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We examine the capital market response to the publication of annual reports shortlisted for
corporate reporting awards. We find weaker capital market reactions to the publication of
shortlisted annual reports compared with a matched sample of non-shortlisted annual
reports, consistent with shortlisted reports containing similar or less price sensitive
information relative to non-shortlisted reports. Further analysis shows that firms publishing
shortlisted reports are more likely to release information to investors in a timelier manner
throughout the financial year. We complement our archival empirical analysis with
interview evidence from FTSE350 executives and consultants to shed light on the motives
for investing in high-quality annual reports. Collectively, our results support the view that
high quality annual reporting reflects superior firm-level investor communication processes
and that the broader corporate reporting cycle shapes the information role of firm reporting.
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1. Introduction

The annual report provides market participants with information to support investment decision-
making and stewardship. While some firms adopt a compliance (tick-box) approach to annual
reporting, others embrace the opportunity to provide clear, decision-useful disclosures to inves-
tors and other stakeholders (PwC 2007). The Financial Reporting Council (FRC) seeks to
enhance the clarity and usefulness of U.K. annual reports by providing guidance designed to
move firms beyond the compliance approach towards providing more innovative and useful
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disclosures (Deloitte 2013, FRC 2018). Our goal in this study is to examine the capital market
consequences of high-quality annual report commentary.

The annual report represents a key disclosure in the corporate reporting cycle. Annual reports
are a legal requirement for firms in most jurisdictions and although shareholders are the legisla-
tive focal point, a broad set of stakeholder groups use the information in these documents (Row-
bottom and Lymer 2010).1 In the U.K., regulators shape content through guidance and broad
content requirements, while granting management substantial discretion to tailor disclosure
content, format, and presentation to firms’ business model and environment (El-Haj et al.
2020). Not surprisingly, therefore, reporting content, transparency, and presentation style vary
substantially across firms and over time.

While the annual report consumes significant management time and resources to produce,
research provides mixed results on its usefulness for capital market participants (Rippington
and Taffler 1995). A popular view is that the annual report represents a stale source of infor-
mation, with most content emerging throughout the firms’ reporting cycle via more timely com-
munication channels (PwC 2010). From this viewpoint, the annual report is primarily a summary
document that provides contextual material that aids interpretation of more timely information
signals. Evidence nevertheless reveals scenarios where annual reports play an important infor-
mation role (Brown and Tucker 2011, Drake et al. 2016). Despite management investing signifi-
cant resources to produce the annual report, surprisingly little work examines the impact of
annual report quality on capital market outcomes. We seek evidence on the capital market con-
sequences of high-quality annual reporting. Specifically, we examine whether reports that are
shortlisted for an award contain more price-sensitive information than non-shortlisted reports.

We follow prior research and use annual reporting awards to proxy for high quality reporting
(Lang and Lundholm 1993, 1996, Sutley 1994, Healy and Palepu 2001, Botosan and Plumlee
2002, Brown and Hillegeist 2007, Cooper and Owen 2007). We combine awards from six differ-
ent U.K. awarding bodies to minimise the risk that ratings reflect the idiosyncratic incentives of a
particular awarding entity rather than intrinsic reporting quality. Our final sample comprises
annual reports published by FTSE350 firms and shortlisted for an award between 2007 and
2019 by at least one of the following six award schemes: PriceWaterhouseCoopers (PwC) Build-
ing Public Trust Awards, Investor Relations (IR) Society Annual Awards, ICSA Hermes Trans-
parency in Governance Awards, Communicate Magazine, Accountancy Age, and Report Watch.2

As management exercises discretion over report content, format and style, annual report
quality is not randomly assigned. We adopt a matching strategy to mitigate the risk that systema-
tic firm differences, rather than reporting quality, drive observed capital market outcomes.
Specifically, we use propensity score matching to pair each shortlisted firm-year observation
with a non-shortlisted firm-year observation displaying similar observable characteristics. We
use this matched sample to examine the capital market reaction at both the earnings announce-
ment date and the annual report release date because earnings are typically released before the
annual report, and selected commentary from the annual report is used to contextualise firm
performance in the earnings announcement press release.

1The International Accounting Standards Board (IASB) does not provide a formal definition of the annual
report. International Standard on Auditing (ISA) 720 (Revised) describes the annual report as ‘a document,
or combination of documents…An annual report contains or accompanies the financial statements and the
auditors’ report thereon and usually includes information about the entity’s developments, its future
outlook, a risks and uncertainties statement by the entity’s governing body, and reports covering governance
matters’ (IAASB 2015, p. 7, para. 12a).
2Report Watch is an international ranking for which we have considered U.K. firms that rank at B+ or higher.

2 J. Chircop et al.



Results provide a mixed picture. We find lower absolute abnormal returns and abnormal
number of trades around the earnings announcement for award-shortlisted firms relative to
matched non-shortlisted firms. We find no significant differences in the capital market effects
of award-shortlisted relative to non-shortlisted firms around the annual report publication date.
Taken together these results suggest that annual reports of award-shortlisted firms contain
similar or less price sensitive information relative to non-shortlisted firms.

Our findings contrast with extant research suggesting that higher quality narrative disclosures
are more informative (Baginski et al. 2004; Brown and Tucker 2011). One plausible explanation
for this inconsistency is that high quality annual reports proxy for more timely and transparent
reporting throughout the fiscal year, meaning shortlisted firms simply have less price-sensitive
information to disclose in their annual report. We test this conjecture using a measure of disclos-
ure timeliness from Beekes and Brown (2006). Specifically, we test whether award-shortlisted
firms display incrementally higher disclosure timeliness throughout the fiscal year. We find
that award-shortlisted firms release price-sensitive information more promptly during the finan-
cial year relative to their non-shortlisted counterparts. Our evidence supports the view that high
quality annual reports are a product of firms’ superior approach to investor communication more
generally.

Since we do not find evidence of incremental informativeness in award-shortlisted annual
reports and because anecdotal evidence suggests that preparing high quality annual reports is
a costly endeavour, we supplement our archival empirical analysis by interviewing financial
reporting consultants and FTSE350 executives to better understand the motive(s) for investing
in high quality reports. Respondents indicate that annual reports primarily target potential inves-
tors and employees, and that the process of compiling the annual report is less costly for firms
with a superior ongoing communication strategy.

We make three contributions to the literature. First, we place annual reports in a broader dis-
closure context. Our results support the view that annual report quality offers a window into the
firm’s broader communication quality, and that annual report narratives provide a summary of
publicly available information to help investors interpret real information signals more easily
(Hines 1982). Practitioners have long viewed the annual report as a confirmatory document
that summarises relevant prior disclosures, rather than as a source of new information (PwC
2010, O’Sullivan 2017) and our findings support this view. In this respect, we show that high
quality annual report disclosure does not automatically translate into more informative reporting.
For example, higher quality annual reports might provide a superior summary of previously dis-
closed information or provide better contextual information for interpreting future information
signals. Hence, quality is not necessarily synonymous with informativeness in the context of
annual reports.

Second, we contribute to the literature examining the market effects of disclosure quality.
Specifically, using awards to proxy for quality we investigate the market effects of annual
report quality. In so doing we address the call from both practitioners and academics (e.g. O’Sul-
livan 2017) for research examining how the quality of disclosures influence capital market par-
ticipants. We find some evidence of weaker capital market reactions for award-shortlisted firms
relative to non-shortlisted firms, in-line with the view that the annual report is a confirmatory
document rather than a source of new information. In this respect, we provide evidence that
firms disclosing high quality annual reports are more likely to release price sensitive information
through more timely channels.

Third, we propose narrative reporting awards as an alternative measure of the quality of U.K.
annual reports. While most extant literature examining the reporting quality of U.K. firms has
either used small-sample hand-coding to define attributes of narrative reporting quality (e.g. Clat-
worthy and Jones 2001, 2003, Linsley and Shrives 2006, Abraham and Cox 2007, Linsley and
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Lawrence 2007) or researcher-driven interpretations of narrative reporting quality (e.g. Beattie
et al. 2004; Anis et al. 2012), we use a measure that is less susceptible to researcher bias. Specifi-
cally, award criteria are publicly available and guidance on the content and style of high-quality
annual report narratives is provided. Further, awards provide a parsimonious measure to score
long and complex disclosures. This in turn opens new opportunities to study a cornerstone of
the corporate reporting cycle.

The remainder of this study is organised as follows: Section 2 provides an overview of prior
literature relating to the informativeness of the annual report and measures of reporting quality; it
provides an overview of the U.K. annual reporting awards and sets out the hypotheses tested in
the study; Section 3 discusses the research design; Section 4 describes the data used in the study
and presents the summary statistics; Section 5 reports the findings of the study including
additional analysis on timeliness of information disclosure. Section 6 discusses the results of
interviews held with practitioners while Section 7 concludes.

2. Literature review and hypothesis development

2.1. Informativeness of annual report narratives

Epstein and Schneider (2008) theorise that annual report narratives and accompanying audit
opinion are a highly reliable source of information for investors that leads to more portfolio reba-
lancing than other sources of firm information. Specifically, public information disclosures give
rise to increased trading volume and returns.3 Extant research provides evidence that high-
quality 10-K reporting by U.S. registrants contains incremental information that affects
market participant decision-making (Lang and Lundholm 1996, Healy and Palepu 2001). For
example, analyst rankings of 10-K reports correlate positively with analyst forecasts and nega-
tively with cost of capital and information asymmetry (Lang and Lundholm 1996, Botosan and
Plumlee 2002, Brown and Hillegeist 2007). Similarly, comparability of annual financial state-
ment information, which benefits users by reducing processing costs and increasing information
availability, correlates positively with analyst forecast accuracy (De Franco et al. 2011); and a
balanced tone in 10-K management discussion and analysis (MD&A) is associated with
higher abnormal trading volume (Loughran and McDonald 2011). Brown and Tucker (2011)
document that stock prices respond to year-on-year modifications of the MD&A section in the
10-K filing but that the usefulness of this section declines over their 10-year sample period as
timelier information sources emerge.

Empirical evidence of capital market reactions to U.K. annual report disclosures varies
(Firth 1981, Rippington and Taffler 1995). Hussainey and Mouselli (2010) find no market reac-
tion to the quality of annual report narratives but report lower cost of capital for firms that dis-
close more forward-looking information. Conversely, Yekini et al. (2016) find a positive
association between the tone of annual report narratives for U.K. FTSE350 firms and
market reactions around disclosure dates. The authors conclude that the tone of annual
report narratives conveys price sensitive information. On the other hand, practitioners
contend that high-quality annual reports provide a contextual reference point for investors
rather than a timely source of new information (O’Sullivan 2017). This view characterises
the role of the annual report as providing firm-specific contextual information, reassuring
investors by bringing together annual messaging into a consistent narrative and providing a
window into corporate culture (PwC 2010).

3Public disclosures may also change the investor base (i.e., foreign, government, institutional holdings).
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2.2. Measuring the quality of annual report narratives

Most research on U.K. annual reports uses hand-coding methods applied to small samples to
define the attributes of narrative reporting quality including corporate social and environmental
responsibility disclosures (Gray et al. 1995), risk reports (Linsley and Shrives 2006, Abraham
and Cox 2007, Linsley and Lawrence 2007), accounting ratio disclosures (Watson et al.
2002), tone, self-serving attribution bias, and variation of readability within the annual report
(Clatworthy and Jones 2001, 2003). In a similar vein, Jones (1988) reports a case-study analysis
of longitudinal trends in the chair’s letter for a single U.K. firm.

Extant large-sample (computerised) research on U.K. narrative reporting quality has relied on
theory-driven quality proxies. Hussainey et al. (2003) find no association between earnings
response coefficients (ERCs), the strength of connection between current stock returns and
future earnings changes, and forward-looking orientation using a self-designed metric for
overall narrative annual report quality. They do, however, report a positive association using a
measure of forward-looking statements. The authors attribute this inconsistency to noise in
generic quality metrics. Further work suggests that the informativeness of forward-looking state-
ments for future earnings is limited to loss-making firms (Schleicher et al. 2007).

Beattie et al. (2004) and Anis et al. (2012) suggest multi-dimensional proxies for narrative
reporting quality. These proxies’ benefit from a more holistic definition of quality but remain
researcher-driven interpretations of narrative reporting quality. Anis et al. (2012) model their
definition of quality using the Accounting Standards Board (ASB) guidance on the Operating
and Financial Review (ASB 2006) and measure seven additional attributes: forward-looking
orientation, verifiability, relevance, supplementation to the financial statements, understandabil-
ity, balance and neutrality, and comprehensiveness.

While to our knowledge, ours is the first study to use practitioner ratings to capture annual
report narrative quality for U.K. firms, awards and rankings are widely accepted proxies for
quality in extant research because they reduce the potential for researcher bias and draw on
the expertise of industry professionals (Deegan and Carroll 1993, Healy and Palepu 2001,
Leuz and Wysocki 2008). For example, the U.S. Association for Investment Management
Research – Financial Analysts Federation (AIMR-FAF) rankings are found to be positively
associated with analyst accuracy and earnings returns coefficients, and negatively associated
with analyst dispersion, probability of informed trading (PIN), cost of capital, and volatility in
forecast revisions (Lang and Lundholm 1996, Botosan and Plumlee 2002, Gelb and Zarowin
2002, Byard and Shaw 2003, Brown and Hillegeist 2007). Although awards differ from rankings
due to their nature, both approaches rely on scoring by financial reporting experts that identifies a
subset of high-quality reporters.4

While research in the U.S. setting suggests that the quality of 10-K narratives captured by
external ratings has economic consequences, there is reason to expect that regulatory differences
between the U.S. and U.K. will affect (1) the attributes of high-quality narrative reporting quality
and (2) capital market effects. Inferences from U.S. studies may therefore provide an incomplete
picture for settings such as the U.K. where annual reports differ markedly from 10-K filings.
Specifically, extant research suggests that U.K. and U.S. annual reports differ significantly in
the placement, volume, topical emphasis, and vocabulary of environmental disclosures

4The advantage of a continuous ranking variable is ease of matching high- to low-quality reports. Absent
this ranking information, we consider firms that are shortlisted during the sample period to be potentially
high-quality and hence, eliminate observations for shortlisted firms for the four years around the shortlist-
ing. This mitigates against inclusion of highly ranked, yet non-shortlisted, reports in the control sample (see
Section 4.1 for further details).
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(Holland and Boon Foo 2003), use of graphs (Beattie and Jones 1997), and tendency to provide
risk, uncertainty, and forward-looking information (Collins et al. 1993). Differences in annual
report narratives are attributed to regulatory, cultural, and legal differences between the U.S.
and U.K. (Collins et al. 1993, Beattie et al. 2008).

The U.K. offers an interesting setting to examine outcomes of high-quality annual reporting
because management enjoy significantly more freedom over annual report content and presen-
tation compared with U.S. registrants. Accordingly, the quality of U.K. annual reports varies con-
siderably, creating richness in the data. Although prior U.K. research employs theory-driven
attributes of high quality, it has not adopted a proxy for overall annual report narrative quality
that mitigates researcher bias. Our research examines the market effects of annual report disclos-
ure as a function of annual report quality.

2.3. Overview of U.K. annual report awards

This section discusses the U.K. annual report awards. We draw information from conversations
with award-granting bodies and public disclosures of award-granting bodies. We acknowledge,
however, that certain aspects of the awards are opaque and as such our understanding of the
award processes including potential for measurement error or bias in the assessment of annual
report quality is incomplete.

The PwC Building Trust Awards were established in 2002 to raise awareness of best practice
reporting. Other U.K. organisations have subsequently developed their own awards to highlight
different aspects of corporate reporting (e.g. online reporting or corporate governance reporting),
as well as best practice reports based on overall quality. Awards for overall annual report quality
are the focus of our analysis.

Awards underline the position of award-granting bodies as leaders in U.K. corporate report-
ing. Awarding institutions typically provide consultation services and professional development
products, and benefit from a leadership position in this area. Additionally, the awards gala gives
partners and consultants an opportunity to socialise with (potential) clients.

Awards criteria are based on outreach and research with the investment community and long-
term experience with corporate reporting. Award checklists are driven by globally recognised
good practice and investor needs. This differs from the AIMR-FAF analyst rankings of annual
reports which have been used in academic studies examining the U.S. setting. Specifically, the
U.K. annual report awards adopt an investor focus where award-granting organisations
purport to represent a broad set of users including (potential) investors who are likely to rely
on the annual report to make long-term investment decisions (PwC 2022). Conversations with
award-granting bodies suggest that they expect award criteria to be similar across various
U.K. corporate reporting awards.

While some awards like the PwC Building Trust Awards and ICSA Hermes ‘Best Annual
Report’ are comprehensive (i.e. every firm in the FTSE350 is judged), others rely on nominations
(typically in the form of self-nomination). Firms are incentivized to self-nominate to receive
valuable feedback to improve their annual report, although they primarily benefit from publicity
and legitimacy. Specifically, an award shortlisting provides external validation from experts in
corporate reporting to build trust with (potential) investors. Awards are good social media pub-
licity and a stamp of approval for the next year’s annual report (IR Society 2022).

Typically, award entries are first judged by a committee of internal experts who compile an
initial shortlist, which is then subject to review by an external panel of expert judges to determine
a winner. For example, internal reviewers for the PwC Building Trust Award are firm managers
or partners who either hold an accounting designation or possess significant experience as finan-
cial analysts or management consultants. These reviewers are tasked with examining each annual
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report on the FTSE350 to compile a shortlist of best practice candidates. A panel of external
experts then reviews the PwC shortlist to determine the winner. Appendix 1 provides information
on each of the six U.K. corporate reporting awards we use to construct our sample, including
whether the award is nominated, the judging criteria applied, and the use of an external
judging panel.

2.4. Hypothesis development: share price revisions

Share price revisions follow changes in investor expectations. The accounting literature uses
absolute abnormal returns to test for changes in investor expectations to information disclosure.
Cready and Mynatt (1991), Griffin (2003) and Li and Ramesh (2009) find significant absolute
abnormal returns around 10-K filings, consistent with investors viewing information reported
therein as useful. Rippington and Taffler (1995), in contrast, find little evidence of absolute
abnormal returns in response to the publication of the annual report in the U.K.

If high-quality annual report narratives, proxied by award shortlisting, have incremental
information content over peer firms’ reports then we expect to observe a stronger market
response around the release of shortlisted reports. Empirically, narrative reporting quality in
10-K filings correlates with lower cost of capital (Botosan 1997, Botosan and Plumlee 2002,
Hail 2002), while the extent of new information in 10-K reports correlates with higher absolute
abnormal returns (Baginski et al. 2004, Brown and Tucker 2011).

On the other hand, if the objective of the annual report is to provide contextual information
about a firm and its operations then high-quality reports will not necessarily contain more price-
sensitive information. Accordingly, Rippington and Taffler (1995) find muted market reactions
around the publication of U.K. annual reports, which they interpret as evidence that U.K.
annual reports provide confirmatory data rather than new information. Drawing on these find-
ings, higher quality annual reports providing superior confirmatory data should not generate
incremental market reactions around their publication date.

Since extant research provides mixed evidence on the effects of annual report narrative
quality on market returns, we formalise our hypothesis on the price impact of high-quality
annual reporting in the null form:

H1: Firms issuing high-quality annual reports experience similar absolute abnormal returns to their
peers at the report publication dates.

2.5. Hypothesis development: trading volume

Extensive research on information-driven trading volume documents a strong positive associ-
ation between trading volume and absolute price changes (e.g. Karpoff 1987, Schwert 1989,
Gallant et al. 1992, Lerman and Tan 2019). Theory posits that trading volume around infor-
mation events such as earnings announcements is a function of (1) information content; (2)
pre-announcement differences in the precision of private information sets, and (3) belief
divergence to information (Beaver 1968, Karpoff 1986, Holthausen and Verrecchia 1990,
Kim and Verrecchia 1991, Harris and Raviv 1993, Atiase and Bamber 1994, Kandel and
Pearson 1995).

The information content perspective suggests that if high-quality reports contain price-rel-
evant information, they will generate incrementally higher absolute trading volume and absolute
returns at the report publication date. Conversely, pre-announcement differences in the precision
of private information and belief divergence relaxes the dependence between volume and price.
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Specifically, trading volume increases are a function of the variance in beliefs, whereas price and
changes therein are a function of average beliefs. Annual reports may provide additional infor-
mation on financial statement line items and their performance implications that help investors
interpret a prior earnings announcement. If high-quality reports do not contain price-sensitive
information but instead provide contextual information, then it is possible to observe abnormally
high trading volume around the report release date even in the absence of significant absolute
abnormal returns. Specifically, we will observe abnormally high trading volume if high-
quality annual reports help investors reinterpret existing information. On the other hand, if
high-quality annual reporting is an observable outcome of a long-term commitment to a high-
quality investor communication strategy, then high-quality annual reports may simply provide
contextual information which is already known by the market. In this case the publication of
an annual report will not change existing beliefs and will not elicit abnormally high trading
volume. Indeed, if award-shortlisted reports provide a clearer and more comprehensive
summary of information emerging during the reporting period, then it is possible that these
reports generate a less pronounced reaction relative to non-shortlisted reports that contain
more surprise disclosures. The impact of high-quality annual reports on trading volume is there-
fore unclear.

Changes in trading volume can take the form of changes in turnover (the value of trades) and/
or changes in the number of trades. We consider both dimensions of volume in our study. Since
the effect of the issue of high-quality annual reports on abnormal trading volume is unclear, we
formalise our hypothesis on the relation between high-quality annual reports and both abnormal
trading turnover and abnormal number of trades in the null form:

H2a: Firms issuing high-quality annual reports experience similar absolute abnormal trading turn-
over to their peers at the report publication dates.
H2b: Firms issuing high-quality annual reports experience similar absolute abnormal number of
trades to their peers at the report publication dates.

3. Methodology

We test hypotheses using a compilation of U.K. annual report awards to proxy for high-quality
reporting and an event study approach focusing on the annual report release date. A subset of
annual report commentary often appears first in the earnings announcement and as such, the earn-
ings announcement date may serve as a timelier proxy for disclosure of annual report content. We
therefore also examine the market reaction to annual reports conditional on report quality at the
earnings announcement date. We use propensity score matching (PSM) to assign a control obser-
vation to each award-shortlisted report and then test for differences in announcement-period
absolute abnormal returns, abnormal trading turnover and abnormal number of trades between
the award-shortlisted and non-shortlisted report samples.

3.1. Proxy for annual report quality

We use a compilation of U.K. reporting awards from 2007 to 2019 to proxy for annual report
quality. There are six annual report narrative awards/rankings in the U.K.: the PriceWaterhouse-
Coopers (PwC) Building Public Trust Awards, Investor Relations (IR) Society Awards, ICSA
Hermes Transparency in Governance Awards, Communicate Magazine, Accountancy Age,
and Report Watch. Each of these organisations (except Report Watch) annually identifies the
highest quality annual report narratives in the FTSE350 index and publishes a shortlist of
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between three and ten firms as potential award winners. We compile shortlisted firms from the
2007 through 2019 awards cycles and classify these as high-quality annual reports.

Award criteria are publicly available with guidance on the content and style of high-quality
annual report narratives (See Appendix 1 for further details of the awards processes). In par-
ticular, awards stipulate that narrative content should report on market environment, strategy,
business model, risks, and performance (PwC 2014). Firms need to explain how they create
value, how they measure progress on their objectives, and how risks are managed (IR
Society 2015). Stylistically, narratives should be integrated and presented as a coherent
whole (‘joined up’) without jargon or boilerplate language (ICSA 2014, PwC 2014). Inte-
gration may be evidenced by consistent messaging and connectivity of information (i.e. refer-
encing an original occurrence of information rather than repeating it) between sections of the
narrative report.

While we acknowledge that our compilation of U.K. awards might be noisy and represent an
incomplete proxy of narrative quality due to human error and private incentives of awarding
institutions, it nevertheless has the advantage of being less reliant on researcher judgement.
Further, awards are established and implemented by practitioners who are experts in analysing
financial information, familiar with U.K. industry-specific trends, and have extensive auditing
or consulting experience relating to top-level organisational strategy and business models.
Although award-granting organisations in the U.K. could use these awards to establish them-
selves as experts, create visibility, and gain clients, they also have incentives to preserve the
legitimacy of the awards, their organisation’s reputation, and their professionalism by presenting
reliable results. Although research has not made use of U.K. annual report awards, the strategy of
using awards to proxy for reporting quality is common in other settings including Australian gov-
ernment reporting (Ryan et al. 2002), sustainability reporting (Cooper and Owen 2007), and
Canadian annual reporting (Sutley 1994).

3.2. Matching method

Annual reporting quality is not randomly assigned. Rather, firms choose the amount of infor-
mation they disclose and the clarity of exposition. It is therefore difficult to isolate the effect of
annual reporting quality on market outcomes since many characteristics that affect a firm’s pro-
pensity for enhanced disclosures also determine market outcomes.5 Cohen (2008) and Larcker
and Rusticus (2010) criticise the disclosure literature for failing to account for endogeneity in
the research design. Propensity score matching (PSM) reduces differences between the treat-
ment (i.e. award-shortlisted) group and peer firms. Specifically, PSM matches treatment and
control firms using a vector of covariates that determine the probability of award shortlisting.
The resulting treatment and matched control groups should have the same probability of
issuing a high-quality report.6 We apply a propensity score model that matches firms on

5Controlling for firm characteristics in linear regression models does not mitigate bias arising from misspe-
cification of the (potentially non-linear) relation between firm characteristics and narrative reporting quality
(Shipman et al. 2017). The accounting literature uses the Heckman model and matching to mitigate selec-
tion bias. Although the Heckman model is effective at reducing selection bias, its criteria for application are
stringent and accounting models generally do not meet these requirements (Lennox et al. 2012).
6Although endogeneity is mitigated using matching, it is not eliminated because unobservable or unidenti-
fied determinants (i.e., characteristics affecting both high-quality reporting and capital market outcomes)
may exist that are not accounted for in the model (Caliendo and Kopeinig 2008). To mitigate the possibility
that correlated omitted variables bias our results we undertake Rosenbaum bounds analysis. Shipman et al.
(2017) also identify limitations specific to PSM and its implementation including systematic exclusion of
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characteristics that associate with annual report quality, using nearest neighbour matching with
replacement.7

Extant research identifies several firm characteristics that likely affect both reporting quality
and market valuation. We therefore consider each of these potential firm-level determinants in
the following probability model:

log
pt

1− pt
= /+

∑I

i = 1

biFIRM CHARACTERISTICSt +
∑J
j=1

djTIMEt +
∑K

k=1

gkINDt. (1)

Equation (1) expresses the log of the odds that an annual report is award-shortlisted as a function
of FIRM CHARACTERISTICS, time fixed effects (TIME) and industry fixed effects (IND).8

FIRM CHARACTERISTICS include the following covariates: firm size (SIZE), analyst following
(ANALYST), earnings surprise (EARN_SUR), earnings variation (EARN_VAR), earnings loss
(LOSS), earnings loss in the previous fiscal year (LOSS_lag1), share price volatility (PRICE_-
VOL), performance (PERFORM), change in performance (ΔPERFORM), intangibles (R&D),
complexity of operations (COMPLEX), leverage (LEVERAGE), trading volume (TRADE_VOL),
auditor (PWC, DELOITTE, EY, KPMG), accounting system (US_GAAP), corporate blockhold-
ings (CO_BLOCK), investment company blockholdings (IC_BLOCK), employee and family
blockholdings (EMP_BLOCK), other blockholdings (OTH_BLOCK), pension fund blockhold-
ings (PF_BLOCK), government blockholdings (GOV_BLOCK), foreign shareholding
(FOR_SH), and a suite of corporate governance variables. Governance variables comprise diver-
sity measures for inside and outside director age, education, nationality, and gender; CEO/Chair-
man duality; and the percentage of executive board members. Appendix 2 lists the firm
characteristics in our analysis, their definition, predicted sign, and theoretical link with reporting
quality.

3.3. Capital market outcomes

We measure absolute abnormal returns, abnormal trading turnover and abnormal number of
trades using an event window starting two days before the earnings announcement or annual
report release day (t – 2) and ending one day after (t + 1).9 We obtain data on price, turnover
and number of trades from Refinitiv Datastream. Absolute abnormal returns are calculated
using the market model (Cready and Mynatt 1991, Griffin 2003, Li and Ramesh 2009) in

treatment observations with large treatment effects, and propensity to match treatment and control obser-
vations close to the cut-off (i.e., matching award-shortlisted observations to high-quality but non-shortlisted
observations). We mitigate sample selection and generalizability concerns by matching with replacement,
eliminating firm-year observations where a firm has been shortlisted in the previous or subsequent two
years, and comparing PSM results to entropy balancing.
7We match on propensity score with replacement to minimise bias from elimination of control observations
while avoiding poor matches. We also test the sensitivity of outcomes to repeated control observations as
recommended by Stuart (2010), who notes that repeated observations in the control sample violate the
assumption of independence. Austin (2011), using Monte Carlo simulations in the medical field, finds
that an optimal caliper of 0.2 times the standard deviation of propensity scores mitigates at least 99% of
bias in confounding variables. We follow Austin (2011), which in our setting results in a caliper of 0.045.
8We do not use firm fixed effects in Equation (1) as award-shortlisting tends to be sticky over time, hence
including firm fixed effects would subsume other explanatory variables.
9In robustness tests we adjust the time window used to calculate capital market outcomes to check the sen-
sitivity of our results to this research design choice.
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Equation (2) and are defined as absolute market-adjusted returns over the four-day window from
time t – 2 to t + 1.

|CAR|it =
∑t−2

d=t+1

(Rid–RMd)

∣∣∣∣∣

∣∣∣∣∣, (2)

where Rid is the market return for firm i on day d (Datastream: ReturnIndex) and RMd is the return
on the FTSE350 index on day d. If the annual reports of award-shortlisted firms provide more (or
less) information to the market relative to non-shortlisted firms, then we expect to reject H1 in
favour of the alternative hypothesis that announcement-period absolute abnormal returns for
high quality annual reports differ from their matched counterfactuals.

We compute abnormal trading turnover and abnormal number of trades over the same four-day
window as absolute abnormal returns, relative to the earnings announcement date or the annual report
release date. We set the baseline level of normal trading turnover and the normal number of trades for
each firm equal to average trading volume over the 90 trading days ending 17 trading days prior to
the earnings announcement date. Following Bailey et al. (2003, 2006), average daily abnormal
trading turnover (AT) for each firm event (EA and AR release) is defined as:

ATit =
1

4

∑t−2

d=t+1
VOLid

( )

1

90

∑EA−17

d=EA−106
VOLid

( ) , (3)

while average daily abnormal number of trades (ANT) for each firm event (EA and AR release) is
defined as:

ANTit =
1

4

∑t−2

d=t+1
NTid

( )

1

90

∑EA−17

d=EA−106
NTid

( ) , (4)

where VOLid in Equation (3) is trading turnover (Datastream: Volume) for firm i on day d andNTid in
Equation (4) is number of trades (Datastream: NT). The numerator in Equation (3) (Equation (4)) is
the event period trading turnover (number of trades) and the denominator is a scaler for normal trading
turnover (number of trades) in the non-event window t-106 to t-17. H2a (H2b) is rejected if the abnor-
mal trading turnover (number of trades) around the annual report publication dates for issuers of high-
quality annual reports is statistically different from that of their matched counterfactuals.

4. Sample and matching procedure

4.1. Sample and data

To proxy for high-quality annual report narratives, we identifyfirms that are shortlisted for an annual
reporting award from awarding organisations’websites.10 Judging for most awards occurs between

10PwC: http://www.pwc.co.uk/building-public-trust-awards/index.jhtml; IR Society: http://www.irs.org.uk/
events/dinner; Communicate Magazine: https://www.communicatemagazine.com/awards/; Accountancy
Age: http://www.britishaccountancyawards.co.uk/; Report Watch: http://www.reportwatch.net/
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May and September in year t with the aim of evaluating nominees with fiscal year-ends between 1
April t – 1 and 31March t. Accordingly, we define reporting year t in our analysis to include reports
with fiscal year-ends falling within the 12-month period ending 31 March in year t.11

Firms’ annual report quality tends to be sticky over time (Brown and Tucker 2011) and there-
fore it is likely that a firm issuing a shortlisted report in year t discloses high-quality reports
throughout the sample period (although they may not be shortlisted for an award every year).

Figure 1 provides a flowchart that classifies firm-year observations into three categories:
shortlisted firms in an award year (C1), non-shortlisted firms which have been shortlisted in
the four years (two years before and two years after) around the award year (C2), and non-short-
listed firms that have not been shortlisted during the four-year window (two years before and two
years after) around the award year (C3). FTSE350 constituent firm-years comprise 4,550 obser-
vations over the period 2007–2019. From these, 484 observations relate to award-shortlisted
firms and 4,066 observations relate to non-shortlisted firms. Table 1 shows that after dropping
observations due to missing identifiers, observations for investment trusts and hedge fund
firms, and observations with missing data, our final sample consists of 393 award-shortlisted
observations and 2,374 non-shortlisted observations. We refine the control sample to exclude
437 non-shortlisted reports issued by shortlisted firms (C2) to reduce the likelihood of matching
high-quality reports to treatment reports. The final sample available for matching therefore com-
prises 1,937 firm-year observations.

Table 2 reveals 134 unique firms account for the 393 award-shortlisted observations in our
sample. Table 2 also presents the frequency of annual nominations by firm: 51 firms receive a
single nomination while 83 firms are shortlisted in at least two years. These firms relate to
342 of the 393 award shortlisted observations in our sample.

Table 3 presents the number of years that shortlisted firms and never-shortlisted firms appear
in our sample. Firms do not feature in years where data are unavailable or where the firm drops
out of the FTSE350 index. Table 3 reports that our sample consists of 1,261 firm-year obser-
vations for 134 shortlisted firms and 1,506 observations for 257 never-shortlisted firms.

4.2. Descriptive statistics for award-shortlisted firms

This section describes the sample of award-shortlisted firms. Table 4 reports descriptive statistics
by SIC industry division and award-year. Shortlisted observations are most prominent in Div-
ision 4 (manufacturing) and Division 8 (finance/insurance/real estate) with 96 and 89 award-
shortlisted observations, respectively. Conversely Division 5 (transportation, communications,
electric, gas and sanitary services) has the highest number of shortlisted observations relative
to division size. The regulated and publicly accountable nature of these industries may
explain their propensity for high-quality disclosures (Eng and Mak 2003). The frequency of
shortlisted observations increases in the later period of our sample period, coinciding with
growth in the number of awarding organisations (i.e. IR Society in 2009, ICSA Hermes in
2010, and Communicate Magazine in 2012).

Table 5 provides information on the frequency of shortlisted reports by awarding organisation
and year. Overlap occurs where firms are shortlisted by at least two awarding organisations in the
same year. Communicate Magazine and Report Watch contribute the most award observations
(114 and 147 observations, respectively) while Communicate Magazine and PwC have the
most overlap award observations with at least one other organisation (61% and 51% of their

11The dataset of annual reports that have been identified as having been shortlisted for an annual report
award is available at doi:10.17635/lancaster/researchdata/534.
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shortlists, respectively).12 If awarding organisations act independently then overlap in shortlist-
ing signals agreement among experts about the nature and measurement of annual report quality.

4.3. Matching process

This section summarises firm-level determinants of high-quality reporting and reviews the
matching process. Table 6 reports descriptive statistics and pooled tests of difference for

Figure 1. Decision tree for categorising FTSE350 firm-year observations. Year t is the award year (2007–
2019). This figure provides a framework for classifying firms into three categories based on (a) whether the
firm was shortlisted for an award in year t and (b) whether it was shortlisted for an award in either the two
previous years (t−2 or t−1) or the two subsequent years (t + 1 or t + 2). Category one (C1) consists of firms
that was shortlisted in year t. Category two (C2) consists of firms that were not shortlisted in year t but short-
listed in the 5-year window t−2 to t + 2. Category three (C3) consists of firms that have not been shortlisted
for an award in the period t−2 to t + 2.

Table 1. Sample size and classification.

Total
population

Award
shortlisted
observations

Non-award
shortlisted
observations

FTSE350 Constituent firm-years (2007–2019) 4,550 484 4,066
less: missing identifiers (245) (0) (245)
less: trust or hedge fund firms (SIC 6726–6794 & 6799) (510) (0) (510)

3,795 484 3,311
less: limited data availability (1,028) (91) (937)

Remaining Sample 2,767 393 2,374
less: non-award observations of award firms (437) (0) (437)

Final Sample 2,330 393 1,937

This table shows the formation of the samples used as the basis for tests and regressions in the remainder of this paper
from the population of FTSE350 constituents over the period 2007–2019. The total population of firms is segregated
between firm-year observations that have (have not) been shortlisted for a U.K. annual reporting award the two
previous years or the two subsequent years. The ‘remaining sample’ is used for descriptive statistics while the ‘final
sample’ represents the sample used for multiple regression analysis upon which the PSM process is based.

12As an example of overlap, in 2009 PwC and IR Society shortlisted Great Portland Estates, PwC and
Accountancy Age shortlisted HSBC, and IR Society and Accountancy Age shortlisted Marks & Spencer.
Therefore, PwC, IR Society and Accountancy Age each had two observations that overlapped with
another awarding body.
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variables in Equation (1) between award-shortlisted (AWARD = 1) and non-shortlisted (AWARD
= 0) firms. Significant differences across the following firm characteristics are evident: SIZE,
ANALYST, EARN_VAR, PRICE_VOL, R&D, COMPLEX, LEVERAGE, TRADE_VOL, PWC,
KPMG, US_GAAP, CO_BLOCK, IC_BLOCK, EMP_BLOCK, OTH_BLOCK, PF_BLOCK,
GOV_BLOCK, ED_AGE, NED_AGE, ED_ED, NED_ED, ED_GENDER, NED_GENDER,
ED_NATION, NED_NATION and ED_RATIO. These differences suggest that award-shortlisted
firms are different from non-shortlisted firms, and that without matching it is not possible to attri-
bute capital market reactions around the annual report publication dates to annual report quality.

Table 2. Firm awards over the sample period.

Number of years shortlisted for an award Number of firms Total award observations

1 51 51
2 24 48
3 16 48
4 14 56
5 12 60
6 9 54
7 1 7
8 2 16
9 1 9
10 2 20
11 1 11
12 0 0
13 1 13
Totals 134 393

This table shows the distribution of award shortlisted firms across the number of years in which they are shortlisted for a
U.K. narrative reporting award. Total award observations is the product of the first two columns. For example, two firms
are shortlisted for an award for ten years, resulting in a total of 20 shortlisted observations for these two firms.

Table 3. Duration of firms in the sample period (2007–2019).

Count of sample years Award firms Never-award firms Total Number of firms

1 1 52 53
2 3 29 32
3 6 18 24
4 6 14 20
5 7 22 29
6 4 15 19
7 7 14 21
8 10 11 21
9 11 13 24
10 15 22 37
11 19 14 33
12 19 20 39
13 26 13 39
Total firms 134 257 391
Total observations 1,261 1,506 2,767

This table summarises the number of times firm observations occur in the sample. For example, 39 firms have 13 firm-
year observations in the sample; 26 of these have been award shortlisted in one of the thirteen years, and 13 have not been
shortlisted in any of the thirteen years.
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Table 4. Distribution of industry division by award-year.

Award Year Div.1 Div.2 Div.3 Div.4 Div.5 Div.6 Div.7 Div.8 Div.9 Year Totals

2007 Award 0 1 0 2 1 0 0 5 2 11
% .07 .00 .04 .05 .00 .00 .13 .08 .06
Total 0 15 9 52 19 6 18 40 24 183

2008 Award 0 1 0 1 2 1 1 4 1 11
% .06 .00 .02 .11 .17 .05 .09 .03 .06
Total 0 17 8 54 19 6 19 43 32 198

2009 Award 0 1 0 0 2 2 2 4 1 12
% .06 .00 .00 .09 .40 .11 .11 .03 .06
Total 0 18 11 55 23 5 19 38 39 208

2010 Award 0 2 1 1 3 2 3 7 5 24
% .11 .10 .02 .13 .29 .14 .16 .14 .11
Total 0 18 10 61 24 7 22 44 36 222

2011 Award 0 0 1 3 1 1 2 3 1 12
% .00 .09 .05 .04 .17 .07 .07 .03 .05
Total 0 20 11 64 23 6 27 46 37 234

2012 Award 0 4 1 4 3 0 2 5 6 25
% .16 .07 .06 .14 .00 .08 .11 .17 .10
Total 0 25 14 64 22 8 25 47 35 240

2013 Award 0 4 1 4 5 0 2 8 3 27
% .17 .08 .07 .21 .00 .08 .16 .10 .12
Total 0 24 13 59 24 9 26 49 29 233

2014 Award 0 4 2 3 8 0 1 10 5 33
% .22 .15 .06 .32 .00 .06 .24 .19 .16
Total 0 18 13 52 25 6 18 42 27 201

2015 Award 0 4 2 17 9 0 7 9 4 52
% .27 .20 .30 .41 .00 .28 .20 .13 .24
Total 0 15 10 56 22 10 25 45 31 214

2016 Award 0 0 2 8 7 1 7 11 4 40
% .00 .20 .17 .41 .11 .28 .26 .16 .21
Total 0 13 10 47 17 9 25 42 25 188

2017 Award 0 1 1 14 10 0 8 10 6 50
% .08 .13 .25 .40 .00 .33 .19 .16 .22
Total 0 13 8 56 25 9 24 53 37 225

2018 Award 0 6 1 18 8 1 4 6 5 49
% .46 .13 .29 .29 .13 .18 .13 .20 .23
Total 0 13 8 63 28 8 22 47 25 214

2019 Award 0 2 2 21 6 1 4 7 4 47
% .15 .20 .38 .25 .13 .17 .15 .15 .23
Total 0 13 10 55 24 8 24 47 26 207

Total Award 0 30 14 96 65 9 43 89 47 393
% .14 .10 .13 .22 .09 .15 .15 .12 .14
Total 0 222 135 738 295 97 294 583 403 2,767

This table shows the number of observations in each division for each award year 2007–2019. The award-firm
representation as a percentage of total observations in the industry is shown in italics. SIC industry divisions: 1
agriculture, forestry and fishing; 2 mining; 3 construction; 4 manufacturing; 5 transportation, communications,
electric, gas and sanitary services; 6 wholesale trade; 7 retail trade; 8 finance, insurance and real estate; 9 services.
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Through matching, we aim to compare the capital market reactions around the annual report pub-
lication date for similar firms.

Table 7 presents the regression analysis including firm-level determinants of high-quality
reporting. In column (1) we estimate Equation (1) including all firm characteristics discussed in
Section 3.2. Results for this specification are largely in line with expectations. Specifically,
SIZE, ANALYST, PWC, PF_BLOCK, ED_ED and ED_RATIO are positively related to the
probability of being shortlisted, while R&D, COMPLEX, CO_BLOCK, IC_BLOCK, EMP_-
BLOCK, OTH_BLOCK, ED_AGE, NED_AGE, and NED_GENDER have a negative impact
on the probability of being shortlisted. A test for the joint significance of both time and industry
fixed effects suggests that these are significantly related to the probability of being award-
shortlisted. To avoid overfitting, we estimate a parsimonious version of the model that includes
only the determinants in column (1) which are statistically significant at the 10% level or better.
To mitigate underfitting, to this specification we separately add each determinant which was
insignificant in column (1) to ensure it remains insignificant in the parsimonious model. The

Table 5. Distribution and overlap of award observations by year.

Award Year PwC IRS IC AA Comm E-com Award Total

2007 5 3 4 11
(1) (0) (1)

2008 5 3 3 11
(0) (0) (0)

2009 3 7 3 2 12
(2) (2) (2) (0)

2010 5 9 3 11 2 24
(3) (4) (1) (3) (1)

2011 4 7 2 2 12
(2) (3) (0) (1)

2012 17 7 2 5 4 25
(7) (5) (2) (0) (3)

2013 4 9 8 7 4 27
(1) (3) (2) (0) (2)

2014 14 6 7 14 2 33
(8) (5) (3) (4) (0)

2015 7 10 7 16 29 52
(6) (3) (4) (13) (11)

2016 4 8 5 18 19 40
(3) (4) (2) (14) (8)

2017 3 13 8 17 19 50
(1) (6) (3) (12) (3)

2018 3 10 9 18 27 49
(2) (3) (5) (12) (7)

2019 3 7 3 19 30 47
(3) (6) (2) (15) (9)

Total observations 77 93 54 20 114 147 393
(Total overlap) (39) (44) (24) (5) (70) (46)

Distribution of the award obervations over the time period 2007–2019 are shown in the last column (note that Table 4
includes these same statistics). This table shows the specific awarding institutions from which the observations originate.
The total number of observations in the highlighted columns does not add to ‘award total’ because some observations are
shortlisted by two (or more) organisations in the same year. These overlap observations are noted in parenthesis. For
example: in 2009 PwC and IR Society both shortlisted Great Portland Estates, PwC and Accountancy Age shortlisted
HSBC, and IR Society and Accountancy Age shortlisted Marks & Spencer. Therefore PwC, IR Society and
Accountancy Age each had two observations that overlapped with another scheme.
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Table 6. Tests of difference before matching

AWARD = 0 AWARD = 1

Pooled
Test of
Diff.

Variable Min
Lower
Quart Med

Upper
Quart Max Mean

Std
Dev Min

Lower
Quart Med

Upper
Quart Max Mean

Std
Dev T-test

SIZE 4.93 6.75 7.91 14.12 19.02 9.81 3.75 5.77 8.79 14.90 16.11 19.44 13.04 3.98 15.41
ANALYST 1.00 8.00 13.00 17.00 36.00 12.85 6.11 3.00 14.00 17.00 22.00 35.00 17.50 6.04 13.77
EARN_SUR 0.00 0.17 2.13 6.25 323.65 8.21 28.87 0.00 0.02 0.32 3.00 677.20 7.20 41.20 0.58
EARN_VAR 0.00 0.05 0.11 0.28 569.07 1.79 20.57 0.00 0.06 0.19 0.57 4120.25 13.29 208.87 2.37
LOSS 0.00 0.00 0.00 0.00 1.00 0.09 0.28 0.00 0.00 0.00 0.00 1.00 0.10 0.31 1.04
LOSS_lag1 0.00 0.00 0.00 0.00 1.00 0.09 0.29 0.00 0.00 0.00 0.00 1.00 0.11 0.32 1.27
PRICE_VOL 0.11 0.22 0.27 0.33 54.08 1.85 5.98 0.11 0.19 0.24 0.32 44.09 2.66 6.97 2.38
PERFORM −104.73 0.09 0.17 0.27 1082.25 1.94 25.79 −58.64 0.08 0.17 0.34 174.95 2.59 13.68 0.48
ΔPERFORM −348.33 −0.30 0.00 0.11 22.08 −0.60 10.09 −161.70 −0.15 0.00 0.02 60.34 −0.83 10.52 0.42
R&D −9.21 0.00 0.00 0.00 8.25 0.28 2.18 −7.82 0.00 0.00 0.00 8.16 −0.27 2.31 4.50
COMPLEX 0.00 1.00 2.00 4.00 10.00 2.42 2.16 0.00 0.00 1.00 4.00 10.00 2.03 2.54 3.19
LEVERAGE 0.00 0.05 0.20 0.36 71.30 1.85 7.44 0.00 0.18 0.29 0.45 49.99 3.89 10.16 4.64
TRADE_VOL 9.13 13.03 14.00 14.97 19.63 14.01 1.46 10.95 14.33 15.19 16.07 18.98 15.14 1.34 14.20
PWC 0.00 0.00 0.00 1.00 1.00 0.28 0.45 0.00 0.00 0.00 1.00 1.00 0.45 0.50 6.61
DELOITTE 0.00 0.00 0.00 1.00 1.00 0.28 0.45 0.00 0.00 0.00 0.00 1.00 0.24 0.43 1.58
EY 0.00 0.00 0.00 0.00 1.00 0.13 0.34 0.00 0.00 0.00 0.00 1.00 0.11 0.31 1.36
KPMG 0.00 0.00 0.00 0.00 1.00 0.19 0.39 0.00 0.00 0.00 0.00 1.00 0.14 0.35 2.14
US_GAAP 0.00 0.00 0.00 0.00 1.00 0.02 0.13 0.00 0.00 0.00 0.00 1.00 0.11 0.31 9.58
CO_BLOCK 0.00 0.00 0.00 0.00 74.00 3.45 10.38 0.00 0.00 0.00 0.00 50.00 1.39 6.14 3.80
IC_BLOCK 0.00 0.00 8.00 15.00 64.00 9.47 9.10 0.00 0.00 6.00 10.00 33.00 6.91 6.63 5.30
EMP_BLOCK 0.00 0.00 0.00 0.00 71.00 4.99 12.39 0.00 0.00 0.00 0.00 70.00 2.30 8.55 4.11
OTH_BLOCK 0.00 0.00 0.00 0.00 70.00 1.16 7.23 0.00 0.00 0.00 0.00 40.00 0.27 2.62 2.41
PF_BLOCK 0.00 0.00 0.00 0.00 27.00 0.14 1.47 0.00 0.00 0.00 0.00 12.00 0.34 1.63 2.52
GOV_BLOCK 0.00 0.00 0.00 0.00 70.00 0.46 3.88 0.00 0.00 0.00 0.00 39.00 1.28 4.65 3.71
FOR_SH 0.00 0.00 5.00 11.00 74.00 8.60 13.02 0.00 0.00 6.00 11.00 54.00 7.76 8.79 1.23
ED_AGE 37.00 48.70 51.30 54.00 67.00 51.44 4.41 40.00 50.00 52.00 54.00 62.00 51.91 3.85 1.97
NED_AGE 48.50 57.00 59.30 61.50 72.00 59.31 3.37 51.00 57.00 58.70 61.00 69.00 58.88 2.89 2.38
ED_ED 0.00 1.00 1.60 2.00 4.00 1.65 0.77 0.00 1.50 2.00 2.40 4.00 1.96 0.72 7.38
NED_ED 0.00 1.50 2.00 2.30 4.00 1.95 0.61 0.70 1.90 2.00 2.30 3.80 2.06 0.53 3.53

(Continued )
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Table 6. Continued.

AWARD = 0 AWARD = 1

Pooled
Test of
Diff.

Variable Min
Lower
Quart Med

Upper
Quart Max Mean

Std
Dev Min

Lower
Quart Med

Upper
Quart Max Mean

Std
Dev T-test

ED_GENDER 33.00 100.00 100.00 100.00 100.00 95.52 12.56 33.00 100.00 100.00 100.00 100.00 94.14 14.29 1.94
NED_GENDER 20.00 71.40 83.00 100.00 100.00 82.14 15.07 33.00 63.00 71.00 80.00 100.00 71.76 12.66 12.77
ED_NATION 0.00 0.00 0.00 0.00 1.00 0.13 0.26 0.00 0.00 0.00 0.40 1.00 0.19 0.32 4.16
NED_NATION 0.00 0.00 0.00 0.50 1.00 0.26 0.33 0.00 0.00 0.40 0.70 1.00 0.40 0.39 7.32
CEO_CHAIR 0.00 0.00 0.00 0.00 1.00 0.01 0.08 0.00 0.00 0.00 0.00 1.00 0.01 0.09 0.20
ED_RATIO 0.07 0.25 0.33 0.42 0.71 0.34 0.11 0.07 0.22 0.29 0.38 0.57 0.30 0.10 6.26

This table contains (1) descriptive statistics for the subsamples AWARD = 0 and AWARD = 1 and (2) pooled tests of differences between the two subsamples (null hypothesis is that the
two subsamples are the same). Two-tailed p-values resulting from parametric (t-statistic) tests of differences are shown. This panel comprises 2,330 firm-year observations of which 393
are award shortlisted. See appendix 2 for variable definitions.
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Table 7. Regression analysis: firm-level determinants of high-quality.

Expected (1) (2)
Sign Full Regression Stepwise Regression

SIZE (+) 0.039 *** 0.036 ***
3.80 3.82

ANALYST (+) 0.007 *** 0.006 ***
3.89 3.80

EARN_SUR (+) 0.000
0.33

EARN_VAR (+) 0.000
0.81

LOSS (+) 0.032
1.28

LOSS_lag1 (+) 0.021
0.85

PRICE_VOL (−) 0.001
0.18

PERFORM (?) 0.000
0.38

ΔPERFORM (?) 0.000
0.53

R&D (+) −0.009 *** −0.009 ***
2.69 2.72

COMPLEX (+) −0.010 *** −0.009 ***
3.27 2.92

LEVERAGE (−) 0.001
1.11

TRADE_VOL (+) 0.010 0.016 *
1.10 1.74

PWC (?) 0.066 ** 0.081 ***
2.29 5.74

DELOITTE (?) 0.001
0.02

EY (?) −0.024
0.71

KPMG (?) −0.040
1.22

US_GAAP (?) 0.007
0.19

CO_BLOCK (?) −0.005 *** −0.004 ***
3.58 3.74

IC_BLOCK (?) −0.003 ** −0.002 **
2.24 2.54

EMP_BLOCK (?) −0.002 *** −0.002 ***
2.58 2.75

OTH_BLOCK (?) −0.010 *** −0.010 ***
3.48 3.58

PF_BLOCK (?) 0.010 *** 0.010 ***
2.69 3.10

GOV_BLOCK (+) 0.000
0.01

FOR_SH (+) 0.001
0.52

ED_AGE (?) −0.005 *** −0.005 ***

(Continued )
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specification in column (2) includes all significant covariates in column (1) plus TRADE_-
VOL, the only other variable that was subsequently significant when separately added back
to the parsimonious model. Results in column (2) are in line with the results in column (1).
Specifically, significant determinants in column (1) remain significant and with the same
sign in column (2).

The matching process involves two steps. Step one is a direct match on binary variables
(PwC, industry, and time), followed by a match on propensity score in step two. We match
cases by industry and PwC because results in Table 7 identify these features as important deter-
minants of being shortlisted for an award. We match observations by award-year to be consistent
with the awards process, which determines award shortlists within a regular 12-month cycle.
Matching by year may also mitigate the effect of temporal factors such as changes to best prac-
tice reporting, market environment, and the economy. The propensity score (p-score) in step two
is the probability of being shortlisted for an award computed from the stepwise regression in
Table 7. Applying nearest neighbour matching with replacement and a caliper of 0.045 yields
161 matched (322 total) firm-year observations.

We report tests of differences in the p-score and covariates to help evaluate the validity of our
match. Table 8 reports paired tests of differences after matching. As intended, the difference in
the covariate means between the treatment and control groups after matching is insignificant for
most variables. The only covariates where the difference in means remains (marginally) signifi-
cant are EARN_SUR, LOSS and LEVERAGE. Specifically, award-shortlisted observations have
lower earnings surprise, higher incidence of losses, and higher leverage. These variables were

Table 7. Continued.

Expected (1) (2)
Sign Full Regression Stepwise Regression

2.76 2.73
NED_AGE (?) −0.012 *** −0.011 ***

4.50 4.34
ED_ED (+) 0.042 *** 0.044 ***

4.19 4.50
NED_ED (+) 0.012

0.89
ED_GENDER (−) 0.001

1.34
NED_GENDER (−) −0.001 ** −0.001 **

2.40 2.32
ED_NATION (+) 0.017

0.71
NED_NATION (+) 0.017

0.75
CEO_CHAIR (−) −0.010

0.12
ED_RATIO (+) 0.265 *** 0.223 ***

3.15 2.71
TIME YES YES
IND YES YES
Pseudo adj. R-squared 0.242 0.251

Logistic regressions include 2,330 firm-year observations from 2007 to 2019. Statistics shown are marginal effects and t-
value. See variable definitions in Appendix 2. The dependent variable (in log-odds) is AWARD (whether the firm has been
shortlisted for an annual reporting award in time = t) and there are 393 firm-year observations of AWARD = 1. The F-test
p-value for INDUSTRY (TIME) is 0.0513 (<0.0001) in the stepwise regression. Pseudo adjusted r-square is calculated as
Shtatland et al. (2011) adjustment 3.
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Table 8. Tests of difference after matching.

AWARD = 0 AWARD = 1

Paired
Test of
Diff.

Variable Min
Lower
Quart Med

Upper
Quart Max Mean

Std
Dev Min

Lower
Quart Med

Upper
Quart Max Mean

Std
Dev T-test

SIZE 5.56 7.68 10.45 15.14 18.96 11.48 3.96 6.04 7.59 10.61 15.44 18.84 11.56 4.03 0.79
ANALYST 3.00 12.00 16.00 19.00 32.00 15.78 5.60 3.00 12.00 15.00 19.00 35.00 15.58 5.90 0.48
EARN_SUR 0.00 0.07 1.38 5.74 323.65 10.25 37.93 0.00 0.05 1.18 3.64 72.15 4.03 8.54 2.18
EARN_VAR 0.00 0.06 0.13 0.39 286.48 3.74 24.72 0.00 0.06 0.17 0.58 4120.25 29.80 326.06 1.01
LOSS 0.00 0.00 0.00 0.00 1.00 0.06 0.23 0.00 0.00 0.00 0.00 1.00 0.14 0.35 2.70
LOSS_lag1 0.00 0.00 0.00 0.00 1.00 0.08 0.27 0.00 0.00 0.00 0.00 1.00 0.08 0.27 0.00
PRICE_VOL 0.12 0.22 0.26 0.31 35.67 2.28 6.67 0.11 0.21 0.25 0.31 35.10 2.12 6.07 1.00
PERFORM −1.99 0.10 0.17 0.29 66.37 2.46 8.43 −58.64 0.07 0.17 0.33 174.95 1.87 15.25 0.49
ΔPERFORM −8.67 −0.24 −0.01 0.01 8.50 −0.07 1.43 −161.70 −0.20 0.00 0.10 17.65 −1.50 13.24 1.37
R&D −8.52 0.00 0.00 0.00 6.71 −0.35 2.37 −7.20 0.00 0.00 0.00 8.16 −0.07 2.50 1.56
COMPLEX 0.00 0.00 1.00 4.00 10.00 2.09 2.40 0.00 0.00 2.00 4.00 10.00 2.49 2.63 1.41
LEVERAGE 0.00 0.02 0.15 0.33 39.66 1.54 5.89 0.00 0.14 0.29 0.41 48.11 3.09 8.39 2.75
TRADE_VOL 10.79 13.93 14.41 15.11 18.30 14.51 1.26 10.95 13.61 14.58 15.38 17.79 14.54 1.34 0.26
PWC 0.00 0.00 0.00 1.00 1.00 0.36 0.48 0.00 0.00 0.00 1.00 1.00 0.36 0.48 0.00
DELOITTE 0.00 0.00 0.00 1.00 1.00 0.25 0.44 0.00 0.00 0.00 1.00 1.00 0.32 0.47 1.34
EY 0.00 0.00 0.00 0.00 1.00 0.14 0.35 0.00 0.00 0.00 0.00 1.00 0.11 0.31 1.03
KPMG 0.00 0.00 0.00 0.00 1.00 0.16 0.37 0.00 0.00 0.00 0.00 1.00 0.14 0.35 0.47
US_GAAP 0.00 0.00 0.00 0.00 1.00 0.05 0.22 0.00 0.00 0.00 0.00 1.00 0.06 0.24 0.47
CO_BLOCK 0.00 0.00 0.00 0.00 39.00 1.53 5.45 0.00 0.00 0.00 0.00 50.00 1.93 8.01 0.54
IC_BLOCK 0.00 0.00 5.00 10.00 63.00 7.03 8.04 0.00 0.00 6.00 12.00 26.00 7.28 7.04 0.30
EMP_BLOCK 0.00 0.00 0.00 0.00 54.00 3.30 9.94 0.00 0.00 0.00 0.00 70.00 3.04 9.51 0.30
OTH_BLOCK 0.00 0.00 0.00 0.00 14.00 0.30 1.67 0.00 0.00 0.00 0.00 5.00 0.03 0.39 2.01
PF_BLOCK 0.00 0.00 0.00 0.00 5.00 0.16 0.87 0.00 0.00 0.00 0.00 12.00 0.22 1.46 0.50
GOV_BLOCK 0.00 0.00 0.00 0.00 70.00 1.70 9.24 0.00 0.00 0.00 0.00 16.00 0.99 2.85 0.96
FOR_SH 0.00 0.00 5.00 10.00 70.00 7.93 12.99 0.00 0.00 6.00 12.00 54.00 8.19 9.98 0.21
ED_AGE 41.50 49.00 51.30 54.00 66.70 51.74 4.35 40.00 48.50 51.00 54.00 62.00 51.29 4.43 0.98
NED_AGE 51.50 57.30 59.00 61.00 66.50 59.11 2.71 51.90 56.50 58.40 61.00 69.00 58.76 3.15 1.12
ED_ED 0.00 1.00 2.00 2.30 4.00 1.79 0.85 0.00 1.30 2.00 2.00 3.50 1.82 0.71 0.37
NED_ED 0.80 1.60 2.00 2.20 4.00 1.94 0.57 0.70 1.70 2.00 2.40 3.80 2.06 0.59 1.95

(Continued )
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Table 8. Continued.

AWARD = 0 AWARD = 1

Paired
Test of
Diff.

Variable Min
Lower
Quart Med

Upper
Quart Max Mean

Std
Dev Min

Lower
Quart Med

Upper
Quart Max Mean

Std
Dev T-test

ED_GENDER 33.00 100.00 100.00 100.00 100.00 93.81 15.16 33.00 100.00 100.00 100.00 100.00 95.71 12.38 1.20
NED_GENDER 33.30 66.70 75.00 83.30 100.00 76.16 14.79 33.00 67.00 75.00 83.00 100.00 74.95 12.99 1.07
ED_NATION 0.00 0.00 0.00 0.00 1.00 0.15 0.28 0.00 0.00 0.00 0.40 1.00 0.16 0.29 0.50
NED_NATION 0.00 0.00 0.30 0.50 1.00 0.33 0.35 0.00 0.00 0.30 0.60 1.00 0.34 0.35 0.51
CEO_CHAIR 0.00 0.00 0.00 0.00 1.00 0.01 0.11 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.42
ED_RATIO 0.10 0.25 0.33 0.38 0.56 0.32 0.09 0.10 0.22 0.30 0.38 0.57 0.31 0.10 1.00
DAYS_YE_EA 26.00 50.00 57.00 64.00 80.00 56.60 10.68 30.00 48.00 57.00 62.00 89.00 56.09 10.71 0.47
DAYS_EA_AR 1.00 20.00 27.00 37.00 85.00 28.84 13.19 6.00 19.00 25.00 33.00 74.00 25.60 11.35 2.46
DAYS_YE_AR 54.00 77.00 85.00 93.00 134.00 85.45 13.34 52.00 73.00 81.00 88.00 137.00 81.68 13.63 2.63

This table contains (1) descriptive statistics for the subsamples AWARD = 0 and AWARD = 1 and (2) paired tests of differences between the two subsamples (null hypothesis is that the
two subsamples are the same). Parametric (t-statistic) two-tailed tests of differences are shown. This panel comprises 161 matched firm-year observations (322 total). See appendix 2 for
variable definitions. DAYS_YE_EA is the number of days between the firm’s year-end and the earnings announcement release date; DAYS_EA_AR is the number of days between the
earnings announcement and annual report release dates; DAYS_YE_AR is the number of days between the firm’s year-end and the annual report release date.
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not significant in the stepwise regression in Table 7, hence were not included in the computation
of the p-score used in matching observations. Results suggest the match is successful at elimi-
nating a high fraction of the differences between the treatment and control samples.13

Table 8 also tests for relative differences in the timing of the earnings announcement and
annual report releases. We present results for the difference in days between (1) the fiscal
year-end and the earnings announcement date; (2) the earnings announcement and the
annual report publication; and (3) the fiscal year-end and the annual report publication.
While we do not observe any differences between the treatment and control groups with
respect to the period between the fiscal year-end and earnings announcement, the interval
between the earnings announcement and the annual report publication date is shorter for
award-shortlisted firms.

5. Results

This section provides evidence of the effect of annual report quality on capital market out-
comes. Notwithstanding that we use a matched sample for this analysis, given that matching
might not fully address time-series variation in firm characteristics, we test for capital
market effects using the following Generalized Estimation Equation (GEE) regression that
accounts for residual differences between treatment and control samples, and the paired
nature of our sample:

Capital Market Effects = /+ b1AWARDit +
∑J
j=1

sjCONTROLSt +
∑K

k=1

dkTIMEt

+
∑L
l=1

glINDt, (5)

where Capital Market Effects are absolute abnormal returns, |CAR|, abnormal trading turn-
over, AT, or abnormal number of trades NT. The dependent variables are calculated as
explained in Section 3.3. Our test variable AWARD is an indicator that takes the value of
one for award-shortlisted observations and zero otherwise. CONTROLS refers to the vector
of firm-specific characteristics that are significant in the stepwise regression examining
firm-level determinants of high-quality shown in Table 7, together with variables on report
timing (YE_EA and EA_AR) and additional variables significant in tests of difference after
matching (Table 8: EARN_SUR, LOSS and LEVERAGE). Table 9 reports results for Equation
(5). Columns (1)–(3) show results for the capital market effects of high-quality reporting
around the earnings announcement date, while columns (4)–(6) show results around the
annual report publication date.

13Testing differences in covariates is controversial because discarding matched observations reduces power
thereby inflating statistical significance independent of covariate balance (Austin 2008). Hansen (2008)
argues, however, that both match validity and outcome analysis suffer from reduced power, therefore in
the event of a type I error in match validity (rejecting the null hypothesis that the treatment and control
samples are the same) arising from over-trimming in the sample, the reduction in power is sufficient to
undermine causal effects in outcome analysis. Caliper tests are another way of assessing the quality of
match through case and control group overlap. Austin (2011) argues that using a caliper of 0.2 times the
standard deviation mitigates at least 99% of bias in confounding variables. (The standard deviation of short-
listed firms is 0.224 and therefore we use a caliper of 0.045.)
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Table 9. Capital market effects of award shortlisting.

Earnings Announcement Date Annual Report Publication Date

(1) (2) (3) (4) (5) (6)
Variable |CAR| AT NT |CAR| AT NT

Intercept 0.162 ** 0.970 2.860 *** −0.017 1.065 2.295 ***
2.67 1.23 4.09 0.51 1.73 4.28

AWARD −0.013 *** −0.024 −0.097 ** 0.000 0.004 −0.026
3.53 0.61 2.57 0.18 0.13 0.83

SIZE −0.008 * −0.155 *** 0.168 *** −0.002 −0.061 0.144 ***
1.89 3.35 3.67 0.98 1.38 3.94

ANALYST 0.001 0.018 0.030 * 0.000 0.008 0.025 **
0.73 1.27 1.90 0.17 0.64 2.36

EARN_SUR 0.000 −0.001 −0.001 0.000 −0.002 *** −0.001 **
0.07 0.95 1.08 0.11 2.99 2.21

LOSS 0.013 0.174 −0.256 *** 0.001 0.157 * −0.207 ***
1.43 1.63 2.61 0.19 1.71 3.20

R&D 0.001 −0.023 −0.017 −0.001 0.004 −0.007
0.74 1.37 0.93 0.41 0.20 0.47

COMPLEX 0.003 0.000 −0.031 0.000 −0.007 −0.028 *
1.29 0.02 1.50 0.11 0.45 1.96

LEVERAGE 0.000 −0.009 0.007 0.000 −0.006 0.012 ***
0.82 1.50 1.50 1.28 1.54 2.68

TRADE_VOL 0.006 0.252 *** −0.120 *** 0.005 ** 0.151 *** −0.128 ***
1.43 5.72 2.64 2.22 4.82 4.00

PWC 0.086 ** 1.005 ** 0.380 0.035 0.584 0.373
2.25 2.47 1.01 1.39 1.61 1.26

CO_BLOCK 0.000 −0.011 −0.008 0.000 −0.011 * −0.008
0.35 1.42 1.00 1.06 1.91 1.62

IC_BLOCK 0.000 0.000 −0.013 ** 0.000 −0.002 −0.011 ***
0.55 0.03 2.01 0.55 0.37 2.83

EMP_BLOCK −0.001 −0.010 ** −0.009 ** 0.000 −0.003 −0.005
1.56 2.41 2.15 1.47 0.96 1.57

OTH_BLOCK −0.003 −0.004 −0.026 0.001 0.012 −0.017
1.09 0.15 1.14 1.23 0.65 1.28

PF_BLOCK 0.003 0.028 0.008 0.000 −0.011 −0.013
1.09 1.06 0.35 0.20 0.63 0.61
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ED_AGE −0.002 ** −0.011 −0.011 0.000 −0.017 *** −0.010 *
2.10 1.60 1.36 0.67 2.66 1.69

NED_AGE −0.001 −0.005 −0.028 * −0.001 −0.009 −0.027 ***
0.60 0.31 1.83 0.85 0.76 2.71

ED_ED 0.004 0.061 0.179 ** 0.007 0.087 0.213 ***
0.47 0.78 2.07 1.63 1.36 4.06

NED_ED −0.001 −0.073 0.017 0.000 −0.092 ** 0.026
0.30 1.42 0.35 0.08 2.16 0.74

NED_GENDER −0.001 −0.005 −0.012 *** 0.000 −0.002 −0.007 ***
2.25 1.43 2.92 0.95 0.74 2.76

ED_RATIO −0.031 −0.272 0.963 *** 0.007 −0.149 0.746 ***
0.93 0.86 2.83 0.42 0.63 3.53

YE_EA 0.000 −0.002 −0.001 0.000 −0.001 0.000
0.85 0.83 0.25 0.49 0.49 0.16

EA_AR 0.000 −0.003 −0.003 0.000 ** −0.004 ** −0.003
1.45 1.20 1.28 2.24 1.96 1.57

TIME YES YES YES YES YES YES
IND YES YES YES YES YES YES

* Z > 1.65; ** Z > 1.96; *** Z > 2.58.
This table contains Generalized Estimation Equation regression models for the event study where market-level dependent variables are absolute abnormal returns (|CAR|), absolute
trading volume (ATV), and number of trades (NT). The independent variable of interest is the binary AWARD variable. Remaining variables encompass all matching variables plus
statistically significant variables from Table 8. The sample comprises 161 matched firm-year observations (322 total). A window of four days (t−2 to +1) is used where t = 0 is the
Earnings Announcement or Annual Report publication date. |CAR| is calculated using arithmetic returns (no significant differences using geometric returns).
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5.1. Absolute abnormal returns

Columns (1) and (4) of Table 9 present results of reporting quality on cumulative abnormal returns
(|CAR|) for the earnings announcement date and annual report publication date, respectively.
Column (1) shows that award-shortlisted firms have a lower absolute cumulative abnormal
return relative to matched non-shortlisted firms around the earnings announcement date. This
result is significant at the one percent level (t-statistic 3.53) and suggests that the earnings
announcements of award-shortlisted firms are significantly less informative than those of non-
shortlisted firms. Meanwhile, the coefficient on AWARD is insignificant in column (4) of
Table 9, suggesting no difference in the absolute abnormal cumulative returns of award-shortlisted
firms relative to non-shortlisted firms around the annual report publication date. Collectively,
these results provide no evidence to suggest that award-shortlisted reports are more informative
than non-shortlisted reports. In fact, results around the earnings announcement suggest that
award-shortlisted reports are less informative. One possible explanation for this counterintuitive
result is that despite their higher perceived quality, award-shortlisted reports may contain less
price-sensitive (i.e. new) information because their primary role is simply to summarise infor-
mation released throughout the reporting period via more timely communication channels.

5.2. Trading volume

We test for abnormal trading volume using abnormal turnover and abnormal number of trades.
Specifically, columns (2) and (5) in Table 9 show results for abnormal trading turnover at the
earnings announcement date and at the annual report publication date, respectively, while
columns (3) and (6) contain corresponding results for the abnormal number of trades. If high-
quality narratives contain more information, then shortlisted reports may induce higher
trading turnover and a higher number of trades relative to non-shortlisted reports. Conversely,
if high-quality annual reports contain stale information, shortlisted reports may induce lower
trading turnover and a lower number of trades relative to their non-shortlisted controls.

The coefficient estimate on AWARD in the earnings announcement date specification is indis-
tinguishable from zero for abnormal turnover and negative (t-statistic 2.57) for the abnormal
number of trades specification. For the annual report publication date, the coefficient estimate
on AWARD is insignificant for both abnormal turnover and abnormal number of trades. These
results suggest that annual reports of award-shortlisted firms are no more informative than the
reports of non-shortlisted firms.

5.3. Timeliness of information disclosure

To examine whether award-shortlisted firms provide more timely information disclosure than
their peers throughout the reporting cycle, we use the timeliness metric from Beekes and
Brown (2006) that measures the speed of price adjustment over the 12-month reporting period
as our dependent variable in Equation (5). The timeliness measure approaches zero as firms
opt to release information to the market promptly. Specifically, TIMELINESS traces share
prices over the preceding 250 trading days ending 10 trading days after the earnings announce-
ment to measure how quickly share price adjusts towards the price at the end of the 250-day
window (day 0):

TIMELINESS =
∑t=0

t=−249 |log(Pi0)− log(Pit)|
( )

/250

1+ |Ri0| , (6)
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where t = 0 corresponds to 10 trading days after the earnings announcement date, P is the market-
adjusted share price for firm i at day t, and R is the market-adjusted rate of return for the firm over
the 250 trading days. Ri0 adjusts for the magnitude in price drift over the 250 trading day period
(Beekes et al. 2015). If high-quality annual reports signal enhanced disclosure throughout the
year, then we expect a negative association between annual report quality and TIMELINESS.

Table 10 presents the results for this analysis. The coefficient on AWARD is negative and sig-
nificant at the ten percent level (t-statistic 1.88). The evidence provides some support for the view
that award-shortlisted firms are timelier in the release of price-sensitive information relative to
non-shortlisted firms. The conclusion that high-quality annual reporters disclose price-sensitive
information earlier than their non-high-quality counterfactuals lends support for the confirmatory
view of annual reports and explains the absence of larger capital market responses for high-
quality annual reports.14 Our results suggest that experts’ assessment of high-quality annual
reporting speaks more to the way information is summarised and presented in the report
rather than to the provision of new information.

5.4. Robustness tests

We undertake several robustness tests to assess the sensitivity of our results to different research
design choices. First, we test whether our results are sensitive to the length of the window we use
to calculate the capital market effects. Second, we test whether our results are sensitive to the
exclusion of financial firms from our sample. Third, to ensure that our results are not driven
by the potential self-serving behaviour of the awarding institutions, we run our analysis for
the subsample of reports that are shortlisted independently by at least two award-granting
bodies. Fourth, to ensure that our results are not driven by the possibility that PwC is more
likely to shortlist reports issued by its own audit clients, we repeat the analysis after excluding
firms audited by PwC from our analysis. Fifth, we test whether AWARD is simply capturing
annual report narrative characteristics as opposed to the general quality of the annual report
by including controls for narrative tone and readability. Sixth, since PSM increases model depen-
dence and covariate imbalance relative to unmatched data (King and Nielsen 2019, Clatworthy
and Peel 2021), we examine the sensitivity of our results to using entropy balancing method,
which overcomes these limitations of PSM. Results for this suite of robustness tests are presented
in an accompanying Internet Appendix. These additional tests provide support to our baseline
results and suggest that our findings are robust to different research design choices.

Finally, while matching limits differences in covariates between the treatment and control
groups, thereby reducing the possibility that treatment group-specific characteristics other than
reporting quality accounts for our results, it does not eliminate the possibility of an unobserved
confounding variable influencing our results (Peel and Makepeace 2009). Specifically, match-
ing does not eliminate the possibility that a characteristic correlated with both financial report-
ing quality and capital market effects is inadvertently omitted from our matching procedure. To
test the robustness of our propensity score matching to unspecified confounders, we calculate
Rosenbaum bounds for absolute cumulative abnormal returns and abnormal number of trades.
Rosenbaum bounds predict the impact that a confounding variable must have on both the

14Brown and Tucker (2011) posit that year-on-year annual report modification is associated with market
reactions. Therefore, to ensure the robustness of our timeliness results, we control for year-on-year
annual report modifications (untabulated). Specifically, we add ΔWORDS, the log change in number of
words, ΔSECTIONS, the change in the number of sections reported, and ΔPAGES, the change in the
number of pages in the timeliness specification. Results for this test are in line with the results in Table 10.
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Table 10. Regression analysis: timeliness of information capture.

TIMELINESS

Intercept 0.137
1.05

AWARD −0.014 *
1.88

SIZE −0.009
1.01

ANALYST 0.000
0.07

EARN_SUR 0.000 ***
2.89

LOSS 0.049 **
2.53

R&D 0.002
0.63

COMPLEX −0.001
0.14

LEVERAGE −0.001
0.64

TRADE_VOL 0.012
1.53

PWC 0.068
0.89

CO_BLOCK 0.001
0.45

IC_BLOCK −0.001
0.49

EMP_BLOCK −0.001
0.85

OTH_BLOCK −0.005
1.04

PF_BLOCK 0.004
0.68

ED_AGE 0.000
0.10

NED_AGE −0.001
0.27

ED_ED 0.004
0.29

NED_ED 0.013
1.52

NED_GENDER −0.001
1.61

ED_RATIO −0.008
0.11

YE_EA 0.000
0.57

EA_AR 0.000
0.24

TIME YES
IND YES

* Z > 1.65; **Z > 1.96; *** Z > 2.58.
This table presents a Generalized Estimation Equation where the dependent
variable is TIMELINESS (Beekes and Brown 2006). TIMELINESS captures
the speed of share price discovery and approaches zero the quicker
information is integrated into share price. The independent variable of
interest is the binary AWARD variable. Remaining variables encompass all
matching variables plus statistically significant variables from Table 8. The
sample comprises 161 matched firm-year observations (322 total).
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selection and the outcome to render the treatment effect insignificant (Rosenbaum 1995).
Results for the Rosenbaum bounds for absolute cumulative abnormal returns and cumulative
abnormal number of trades suggest that the treatment effect loses significance when the
bound parameters are ℾ = 1.15 and ℾ = 1.10, respectively. Accordingly, an unobserved con-
founding variable that increases shortlisting odds by 15% (10%) would be sufficient to
render results for absolute cumulative abnormal returns (cumulative abnormal trades) insignif-
icant at the 5% level. While the existence of such unobserved confounder is possible, it is per-
tinent to note that these are conservative estimates because the confounder must influence both
the shortlisting selection and the capital market outcome (DiPrete and Gangl 2005). Further,
there is no suggestion that significance would flip signs such that award reports have higher
capital market effects.

6. Interview evidence

Despite the time, attention, and financial investment involved in producing high quality annual
reports, our results do not provide evidence of direct short-run capital market benefits to manage-
ment and shareholders. In this section, we summarise interview evidence that seeks to understand
managements’ motives for investing in high-quality annual reports. We interview senior execu-
tives from three shortlisted firms in our sample, along with two senior consultants from firms that
advise FTSE350 companies on annual report content and design.15

Interviews were semi-structured, and respondents were asked identical questions relating to
the intended audience of the annual report, characteristics of high-quality reports, the process of
preparing the annual report (i.e. timing, authorship, and coordination), competitive restraints, and
the approach to drafting certain content (i.e. chair’s letter, forward-looking information, perform-
ance, and strategy and business model). Participants also commented on the current state of
annual reporting generally, and the biggest changes to annual reporting over the last decade.
We view this analysis as an exploratory exercise that complements our empirical tests rather
than as a comprehensive survey of preparers’ views yielding generalisable insights. CF1 and
CF2 refer to the two senior consultants interviewed while Firms 1 to 3 refer to the three
FTSE350 executives interviewed.

6.1. Purpose and users of the annual report

Traditionally, incumbent institutional investors were considered the primary target audience for
the annual report (CF1), but its intended audience has shifted to prospective investors who rely
on the annual report for ‘strategy and the big picture’ (CF2). Whereas finance used to be respon-
sible for preparing the annual report, that role now typically sits with investor relations. Owner-
ship transfer from finance to investor relations is partly an attempt to focus on clearer
communication and simpler messaging to position the firm as an attractive proposition to pro-
spective investors.

The annual report is not considered useful to current investors because they are familiar with
the company (CF2) and price-sensitive information would already be publicly available (Firm 2).
Instead, institutional investors and professional analysts are more likely to use the annual report
for reference (i.e. as a summary of annual corporate disclosures). Specifically, executives from
Firm 1 and Firm 2 state that:

15Interviews took place in London over the period June to September 2017.
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There is more context in [the] annual report and depth of information. Institutional investors and pro-
fessional analysts are going over numbers, not narratives. (Firm 1)
Analysts and investors largely don’t read the annual report because all the bits of annual reports are
disclosed in a more timely manner: strategy is released just after the board of directors reviews it,
although strategy is largely stagnant and not price sensitive. Analysts tend to look at the presentation
and institutional investors meet the Chairman when he goes on the road after presentation… The
annual report is a document of reference. (Firm 2)

In addition to prospective investors, CF2 and Firm 1 highlight employees as important users of
annual reports.16 Employees benefit from the process of summarising and simplifying corporate
disclosures, and firms find annual report preparation a useful exercise for internal dialogue and
alignment, particularly regarding the business model. Specifically, Firm 1 suggests that ‘the
business model is now used internally’. In this way, reporting may drive change and thinking
internally, so the costly process of compiling the annual report benefits corporate operations.

6.2. Content and price sensitivity of the annual report

The role and importance of the annual report has changed as technology has produced a more
dynamic information environment. The annual report is not considered to be a strategically
important document for information dissemination because it is not timely. Rather, the annual
report echoes messages from the earnings announcement and previous disclosures.17 Specifi-
cally, Firm 2 and Firm 3 interviewees note that:

No price reaction is expected in the annual report because price sensitive information must be
disclosed in a timely manner – the annual report is not timely. Individual bits have a role to play,
but they are published earlier. The annual report used to be necessary 40 years ago, but it is now
a legacy document. With websites the information environment is more dynamic…Anything
major would have been in the preliminary results or presentation. The annual report is a document
of reference (Firm 2)
The annual report is something that needs to be done rather than a strategically important communi-
cation document. (Firm 3)

Accordingly, interviewees do not expect a price reaction to the annual report irrespective of
quality. In this respect, respondents agree that firms do not invest in high quality annual
reports to attain short-term capital market benefits around the publication date but instead
view production of high-quality annual reports as part of the long-term broad strategy of the
firm to provide high quality communication to stakeholders. In so doing, companies build a repu-
tation as an honest and open broker of information.

In terms of content and purpose, respondents believe that annual report narratives provide
retail investors and employees with a big picture overview of the firm and industry relative to
other disclosures (Firm 3). The annual report provides more context than other disclosures
(Firm 1) with the aim of providing a framework in which to examine and interpret past and
future disclosures.

The annual report also informs corporate culture (e.g. personality coming through Chairman
and CEO statements) and enhances trust (CF2). High-quality reporting uses transparency and
consistency as a route to credibility. Specifically, readers are aware of corporate performance

16Customers and NGOs may also use the annual report (CF1; CF2)
17For example, the earnings announcement includes commentary on performance while strategy days (often
co-occurring with the half-year results release) review business model and strategic objectives.
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before the annual report is released and are therefore looking for a balanced commentary on
results that is consistent with their expectations. The content, structure, and presentation of
the annual report focusses on consistent delivery of key messages (Firm 2).

According to Firm 1, management discussion and analysis is possibly the least informative
part of the annual report as very similar commentary occurs in the earnings announcement. Simi-
larly, the strategy section is taken from the strategy board papers and related presentation (pre-
sented mid-year) and merely rephrased to sound as simple and clear as possible for employees
and potential investors (Firm 2, Firm 3). Annual reports nevertheless disclose some new infor-
mation in the form of the financial statement notes and the remuneration report. However, man-
agement do not typically consider this incremental content to be price relevant due to its narrow
and specialised focus (Firm 2).

In summary, interviewees see the annual report as a summary document that simplifies and
condenses information from other disclosures made during the reporting period. Respondents
believe the main users of this summary information are potential investors and employees. Mean-
while, the process of summarising and simplifying messaging for the annual report serves an
internal purpose by improving internal communication and promoting a shared understanding
of the corporate value-added proposition.

7. Summary and conclusion

We examine the capital market effects of high-quality annual reports by matching firms whose
reports have been shortlisted for an annual report quality award with non-shortlisted counterfac-
tuals. Results for absolute cumulative abnormal returns and abnormal number of trades suggest
that award-shortlisted annual reports elicit weaker market reactions, suggesting that these annual
reports are no more informative than non-shortlisted annual reports. Further, we use the Beekes
et al. (2015) measure of timeliness to contextualise this result and find some evidence that award-
shortlisted firms disclose information earlier than their peers.

Our results suggest that annual reports provide confirmatory information that contextualises
prior information signals. Moreover, results indicate that award-shortlisted annual reports
contain no more price-sensitive information than their counterfactuals because high quality
reporters disclose relevant information to the market throughout the year on a timelier basis.
Interviews with FTSE350 executives and consultants confirm that annual reports provide an
accessible summary of annual events and disclosures for potential investors and employees.
Respondents agree that the annual report is not a timely source of information, but companies
see the publication of high-quality annual reports as part of the long-term broad communication
strategy of the company.

Our study provides empirical evidence supporting the practitioner view that the annual report
is a confirmatory document that collates and summarises pertinent information disclosed via
timelier channels, rather than a source of new information. Our work shows how annual
report quality can offer a window into the quality of firms’ broader communication strategy,
where high quality annual reports form part of a high-quality overall communication strategy.
Thus, high quality annual reporting does not automatically translate into more informative
reporting. One implication of our findings is that policymakers (and researchers) should be
wary about using the strength of capital market effects as a signal of annual report quality.
Further, our study vindicates the use of practitioner-derived measures as proxies for annual
report quality, insofar as they provide a parsimonious measure to score long and complex disclos-
ures. Our evidence opens the possibility for further research examining the drivers and conse-
quences of high-quality corporate reporting.
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When interpreting our results, readers should be aware of the following caveats. First, although
matching mitigates endogeneity, it does not eliminate it. Unobservable or unidentified differences
(e.g. firm culture) likely exist and contribute to the remaining endogeneity (Shipman et al. 2017).
Second, research suggests that propensity score matching induces bias and imbalance through
imprecise matching on covariates and elimination of pairs to meet caliper specifications (King
and Nielsen 2019). Although our design mitigates matching imbalance by employing course
matching by industry, time, and auditor as a primary matching method and by reporting on covari-
ate balance after the match (i.e. input variables to the propensity score), we do eliminate obser-
vations to meet an optimal caliper which may induce bias. Third, although award criteria are
publicly available, there is no empirical evidence on how quality is measured in awards. In this
respect Core (2001) criticised rankings for their lack of transparency and called for empirical evi-
dence on the properties of the AIMR-FAF rankings to support their continued use as a proxy for
reporting quality. The motives and selection criteria of award-granting bodies, together with the
net benefits of the awards industry for the corporate reporting system, are areas where theory
and evidence remain scarce and where opportunities for further work therefore exist.
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Appendices

Appendix 1. Description of awards.

Award PwC ‘Excellence in Reporting’ IR Society ‘Best Practice’
ICSA Hermes

‘Best Annual Report’

Communicate Magazine ‘Best
Printed Report’ & ‘Best Online

Report’ Report Watch

Comprehensive
(FTSE100 & 250)
or nominated

Comprehensive Nominated Comprehensive Nominated Nominated

Criteria ‘the judges were seeking excellence
across the three pillars of corporate
reporting:
Content – A holistic balance
covering management’s view of the
business, its market environment,
strategy, business model, risks and
performance.
Quality – A forward-looking
narrative supported by quantified
data, targets,benchmarking and
performance indicators.
Integration – Consistent messaging
across elements such as strategy,
management actions, performance
and reward.
Alongside these established
attributes, they were also looking
for evidence of a fourth:
innovation, involving taking a fresh
approach to traditional disclosures
and exploring new ways to meet
stakeholders’ information needs’.
(PwC 2014)

‘judges are looking for evidence of
an innovative and effective report
that plays an integral part in the
communication of the strategy and
investment case of a company. It
should serve as an effective
communications tool and provide
insight into the company’s main
objectives and strategies, the
principal risks it faces and how they
might affect future prospects. For
U.K. listed companies, there will be
a focus on the objectives set out in
the Financial Reporting Council’s
(FRC) Guidance on the Strategic
Report issued in June 2014’. (IR
Society 2015)

‘an understanding of the links
between governance, shareholder
value creation, and the avoidance of
value destruction; innovative and
creative forms of disclosure, which
moved away from ‘boilerplate’
reporting that repeated or imitated the
language of the Code with little, or no,
attempt to explain how the board and
company was run; a full description –
and explanation– of the business
model and the strategy, with key
performance indicators and
performance against targets;
the principal risks to that strategy, the
company’s risk appetite and culture,
how the risk profile was changing,
and how the risks were being
managed; joined-up thinking that
linked strategy, pay, performance and
risk;
explanations of the way in which the
board ran itself and its committees,
and how it took decisions; recognition
of having due regard for, and
balancing the needs and expectations
of, different shareholder and
stakeholder priorities…’ (ICSA
2014)

‘Strategy/Implementation:
Explain the approach you took in
order to meet your objective(s). What
was the strategy? How did the
strategy develop? How did the
strategy differ from the previous
year? What research was carried out
and incorporated? What influenced
the decision making? How did you
implement the strategy? Did you
encounter unexpected difficulties?
How did you ensure the target
audience was reached? How was the
report incorporated into the
company’s communication output?
Innovation:
Show off why your work stands out
from others. Was the report
innovative? If not explain any
restrictions faced with the innovation
of the report. How did the report fit
with the rest of the brand? What
creative aspects were incorporated?
Include information on ease of access
and navigation of the report?
Result:
Tell about the success of the report:
how the initial objectives were met’.
(Communicate Magazine 2015)

Best practice areas:
1. Cover/Message/Theme/
Branding
2. Business overview
3. Key figures
4. CEO/Chairman message
5. Business model/ Strategy/
Growth drivers
6. Key performance indicators
7. Investor proposition/share
information
8. Financial review/MD&A
9. Goals/Targets/Outlooks
10. Risk factors, controls and
management
11. Governance and
compensation
12. Corporate social
responsibility
13. Historical data, charts and
ratios
14. Online reporting
15. Style/Design/Layout

Grading:
A+ First rate; A Excellent; A-
Very Good; B+ Sound;
B Average; B- Uneven;
C+ Common;
C Substandard;
C- Poor; D Uncompetitive
(e.com 2014)

(Continued )
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Continued.

Award PwC ‘Excellence in Reporting’ IR Society ‘Best Practice’
ICSA Hermes

‘Best Annual Report’

Communicate Magazine ‘Best
Printed Report’ & ‘Best Online

Report’ Report Watch

Year-end cut-off
date

March 31 March 31 ‘the strategy or execution was
developed, launched or carried about
between January 2013 and June 2014’

Annual reports published before the
deadline for nominated awards are
accepted (usually August)

December 31

Panel Members
(2014)

1. Charles Tilley (chair), CIMA
2. Stephen Haddrill, FRC
3. Angela Knight CBE, Energy
U.K.
4. Paul Lee, National Association
of Pension Funds.
5. The Right Hon the Lord Jack
McConnell
6. Sir Chris Powell, Advertising
Standards Board of Finance
7. Andrew Hind CB, Charity
Finance
8. Roger Adams, ACCA
9. Jeremy Beeton, SSE plc.
10. Andy Brough, Schroders.
11. Robert Hodgkinson, ICAEW
12. Maggie McGhee, National
Audit Office.
13. Melanie McLaren, FRC
Liz Murrall, IMA
14. Ian Pearson, IPP Associates
Ltd.
15. David Phillips, World Wildlife
Fund
16. Lady Susan Rice CBE, Lloyds
Banking
Group Scotland.
17. Rod Sellers OBE, Seddon
Solutions Ltd.

1. Sue Scholes (Chair), Chair of the
IR Society
2. Sue Harding, FRC Financial
Reporting Laboratory
3. Liz Murrall, U.K. IMA / IA
4. Andrew Ninian, ABI / IA
5. Nigel Sleigh-Johnson, ICAEW
6. Peter Swabey, ICSA
7. Martin Walker, Manchester
Business School
8. Catherine Wright, ICSA

1. Dame Alison Carnwath (Chair),
Land Securities plc
2. Paul Boniface, The National Trust
3. Andrew Ninian, IMA
4. Professor Andrew Chambers,
Management Audit LLP
5. Ruth Pavey FCIS, Capital &
Counties Properties PLC
6. Lyn Colloff FCIS, Cobham
7. Frank Curtiss FCIS, RPMI Railpen
Investments
8. Sallie Pilot, Black Sun plc
9. Lindsay Driscoll, consultant
10. Nicola Rimmer, Chartered
Institute of Internal Auditors
11. Anthony Fitzsimmons,
Reputability LLP
12. Deepa Raval, FRC
13. John Gollifer, IR Society
14. Carol Shutkever, Herbert Smith
Freehills
15. Chris Hopson, Foundation Trust
Network
16. Lara Thomassen, CBI
17. Catherine Howarth, ShareAction
18. Tim Ward, The Quoted
Companies Alliance
19. Jo Iwasaki, ICAEW
20. Mark Wearden FCIS, ACCA
21. Paul Lee, National Association of
Pension Funds
22. Victoria Whyte FCIS,
GlaxoSmithKline plc
23. Gillian Lees, Chartered Institute
of Management Accountants
24. Derek Woodward FCIS, Thomas
Cook Group plc
25. John Ludlow, AIRMIC
26. Catherine Woods, FRCl

1. Tim Brill, MicroFocus
2. Davis S. Brilleslijper, Delta Lloyd
Group
3. Thomas Churchill, Premier Farnell
4. Catherine Colloms, PaddyPower
5. Gary Davies, GlaxoSmithKline
6. Chris Griffiths, Tesco
7. Ian Harding, Kingfisher
8. Basak Kotler, Coca-Cola Hellenic
Bottling Company
9. Craig Marks, Halfords
10. Ian McDonald Wood,
FutureValue
11. Kate Montgomery, Imagination
12. Paul Nixon, Corporate Eye
13. Helen Parris, G4S plc
14. Martin Riecken, Deutchse
Lufthansa AG
15. Andrew Sawers, freelance
financial journalist
16. Ian Thornton, ARM
17. Ian Williams, Think Money
Group
18. Lisa Williams, Debenhams plc

No external panel. (companies
purchase a comprehensive
evaluation of their annual
report and the grade–A+ to D–
is published on the Report
Watch website)
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Appendix 2. Firm-level characteristics and predicted associations with high-quality.

Variable Definition
Pred
Sign Theory

Size (SIZE) Natural logarithm of market
capitalization at the fiscal year end
date (Worldscope field 07210)

(+) Agency theory and legitimacy
theory (see Guthrie and Parker
1990). Larger firms tend to be more
highly monitored and their reports
more widely read therefore large
firms benefit the most from
increased information disclosure
(Diamond and Verrecchia 1991).

Analyst following
(ANALYST)

Number of analysts whose earnings
estimates are included in the most
recent I/B/E/S consensus before the
fiscal year end

(+) Ease of information acquisition
increases in firms with high-quality
annual report narratives, thereby
incentivising analysts to follow
firms with high-quality reporting
(Lang and Lundholm 1993, 1996)

Absolute earnings
surprise
(EARN_SUR)

Absolute percentage difference
between I/B/E/S actual earnings
and the last I/B/E/S consensus
forecast prior to the fiscal year end

(+) Management enhances disclosure
when faced with delivering
unexpected earnings news to
investors (Yuthas et al. 2002).

Earnings variation
(EARN_VAR)

Three-year EPS variance (current
year and two years previous) as
derived from Worldscope EPS data
(field 05210)

(+) Firms with high earnings variation
have more potential for information
asymmetry between managers and
investors (Li 2010) and higher
potential for disclosure quality.
Higher variability in earnings is
expected to result in high-quality
annual report narratives to convey
revised information on corporate
performance and future prospects.

Earnings loss (LOSS;
LOSS_lag1)

Indicator variable taking the value
of one if net income at time t (time
t–1) is negative and zero otherwise

(+) Losses make forecasting future
returns problematic because
investors cannot assume earnings
permanence in forecasting models
(Schleicher et al. 2007), therefore
firms may increase disclosure to
ease investor forecasting.

Price volatility
(PRICE_VOL)

Annualized monthly stock return
volatility for the 12 month period
ending on the last day of the
earnings announcement month
(Worldscope field 08806)

(−) High-quality disclosure reduces
uncertainty (and mitigates
perceived risk) which decreases the
price impact of information on firm
performance (Lang and Lundholm
1993, Bushee and Noe 2000).
Additionally, disclosure increases
stock liquidity which reduces the
price impact of large trades
(Diamond and Verrecchia 1991).

(Continued )
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Continued.

Variable Definition
Pred
Sign Theory

Performance
(PERFORM;
ΔPERFORM)

Return on equity as taken from
Worldscope (field 08302)
ΔPERFORM is the percentage
change in ROE from time t-1 to
time t

(?) The obfuscation hypothesis (see
Merkl-Davies and Brennan 2007)
predicts that poorly performing
firms will produce disclosures with
reduced understandability: a
negative association.
Users of information assume low
value or high risk in the absence of
disclosure (Beyer et al. 2010). Poor
performance may be thoroughly
disclosed and discussed at the
annual report date to avoid non-
disclosure: a positive association.

Intangibles (R&D) Natural logarithm of R&D
spending (Worldscope field 01201)

(+) Intangibles represent non-saleable
commodities that are difficult to
value and not well represented in
the financial statements (Grilliches
1995). As such, narrative sections
of annual reports provide an outlet
to inform investors about changes
to the nature and value of intangible
assets.

Operational
complexity
(COMPLEX)

Count of business segments with
total assets information
(Worldscope fields 19503, 19513,
… 19593)

(+) Complex information requires
complex disclosures which require
care to be intelligibly conveyed (Li
2010)

Leverage
(LEVERAGE)

Is total debt as a percentage of total
assets (Worldscope field 08236)

(−) Agency theory suggests that
increased leverage results in
additional risk for shareholders as
debtholders price-protect
themselves. Therefore managers
have more incentive to provide a
higher level of disclosure to
shareholders (Jensen and Meckling
1976, Hossain et al. 1995): a
positive association.
However, leverage may reduce
disclosure because agency costs are
reduced by debt covenants rather
than by increased disclosure in
annual reports (Eng and Mak
2003): a negative association.

(Continued )

40 J. Chircop et al.



Continued.

Variable Definition
Pred
Sign Theory

Average trading
volume
(TRADE_VOL)

Average annual trading volume
over the 52-week period ending at
the fiscal year-end date
(Thompson-Reuters ID 85695)

(+) If public disclosure reduces
information asymmetry, it may
reduce the potential for non-
professional investors to assume
information from large trades
(Diamond and Verrecchia 1991,
Healy et al. 1999). Therefore, there
is a reduction in the price impact of
trades which may draw increased
average trading volume to firms
with high-quality public disclosure
(Bushee and Noe 2000).

Cross-listing in the
U.S. (US_GAAP)

Indicator variable equal to one if
the firm is cross-listed in the U.S.
and zero otherwise

(+) Firms that cross list in the U.S.
subject themselves to additional
disclosure requirements (i.e.
reconciliation to U.S. GAAP).
Additionally, these firms are more
visible and may face higher
scrutiny from investors and
auditors. Therefore, cross listing
firms may produce enhanced
narrative disclosures (Coffee 2002,
Lang et al. 2003).

PWC, DELOITTE,
EY and KPMG

Indicator variables equal to one if
the annual report is audited by
PwC, Deloitte, Ernst&Young or
KPMG respectively and zero
otherwise

(?) Firms may choose an auditor that
has specialist knowledge to
enhance overall firm disclosure, as
evidenced in the AIMR-FAF
rankings (Dunn and Mayhew
2004).

Blockholdings
(NOGOV)

CO_BLOCK (company cross-
holding blocks: datastream
NOSHCO), IC_BLOCK
(investment company blocks:
datastream NOSHIC),
EMP_BLOCK (employee blocks:
datastream NOSHEM),
OTH_BLOCK (other blocks:
datastream NOSHOF), and
PF_BLOCK (pension fund blocks:
datastream NOSHPF) where a
blockholder is defined as holding
over 5% of outstanding shares at
the firm’s fiscal year end

(?) Institutional investors may be
drawn to firms with low
information asymmetry, and
therefore high liquidity (Diamond
and Verrecchia 1991, Core 2001): a
positive association.
When shareholders are diffused,
more monitoring is required (Eng
and Mak 2003). Additionally,
institutional investors may be put-
off by public disclosures that
reduce the value of their private
information set:a a negative
association.

Government
blockholdings
(GOV_ BLOCK)

Government held blockholdings
(datastream NOSHGV)

(+) Firms with government ownership
tend to have objectives that are
value/society-oriented and conflict
with commercial objectives.
Because of conflicting interests, the
firm may have an increased need to
communicate with other
shareholders (Eng and Mak 2003).

(Continued )
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Continued.

Variable Definition
Pred
Sign Theory

Foreign investors
(FOR_SH)

Percentage of shares held by
foreign investors at the fiscal year
end (datastream NOSHFR)

(+) Foreign investors are at an
informational disadvantage and
rely more heavily on narrative
information released by the firm
and foreign analysts to close the
gap (Clatworthy and Jones 2008)

Board characteristics Boardex variables: (?) Certain board characteristics
potentially mitigate agency
conflicts between management and
shareholders (Hermalin and
Weisbach 1998, Xie et al. 2003)
resulting in more timely and
balanced public disclosures
(Beekes et al. 2015).

ED_AGE (NED_AGE) is the
average age of executive (non-
executive) directors on the board;
ED_ED (NED_ED) is the average
number of qualifications held by
executive (non-executive)
directors;
ED_GENDER (NED_GENDER)
is the percentage of executive (non-
executive) directors that are male;
ED_NATION (NED_NATION) is
foreign representation in executive
(non-executive) directors where
zero is fully domestic and one is
fully foreign;
CEO_CHAIR is an indicator
variable equal to one in the case of
CEO/chairman duality and zero
otherwise;
ED_RATIO is the number of
executive directors divided by the
total number of directors

Time There are eight year (TIME)
indicator variables for TIME, one
for each sample year (2007–2014)

(?) Corporate narrative reporting
evolves over time, therefore
differences in the definition of
narrative reporting quality may
exist within the sample period
(2007–2014). Additionally,
economic events (i.e. financial
crisis of 2009) and industry-
specific events (i.e. BP oil spill of
2010) are likely to affect the level
of firm disclosure and stock prices.

(Continued )
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Continued.

Variable Definition
Pred
Sign Theory

Industry There are nine industry (IND)
indicator variables, representing the
nine SIC industry divisions

(?) The potential importance of
industry factors stems from
institutional theory, whereby firms
operate within the norms of their
comparable group in order to
reduce scrutiny by stakeholder
groups (Meyer and Rowan 1977,
Bansal and Clelland 2004).
Industries exhibit herding
behaviour in disclosure based on
the number of firms in the industry,
amount of industry versus firm-
specific information, and degree of
shared knowledge (Dye and
Sridhar 1995). Specifically, firms in
competitive industries may disclose
less (presumably proprietary)
information (Verrecchia and Weber
2006).

aWagenhofer (2004, p. 26) considers that availability of public information may reduce the total information available to
investors because it reduces incentives for professional investors to acquire private information. Therefore, professional
(institutional) investors may prefer investment in firms where they have an opportunity to profit from their private
information sets.
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