LEV + bs PROF + M/B
+ ct.

CONTROL VARIABLES ANOVA

SIZE 0.193* F sign 7.521 ***

LEV 0.332* R? 0.194

PROF 0.086T Adj R? 0.168

M/B 0.181 **

INDEPENDENT VARIABLES BREUSCH-PAGAN TEST

RD.INT 0.241%*** F-statistic 1.032

AGE -0.213* Prob. F 0.406
N*R-squared 7.220
Prob. Chi-Square 0.457

Note: Standardised regression coefficients ardalisd in the table.
N = 195; ltailed: T p <0.10; * p <0.05; ** p <0.01; *** p <0.001
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3.2 The analysis to test which type of pi= kpx; - k d + (1K) bv*+ (1K) rdcap+ a v
information is most useful to investors [equation 2]
Within this work’s theoretical framework, the Moreover, we bear it in mind that:

model of Ohlson (1995) and Feltham and Ohlsor  The variable for earningsx] can be broken

(1995) was selected to test for association between down into sales(salg) minus R&D expenses

stock price and information that is voluntarily (rdexp), and other expensésexp).

disclosed by managers. We have already indicated

that the Ohlson model uses the accounting data of So we rewrite equation 2 as follows:

income statements and balance sheets together with

“other information” and we have also presented thep, _k ¢salg- k poexp- k prdexp- k d + (1-k) bv% +

basic form of the Ohlson model. With respect to the (1-k) rdcap+ a v; [equation 3]

basic form, the studies into the value relevance of

activities/expenditure on R&D have underlined the We study the different components of R&D

importance of applying distinctions between expenditure, because they might influence sha pri

accounting data which refer to the different aspeét differently. Firstly, as rdexp is a expense item, the

R&D (Abody and Lev, 1998; Han and Manry, 2004).influence it has omarket price takes a negative sign

In particular, Han and Manry (2004) re-elaboratein equation 3. However, expenditure on R&D might

Ohlson’s equity-valuation model, making somehave a positive relationship to price if the market

transformations within the equations written bythinks that, as well as the actual economic effects

Ohlson. These transformations were aimed aihdicated in financial statements, there will be

grasping the different effects of the differentadditional positive consequences of thigpenditure

components of R&D expenditure. We pick up,in the future. Similarly, even though Eg. (3) shows

partially, on these transformations and adapt them that capitalised R&D expenditurerd¢ap) affects

our cognitive requirements. price positively to the same degree as other assets
First of all, we begin with Han and Manry (bv), the market might givedcap a higher value

(2004), who assume the equity-valuation model ofhan other assets as a result of its capacity for

Ohlson which is written as follows: generating greater future econorbenefits.
In order to evaluate the value-relevance of
p:= k(px;— d) + (1 -Kk)bw + av; [equation 1] information about R&D and strategy that is
voluntarily disclosed by managers, we now pass from
where: the deterministic model explained by equation gt
p= a firm’s equity market value at ddte multiple linear regression model.
X= earnings over the period ending at date Equation 3 becomes the basis of our regression
d= net dividends as of date model. With this aim, we add the firm subsciijptve
by = net asset book value on déate consider they value to be stable over the 2008-2012
vi=other information at date period and, finally, we adopt insights from the
p=(1 +f), whererf=the risk-free rate (thus>1), literature which we reviewed in the theoretical
Finally 0 < k< 1 andc>0.* framework. According to these insights, information
disclosed about intangibles makes up a special
Now, we: category of “other information” for the Ohlson (B9

« show, in equation 1, the R&D expenditures thatnodel, and, therefore, could be value-relevant. We
are capitalised (indicated hyicap) and those consider as “other information” that which is
that are expensgddexp). voluntarily disclosed about R&D and strategy by

« separate the capitalised element of R&DManagers within annual reports. Naturally, givea th
expenditure (i.erdcap) from the book value of statistical nature of the model, we includg to
net assets. In this way, we avoid mixingrepresent the stochastic errors, which are assumed
capitalised R&D with the other assets within thehave normal distribution, a mean of zero and to be
equations so as to control what effects capitalisedincorrelated with other variables in the model.

R&D has on share price. Thus, we wribe*; as Therefore, we can write the multiple linear
bv — rdcap, in other wordsbv*, is book value regression equation as:
minus capitalised R&D.
Pt = o+ Iy SALE; + b, OEXP; + by RDEXP; + by Dy +
Therefore, we rewrite equation 1 as follows: bs BV it + bsRDCAPR; . b;RD.GOOD_NEWS + b
RD.BAD_NEWS; + by ST.GOOD_NEWSS+ by
ST.BAD_NEWS + ¢ [equation 4]

* The explanations of k and @ are disregarded here. They do Where:

not appear explicitly in the final linear regression equations « P, =market value of common stock as measured

and are absorbed into the regression coefficient. For details, five months after the end of yearThis 5-month
see Ohlson (1995).
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to that item within ST.GOOD_NEWS When
information disclosed about one of the items
listed in Table 1 is bad, the score of “1” is given
to that item withinST.BAD_NEWS Therefore
we calculate these two variables through a set of
items, presented in table 1, and we calculate
ST.GOOD_NEWS and ST.BAD_NEWS as a
percentage of items disclosed, through good and
bad news with respect to the total of all of the
items considered communicable regarding a
firm’s strategy (the total of the items table 1 is
19).

period is to give investors enough time to become
informed of the contents of the financial
statements for yeat. In order to avoid our
revelations being influenced by eventual
anomalous trends regarding a particular day’'s
trading, we calculateP; as the average stock
market value calculated for the first 15 days of
June in the yeat£1).

RDCAR= R&D expenditures capitalised in year
t,

D; =cashdividends in year t,

BV = BV, (net asset book value at the end of
year t) — RDCAR, It emerges from the set of variables listed above
SALE=sales in yeat, that the sum oRDCAR andRDEXR s equal to the
OEXPR= expenses in year beyond those on value of R&D (total) expenditures in yeat. This .
R&D, latter measurement, deflated by sales, was used in
RDEXR, = expensed R&D in yedr previous sections to calculate tHRD.INT" variable.
When studying the impact of disclosure on stockiowever, as already said, we keep expenditure
market value, it is necessary to bear in mind th@lgments.separate_ n this_section, since the r_narket
opposing effects that good and bad news generate Srﬁ'ght attn_bute addltlc_)na_l future economic benefits
that stock market value. Since good news is expectethem besides those indicated by financial statesnent

to increase shareholder value and bad news Shouﬁpr_e_xample, expens_ed R&RDEXR) might have a
reduce it we introduce the variables positive correlation with price (as opposedaBXR)

RD.GOOD_NEWS RD.BAD_NEWS and capitalised R&D expenditureRIHCAR) may

ST.GOOD_NEWSand ST.BAD_NEWSconstituting also have a positive impact which is greater thmah t
the “other information” ditto which the Ohlson (19
refers. These are independent variables with réspec
which hypotheses 7, 8, 9 and 10 will be tested.
particular:

RD.GOOD_NEWS and RD.BAD_NEWsg are
two disclosure indices for R&D innovative
activities. RD.GOOD_NEWS measures the
disclosure which gives investors “good news
regarding initiatives which attempt to increase
shareholder value;RD.BAD_NEWS measures
disclosure of “bad news” which might reduc
shareholder value. We calculate these tw
variables through the set of items, alread
presented in table 2, which are considered to b
communicable with regards innovative activities
of R&D. When information disclosed about one
of the items listed in Table 2 is good, a score o
“1” is given to that item  within
RD.GOOD_NEWS When information disclosed
about one of the items listed in Table 2 is bad
then a score of “1” is given to that item within
RD.BAD_NEWS Therefore,RD.GOOD_NEWS
and RD.BAD_NEWS respectively measure
disclosure of good or bad news about R&D
activities as apercentage of items disclosed,

e

through good and bad news respectively, against

the total ofall of the itemswhich are considered
as communicable regarding R&D (the total of the
items intable 2 is 12).

ST.GOOD_NEWSand ST.BAD_NEWS are the
two disclosure indices of firm strategy which

measure voluntary disclosure of “good news” and

“bad news” about strategy respectively. When
information disclosed about one of the items
listed in Table 1 is good, a score of “1” is given

”
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of the other asset8Y/ ;).

All monetary variables, in other word$®,
RDCAPIt Dy, BV, SALEit OEXAt andRDEXR, are
deflated by the number of outstanding shares.

Firstly, we control whether the regression
coefficients on disclosure indices of good or badis
about R&D and strategy, in other words coefficients
on RD.GOOD_NEWS RD.BAD_NEWS
ST.GOOD_NEWS and ST.BAD_NEWS are
consistent with the reasoning presented in the
theoretical framework. Voluntary disclosures about

cJ?&D (hypothesis 7) and strategy (hypothesis 8) are

expected to provide investors with additional
gn‘ormation which the firm’s balance sheet and
income statement still do not show, but are of use
when trying to forecast the firm’s future performan
nd the market price of its shares. For this tqpbap
he coefficientdy; bg, by andb,o should be significant
and different from 0. In particular, to test hypeths
H7 e H8, we control that:

b->0 andbg <0 (H7), p<0.05 (at least) for both
coefficients.

by>0 andb,q <0 (H8) conp<0.05 (at least) for
both coefficients.

The next step is to compare the coefficients
relative to disclosure of good or bad news abouDR&
with coefficients relative to disclosure of goodbad
news about strategy respectively. The aim of #hi®i
test whether there is support for:

hypothesis H9, according to which the impact of
disclosure of news about RD is greater than
value-relevance of disclosure about strategy,
hypothesis H10, which opposes H9 above,

@

591



Corporate Ownership ¢ Control / Volume 11, Issue 1, 2013, Continued - 6

In particular, to test hypotheses H9 and H10, wds;> by and bg< by, or in equivalent termb; - bg>0
andbg - b;g < 0, indicating that H9 is supported;
b,< by andbg> byo, and thereford; - bs<0 andbg - by

control whether:

> 0, meaning that H10 is supported.

Table 11.Descriptive Statistics

Observations 195

Variable Mean Median SD 25% 75%
P 13.12 11.91 12.150 0.9327 29.1331
RDCAP 0.0349 0.0313 0.022 0.0035 0.0603
D 0.4395 0.42 0.869 0.0051 1.6169
SALE 1.3567 1.4193 1.312 0.0668 3.1226
OEXP 1.3358 1.3981 1.540 0.065 3.375
RDEXP 0.0209 0.0215 0.024 0.0018 0.0476
RD.GOOD_NEWS 9.64 % 8.33% 14.611 0 25.35
RD.BAD_NEWS 11.38 % 8.33% 16.667 0 28.91
ST.GOOD_NEWS 23.77% 21,053% 10.927 8.834 33.91
ST.BAD_NEWS 27.80% 26.316% 21.675 10.186 41,341

All monetary variables are deflated by the number of shares outstanding.

Table 11 shows the descriptive statistics. Weevaluated using thet-statistic. As predicted by
find that, on average, sample companies have kypothesis 7, the values of the regression coefitsi
greater propensity to provide bad news (11.38% andn RD.GOOD_NEWS and RD.BAD_NEWS are
27.84%) rather than good news (9.64% and 23.77%#gignificantly different from Q(p<0.001); according to
albeit not by much. Unfortunately, our model cannothypothesis H7 the first of the two coefficients)(is
give an explanation for this phenomenon, sinceositive, while the secondbd) is negative. Therefore,
variables of good and bad news are independemthe market sees voluntary disclosures about R&D as
variables within our regression model: they areduseimportant sources of information (both positive and
to explain a phenomenon (in this case, the marketegative) which is not found in the sampled firms’
price of shares) and not to be explained. Howevemctual earnings, but is of relevance for their feitu
future research might investigate this aspectaly.It earnings and, therefore, for the current marketiesal

Table 12 shows correlations of variables takerof their shares.
two at a time. Each independent variable (monetary = The theoretical values of the regression
ones are divided by the number of outstanding sharecoefficients on ST.GOOD_NEWS and
correlates significantly with®; (this too is divided by ST.BAD_NEWS@re also significantly different from 0
the number of outstanding shares). The lack ofp<0.001) and, in line with the H8 predictions, the
correlations between tHRALE- RDCAPandRDCAP  first of the two coefficientshp) is positive, while the
- OEXP pairs of variables can be understood as asecond lf,o) is negative. This supports H8 according
absence of significant (from a statistical point ofto which the market sees voluntary disclosure about
view) earnings management action, which normallystrategy as an important source of informatiorhégit
takes place through the capitalisation of R&Dpositive or negative) which the firm’'s balance ghee
expenditure. Indeed, managers might choose tand income statement do not but that is relevant fo
capitalise R&D expenditure so as to improve thetheir future earnings and, therefore, for the auirre
earnings reported in financial statements,SALE  market value of their shares.
diminish orOEXPincrease. However, we do not find Our regression analysis shows that capitalised
significant correlations between these variables. and expensed expenditures on R&D can provide
future economic benefits such as assets. Indeed, th
coefficients orRDCAR, andRDEXR, are positive and
significantly greater than 0 (the coefficients &ge=
1.708 at p<0.001 and b; = 0.893 at p<0.01
Table 13 presents regression results and testtsesulrespectively). The finding of a positive coefficiean
The significance of each regression coefficient iSRDEXP is contrary to predictions of equation 3,

Regression analysis of the stock market
value (variable P)
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which consideredRDEXP as just anotheexpense would be the same as the firm's market value in an
item and, consequently, associated it with a negati ideal world. Therefore, the current accounting nhiode
impact on market price. IRDEXR is positively creates a difference between market and book values
related to price, it is because the market belighas which is the sole consequence of the value of
this R&D expenditure has future economic benefitsunrecognised intangible assets (and their stredms o
which contrast with what is expressed in the firm'sbenefits), such as the R&D assets. Therefore,
income statement. The final two line$ Table 13 commentators encourage managers to make voluntary
show the differences between the coefficients ef thdisclosures of information about intangibles sush a
indices regarding disclosures of information abouR&D, since, in this way, they provide information
R&D and strategy, referring to both good and badwvhich is useful for investors in order to understan
news. These coefficient differences are signifigant what the “correct” difference between book and
different from 0 p<0.05). In particular, theb;  market values should be.
coefficient is larger thaby and the negative value of Next, we explored the prospective that defends
bg is larger than that ot;, hence H10 is not the current accounting model and precludes the
supported by our analysis, while H9 is supportedrecognition on the balance sheet of items thathate
This means that information about R&D is more pricecaused by external transactions and events analor f
informativeness than information about strategy. which it is expensive to verify measurement. Thisi
Although the independent variables oftenstewardship perspective of accounting, according to
correlate in pairs significantly, diagnostics iratie  which the most important role of annual report$ois
that the VIF of each independent variable in thefurnish the firm and the various third parties with
regression model is less than 3.7, so there isatym information which is useful for contracting. The

no problem of multicollinearity in this modé? shareholders are not the only people for whom this
information is meant, but there are also lenders,
4. Discussion and conclusion bondholders, suppliers, customers etc. For allethes

parties, the reliability of financial statements

We begin this paper by looking at the fact thatmeasurements is of paramount importance. On the
voluntary disclosures about R&D expenditures andther hand, it is, by its very nature, a difficult,
activities are made by managers as a consequence wfcertain task for auditors from outside the firon t
the fact that financial information which is basel  evaluate the positive future effects of such iniialeg
traditional models of accounting is not an adequatassets as R&D. For example, many intangibles, such
reflection of the value R&D creates. These voluntar as R&D, are characterised by the difficult issués o
disclosures are probably of use to outsiders withén  building/enforcing of the rights of property. Otker
resource allocation process that the market pedformmay easily make use of and profit from the positive
From a valuation (or investor) perspective ofeffects of intangible assets; for instance, the
accounting, we explored limits to financial accongt intellectual capital which employees represent rnigh
and we predicted that managers provide additiondde lost to the company should they decide to leave.
information on intangibles such as R&D in annuallnvestors find information about the historic cost
reports in order to obtain financing from the equit assets useful, since the gap between market arid boo
markets and to reduce the cost of equity capittlith value is a useful indicator of what difficultieseth
raised, when: firm’'s managers will meet in the future in trying t
(a) R&D expenditures and activities are mostmaintain and/or extend the market value and, above

intense, since the value created by R&D which isall, what difficult tasks await the managementtieit

not reflected in balance sheet measurementsansforming that (high) market value into (grepter

increases. This reasoning is the basis of H1. streams of revenue. Therefore, it is not certaat th

And also when earnings reported in the periodianvestors would require the share value of the fiom
income statement are of less use when assessing fibe mirrored in its book value. Penman (2007)

value because: indicated that investors want a lot of important
(b) the rate of investment in R&D varies. This information regarding the historical costs of a
reasoning is the basis of H2. company’s assets and the ability of managers to tur

(c) there is a lack of information on earnings (in thesuch assets into earninds. The problem is that for
case losses are made), so investors look for otheirms whose value is largely composed of intangible
further information in each of the circumstancesassets such as R&D, management faces higher future
a) e b) described. H3 and H4 are based on thisncertainty in transforming firm assets into reveswu
reasoning. The higher future uncertainty increases firms’ tapi

In wanting to simplify the concepts, it can be
said that, from the valuation (or investor) persiec

commentators are essentially arguing that bookegalu *' Penman (2007) demonstrates that the approaches which
make use of income statement information, adopting it to

predict future revenues, earnings, and cash flows, are
* A VIF which is above 10 indicates the presence of effective in their evaluation of companies, even those where
problematic multicollinearity (Kennedy, 1992). large amounts of value can be attributed to intangibles.
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costs and pressures from investors for informatiomanagement will anticipate and deal with eventual
about the plans the firm has to address changinghanges to the environment in which that company
environments and deal with the challenges anaperates. Therefore, the more information investors
opportunities they create. Consequently, the centrdave regarding managerial strategies for dealirtg wi
importance is underlined of the role which thechange, the higher their level of confidence in the
revealing of information on strategy has with regar managers and the share market value of the firin wil
rendering financial reporting more transparent ande.

effective. As Trueman (1986) points out, the

difference between a firm’'s book and share market

values reflects the way investors imagine

Table 12.Correlation matrix

variables 2 3 4 5 6 7 8 9 10 11
1 Rt 9*'279*0.231*** -0.131*  0.224** 0.249*** -0.124* -0.179** -0.171** 0.239*** 0.241***
2 BV 1 0.087 -0.177** 0.148* 0.288*** -0.129* 0.073 0484 0.077 0.058
3 RDCAR 1 0.062 -0.045 -0.088 -0.012 -0.029 -0.013  0.201*0.211**
4 OEXPR: 1 -0.34 0.228*** -0.009 0.009 0.011 0.044 0.072
5 RDEXR 1 0.188** -0.004 -0.088 -0.099  0.205** 0.213**
6 SALE; 1 +0.005 -0.004 -0.009 0.066 0.076
7 Di 1 -0.109t -0.125* 0.021 0.127*
8 RD.BAD_NEWS 1 0.005 0.019 0.21
9 ST.BAD_NEWS 1 0.024 0.041
10 RD.GOOD_NEWS 1 0.059
11 ST.GOOD_NEWS 1

Notes: Pearson’s product-moment correlation cdefiis.
N = 195; 1-tailed: T p < 0.10; * p < 0.05; ** p <01; ***p <0.001

Table 13.Coefficient estimates from regression (of priceddzhon the following equation:
Pi= bo+ by SALE; + b, OEXR; + b; RDEXR, + b, D;; + bs BV i + bs RDCAR, . b;RD.GOOD_NEWS+ by
RD.BAD_NEWS+ by ST.GOOD_NEWSH+ b, ST.BAD_NEWS* ¢ . The coefficient difference estimates are
also reported. Finally, the results of thetatistics test are reported for all of the caééints, including the
differences highlighted above.

Coefficient and test statistics

Variable Coefficient t-statistics
SALE, 0.379 by) 5.937%**
OEXR: -0.431 b2) 1.829*
RDEXR 0.893 bs) 2.739%*
Dx -0.245 by) 2.033*
BV 0.339 bs) 8.768*+*
RDCAR 1.708 be) 7.953 %%
RD.GOOD_NEWS 0.981 b) 3.678%
RD.BAD_NEWS -2.311 bg) 3.891%**
ST.GOOD_NEWS 0.679 by) 3.592%%
ST.BAD_NEWS -1.837 byo) 3.312%%
R 0.381
Fsign 14.299%+*
RD.GOOD_NEWS ST.GOOD_NEWS 0.302 2.039*
RD.BAD_NEW_S ST.BAD_NEWS 0474 1.989%

N=195;
t statistics test: * significant at 0.05 (one-tajtett significant at 0.01 (one-tailed); *** Signifiant at .001 (one-tailed)

®
NTERPRESS

594

VIRTUS,



Corporate Ownership ¢ Control / Volume 11, Issue 1, 2013, Continued - 6

From this prospective, firms whose assets arguantified information (for exampl&uthrie et al.
largely made up of intangibles are riskier and havR007 as well as Beattie et al., 2004).
larger information asymmetries. To obtain more Our regression analyses do not totally support
financing from the equity markets and reduce th& co the predictions made within the valuation (or irees
of the equity that is raised, their managers pr@vid perspective of accounting. In particular, therends
additional information on strategy in the annugla®  support for hypotheses H3 and H4, while there is
when: support for hypotheses H1 and H2. Consequently, we
« R&D expenditure and activities are more intensecan arrive at a conclusion with regard investor
This reasoning forms the basis of H5. behaviour, within the terms outlined in poia), and
« The firm is younger, since information aboutmanager behaviour, within the terms outlined impoi
strategic behaviour by young firms is moreb) as follow:
limited than for older firms. This reasoning forms (@) as R&D expenditure increases so the current
the basis of H6. value increases of future benefits which the
Moving on from managers who voluntarily balance sheets can not measure due to the actual
convey additional information to the investors who  accounting regulations. This would lead
use that information, we hypothesise that: investors, who wish to obtain a correct evaluation

management disclosure about R&D contains
value-relevant information and is, therefore,
associated with significant stock market price
reaction (H7)

management disclosure about strategy contains
value-relevant information and is, therefore,

associated with significant stock market price(b

reaction (H8)

) managers

of the firm's equity value, to seek additional
information with respect to that provided in the
company’s financial statements. Investors’
demand for additional information would grow
markedly when there is an increase in R&D
expenditure;

make voluntary disclosure of
information about R&D in an attempt to satisfy
investors’ demand for additional information

Finally, we compare stock price informativeness
of voluntary disclosures about R&D with that for
strategy and, in this way, we hypothesise that:

e there is a more important role for information
disclosed about strategy (H9)

when R&D expenditure increases. It seems that
managers do not increase the voluntarily
disclosed information still further if there is a
(total) lack of earnings (at the same time as the
e there is a more important role for information Incréase in R&D expenditure).
disclosed about R&D (H10) _OL_Jr regression _analyses totaIIy_ support t_he
To test all our hypotheses, we analyse data oRredictions made within the stewardship perspective

those ltalian listed companies quoted on the MilarP" account_ir_lg, that_ is H5 and H6: the intensity of
stock exchange which perform the most intensivé?&D positively __mflue_nces 'ghe management
R&D (Research & Development) activity. In d|s§:los_ure of_add|t|0nal information abou_t strategy
particular, we analyse a panel of 195 (39 firmerov which is also mfluence_d by the age Of_ the firm.

the five years from 2008 to 2012). The data foreac _ Generally speaking, then, findings show that

firm was gathered from annual reports of samplec‘f"."Imple firms ﬁnd.it convenient_ to make voluntary
firms disclosure of additional information about both R&D

Our analysis shows that firms find it convenientand strategy when making expenditures in intangible

to make voluntarily disclosures of additional activities of R&D. As already indicated —our

information about both R&D and strategy. However,d_escriptive _sta_tistics, also our regression analysfe
the comparisons made in table 3 between thdisclosure indices of R&D and strategy show that

descriptive statistics of the extent of informationNanagers prefer to provide additional information
revealed for R&D and strategy in annual reportsasho about strategy more frequently a’?d that about R&D
that Italian listed companies make little voluntaryIeSS frequently. Indeed, a comparison of table & an

disclosure of information about R&D, while they tab!e 10 shows that r_egrezsion of tIﬁHS.C'ST
more frequently find it convenient and opportune tovarlable produces an adjusted & 0.168, which is

make disclosures about strateqy. Descripttaéistics  9reater than that of the analogous regression @f th
in tablles 4u and 5u WthhgydlstlngUIlgh beltweenDISC.RDvariable (F§=0091 in model Il of table 8)

narrative, monetary quantified and non—monetary.Moreover’ although the intensjty of R&IRD.INT)
quantified information, show that voluntary influences both the voluntary disclosure of R&Ddan
disclosure about both R&D and strategy ig of strategy, it should be said that the levels of

predominantly discursive in nature, with relatively Statistical significance are different. Indeed, table
few disclosures containing information that is 10, RD.INT s statistically associated with DISC.ST at

quantified in either monetary or non-monetary termsﬁ_ Iivel %f sta‘;:stu;al sllgnf|f|can_ccp,< ?‘0.01'.f.Wh'Ch IS
These results are consistent with certain olderkgor N'gner than the level of statistical significanges
which, within the voluntary disclosure context, whe 0.01, with which RD.INT is statistically associated

prevalence of discursive information with respert t With DISC'RD (in Mod. I.” of tab_le 8). Finally, the
index of disclosure of information about strategy
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(DISC.ST) is more sensitive to the intensity of R&D sample companies are leveraged at about 73% (see
(RD.INT) than the index of disclosure of information Tab.6), indicating that debt financing is an impoit
about R&D (DISC.RD) is. Indeed, the regressionsource of funds. Given such high leverage leveis, i
coefficient ofRD.INT (in table 10) is 0.241 and this is probable that, with an increase in investment inCR&
higher than the regression coefficientRD.INT, in  assets, the dependency of companies on their
table 8 (mod. IIl), which is 0.118. It is imposshio  stakeholders, such as banks and other lenders,
attribute these empirical results to the supesiooit increases as the need to provide voluntarily
one prospective over another (stewardship versusformation about strategy increases. Bankers and
investors perspective on accounting). It is evidbat  other lenders ask for more information about sgiate
much explicit R&D information might not be aims of investment and how managers intend to
voluntarily disclosed by companies, not becauds it achieve these aims. This is because innovative
of little use to investors, but because of theactiviies such as R&D are among the main
competitive disadvantage effects (higher proprietar contributors to “growth options”, meaning that, enc
and litigation costs) it could produce. By compgrin they have obtained some debt financing, managers
the descriptive statistics and the regressiortould easily move their investments to options Wwhic
coefficients of theRD.INT variable, in tables 8 and entail greater risk than those agreed to by lendsrs
10, we can only reasonably think that from the poinreducing the value of lenders’ claims. Moreover,
of view of the managers, who make the operatingxplicit information about R&D assets is less sdugh
decisions, it can be assumed that to increase ttadter by bankers, given that, should bankruptcy or
intensity of R&D expenditures, the net benefitst@fe liquidation occur, these assets will lose mosthafirt
proprietary and litigation costs) of voluntary value. For historical reasons, Italy has poor faiahn
disclosure of strategy are perceived (by the maisdge infrastructures (Pagano, Panetta and Zingales,)1998
as exceeding those of disclosing information abouln particular, a high level of ownership conceritnat
R&D.* is characteristic of all firms quoted on the Milstock

By analysing shareholder choices, we find thaexchange. Three different classes of major block
hypotheses H7 and H8 are supported. This means thadlders are commonly identified: families with &eti
management disclosure about both R&D and strategiamily members, the state or other public bodies| a
contain value-relevant information and that, incoalitions of shareholders with entrepreneurial
practice, shareholders use the information that ibackgrounds (Cascine@t al, 2010). A dominant
voluntarily disclosed by managers when makingshareholder relies more on external funds from
decisions about providing funds. Given thatlenders (debt) and less on external funds fromrothe
hypothesis H9 is supported to the detriment of H10shareholders (equity), since the latter could terea
we also conclude that information about R&D that ishis continued control of the firm. One important
voluntarily disclosed by managers is more useful tdimitation of this study is, therefore, that of thalian
investors than information provided by thoseeconomic context from which these data were
managers about strategy. gathered. Therefore, special attention should kengi

These final results, together with those foundwhen generalising about these discoveries withrdega
previously show, therefore, greater investor redgti to other national contexts. Another important
to information about R&D, but greater propensity tolimitation of this study is that it has ignored eth
provide information about strategy on the part oftypes of corporate reports which, in addition tozad
firms. Although this might seem to be a contradicti reports, can be used to communicate information
there may be two fundamental reasons for all thisabout R&D or strategy. These other corporate report
The first is that proprietary and litigation cosi§é include analyst presentations, CSR reports, interim
information about R&D could be so high as to canceteports, preliminary reports and web pages. With
out the many benefits that this information cam@ri regard this last point, some scholars indicatd tha
to companies, unfortunately it is not possible toexamining annual reports allows more reliable
quantify the entity of such costs through stat#tic voluntary disclosure to take place. For example,
models. The second possible explanation, which hadlajella (2000) affirms that financial statementstas
to be left for future research, is that it is re@dgle to  to the financial statements or the Director’'s Reépor
think that information about strategy is providedren  constitute the most credible disclosures since trey
frequently than that about R&D for the benefit ofaudited.
stakeholders other than shareholders. In particular
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